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Half the world’s population is financially excluded
It is estimated that half of the world’s population does not have access to
financial services. In developing countries, over 70% of the population is
excluded. Of the estimated 2.6 bilOf the estimated 2.6 billion
lion people living on less than $2
people living on less than $2
per day (almost 40% of the world’s
per day (almost 40% of the
population), less than 10% have
world’s population), less than
access to formal savings products.
10% have access to formal
The book Portfolios of the Poor
savings products.
(Collins et al. 2009) documents the
variety of ways in which poor households ‘push’ and ‘pull’ money on a
daily, weekly or seasonal basis; how, from time to time, they act as microfinanciers, loaning funds to friends and family when they have disposable funds; and how they are in turn subjects of credit from local shops,
employers and money lenders. The variety of financial tools used by poor
people is what surprises most readers of this carefully researched and vividly written book. Without finance, people would be relegated to a handto-mouth existence. For poor people with little income security, finance
(understood as the ability to transfer value over time, space and people)
is a necessity.
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The informal financial mechanisms poor households patch together
scarcely give them adequate tools to manage their meagre existence,
much less to plan an escape out of poverty. They ought to have better
financial options – more reliable, less costly, more private – making them
less reliant variously on the kindness, fortunes and greed of those around
them. Having greater access to formal financial services, especially savings, would help them live healthier and more productive lives, allowing
them to stabilise their livelihood and plan for their future.
Formal institutions have not typically seen much profit in offering savings. There is now a historic opportunity to use emerging technology,
especially mobile phones, to enable very small banking transactions to
happen through local non-bank retail agents in a secure way that gets the
economics right for both clients and banks.

Financial inclusion as an engine for poverty reduction
Two economic factors perpetuate poverty. One is low and stagnant labour
productivity, whether in farming, micro enterprises or other livelihood
activities, due to insufficient adoption of new technologies and underinvestment in non-labour inputs. The other is the occurrence of adverse
shocks, most often health or weather related, which overwhelm family
finances and may prevent families from hanging on to accumulated assets
(including productive assets and sustaining their children’s education).
Low labour productivity makes it difficult for families to plan an exit out
of poverty, while adverse shocks can quickly sink families into spells of
extreme duress. As a result, the poor lead precarious, anxiety-ridden lives
with risks looming much larger than opportunities. This perpetuates the
cycle of under-investment and under-education.
Financial services provide tools that can help on both fronts: first, to
finance micro enterprises’ investments in new production technologies,
farmers’ purchase of productivity-enhancing inputs such as fertilisers,
labourers’ search for better job opportunities, or children’s education; and,
second, to mitigate people’s exposure to large life-cycle events or unpredictable risks. To meet these needs, the poor need a range of relevant
financial services which are reliably available, appropriately sized and
packaged, and affordable.
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