Role of Payments in
Financial Inclusion

Thomas Lammer

7t Economic Development Days — May 2019
Vienna University of Economics and Business (WU Wien)

The views and interpretations expressed in this presentation are entirely those of the author.
They do not necessarily represent the views of — and should not be attributed to — any former or current employer.



Overview

_

Role of central banks in financial inclusion and payments

Payment aspects of financial inclusion

FinTech developments and financial inclusion



The potential economic impact
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Source: McKinsey Global Institute, 2016


https://www.mckinsey.com/~/media/McKinsey/Featured Insights/Employment and Growth/How digital finance could boost growth in emerging economies/MG-Digital-Finance-For-All-Full-report-September-2016.ashx

What is financial inclusion?

Individuals &
businesses get
access to useful &
affordable financial
services that meet
their needs & are
delivered in a
responsible and
sustainable way.

Payments
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Credit

Insurance
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How big is the problem?

Today, 69 percent of adults around the world have an account
Adults with an account (%), 2017
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Source: Glabal Findex database.

https://globalfindex.worldbank.org/



Globally, 1.7 billion adults lack an account Where do the finanCia”y excluded live?

Adults without an account, 2017
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Source: Global Findex database.
Note: Data are not displayed for economies where the share of adults without an account is 5 percent or less.

https://globalfindex.worldbank.org/

Nearly half of all unbanked adults live in just seven

economies
Adults without an account by economy (%), 2017
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Who are the unbanked?

Women

Ages 15-24

70 «——— Age 25+ Men

Primary education
orless

Richest

FPoorest

38 High school or
postsecondary

Source: Findex 2017, World Bank
https://globalfindex.worldbank.org/



High costs are a major barrier to account ownership

Reasons for not having a bank account (% adults with no bank account), 2017
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Source: Findex 2017, World Bank
https://globalfindex.worldbank.org/ 8



Financial inclusion has improved globally — 1.2 billion people have gained access
since 2011
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Note: The percentage of respondents who report having an account (by themselves or together with someone else) at a bank or another type of
financial institution or report personally using a mobile money service in the past 12 months.

Source: Findex 2017, World Bank 9
https://globalfindex.worldbank.org/
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Virtuous cycle: how a central bank’s core objectives support financial inclusion

Financial Foster trust

and price in financial

stability system

Support Greater use
central bank of financial

policies services

Source: BIS, 2019
https://www.bis.org/speeches/sp190425.htm 11



Central banks’ typical roles
In payments

Operator
Role

Promote the smooth
operation of
payments and
market
infrastructures

Oversight
Role

12

Catalyst
role
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All individuals and businesses should be able to have access to and use at least one
transaction account operated by a regulated payment service provider:

I. to perform most, if not all, of their payment needs
ll. to safely store some value; and
lli. to serve as a gateway to other financial services

Universal access
to and frequent usage
of transaction accounts

Transaction / Leveraging
Catalytic pillars — account and Readily Awareness large-volume
Drivers of access ¢ payment available and financial recurrent
and usage product T literacy payment
design points streams
Foundations — : Financial and ICT infrastructures
Critical enablers | Legal and regulatory framework

Public and private sector commitment

Source: Committee on Payments and Market Infrastructure and WBG Guidance on Payment Aspects of Financial Inclusion, 2016

https://www.bis.org/cpmi/publ/d144.htm 14



Universal access

e Public & Private Sector Commitment
Commitment from public and private sector organizations to broaden
financial inclusion is explicit, strong and sustained over time

Public and private sector commitment

Legal and Regulatory Framework

The legal and regulatory framework underpins financial
Inclusion by effectively addressing all relevant risks and by
protecting consumers, while at the same time fostering
Innovation and competition.

Legal and regulatory framewor!

Public and private sector col i

Source: Committee on Payments and Market Infrastructure and WBG Guidance on Payment Aspects of Financial Inclusion, 2016
https://www.bis.org/cpmi/publ/d144.htm



b Unpssaccoss Financial and ICT Infrastructures

of transaction accounts

7 7 Robust, safe, efficient and widely reachable financial and ICT

account and Readily Awareness large-volume

payment available and financial recurrent

| L Infrastructures are effective for the provision of transaction accounts
e services, and also support the provision of broader financial services

R e G e A AR

Public and private sector commitment

--aew o=
A

Data-sharing platforms Identification

(eg credit reporting system) infrastructures
S A :
- 1 =
i
g Core banking systems
i
»
g Automated clearing Interbank payment card
< house processing platform
}._
O

Large-value interbank
gross settlement system

Power supply system

T T Rl S NN E TN TN TN E YT E T

€3 [|ow of information and funds
<€-===» Flow of information

Source: Committee on Payments and Market Infrastructure and WBG Guidance on Payment Aspects of Financial Inclusion, 2016
https://www.bis.org/cpmi/publ/d144.htm



Public and private sector commitment

Transaction
account and
payment

product design
The transaction
account and
payment product
offerings effectively
meet a broad range
of transaction needs
of the target
population, at little or
No cost.

Mobile money accounts have spread more widely in Sub-Saharan Africa since 2014

Adults with a mobile money account (%)

2014 2017
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Source: Findex 2017, World Bank https://globalfindex.worldbank.org/

Source: Committee on Payments and Market Infrastructure and WBG Guidance on Payment Aspects of Financial Inclusion, 2016

https://www.bis.org/cpmi/publ/d144.htm
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Readily available access points

The usefulness of transaction accounts is augmented with a broad
network of access points that also achieves wide geographical coverage,
and by offering a variety of interoperable access channels.

Awareness and financial literacy

Individuals gain knowledge, through awareness and financial literacy
efforts, of the benefits of adopting transaction accounts, how to use
those accounts effectively for payment and store-of-value purposes,
and how to access other financial services

Source: Committee on Payments and Market Infrastructure and WBG Guidance on Payment Aspects of Financial Inclusion, 2016
https://www.bis.org/cpmi/publ/d144.htm



Universal access
to and frequent usage
of transaction accounts

Z Leveraging
Readily Awareness large-volume
available and financial

3 recurrent
literacy payment
streams
Financia | and ICT infrastructures
Legal and regulatory framework

Public and private sector commitment

Large-volume,
recurrent payment
streams

Large-volume and recurrent
payment streams, including
remittances, are leveraged
to advance financial
Inclusion objectives, namely
by increasing the number of
transaction accounts and
stimulating the frequent
usage of these accounts.

About 100 million unbanked adults receive government payments in cash
Adults without an account receiving government payments in the past year in cash only, 2017
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Source: Global Findex database.
Note: Data are not displayed for economies where the share of adults without an account is 5 percent or less or the share
receiving government payments is 10 percent or less.
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Source: BIS, 2019
https://www.bis.org/speeches/sp190425.htm

“Central banks and innovators
are vital partners: one cannot
achieve financial inclusion

without the other’s help.”

Agustin Carstens
General Manager

21




Fintech has enormous potential to expand financial inclusion...

Technology

Mobile
technologies

DLT/
Blockchain
+ Crypto
assets

=)

Digital ID

Al/Biometric

s/ML

Source: World Bank Group, 2019

Transformation |~

New business

models
(platform models,
alternative lending...)

+

New entrants
(disaggregation,
specialization)

+

More accessible &
cost efficient
services

+

Leverage data to
tailor products

Impact: Inclusion, Efficiency, Deepening

AY4

&

ACCESS
COMMERCIAL RELEVANT SAFETY +
(INFRA- VIABILITY PRODUCTS CUSTOMER
STRUCTURE) KNOWLEDGE
Cost reduction Affordable and
Deal with and tailored I\_Io_ cash,
physical automation, products, digital ID,
infrastructure risk services, and data
management channels protection,
literacy
JAN J
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Financial institutions and customers can benefit

Remote access Expand customer base to
include new and remote areas

convenience, and security
Tailored financial products L. 5 Ability to provide products
' to new market segments

and services Improved - © nev et seqr
' ' evenue including unbanke
An opportunity to build customer g

' rowth .
financial history AU 9 Cross-sell opportunities

: 3.
Strengthened Reduction

More data and automation 4
for credit underwriting,
portfolio monitoring and
collections

Straight-through processes reduce
error rates, investigations, re-work

Lower delivery and channel

risk in Costs Costs
management Reduce cost of funds
(deposit gathering, capital
markets funding)

23

Source: World Bank Group, 2019



Example 1: The potential of mobile to reach the unbanked

Two-thirds of unbanked adults have a mobile phone
Adults without an account owning a mobile phone, 2017
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Sources: Global Findex database; Gallup World Poll 2017.
Note: Data are not displayed for economies where the share of adults without an account is 5 percent or less. 24




Example 2: Increasing speed in payments — a worldwide ambition...

. @~
Payments are following " a

auniversal trend o Ilnstant
y Faster
I Fast
ISIow

> 20 Iinstant/fast payment
systems in operation and number is
growing

Sources: FIS Global, 2018, CPMI, 2017

under development; 25
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Example 3: Central bank digital currencies

Reasons for issuing general-purpose central bank digital currencies

Ranked in order of importance!

Emerging market economies All respondents

Payments efficiency (domestic) _ Payments safety _
Payments efficiency (domestic) _

Financial stability _

Financial inclusion _

Monetary policy implementation _
Payments efficiency (cross-border) _
0 1 2

Financial inclusion

Payments safety

Others

Financial stability

Monetary policy implementation

Payments efficiency (cross-border)

© o
o
N
w

1 The scoreis calculated as an average of the options: “Very important” (4), “Important” (3), “Somewhat important” (2) and “Not so important”(1).
Source: Central bank survey on central bank digital currencies.

Source: BIS, 2019
https://www.bis.org/publ/bppdf/bispap101.pdf 26



Example 4. Regulatory approaches

WAIT & SEE TEST & LEARN REGULATORY WAIVER/ LETTERSOF NO- REGULATORY

DIFFERENTIATED

SANDBOX

EXEMPTIONS

O X% E

Allows innovations
to develop with no

New innovations
tested in a live

Virtual
Environment

Waiver or
exemption from a

OBJECTION

legal certificate
issued by the
authority to

REGULATION

I@\

Usually codified in
law, therefore no

REFORM/LAW

Enactment of
regulationsthat

restrictions environmentwith ~ whereinnovators |icense or i hat need for supportFinTech
*May work well in involvementfrom  can test their restrictive sections Idno;:antztto?::t subjective startupsand
environments with  the regulators products/services of 3 |icense H 4 ) decisions from the  consumer
limited regulatory *Case-by-case in a time bound ¢ usually codified the productor regulator protection,

services provided

capacity basis manner. in law, therefore by the firtech No special competition,
*Presents signiﬁcant *Requires active *Greater no need for v . € Tintec resources for financial sta b|||ty
riskif not controlled involvement by transparencyand subjective sl T and financial
later through regulator replicability decisions from the Relevant for required inclusion
regulations eDifficult toscale  * Relevantfor smaller markets, *Modificationsto

eExample: China

Source: World Bank Group, 2018
https://blogs.worldbank.org/psd/sandbox-or-quicksand

up; hardto ensure

markets with

regulator

whenthe risk

Example: India:

existing regulations

i - Payments Bank &
equal treatment good supervisory S espee profile of the b . *Examples: EU
. ) resources for . - Trade Receivables
sExamples: capacityandhigh . o Innovationsare Platform license. (PSD2, GDPR),
Philippines, level of active, od generally well- . Mexico (FinTech
Tanzania potentially non- require understood. Law)

licensed players

Example: Kenya



Enhancing financial inclusion needs to remain a key
priority for policymakers.

Millions in Africa and elsewhere do not yet have a basic
transaction account. We have an obligation to bring the
financial system closer to the people so that everyone
benefits from access to credit, savings and insurance
products.

And we have an obligation to ensure that the benefits of
Innovation reach everyone and not just a portion of the
population. We need to encourage fintech to be built
“for the people” — old and young, rich and poor,
expert and layman alike.

Benoit Coeuré, Member of the ECB's Executive Board

Source: ECB, 2019

https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp190131~24b8e3fh49.en.html 28
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