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1.0 Introduction 
 
Inclusive finance can play a critical role in promoting inclusive growth and development.  The 
savings-investment-growth link remains central to the question of financial sector development 
and the ability of financial institutions to fully play their intermediary role. Putting in place well-
functioning domestic financial infrastructure is, therefore, crucial for catalyzing domestic and 
foreign resources for growth and investment.  

Development of domestic financial institutions to ensure inclusive growth has however, remained 
a global challenge with as much as 54% of adults worldwide being financially excluded. Sub-
Saharan Africa is the region with the lowest share of banked households (U. Kama, M. Adigan, 
2013). This worrisome level of access to finance in Africa poses a serious challenge to inclusive 
growth. This necessitates pragmatic efforts by policy makers to remove barriers for the 
development of domestic financial markets in order to enhance inclusive growth. 

Given this context, the objective of this paper is to examine the efforts so far made in different 
regions of the world, and in selected African countries in developing domestic financial markets 
for the purpose of achieving inclusive growth, the challenges therein and the way forward. 

The paper is structured as follows: 

The first section analyses, conceptual issues on the relevance of development of domestic 
financial markets for inclusive growth. The analysis in this section include: (i)   literature review on 
theoretical and empirical evidence on causal relationship between domestic financial 
development and inclusive growth; (ii)  Transmission mechanism from financial system to real 
economy; and  (iii) Factors that determine the healthy performance of domestic financial 
institutions in order to ensure that they contribute to inclusive growth.  The second section 
analyses the features of financial sector in Sub-Saharan Africa. The third section discusses 
initiatives in financial system development to ensure inclusive growth, in selected jurisdictions, 
namely developed countries, emerging economies and in selected Sub-Saharan African 
Countries. The fourth section discusses the main obstacles to the development of domestic 
financial institutions in Sub Saharan African countries. The fifth section provide recommendations 
for the way forward and makes conclusions.  

2.0 Conceptual Issues on the Relevance of Development of Domestic Financial Markets 
for Inclusive Growth 
 
2.1 Literature review on theoretical and empirical evidence on causal relationship 
between domestic financial development and inclusive growth; 
 
Economic theory suggests that finance shapes the distribution of economic opportunities. The 
financial system affects the degree to which a person’s economic opportunities are defined. It 
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influences who can launch a new business venture and who cannot, who can acquire education 
and who cannot, who can live in a neighborhood that fosters the cognitive and non-cognitive 
development of their children and who cannot, who can pursue one’ s economic dreams and who 
cannot. A more competitive, better functioning financial system exerts a disproportionately 
positive impact on relatively low-income families. According to the extent that the financial system 
performs these functions well, economies tend to grow correspondingly faster. For example, when 
banks screen borrowers effectively and identify firms with the most promising prospects, this is a 
first step in boosting productivity growth. When financial markets and institutions mobilize savings 
from disparate households to invest in these promising projects, this represents a second crucial 
step in fostering economic growth. When financial institutions monitor the use of investments after 
financing firms and scrutinize their managerial performance, this is an additional, essential 
ingredient in boosting the operational efficiency of corporations, reducing waste and fraud, and 
spurring economic inclusivity. There is a robust positive relationship between financial 
development and both poverty alleviation and reduction in income inequality. It is not just that 
finance accelerates economic growth, which trickles down to the poor; rather, finance exerts a 
disproportionately positive influence on lower income households. Building on the finance and 
poverty connection, there is a direct link between finance and human welfare. When policy 
reforms foster the development of the financial system, financial services improve, accelerating 
economic growth, which ultimately leads to ending extreme poverty and boosting shared 
prosperity. 

Research has established the robust positive impact of financial sector deepening on economic 
development in many countries. There is a well-established body of empirical evidence which 
shows that countries with higher levels of credit to the private sector relative to GDP experienced 
higher average annual real GDP per capita growth. Recent research has also pointed to a 
significant indirect impact of financial deepening on poverty alleviation. By changing the structure 
of the economy and allowing more entry into the labor market by previously unemployed or 
underemployed segments of the population, finance helps reduce income inequality and poverty, 
as evidence from Thailand and the U.S. has shown (Gine and Townsend, 2004, Beck and Levine, 
2010).  A study by Odhiambo (2009) employed the trivariate causality test to examine the dynamic 
relationship between financial development, growth and poverty in South Africa. The study 
reported that financial development and economic growth granger cause poverty reduction. The 
paper also found economic growth to granger cause financial development and in the process 
lead to poverty reduction in South Africa. Similar result was found by Quartey (2005) in his study 
of the relationship between financial development, savings mobilization and poverty reduction in 
Ghana. He reported that financial development helped reduce poverty in Ghana but does not 
Ganger cause savings mobilization. However, Odhiambo (2010a) documented that financial 
development Granger cause savings mobilization and poverty reduction in Kenya. Also, he 
reported feedback effect between domestic savings and poverty reduction. He found similar result 
in Zambia when he examine whether financial development Granger cause poverty reduction. 
Odhiambo (2010b) found financial development to be Granger caused by poverty reduction.  
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2.2 The Transmission Channels through which Financial Development helps increase 
Economic Growth 
According to Professor Esther Olufunmilayo Adegbti (2015) the transmission channels can be 
classified into the following: 

i. Capital Accumulation Channel 

ii. Technological Innovation Channel 

 
a) Capital Accumulation Channel 

Economic theory makes it clear that in equilibrium actual investment has to be equal to savings 
i.e.  S(r) = I (r1 MEC) where S is Saving; r1 is rate of interest, I is investment and MEC is = 
Marginal Efficiency of Capital. 

In other words a country cannot invest more funds than it has as savings (either the one pooled 
within the domestic economy or in a globalizing world, both the one pooled locally and those of 
other countries attracted as capital inflow). However starting with the domestic economy, the 
existence of financial institutions helps to increase savings rate. This is achieved first as a result 
of the greater confidence savers have in the financial intermediaries than in individual investors 
(whose antecedents savers may not know). Second is that given the savers desire for liquidity 
which the financial system assures savers can access their funds back in part or in whole as they 
desire whenever the need arises. All these interact together to make it easier for the financial 
system to increase savings rate. The higher the savings rate the higher the investment rate is 
expected to be (‘a-priori’). Great investment results in greater capital accumulation, both of 
physical capital and also of human capital (whenever the investor is also interested in investing 
in human capital).       

b) Technological Innovation Channel 

Given the expertise available to banks and other financial institutions they are able to objectively 
assess innovative projects and provide funds appropriately. Indeed it is said that majority of the 
innovative projects executed during the early years of industrialization in Europe were not just 
designed at the time of their execution. They had been designed years before, but lack of funds 
in quantum needed for their execution kept them at bay. With the development of the financial 
system, especially the stock market that enables savers release their funds and yet access them 
when the need arises, while the firm or investor still continues to use the fund, helped greatly 
technological innovation. A saver for instance that buys equity in the stock market can get all of 
his money back simply by selling his stock at the stock exchange. While he pulls out his funds 
another saver takes his place, so that the company is not forced to stop the execution of the 
project mid-way. So by mitigating liquidity risk, by efficient analysis of projects and their success- 
probability, by (in the case of banks) monitoring the management of the firm (even the stock 
market monitors the firm in its own way, by insisting on Annual Reports), the financial system 
promotes technological innovation 
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2.3 Determinants of Performance of the Financial System to ensure that they contribute 
to inclusive growth 
There are three different characteristics of the financial system that determine how well it is able 
to impact real growth. The characteristics are: (according to FitzGerald, 2006): 

a) The Level of Financial Intermediation 

b) The Efficiency of Financial Intermediation 

c) The Composition of Financial Intermediation 

 
a) The Level of Financial Intermediation 

This has to do with the depth of the financial system or its size as measured by several indices. 
Some of the indices for measurement of level or size or depth of financial intermediation include: 

o Ratio of financial system’s assets to gross domestic output 

o Ratio of financial system’s liabilities to gross domestic product. 

In measuring actual penetration to the private sector, size is measured by: 

o Claims of the financial intermediaries on the private sector, relative to the gross domestic 
product. 

When we are considering largely banking system then we are considering: 

o Ratio of bank credit to the private sector relative to the gross domestic product. 

o The ratio of bank credit to the private sector relative to total credit in the system. 

The higher any of these indices may be the higher the impact of the financial system on the real 
economy is expected to be. When the financial system is larger it is able to mobilize funds among 
diverse groups (the poor, the not so poor, the wealthy and the outstandingly wealthy); and also 
mobilize from different geographical settings in a country with their different resources-base. 
Diversification of savers and savings diversifies risk, makes the financial system more resilient 
and more able to deliver. What is more – the bigger the financial system the more externalities it 
is able to generate – a positive externality is economies of scale. Economies of scale has the 
benefit of reducing per unit cost of financial services. 

b) The Efficiency of Financial Intermediation 

The efficiency of financial intermediation has to do with the quality of financial services. Such 
quality varies depending on several variables. Where workers in the financial system (e.g. bank-
staff) lack requisite skills-set, there will be problem. First analysis of projects for funding will not 
be thorough. Secondly the financial system may not be able to cross information asymmetric 
hurdles. The financial system thus may not be able to provide appropriate oversight of borrowers. 
What is more - in the face of imperfect competition (especially where the financial system has an 
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oligopolistic structure) the financial system may produce sub-optimal levels of financing and 
inefficient capital allocation.  

c) The Composition of the Financial Intermediaries 

This composition is known as the “Financial Structure”. In addition to banks there are financial 
intermediaries known as Non-Bank Financial Intermediaries. This category includes, Pension 
Funds, Insurance Companies, Mortgage Finance Institutions, Mutual funds, Unit Trusts, Stock 
Exchange etc. when the banks are unable to give long-term finance, (if they have only mobilized 
short-term funds) the Pension Funds and Insurance Companies can make such long-term funds 
available in a well-diversified financial system. 

So in the end to what extent the financial system impacts the real economy is a function of the 
level of financial intermediation, the efficiency of the system as well as the composition of the 
financial intermediaries. There is a continuing debate as to whether a particular composition (i.e. 
a particular financial structure) is more prone to producing positive impact on real growth than 
other structures. 

3.0 The Features of the financial sector in Sub-Saharan African Countries 
As result of the reform program in the last two decades, financial system in most Sub-Saharan 
African countries has transformed despite being highly dominated by the banking system. Even 
though there are many other institutions, including finance and leasing companies, they are often 
linked to banks through ownership. The financial system was also becoming  more stable, mostly 
due to addressing loan losses in state-owned banks, increasing provisioning and  increase in 
minimum capital. The NPL ratio in many Sub-Saharan African Countries reduced in recent years 
while the risk-weighted capital/asset ratio rose. See in table 1 and 2 below the performance of 
selected COMESA Member countries as related to NPL ratio and risk weighted capital. As can 
be observed in table 1 the NPL ratio for most COMESA Member countries are single digit numbers 
and are closely comparable to those of the emerging economies.  It can also be observed that 
the risk weighted assets also rose for most countries from 2013 to 2015 and are quite comparable 
to the performance of emerging economies.  The resilience of the banking system in most 
countries to the recent global financial crisis reflects the improved personnel and institutional 
capacity, including risk management and loan procedures, as well as the stronger regulation and 
supervision of the Central Banks as well as limited connections with the international financial 
system. There has also been progress in many countries in the financial infrastructure, most 
notably through the establishment of the Credit Reference Bureau and improvements in the 
payments system. In payments, the RTGS payments system became operational in many 
countries. This reduces the problems of default in payments that have proved very costly in some 
countries. However, there is evidence of low intermediation efficiency, in spite of high savings 
mobilization capacity of the banking system in most countries. The explanations are numerous. 
Government‘s financing needs crowd out credit to the private sector, reflecting the (perceived) 
lower risk of government securities. Credit is concentrated among a few borrowers, with the large 
majority of the enterprise population being left out. There is also little competition from outside the 
banking system, consistent with the bank-based nature of the financial system in most countries. 
There is very limited physical outreach of the banking sector.  Microfinance in most countries has 
remained limited in size, with only a small portion of the potential market being served. 
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Microfinance institutions are restricted by the lack of a proper regulatory framework and the 
prohibition to take deposits in some countries. Non-bank financial intermediaries and securities 
markets are less developed. 

Table 1- 1: Non-performing Loans Ratio for Selected Countries 

 
COMESA 
COUNTRIES 

2013 2014 2015 
% of total 
gross 
loans 

Provision % of total 
gross loans 

Provision % of total 
gross 
loans 

Provision 

Burundi 10.3 84.2 11.7 81.2 - - 
Comoros 19.6 65.6 21.3 60.7 21.7 61.2 
DR Congo 5.4 14.6 6.9 21.5 - - 
Djibouti 14.5 67.8 18.0 62.4 22.5 52.1 
Egypt 9.3 99.8 9.1 98.0 - - 
Eritrea       
Ethiopia 2.5 -0.5 2.0 -2.3 2.1 -1.1 
Kenya 5.0 70.7 - - - - 
Libya       
Madagascar 13.8 - 12.8 - - - 
Malawi 15.4 29.1 14.9 31.8 13.8 34.7 
Mauritius 4.2 - 4.9 - 5.7  
Rwanda 7.0 53.0 6.6 50.0 - - 
Seychelles 9.4 39.2 8.2 43.9 7.6 41.1 
Sudan 8.4 53.6 7.1 61.0 5.1 90.6 
Swaziland 6.8 - 6.9 - 6.4 - 
Uganda 6.0 64.8 4.1 48.9 4.2 53.7 
Zambia 7.0 83.2 6.1 76.5 - - 
Zimbabwe 15.0 - 16 - 12 - 
EMERGING ECONOMIES 
India 3.8 - 4.3 - 7.5 - 
Indonesia 1.7 50.9 2.1 46.8 2.4 51.5 
Malaysia 1.8 101.2 1.6 100.4 1.6 96.3 
South Korea 0.6 - 0.6 - - - 
Thailand 2.3 - 2.3 - 2.7 - 

Source: IMF Article IV Consultation 2013, 2014, 2015 and 2016 
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Table 1- 2: Capital to risk-weighted Assets for Selected Countries 

COMESA COUNTRIES 2013 2014   2015 
Burundi 22.3 21.9 - 
Comoros 20.9 21.9 21.7 
DR Congo 23.5 24.5 - 
Djibouti 9.6 10.7 10.6 
Egypt 13.7 13.0 - 
Eritrea - - - 
Ethiopia 17.9 17.4 16.4 
Kenya  23.2 - - 
Libya - - - 
Madagascar 14.5 14.4 - 
Malawi 19.1 17.1 19.4 
Mauritius 17.3 17.1 17.6 
Rwanda 20.8 21.2 - 
Seychelles 26.7 21.7 25.5 
Sudan 16.6 18.0 20.2 
Swaziland 22.2 24.9 22.4 
Uganda 22.1 22.2 23.2 
Zambia 26.8 27.0 - 
Zimbabwe 12.0 17.0 20.0 
EMERGING ECONOMIES 
India 13.0 12.9 13.9 
Indonesia 19.8 18.7 21.3 
Malaysia 14.6 15.4 16.3 
South Korea 14.5 14.2 - 
Thailand 15.5 16.5 17.1 

Source: IMF Countries Article IV Consultation 2013, 2014, 2015 and 2016 
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Table 1- 3: Credit to the Private Sector (Percent of GDP) for Selected Countries 

COMESA COUNTRIES 2013 2014 2015 
Burundi 16.2 15.7 16.2 
Comoros - 23.0 25.9 
DR Congo 4.8 5.4 5.8 
Djibouti 15.6 8.6 12.0 
Egypt 31.1 31.0 31.7 
Eritrea - - - 
Ethiopia 8.7 9.7 10.4 
Kenya 30.5 31.2 30.5 
Libya 9.5 11.2 - 
Madagascar 11.7 12.2 12.1 
Malawi 12.4 11.7 10.8 
Mauritius 108.1 100.1 103.5 
Rwanda 15.6 16.5 17.4 
Seychelles - 25.2 17.4 
Sudan 10.6 8.8 8.5 
Swaziland 21.0 21.2 21.0 
Uganda 13.3 14.0 14.5 
Zambia 12.2 13.6 13.5 
Zimbabwe 23.5 23.7 22.8 
EMERGING ECONOMIES 
India    
Indonesia 32.5 32.8 33.1 
Malaysia 119.9 120.6 125.2 
South Korea - - - 
Thailand 111.5 114.6 116.1 

Source: IMF, Countries Article IV consultation, 2013, 2014, 2015, 2016, 2017 
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Given the importance of SMEs in creating employment, the lack of credit supporting their activity 
in Sub-Saharan African Countries financial systems is a major drawback for development. 
International financial indicators show that in Sub-Saharan African countries’ businesses in 
general are disadvantaged through less access to finance than competitors in other regions. As 
can be seen in table 3 above the average share of credit to private sector to gross domestic 
product for selected COMESA member economies between 2013 to 2015 is 21.6% which is quite 
low as compared to 89.5% the average of the emerging countries. Concurrently, SMEs which are 
significant proportion of the private sector enjoy a particularly poor access to sources of finance, 
leaving them with internal cash flow as main source for investment finance.  

Assessing the ability of firms to access finance more deeply, the percentage of small, medium 
and large firms that have a bank loan or a credit line can serve as a measure. Sub-Saharan 
African small and medium sized firms have poor access to finance (only 17% of them, as opposed 
to 40% in Latin America, and 32% in East Asia) when compared to other developing regions. In 
general, between 60% and 70% of SMEs in Sub-Saharan Africa need loans, however only 17% 
of small and 31% of medium-sized firms actually have access to finance. As a consequence, firms 
in Sub-Saharan Africa have to finance a high proportion of investment through internally 
generated cash flows (82% among small Sub-Saharan African firms, 78% amongst medium firms 
and 72% amongst large firms (World Bank, 2013).  

In an effort to increase the level of participation of financial institutions to finance small and 
medium enterprises. The African Development Bank (AfDB), is implementing a number of 
initiatives designed to encourage the participation of financial institutions. One notable initiative is 
the African Guarantee Fund (AGF). The AGF is owned by AfDB, AECID and DANIDA with 
contributions of US$10 million, US$20 million and US$20 million, respectively (African 
Development Bank, 2012). Over the next 3 to 5 years, this share capital is expected to increase 
to US$ 500 million, giving the institution capacity to guarantee up to US$2 billion worth of SME 
loans. The additional capital will be coming from bilateral donors, private investors as well as from 
DFIs (African Development Bank, 2012). The AGF is selecting certain financial institutions to be 
partner institutions by assessing their commitment to grow their SME portfolio and improving 
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financial product offerings to SMEs. For these partner institutions AGF will have two lines of 
activity (African Development Bank, 2013):  

o Partial credit guarantees: the provision of partial guarantees for financial institutions on 
the African continent to incentivise them to increase debt and equity investments into 
SMEs.  

o Capacity development: supporting AGFs partner institutions enhance their SME financing 
capabilities through assisting to improve the capacity to appraise and manage SME 
portfolios. 

Operationally, the AGF will work on a risk sharing basis with financial institutions and the 
maximum risk coverage ratio will be 50%. The balance of risk will be borne by the financial 
institutions. AGF is designed to achieve a triple-A rating in order to attract a zero per cent risk-
weight on SME loans provided by partner institutions. This will allow these institutions to lend 
money with limited need to set aside regulatory capital because of the guarantee from the highly-
rated AGF(African Development Bank, 2013).  

It is worth noting that SMEs also lack long-term finance at reasonable lending rates. The AfDB 
notes that “SMEs complain how banks are hesitant to provide long term lending and working 
capital facilities, both of which they need for growth” (African Development Bank, 2013).  

4.0 Initiatives in Financial System Development to Ensure Inclusive Growth, in Selected 
Jurisdictions 
 
Different countries have implemented varying policies to promote financial inclusion taking into 
consideration the peculiarities of the economy and local population characteristics. Some 
countries have promoted vigorously, alternative financial institutions such as micro finance 
institutions and Self Help Groups, among others, in order to ensure financial services reach the 
excluded, while others simplified existing products to overcome the difficulties in accessing such 
services. In the following we will discuss measures implemented by developed countries, 
emerging economies Middle East Countries and African economies (U. Kama, M. Adigan, 2013). 

4.1 Developed Economies 
 
In the developed economies, specific legal and policy pronouncements have been made to 
encourage actions (particularly by banks) that ensure continuous broadening and sustained 
financial inclusion. The United Kingdom was one of the first countries to realize the importance of 
financial inclusion. It published its strategy of financial inclusion “Promoting Financial Inclusion” 
alongside the Pre-Budget Report of 2004. HM Treasury (2004), indicated that the government 
identified the need for financial literacy and basic understanding of financial concepts as a critical 
success factor in the efforts at ensuring increased financial inclusion. To achieve this, government 
worked with potential providers to develop proposals for delivering a significant increase in free 
face-to-face money advice, targeted in areas of high financial exclusion. Also, a Financial 
Inclusion Fund of £120 million was set up to help bring about expansion of access to financial 
services, while a Financial Inclusion Taskforce was formally launched in February 2005 to monitor 
progress on financial inclusion and make suitable recommendations. Working and consulting with 
stakeholders (including community development finance institutions, and home credit 
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companies), the government implemented policies, including community investment tax relief 
scheme to deliberately promote the informal sector. 

The German Bankers' Association introduced a voluntary Code in 1996 providing for an 
"everyman" banking transactions, (Srinivasan, 2009). This ensured that financial institutions made 
access to banking services easy and less cumbersome for the benefit of every member of the 
community. 

In Sweden, Belgium and France legislations recognized the right to open account and so prevent 
banks from refusing to open account for intending customers (CGAP, World Bank, 2010). 

Mohan (2006) had enumerated that in France, the “Law on Exclusion” of July 1998 reiterated the 
right to an account first set out in the 1984 law and has since then simplified the process of 
exercising the right, while in Belgium, the Banking Bill 2003, which had been implemented since 
October 2003, set out the minimum standards for basic bank accounts and specifies the minimum 
number of free face-to-face transactions. 

Srinivasan (2009) added that the laws in Belgium and France not only commit banks to open 
minimum number of branches in rural areas but also stipulates the basic transaction types to be 
on offer as well as put ceilings on charges that can be applied. 

In the US, the flagship legislation to promote financial inclusion required regulatory authorities to 
rate banks based on their efforts at serving rural-low income communities just like the Community 
Reinvestment Act (1997) requires banks to offer credit throughout their entire area of operation 
and prohibits them targeting only the rich neighborhoods (Srinivasan, 2009) 

Canada enacted “Access to Banking Services Regulation in 2003” requiring all banks/financial 
institutions to provide/open personal accounts without minimum opening balances irrespective of 
the employment or credit history and with minimum requirements. There was also a financial 
consumer agency established to monitor whether financial institutions adhere to their public 
commitments. The Canadian Bankers Association and the Canadian Foundation for Economic 
Education (CFEE) were involved in promoting financial education, extending beyond credit 
counseling to awareness about macroeconomic environment (Mehrotra et al, 2009). 

In summary, the strategy and policy responses by central banks and monetary authorities in most 
developed economies have therefore been a combination of codes of practice and specific 
legislations. 

4.2 Emerging Economies: OECD, India, Malaysia and Brazil 
 
Effective access to financial services has assumed the status of fundamental human rights in 
most of the emerging market economies as it is considered as one of the main driving forces of 
economic equality in this contemporary age. While the high income OECD countries have as low 
as 8.0 per cent, the exclusion rate ranges from 49.0 per cent in Central Asia and Eastern Europe 
to 58.0 per cent in South Asia and 65.0 per cent in Latin America. Attempts to grow financial 
inclusion have been largely focused on either support for microfinance network (subsidy, co-
financing, technical assistance etc.) or provision of environment and regulation that promotes 
access to financial services (CGAP, World Bank, 2010). 
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With only 35.0 per cent of the population of India in formal banking and 40.0 per cent of the banked 
rarely using the account less than once in a month, the gross inadequacy of financial services 
availability, especially for the poor and rural dwellers became very evident attracting the attention 
of the government. To pursue a paradigm shift, the authorities set out to tackle the identified 
causes of financial exclusion, including inefficient regional and uneven distribution of bank 
services and branches, overcoming banker's aversion to financial inclusion, poverty levels, 
among others. Facilities such as "no frill" accounts and "General Credit Cards" for low deposits 
and credits were introduced by the Reserve Bank of India as part of the several measures initiated 
to achieve greater financial inclusion (Srinivasan, 2009). 

A post-implementation review helped India to develop a comprehensive multi-step road map 
(improved telecommunication and information technology, financial counselling, change and 
digitalisation of account opening documentation, education - curriculum update, capacity building) 
to deal with initial bottlenecks and challenges on the way to increasing financial inclusion level 
(Vighneswara and Vijayalakshmi, 2009). 

The road map fostered availability and affordability of appropriate financial services to the 
financially excluded majority of the economy, allowing the Indian economy assume the enormous 
benefits therein. In Malaysia, having realised the importance of financial inclusion as a vehicle of 
economic growth and development, government, through the Malaysia central bank, took several 
steps in 2009 to address the challenges of financial exclusion.  

Zeti (2010) noted that, the commitment of the government was reflected in the enactment of the 
new Malaysia Central Bank Act 2009, which included financial inclusion as an objective of the 
Bank. The legislation ensured that subsequent/future policy makers would continue to focus on 
building an inclusive financial system, (Bank Negara 2010). Specifically, the central bank created 
legal and business environment which allowed a range of financial service providers to thrive and 
compete. The Bank also issued guidelines on the specific basic banking products that must be 
on offer at reasonable cost while prescribing and ensuring that diverse delivery channels, in terms 
of physical branches, ATMs and Kiosks, among others, are provided, for wider and easier reach 
to the greater population. In addition to providing a consumer protection and enlightenment 
framework which enhanced financial literacy, the Bank also established training centres for 
building professional capacity as well as providing institutional and infrastructural support such as 
credit bureau to facilitate the operations of the financial institutions in granting of credit. 

Alliance for Financial Inclusion (2010) noted that Bank Negara conducts outreach activities on 
rights and responsibilities of customers, targeting women, students, rural communities and 
pensioners who may be most vulnerable. 

In Brazil, the first step to promoting financial inclusion dates back to 1990 when the Brazilian 
Central Bank started working with the public and private agents to articulate knowledge and 
actions on how to raise the financial inclusion level in the economy (Banco Central do Brazil, 
2010). By 2010, the Bank adopted the promotion of financial inclusion as one of its strategic 
objectives and ensures the soundness and efficiency of the National Financial System (AFI, 
2011). The approach initially focused on improving the regulatory framework for achieving 
financial inclusion, including some normative changes such as correspondents and simplified 
accounts, the establishment of credit unions and micro entrepreneur credit companies (SCM) 
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which were later transformed into micro entrepreneur and small business credit companies 
(SCMEPP). Banking correspondents were allowed to provide all financial services, with the 
formally licensed banks taking full responsibility for the conduct of the correspondents linked to 
them, (Mehrotra et al, 2009). Eventually, the process of financial inclusion was articulated more 
around the broad objective of right of all citizens to social inclusion and a better quality of life as 
well as a tool for strengthening the economy. Banco Central do Brazil (2010) noted that one of 
the most important aspects of financial inclusion in Brazil was the use of services and tools that 
were developed in response to National Monetary Council Regulation by beneficiaries of federal 
government income transfer Programmes like the “Bolsa Família” (PBF). The “Bolsa Família” 
program, or PBF, is responsible for transferring funds amounting to R$1.2 billion to approximately 
13 million households each month. 

4.3 Middle East and North Africa 
 
A World Bank sponsored study by Pearce (2011) reviewed progress of financial inclusion policy 
in the Middle East and North Africa (MENA) region. He found that in most of the MENA nations, 
deficiencies in financial infrastructures and regulatory framework had made expansion of access 
to finance costly and risky for banks. Ardic (2011) found that the proportion of banked household 
stood at 42 per cent of the entire household in the MENA region. While the number of loans and 
deposits per head may be relatively low, the average size of loans and deposits relative to GDP 
remain high, suggesting high propensity to save in the region (Andrianaivo and Kpodar 2010). 
Even though having greater financial depth (measured in term of private deposit as a proportion 
of GDP) than other regions, only 21.3 per cent of adults in MENA were having a loan account and 
only about 20 per cent had access to deposit accounts. MENA lagged behind other regions on 
the indicators for bank deposit and loan accounts per population. To address this, Pearce (2011) 
found that financial inclusion become a policy focus of several MENA countries and eventually 
became a priority alongside stability for many MENA countries' regulators and ministry of finance. 
MENA countries have so far adopted a roadmap towards fostering increased financial inclusion. 
Some of the steps adopted include: release of charters and codes of practice, adoption of shared 
public and private sectors goals, use of government payments as stimulus for financial inclusion, 
improved data availability for financial inclusion, increased variety of financial services through 
increased number of branches as well as implementation of branchless banking and aggressive 
use of direct sales agents. 

4.4 Africa Experiences 
 

Andrianaivo and Kpodar (2011) found evidence that, in Africa, large share of the population are 
financially excluded and therefore resort to the use of informal financial services. They also found 
a relatively high propensity to save, but financial expansion and deepening was constrained by 
lack of access to financial services and absence of depth of financial instruments. 

The problem is apparently accentuated by insufficient financial infrastructures; coupled with the 
fact that the number of ATMs and bank branches are low in this region. Evidences from the study 
not only revealed that the interaction between mobile phone penetration and financial inclusion is 
positive and significant in the growth regression, but also that people in Africa consider investment 
in mobile technology as a necessity as it constitutes a large portion of their earnings (Andrianaivo 
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and Kpodar 2011). It therefore means that mobile financial service platform could be the answer 
to bridge the gap in financial infrastructure. 

The M-PESA (M for “mobile” and PESA, Swahili word for “cash money”) otherwise “mobile cash 
money” mobile money service in Kenya stands out as a model (for other African nations) of how 
consumer access to financial services can be revolutionised through technology. The service 
provides the average Kenyan without a bank account the opportunity among others to transfer 
cash; purchase airtime credit; pay bills; and purchase goods and services without the use of cash 
by simply transferring value from one individual to another through float balance on the phone. 
With significant portion of the Kenyan population depending on money transfer from the 
employed, the introduction of M-PESA provided a cheaper, safer, more efficient means of 
transferring money to their dependants in the remote villages (Ngugi and Pelowski 2010). Even 
the business population with traditional banking accounts adopted the channel to pay wages, bills, 
salaries and pay for services provided in the remote part of the country. The populace were able 
to overcome the challenges of illiteracy, documentation bureaucracy, minimum balance 
requirement, and limited traditional banking distribution channels all of which limited the ability of 
the majority to open the conventional banking accounts. 

The presence of these challenges across Africa presupposes the presence of condition for 
successful deployment of mobile money service to improve financial inclusion conditions across 
the region. However, aside the general conditions, certain factors which are peculiar to Kenya 
stand out as critical to the success of M-PESA. As noted by (Ngugi and Pelowski 2010), apart 
from capitalising on the wide usage of mobile phones in Kenya which provided a social ubiquity 
in usage of phones and ready potential market for mobile money service, the creation of the right 
government regulatory environment promoted the success of the service. The liberalization of the 
telecom sector in 1998, and prompt granting of M-PESA money transfer service license show 
clearly that while too much regulation stifles innovation, absence of or too little regulation could 
also endanger the nation's financial system. In other words, the government of Kenya walked a 
tight rope in creating the right environment for innovation while at the same time ensuring the 
stability of the financial system (Mwangi & Njuguna, 2009). Also critical to the success of the 
programme is the community ownership of the technology itself and programme as the use of 
community based agents engender trust albeit lost with the banks. Many African countries has in 
the recent times stepped-up the campaign for banks to invest heavily in other low-cost branchless 
channels such as ATMs, point-of sale (POS) and mobile banking etc. See box 1 below for the 
major challenges for the development and technology based financial services. 

Box 1- 1: Challenges to the Development of Technology Based Financial Services 

While technology emerges as a viable route to financial inclusion in Africa, various obstacles 
have been preventing the development of technology based financial services on a larger scale. 
These include the following: 

Stringent regulation 
Several African countries are still missing regulatory frameworks that govern the activities of 
technology based financial services, including mobile financial services. For instance, m-
payments require the accepted use of electronic signatures, such as a personal identification 
number (PIN) to authorize transactions. If the e-signature is not legally valid, the transactions 
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could be challenged. There is, therefore, a need to provide status to electronic transactions 
equivalent to that achieved by physical signatures. Moreover, international AML/CFT standards 
require that adequate customer due diligence (CDD) be undertaken on all new accounts and 
on single payment cash operations to identify suspicious transactions. National laws and 
regulations in Africa typically require verification of: (1) Client identify using an official document 
and (2) the client’s physical address. This constrains the outreach of technology based solutions 
as only 22% of African households receive mail at home and a large share of them do not 
identify documents. This calls for clear regulatory framework for technology based solutions and 
flexibility in the application of CDD requirements. 

Limited Interoperability 
Reaching an optimal scale for a provider of technology based financial services requires 
interoperability at many levels. The ideal situation is to have widespread access to a point of 
sale (POS) to allow customers to perform a large spectrum of operations. According to the 
outcomes of the Global Payment Survey conducted in 2010 by the World Bank, less than 20% 
of products were reported to be fully and partially interoperable. This limits the attractiveness of 
technology based solutions to customers and leads to a low level of usage. 

Scarcity of qualified agents 
The ability of agents to drive transactions volumes, educate customers on how the service 
works and deliver error free transactions have a major bearing on the success of a technology 
based financial solution. The 2011 Global System for Mobile Communication (GSMA) Global 
Mobile Money Adoption Survey shows that agents of the eight fastest growing mobile financial 
services deployments had significantly more activity (up to 64.8 transactions per active agent 
outlet per day) relative to agents of other services (an average of 3.8 transactions per active 
agent outlet per day). Well qualified agents are not always easy to find in Africa. It is only through 
well trained agents that success of technology based solutions can be ensured. 

Low levels of financial literacy and income 
Africa holds one of the lowest literacy rates in the world. In this context, the population’s ability 
to understand technology based financial services is not optimal. Hence, financial literacy 
programs are needed to inform customers and show them how these services work and the risk 
involved. In addition, adoption of smartphone tailored solutions will eventually become 
widespread in Africa; but so far smartphones are unaffordable to a large share of the population. 
Source: COMESA, AFDB, FAPA and AFF, Initiative for Regulations and Supervision for Financial Inclusion: 
Economic Opportunities for the poor across COMESA, December, 2014 

The "Mzansi"- a low cost bank account was launched in South Africa for the financially excluded 
people in 2004 by the South African Banking Association. Concentrating on shops located around 
mines and other underprivileged areas, TERA Bank in South Africa uses wireless connections at 
grocery shops and provided debit cards for members to access banking service (Mehrotra, 2009). 
As noted above the Mzansi Account is a low income transactional banking account that was 
developed in line with the commitments of South Africa's Financial Sector Charter in line with the 
Financial Sector Charter requirement for banks to make banking more accessible to the nation 
and, specifically, to increase banking reach to all communities. Since the “Mzansi” Account was 
the result of the major South African banks working collectively, the collaboration allowed “Mzansi” 
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account holders to make use of any of the participating banks' ATMs at no additional cost – 
effectively creating a network of over ten thousand ATMs across the country and extending the 
banking platform to the greater community. 

Over the years, the government and monetary authorities of Nigeria have introduced varying 
policies aimed at deepening financial inclusion within the economy. The policies ranged from 
various institutional involvements such as the establishment of community and microfinance 
banks to specific policies and programmes designed to facilitate access of the financially excluded 
to formal financial services. The private banks, on the other hand, have also been engaged in 
innovations and activities aimed at getting more people involved in the financial inclusion process, 
though their level of involvement have always been moderated to the extent that profitability is 
enhanced. The following were major policies of the Government aimed at financial inclusion: 

i. The adoption of the rural banking programme in the late 1970s. The Scheme was 
introduced by the Central Bank in 1977 with the goal of achieving one bank branch in each 
of Nigeria's local government areas. The commercial banks were provided with targets to 
establish rural branches under the scheme.   

ii. The introduction of guidelines which prescribed minimum levels of lending to small scale 
enterprises and loans extended in rural areas. Banks which failed to meet up with these 
limits were not only subjected to fines and penalties but were also made to transfer 
whatever was the shortfall amount to either the Central Bank of Nigeria or the development 
finance institutions.  

iii. To promote increased savings culture and grow banking habit, government founded the 
People's Bank and facilitated the establishment of community banks. Both banks were 
institutions targeted at the low income/rural dwellers. The People's Bank was established 
in October 1989 to serve the poor in the society through acceptance of small deposits and 
provision of micro credit to the low-income members of the economy. The bank was 
funded form grants and loans form the Federal Government, funds form the Central Bank 
of Nigeria and low-interest-bearing loans from philanthropic organisation. The banks 
targeted the provision of the credit needs of small borrowers who were unable to meet the 
stringent requirements normally demanded by conventional banks. The bank was able to 
expand its activities rapidly during the first few years of its existence reaching into the 
nooks and crannies of the country. However, its activities were bogged down by 
bureaucracy of government preventing it from extending its impact beyond the early years 
before its fold-up. 

iv. Community banks (CBs) were licensed in the 1990s to serve similar purpose. The CBs 
were conceived as self-sustaining, community owned financial institutions. Amongst the 
various incentives provided by the government to encourage establishment of the CBs 
was the provision of 100 per cent matching grant for a community raising the minimum 
capital. The banks were encouraged and made to serve mostly local residents with simple 
and non-sophisticated services.  

v. Some of the other specific institutional initiatives to promote funding and growth of small 
and medium-scale enterprises (SMEs) and small business included the National 
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Economic Reconstruction Fund (NERFUND) and Family Economic Advancement 
Programme (FEAP). NERFUND was created in 1988 to provide local and foreign funds 
for small and medium scale businesses, while the FEAP was established principally to 
assist rural women who were considered not to be having access to finance to grow their 
businesses. Additional support was also provided by foreign governments in the form of 
granting of trade credits. Between 1988 and 1994 the Fund had disbursed a total of over 
N300 million and USD$80 million for the financing of various projects in the country.  

vi. The incorporation of financial inclusion as one of the cardinal objectives of the Nigerian 
Financial System Strategy 2020 (FSS 2020).  

Fostering and improving the microfinance sector is a top priority in most African countries. As of 
2010 microfinance specific legislations and regulation existed in most African countries. However, 
the depth of microfinance regulation varied across the continent, with some countries adopting 
detailed microfinance laws, while others regulate microfinance activities under existing banking 
and NBFI laws. Most countries provided the supervisory and regulatory framework that will not 
only facilitate the growth of privately-owned microfinance institutions but also permits and facilitate 
the participation of mostly the third sector institutions, including market associations, 
cooperatives, non-governmental organisations, self-help groups, in the microfinance model. 
These institutions together remain the major vehicle for the inclusion of the large and many users 
of the informal sector where the bulk of the unbanked exist. (See in box 2 below for the challenges 
for microfinance Development in Sub Sahara Africa). 

 

Box 1- 2: Challenges in Microfinance Development 

While many developing countries are showing high commitment to including the whole spectrum 
of their populations in the formal financial system, they have come up against barriers that make 
it difficult to tackle financial exclusion to the degree to which they would aspire.  Commonly 
identified barriers include high operating costs; poor market response; the need for greater 
stakeholder coordination; lack of reliable data as well as national identity documents and 
systems; and the need for greater consumer understanding, trust and protection, amongst 
others. 

High operating costs 
 
Investment in Africa's microfinance sector is on the rise, but lower than average financial 
performance still plagues many of the small MFIs. High costs are the main factor inhibiting 
performance. The average operating costs for MFIs in Africa in 2010 equaled approximately 
32.6% of their entire loan portfolios. Many MFIs also struggle with inadequate human capital at 
all organisational levels due to the limited numbers of skilled senior managers, especially in the 
areas of finance, internal audit and law. As a result of limited financial and human capital 
resources, many MFIs employ inadequate management information systems (MIS) that are 
ineffective with regards to risk mitigation and cost control. This is partly due to the wide range of 
MFIs and the types of services they offer for a wide array of contexts, making it hard for affordable 
systems to encompass the wide spectrum of features and functionality that an individual MFI may 
desire. In some cases, however, some MFIs are just not willing to pay the costs of a good MIS. 
Not surprisingly, inadequate management tools have been directly correlated with higher portfolio 
at risk (PAR) figures. 
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Poor market response 
 
For financial inclusion to be expanded through enabling regulation, market uptake is critical, and 
surveys indicated that this has been a challenge in some places. Passing regulation to improve 
access to and use of financial services does not guarantee increased access. Regulators may 
face challenges in predicting or understanding market uptake because of a lack of clarity 
surrounding business models and the resulting incentive structures needed to motivate financial 
service providers to pursue harder to reach markets. Thus, financial institutions often do not have 
the right motivation, or business case, to abandon their "comfort zone" and explore new areas of 
activity. 

Policymakers in Indonesia highlighted the role of pragmatic discussion with 'banks to overcome 
this challenge, which involves the setting of realistic financial inclusion targets. In Brazil there was 
a financial inclusion breakthrough point in the model for banking correspondents when 
transactions became profitable because of a policy decision to channel social payments through 
accounts accessible through agents. Furthermore, new players, such as MNOs, are entering 
financial markets to become suppliers of financial services. 

Coordination amongst stakeholders 
 
Financial inclusion policymaking involves multiple stakeholders from different public institutions. 
For example, in Sierra Leone institutional responsibility for financial inclusion lies with the Bank 
of Sierra Leone, the Ministry of Finance, the Ministry of Trade and Industry, as well as the Ministry 
of Agriculture. The absence of platforms to bring relevant agents together may hamper the correct 
design and implementation of financial inclusion reforms and policies. Lack of coordination also 
increases the risk of bad timing and sequencing of regulatory changes. 

Countries such as Yemen are aspiring to improving coordination efforts and others are already 
embarking on such efforts with the leadership of the central bank. Though coordination is a 
challenge, it does not appear to be a deal breaker. The Philippines has made strides in financial 
inclusion in the absence of "one" national policy on financial inclusion, but with key parts of the 
approach framed through the National Strategy on Microfinance and with various government 
initiatives undertaking financial inclusion initiatives related to their legal mandate and within their 
areas of jurisdiction. 

The absence of reliable financial data on access and usage 
 
The absence of reliable data (even for baseline issues such as "how many people have no access 
to or make little use of financial services" or "who they are and where they live") is still a reality in 
many developing countries. This poses a major obstacle to policymakers' ability to make well 
informed decisions, as well as to monitor the progress of financial inclusion initiatives. Without 
data, financial inclusion enters a vicious cycle. No data means it is difficult to have a complete 
picture of the situation in the country, which in turn results in the lack of political awareness and 
few subsequent actions being taken. Regulators indicated that policymakers addressing financial 
inclusion are often unable to collect data and therefore develop informed policy because they lack 
the budget or mandate for these activities as this policy area lacks a clearly assigned overseeing 
authority. 

The absence of national identity documents 
 
Many countries lack national identity documents and systems required for financial service 
providers to perform know your customer (KYC) procedures and open accounts, and in those 
countries that do, low income clients often still do not possess such documents. The extent of the 
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challenge of AML/CFT standards have posed to countries has varied. For some countries, only 
the banking sector is subject to these rules; but in others, such as the Philippines, MNOs and 
other nonbank entities licensed as "electronic money issuers" must abide by these standards and 
this requirement, therefore, can hinder the expansion of financial services through nonbank entity 
channels as well. 

Greater consumer understanding, trust, and protection 
 
Many policymakers expressed consumer protection as a central pillar of their overall financial 
inclusion strategy. Some countries like Peru cite demand side barriers, putting emphasis on 
policies that are critical to empowering people so that they are aware of financial services and 
make good use of them. Other countries cite consumer protection challenges related to the supply 
of financial services such as over indebtedness. In Mexico and Thailand, the importance of 
consumer protection (and financial education) as an inextricable part of financial inclusion is 
highlighted by the prominent place in their definitions and demand side surveys that measure 
financial inclusion. 
Though originating in developed countries, the recent financial crisis has put the spotlight on 
consumer protection and the fact that unfettered access to financial services is not politically 
palatable. Past financial crises may have long lasting effects. One of them is the erosion of trust 
in the financial system, reducing people's willingness to use it. This problem is seen in regions 
like Latin America, heavily affected by the hyperinflation that occurred during the 80s or the 
"corralitos" more recently. Lack of trust is reflected in the low levels of use of financial products, 
mainly savings accounts; the predominant use of hard currencies in daily transactions; or, for 
those who can afford it, the abundance of offshore bank accounts in countries considered to be 
safe. 

Challenges of the political process 

 
Despite impressive progress in recent years, the level of political awareness regarding financial 
inclusion is still very poor. In some cases it is still being perceived by policymakers as a non urgent 
issue thereby relegating financial inclusion to a lower priority level in the political agenda. In 
Namibia, one of the most important tasks for financial authorities was to convince policymakers 
of the importance of financial inclusion. 
The situation is compounded by the low levels of politicians' understanding of financial sector 
issues. This is a problem for regulators, who often see their technical proposals changed and 
transformed beyond recognition as the proposals are subject to the political process in 
Parliaments. The changes introduced by politicians in the successive drafts of the bill regulating 
microfinance activity in Guatemala emptied the proposal from regulators, making it effectively 
useless. 
Financial inclusion also requires a dynamic and flexible approach to regulation that more often 
than not is missing. Constant innovation and changes in the sector requires regulators to respond 
with dynamism to new challenges and opportunities in the market. When this does not happen, 
regulatory frameworks quickly become obsolete and unable to satisfy the needs of both 
customers and financial Institutions. 
 
Market level barriers 
 
While there is great variance across the continent, the lack of market infrastructure and market 
information stands out as significant barriers in most countries. For example, while 26 countries in 
SA have public credit registries, only six of these cover microfinance (MIX and CGAP, 2010). Also, 
local stock markets are weak or nonexistent, which limits equity investors' exit options. Progress 
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has being made on the regulatory side. Most countries in SSA have no restrictions on foreign 
investments in the banking sector. Seventeen countries have adopted national microfinance 
strategies and 27 have adopted microfinance legislation to date. Between 2007 and 2009 alone, 
14 countries drafted, adopted, or revised microfinance laws/regulations, including a new law for 
decentralized financial systems for the West African Economic and Monetary Union (WAEMU 
region), which replaced the Programme d'Appui (PARMEC) law. 
Twenty nine countries have specialised microfinance laws, and in 15 others, microfinance is 
regulated under banking or NBFI laws. Despite this progress, some regulations are inadequate, 
and implementation, including licensing, remains challenging, especially in West Africa. Additional 
approval requirements create long delays, branch licensing is cumbersome and there can be 
frequent and confusing changes in capital and other regulatory requirements. Supervisory 
capacity is often a challenge and weakly regulated institutions threaten the development of a 
sound market for investment. The next regulatory push on the continent will need to bolster 
existing policies, ensure compliance and account for recent innovations and trends in the field, 
such as mobile banking services and increased consumer protection. 
Finally, macroeconomic instability, as well as political instability and interference, help to explain 
the low level of investment in several countries. While regional conflicts have diminished and 
investments are growing in stabilising post conflict countries, such as the DRC, there is still 
unease about investing in other post conflict countries, such as Sudan. The overall business 
environment remains unfavourable in countries such as Chad, Niger, Burundi and the Central 
African Republic, while issues with corruption, oil subsidies and instability hamper investments in 
Nigeria. 
Source: COMESA, AFDB, FAPA and AFF, Initiative for Regulations and Supervision for Financial Inclusion: 
Economic Opportunities for the poor across COMESA, December, 2014 

 

Other policies in many Sub-Saharan African Countries targeted at achieving financial inclusion in 
the country through the promotion of financial literacy campaign, streamlining of transaction 
charges to make it efficient and customer friendly among others.  

A number of Sub-Saharan African countries also introduced Islamic Banking in recent years. 
Islamic bank products would help bring into the banking sector a large number of the country's 
population that had hitherto steered away from the organised conventional financial services, due 
to their aversion to interest and interest-based products. Introduction of non-Interest financial 
services which necessitates the addition of another component into corporate governance is 
expected to enhance oversight and regulation. It would also help to attract foreign direct 
investment (FDI), especially from the Middle East and South East Asia where a lot of investors 
have funds waiting to be invested in Shari'ah-compliant financial products as evidenced by the 
exponential growth in international Sukuk with implications for stimulation of growth in the real 
sector in the country.  

In a related development, the establishment of a Consumer Protection Department in a number 
of Central Banks in Sub-Saharan Africa for example Nigeria was another bold step taken by the 
apex monetary authority to promote consumer education and empowerment. 

5.0 Critical bottlenecks to the development of African financial markets and challenges 
for Financial Inclusion in Africa  
 
5.1 Critical bottlenecks 

The following are some of the critical bottlenecks: 
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i. An inadequate regulatory framework:  Effective enforcement of laws and regulations 
as well as functioning registration systems for assets are major bottlenecks for 
development of African financial markets. Transparency and availability of information are 
also key to reducing screening costs and preventing adverse selection. According to the 
World Bank, the number one reason why individuals do not apply for or are denied loans 
is insufficient collateral, which is the result of both an inefficient registration system for 
moveable assets and the lack of adequate documentation for ownership claims. In fact, 
collateral requirements in Africa are extremely high in comparison with other regions. 
According to the Africa Competitiveness Report 2009, it is the second highest in the world 
at 137% of the value of the loan. According to the IMF, financial intermediation has 
progressed in countries with solid legal institutions while it has remained low for the others 
despite substantial liberalisation reforms. Therefore, there appears to be a clear 
correlation between increased financial intermediation and the quality of the legal and 
regulatory framework (IMF, 2012). 

ii. Lack of access to banking sector: A typical characteristic of most African countries‘ 
banking sectors is the high concentration ratio with a large share of assets held by very 
few largest banks which leads to excess liquidity and risk aversion.  The main stay of the 
system remains the banking sector. At an aggregate level, the World Bank estimates that 
the average market share of the three largest banks is about 73 percent in most African 
countries. Such an oligopolistic banking sector has negative consequences, among which 
are high interest rate spreads which crowd out credit to the private sector by making loans 
too costly. In this context, banks tend to favour government assets, thus resulting in low 
intermediation rates and a smaller share of credit allocated to the private sector. 

iii. Underdeveloped capital markets that remain narrow and illiquid, thereby limiting access 
to long-term financing and hindering countries‘capacities for local debt financing. 

iv. A lack of innovative financial instruments, notably those geared towards Small and 
Medium Enterprises, which constitute a majority of the businesses on the continent but 
remain too often confined to the informal sector due to inadequate financial services.  

v. Scarcity of human resources and skills: There is scarcity of human resources and skills 
related to financial operations. There is need for high-quality financial education. 

 
5.2 Challenges for Financial inclusive Financial System in Sub-Saharan Africa 
 
The following are some of the challenges for financial inclusion in Africa: 

i. The literacy level of the populace. This has remained a major challenge; 

ii. The inability of the populace to save as a result of high inflation in the economy, with its 
attendant effects on real interest; 

iii. High unemployment rates and high poverty levels; 

iv. The uncompetitive wage levels, particularly in the public sector; 
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v. Unavailability of financial institutions at the proximity of the larger section of rural 
population; 

vi. Stringent and restrictive documentation 

 

6.0 Proposed Solutions to Establish Well Functioning and Inclusive Financial Markets 
 
The following are some of the proposed solutions: 

a) Address regulatory bottlenecks: These include among others, the following: 

i. Effective cadastre systems and land title transfers as well as credit registries are critical 
to the functioning of financial intermediaries, particularly when it comes to Small and 
Medium Enterprises (SMEs). It is therefore necessary to increase the comprehensiveness 
of the cadaster system which should include information on the ownership, location, 
dimension and value of a given parcel of land. These information should be widely 
accessible in order to increase firm’s access to bank finance and decrease the cost of 
monitoring for banks, thereby lowering the cost of credit; 

ii. protect creditor rights and private property by:  

o Creating simple and transparent property registration systems;  

o Strengthening contract enforcement mechanisms;  

o Facilitating bankruptcy procedures; and 

o Establishing commercial courts 
 

b) Provision by governments, development banks and financial institutions partial loan 
guarantees to commercial banks that lend to SMEs. This approach would be particularly 
useful in sectors such as agriculture, for which credit is difficult to access due to lack of 
collateral and important climate risk.  

c) Put in place credit reference bureaus and rating agencies responsible for providing banks with 
information on their clients, this would help reduce risk thereby lowering interest rates and 
facilitating businesses‘ access to credit; 

d) Provision of financial (and managerial) literacy training, particularly for micro-enterprises that 
would otherwise not have the ability to present a viable business plan to secure a loan.  

e) Reorganise the banking system through opening the sector to competition, reviewing 
prudential ratios and putting in place innovative savings and borrowing instruments adapted 
to local needs. In order to reduce the risk of a systemic banking crisis, it is essential to put in 
place regulatory measures regarding their capitalisation (Basel Accord).  
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f) Develop capital markets for long-term financing needs by; 

i. Setting up adequate guarantee schemes against currency and other types of risks. 

ii. Increasing the number of actors through regionalization. This helps to overcome the 
narrowness of Sub-Saharan African capital markets. Pooling resources and investors 
at the regional level will also help to build economies of scale in terms of financial 
infrastructure and regulatory capacities while providing both domestic and foreign 
investors with a diversified set of investment opportunities.  

iii. Creating second-tier markets and increasing portfolio options to address the 
insufficient sophistication of financial instruments. 

iv. Enforcing regulations and creating credit bureaus and rating agencies to address the 
problems of information scarcity.  

v. Providing firms with incentives to list their shares on local stock exchanges, to 
overcome shallowness of local capital markets.  

g) The development of sustainable bond markets is necessary to bridge the financing gap. 
According to the African Development Bank‘s Financial Markets Initiative, Africa will need 
USD 20 billion in infrastructure investment per year which can only be sustainably financed 
through long-term bonds. Consequently, the development of local bond markets is essential. 
Local actors such as social security or pension funds, as well as insurance companies, should 
be encouraged to invest in domestic bond markets. To facilitate the activities of such private 
investors, governments need to disengage from statutory funds and put in place adequate 
legislation to encourage the emergence of private insurance and pension funds.  

h) It is necessary for MFIs to be integrated in the formal financial system in order to scale-up 
their activities while retaining their comparative advantage in their relatively lower interest 
rates. Several MFIs have successfully made the transition to formal financial institutions in a 
number of African countries.  

i) Provide microfinance institutions with hedging instruments as well as risk management and 
mitigation tools. The goal is to offset currency risks faced by MFIs (which might borrow in 
dollars or euros and lend in local currencies).  

j) Given the importance of financial services to the economy and the reality that SMEs are not 
only less likely to access credit and to pay more for it, it is necessary for policy makers to 
design innovative financial products geared towards SMEs. 
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7.0 Conclusion  
 
Innovation and a wide spread of public and private activities and partnerships can contribute 
significantly to the development of African financial markets. However, access to finance is still a 
challenge for most Africans. Overcoming this bottleneck is critical if Africa is to increase its 
investment rate and its growth potential, as financial intermediation is the key to channeling 
resources into productive activities. Making African financial markets work for investment and 
development will require significant efforts aimed at among other things, creating and maintaining 
a stable macro financial environment; establishing an incentive framework and a business climate 
supportive of entrepreneurship and private sector development; strengthening legal and 
regulatory environment; diversifying the supply of financial products and resources; regionalizing 
financial markets through legal harmonization and cross listing at regional level and fostering an 
all-out national training effort in managerial and technical skills related to financial operations and 
use of proper accounting procedures and adequate auditing and financial information 
dissemination.  
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