DIGITAL FINANCIAL SERVICES

A POWERFUL LEVER TO REDUCE
POVERTY AND ACHIEVE THE SDGS
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poorer people are, the more com-

plex their financial lives. Relatively
speaking, they also pay a significantly
higher percentage of their total income
for financial services than people at
higher levels of the economic pyramid.

IT SEEMS counterintuitive, but the

About 80 percent of the world’s poor
are cut off from even the most basic ser-
vices provided by banks and other finan-
cial service providers. As a result, they
are forced to rely on a cash-based system
that is expensive, risky, and inefficient.

he poor pay astronomical fees and

interest rates to couriers, money-
lenders, and other informal providers.
If you are a poor worker trying to share
cash wages with your family back home,
you have to pay a steep transaction fee
with every transfer. Globally, the aver-
age fee is around 8 percent, but in some
places it is much higher—nearly 17 per-
cent when sending money from South
Africa, for example.

If you are cheated or robbed, there
is little recourse. Often, remittances
sent to relatives are in cash—carried by
friends or bus drivers across hundreds
of miles.

If your savings are in the form of
jewelry or livestock, you can't use
them to pay for your child’s exam fee
or medical bills. Even paying a bill can
be time consuming—it might mean
traveling all day just to get to the ap-
propriate office. There is also the emo-
tional stress of constantly calculating
whether you are going to have enough
to feed your family tonight and tomor-
row night.

f the world is going to help the

poorest people lift themselves out
of poverty, they need convenient, low-
cost financial services that help them
protect and use their financial assets
effectively, deal with irregular cash
flow, and provide a cushion for finan-
cial emergencies.
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THE BENEFITS OF DIGITAL
FINANCIAL SERVICES

Digital financial services can do

this. As mobile phones and

cellular-signal coverage have become
ubiquitous, universal financial inclusion
has become a realistic proposition for
the first time in history.

Going digital can cut transaction
costs by 90 percent, which changes the
fundamental economics of financial
services for the poor.

Digitization will for the first time
allow poorer people to participate
fully in the financial system. It offers the

private sector a fantastic opportunity to
develop innovative products and services
for a vast new market. There are major
benefits for government as well.

Just as the introduction of credit and
debit cards stimulated trillions of dollars
of revenue and created hundreds of thou-
sands of jobs worldwide, digital financial
services can unlock the market potential
of those currently trapped in the informal
economy: the so-called fortune at the bot-
tom of the economic pyramid.

In fact, the transformation has

already begun. Because so many
people in developing countries have
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mobile phones, tens of millions of
people are storing money digitally on
their phones and using their mobile
devices to make purchases as if they
were debit cards.

Forward-thinking policymakers
and private sector collaboration have
made this even easier by
creating interoperability
among mobile network
operators and these mo-
bile wallets.

In Kenya, three quar-
ters of adults now have
access to a bank ac-
count—up from 42 percent in 2011.
Mobile banking services are so popular
there that traditional banks have begun
to offer competing services, which are
driving down costs and further increas-
ing access.

hile this is great progress, it is

not enough to simply declare
victory with the opening of a bank ac-
count. The real measure of success has
to be consistently high usage, super low
transaction fees, and innovative digital
financial products and services that
people want and will use.

What follows are some of the more
successful examples.

Leading banks in Tanzania and
Kenya are partnering with the human-
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itarian organization CARE to deliver
digital financial services to more than
five million members of village savings
and loans associations—three quarters
of whom are women. These are people
that have traditionally been excluded
from formal financial services. Initial
reports show that participating wom-
en are saving more,
have more control over
their financial resourc-
es, and are more likely
to start a business.

New digital financial
services are helping
farmers ride out ir-

regular harvests that would once have
spelled disaster. In Kenya, a micro-
insurance scheme makes automatic
payments to farmers when there is
either a drought or excessive rainfall.

Women who use Kenya’s leading
mobile money service, M-PESA, can
now borrow funds from family or
friends through a simple text mes-
sage. This avoids the usurious rates
charged by some moneylenders,
which can range from 10 to 25 per-
cent per month, and even higher in
some countries.

Ithough the digital financial
economy is taking shape first
in low- and middle-income countries,
it will eventually trickle up to high-
income countries. When it does, trans-
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actions that used to require a trip to the
bank, piles of paperwork, and the inter-
ventions of several bank employees, will
be completed with the touch of a key on
a mobile phone.

All these transactions will be easily
traceable, gradually building a solid
financial history for eve-
ryone, making it easier
for financial service
providers to make deci-
sions about a person’s
credit-worthiness while
protecting the overall
stability of an economy.

digital financial

connection also
creates a platform to
target and improve government ser-
vices. Today, if a government wants to
give subsidies to its citizens, it has to
physically deliver money or resources
such as fertilizer or kerosene. Exist-
ing processes require the traversing
of many layers of bureaucracy, where
these resources can easily get lost,
diverted, or wasted.

Instant financial transfers using
mobile phones will make it possible for
government subsidies to reach more of
the right people more quickly, and at a
much lower cost. Mexico has already
saved $1.3 billion by digitizing govern-
ment payments for wages, pensions,
and social transfers.
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A COMMON-SENSE APPROACH
TO POLICYMAKING
o realize the full potential of digital
financial services, governments
will need to have the right policies in
place. In many countries, regulations
meant to keep risk out of the financial
system also keep poor people out of the
financial system. These
regulations also stifle in-
novations that can stimu-
late new opportunities.

Telecommunications
companies, for exam-
ple, already work with
billions of mobile phone
subscribers, so they
are well positioned to
be part of the financial

inclusion ecosystem. The same is true
for other non-bank entities; yet in many
countries they aren’t allowed to provide
any financial services at all.

In search of the right balance, some

regulators are exploring alternatives

that let new players enter the market
while maintaining standards of security.
For instance, the Reserve Bank of India
recently authorized 11 “payments banks”
whose customers will be able to use their
mobile phones to perform basic, rela-

tively risk-free financial transactions like
deposits, payments, and transfers.

Similarly, every country has “Know
Your Customer” (KYC) rules, which—



reasonably so—require bank custom-
ers to be able to prove they are who
they claim to be. Most poor people,
however, cannot do this easily. Often
they don’t have the documents they
need and can’t get them. Some don’t
even have ID cards. This doesn't,
however, lessen their

need for safe, inexpen-

sive financial services.

he Financial Ac-
tion Task Force
(FATF), a multinational
body that sets inter-
national standards to
combat money launder-
ing and the financing
of terrorism, supports
a risk-based approach
to match the level of documentation
to the level of risk associated with
a transaction. Some countries like
Mexico are already applying a tiered
approach.

But most countries and financial insti-
tutions don’t have enough clarity about
how much flexibility or discretion they
have when assessing $100 transactions
versus $10,000 transfers.

The result is that cross border flows—
remittances, correspondent banking,
and humanitarian aid—are being shut
down, forcing capital to flow instead
through an informal economy that is
both unsafe and inefficient.
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n fact, some efforts aimed at com-
bating money laundering and ter-
rorism financing are having the oppo-
site effect than was intended. Financial
flows are going underground, making
them less transparent and slowing the
ability of countries to bring citizens and
small businesses into the
formal financial system.

Everyone benefits
from an economy that
includes everyone, and it
is infinitely safer to have
people in the system
than out of it.

lobal agendas
like the G20 are
increasing the oppor-

tunities digital financial services can
enable. For instance, the recent Turkish
G20 presidency highlighted linkages
between digital financial services and
women’s economic empowerment, and
the Chinese G20 presidency is also
looking at the potential of technology-
enabled financial inclusion.

This momentum—and the growing
number of international bodies making
efforts to provide clarity around de-
risking and other regulatory barriers—
is encouraging. For instance, the Amer-
ican government hosted its first-ever
financial inclusion forum in December
2015. A diverse panel of leaders from
government, the private sector, and civil
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society—including Queen Maxima of
the Netherlands, the CEO of JP Mor-
gan, Mexico's Minister of Finance, and
Bill Gates—urged policymakers to com-
municate clear expectations regarding
de-risking so that other countries don’t
have to try to second-guess American
regulatory and law en-

forcement behavior and

reactions.

he United States,

acting together
with other countries, can
lead the way in modern-
izing the global financial
architecture and capacity for financial
inclusion. This can be done in a way
that doesn’t add risk to the system, but
actually contributes to economic devel-
opment, financial sector stability, and
greater global security overall.

Moreover, there are direct benefits
to governments as well. Governments
facing fiscal constraints can improve the
efficiency of government services and
make the best use of limited resources
by digitizing bulk payments, such as
pensions, wages, and social transfers.

And, as the global community re-
sponds to the refugee crisis and future
natural disasters, it can employ digital
financial delivery channels to speed up
humanitarian aid and directly reach
particularly vulnerable populations,
especially women.

FINANCIAL INCLUSION
AND THE SDGS
s the world ramps up efforts to
begin implementing the new
Sustainable Development Goals that
form the core of the UN 2030 Agenda
for Sustainable Development, financial
inclusion—especially
via digital financial
solutions—can be an
important tool to help
countries achieve their
targets. There is sup-
porting academic evi-
dence that it can play an
important role in Goals
1 through 5, as well as Goal 8.

Let me briefly address each of the
aforementioned Goals in turn and
show how, through tangible examples,
this is achievable in practice.

Goal 1: End poverty. In India, an effort
to set up accounts for the rural poor
reduced the rate of rural poverty by
approximately 15 percentage points.

Goal 2: End hunger. Malawian farmers
whose earnings were directly deposited
into a new bank account increased
land cultivation by 5 percent and input
expenditures by 10 percent. Their yields
were up to 10 percent higher.

Goal 3: Ensure healthy lives. When
Argentina moved payments for a
large national social program from
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cash to accounts, kickbacks virtually
disappeared.

Goal 4: Ensure availability and
equitable quality education. Nepal saw
a 20 percent increase in education
expenditures for households that
opened free banks accounts.

Goal 5: Achieve gender equality.
According to an FAO estimate, if
women had the same access to financial
and other productive resources as men,
they could increase yields on their
farms by 20 to 30 percent.

Goal 8: Economic growth. A recent
study indicates that use of mobile
phones to access financial services is
spurring economic growth in African
economies.

MAKING A REAL DIFFERENCE

Studies show that broader ac-

cess to, and participation in, the

financial system can boost business
and job creation, increase invest-
ments in education, and directly help
people to manage risk and absorb
financial shocks.

The world has the technologies and
the know-how to do it. What is needed
now are policies and regulations that
are clear, that encourage competition,
and that enable financial and technol-
ogy innovation.

Digital financial services can help
transform the economies of
sub-Saharan Africa and South Asia.
Especially in rural and remote commu-
nities—where traditional bank branches
and accounts have long been impracti-
cal—digital inclusion can provide mil-
lions of people with the opportunity to
access and use safe and secure payment,
savings, insurance, and credit services.
People will be able to send remittances
swiftly to loved ones a thousand miles
away, with the certainty that it will reach
them and without having to pay outra-
geous transaction fees. They will also

be able to more easily save money for
emergencies and the future.

These advances—though seemingly
small to those of us long accustomed to
bank accounts and credit cards—have the
potential to truly create a more inclusive
global economy that benefits us all. ™
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CIRSD Releases Regional
Green Energy Study
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In November 2015, the Center for International
Relations and Sustainable Development (CIRSD)
released a study on renewable energy policy in
Serbia and the Western Balkans. The policy paper
was presented in Belgrade to a distinguished audi-
ence of government officials, experts in the field,
academics, and private sector entrepreneurs.

In his introductory remarks, CIRSD President
Vuk Jeremic said that Serbia owes its present
energy challenges to its geographical position and
decades of erroneous policies. “Our current poli-
cy is based on thermal plants and coal, which have
brought about low productivity, low competitive-
ness, and energy inefficiency to our economy, as
well as unacceptable consequences to our peo-
ple’s health,” he said. Serbia has abundant renew-
able energy resources, but is failing to put this
potential to good use—something which is attrib-
utable to both insufficient investments and lack of
appropriate know-how.“The existing model is not
sustainable and guarantees no bright future. We
should carefully, yet decisively, undertake strategic
reforms,” Jeremi€ concluded.

The study’s authors, Maja Turkovi¢ and
Ana Brnabicg, said that the policy paper offers
a different model of development founded on

clean energy—one that would be produced from
domestic (and regional) resources. This would in
turn reduce the costs of spent energy per pro-
duction unit, the external negative effects of en-
ergy production and use, as well as dependence
on imports.

In his wide-ranging remarks, professor Vladimir
Djurdjevi€ of Belgrade University’s Faculty of
Physics assessed that the study offers a rational
response to the many challenges of climate change
and environmental pollution.

The head of the EU delegation to Serbia
Michael Davenport commended the authors
of the study and CIRSD for commissioning it, add-
ing that it represents an important leap in defining
Serbia’s future energy policy, in line with European
and global trends.

The French ambassador to Serbia Christine
Moro commended the efforts that CIRSD has
made in raising climate change awareness in the
Balkans. She emphasized the importance of the
December 2015 climate summit in Paris (COP21),
and stressed that studies such asithe one commis-
sioned by CIRSD have helped lay a solid founda-
tion for the success of the negotiations.



