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Key messages
•

The recent IMF and World Bank annual meetings focused on how to achieve more inclusive
growth, particularly in low-income, fragile economies.

•

Despite instances of significant financial innovation, financial inclusion in lower-income
countries is uneven, especially in the regional case of sub-Saharan Africa.

•

Increased banking coverage must happen simultaneously with the necessary, domestic macroprudential policies that protect against the greater risks of transmitting financial shocks.

The IMF’s three numbers
At the recent IMF and World Bank annual meetings, among the many statistics quoted, IMF director Christine
Lagarde singled out three: 1.4%, 1.6% and 1.8% denoting the IMF’s 2016 projection for sub-Saharan
Africa’s (SSA) GDP growth, the projection for US GDP growth, and the estimate for export growth in the
advanced economies.1 Lagarde noted that the IMF’s projection for SSA’s GDP growth of 1.4% is particularly
disappointing given the SSA’s potential growth rate.
Inclusive growth in developing economies, therefore, became a key focus – growth that lowers the poverty rate
and ensures equality of access to markets, resources and an unbiased regulatory environment.2 And improved
financial inclusion – access to and availability of financial services to all – would play a crucial role in this.
Fragile states, in particular, would benefit from more jobs for the vulnerable in low-income states, which would
also bring increased security to the economy.
The quality of jobs would be important too. SSA’s vulnerable employment, in own account and unpaid family
work, is estimated at 70% of total employment.3 However, even though financial inclusion and better financial
intermediation is proven to encourage growth with higher paid jobs in the formal sector, around half of
working age adults still lack access to financial services – an estimated 2 billion people.4

Uneven financial inclusion
Financial development can protect against risks during an economic downturn. And more broadly, it can
boost growth and dampen the impact of shocks for firms and households by alleviating borrowing constraints,
and helping to calibrate dollar liabilities.5 However, financial inclusion in lower-income countries is uneven,
especially in the regional case of SSA.

Many SSA economies have seen significant financial innovation. Private sector credit has experienced its
median ratio to GDP increase by 10 percentage points from 1995 to 2014 (though at 21%, it is still around
only half of that in the Middle East and North Africa, and East Asia).6 For lower-income households and
firms, microfinance has enabled financial inclusion. And mobile banking services, such as M-Shwari and
M-Pesa in Kenya, have promoted stronger domestic banking systems, reducing the reliance on informal savings
mechanisms.7
Yet SSA’s efforts towards financial inclusion have fallen behind. Only 34% of the population have bank
accounts, compared to 94% in high-income OECD countries. While only 7.3% of the SSA population report
using an account to receive their wages.8 Low coverage extends to South East Asia: Vietnam and Cambodia’s
share is a respective 21.1% and 3.3% of their (over 25) populations.9

A macroeconomic policy reset
The macroeconomic impact of increasing banking coverage has systemic consequences. The simultaneous
relaxing of financial constraints, such as greater access to bank accounts and a lower cost of financial
intermediation, can amplify growth significantly.10 A key channel is the mobilisation of savings that provides
future access to liquidity, allowing households to manage financial risks and to cushion against shocks.
However, more finance does not automatically lead to more growth. Its effect on economic growth is ‘bell
shaped’ and weakens at higher levels of financial development. This weakening stems from premature financial
deepening (increased size of market), rather than from greater access.11 From a macroeconomic perspective,
broader banking coverage would heighten the impact of monetary policy-driven interest rate changes.
If financial inclusion is to increase, a policy reset is needed to safeguard domestic financial stability alongside
SSA financial deepening. Although the complexity of SSA economies’ supervisory capacity varies significantly,12
strengthened macro-prudential policy can protect against the greater risks of transmitting financial shocks – a
key policy gap in some pan-African banks.13 Stability and inclusion can be achieved through better banking
supervision14 and, more concretely, in adopting international standards such as loan loss provisioning and
financial reporting. Given the uncertain economic outlook in the year ahead, regulatory progress would lay the
foundations for broader banking coverage by the next 2017 Autumn meetings.

1	IMF (2016) ‘World Economic Outlook’. October.
2 Commission on Growth and Development (2008) ‘The Growth Report: Strategies for Sustained Growth and
Inclusive Development’. 44986.
3 ILO (2016) World Employment and Social Outlook: Trends 2016
4 Demirgüç-Kunt, A. et al. (2014) ‘The Global Findex Database 2014: Measuring Financial Inclusion around the
World’. World Bank Policy Research Working Paper 7255.
5 Krishnamurthy, A. and Caballero R. J. (2001) ‘International and domestic collateral constraints in a model of
emerging market crises’. 48, 513-548. Journal of Monetary Economics
6 IMF (2016) ‘Regional Economic Outlook – Sub-Saharan Africa: Time for a Policy Reset’. April.
7 Mbiti, I. and Weil, D. N. (2011) ‘Mobile banking: the impact of M-Pesa in Kenya’. NBER Working Paper 17129.
8 Statistics from the World Bank Global Findex database.
9 CARD MRI and UNCDF ‘Doubling financial inclusion in the ASEAS region by 2020’.
10 Dabla-Norris, E. et al. (2015) ‘Distinguishing constraints on financial inclusion and their impact on GDP, TFP, and
inequality’. NBER Working Paper 20821.
11 Sahay, R. et al. (2015) Rethinking Financial Deepening: Stability and Growth in Emerging Markets, IMF Staff
Discussion Note
12 Gottschalk, R. (2014) https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/9280.pdf
13 IMF (2016) ‘Regional Economic Outlook – Sub-Saharan Africa: Time for a Policy Reset’. April.
14 Hannig, A. and Jansen, S. (2010) ‘Financial inclusion and financial stability: current policy issues’. Asian Development
Bank Institute Working paper No. 259.

Overseas Development Institute
203 Blackfriars Road
London SE1 8NJ
Tel +44 (0)20 7922 0300
Fax +44 (0)20 7922 0399

odi.org

ODI is the UK’s leading independent think tank on international development and humanitarian issues.
Readers are encouraged to reproduce material from ODI Reports for their own publications, as long as
they are not being sold commercially. As copyright holder, ODI requests due acknowledgement and a copy
of the publication. For online use, we ask readers to link to the original resource on the ODI website. The
views presented in this paper are those of the author(s) and do not necessarily represent the views of ODI.
© Overseas Development Institute 2016. This work is licensed under a Creative Commons Attribution-Non
Commercial Licence (CC BY-NC 4.0).

