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The digital revolution and its potential to transform access to financial products and services 

for the unserved and underserved is a focus for financial markets, the development sector 

and governments. A multitude of fintech companies continues to emerge in the retail 

finance sector, all actively developing a wide range of technology-driven financial products 

and services.  

The Covid-19 pandemic has shone a spotlight on DFS and their potential to support 

communities during times of crisis. Examples include digitising payments to health workers 

to help ensure that their services can continue uninterrupted, getting government income-

support payments to households quickly, and the use of digital transfers to reduce physical 

contact or close proximity between people (Goodwin-Groen 2020).7 The pandemic has also 

drawn attention to inequality and financial exclusion, which disproportionately affects those 

at the base of the economy. As the global economy faces disruption by Covid-19, there is 

 

7 In response to the Covid-19 pandemic, the Central Bank of Kenya has taken steps to facilitate the increased 

use of mobile money transactions, including reducing fees and increasing transaction and wallet limits (Central 

Bank of Kenya 2020).  
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potential for DFS to play a major role in stabilising financial markets and creating more 

resilience and opportunity in vulnerable populations. 

Box 1: Defining digital finance 

There is no standard definition for digital finance. Generally, it refers to any product, 

service, technology or infrastructure which enables individuals or firms to access payment, 

savings, credit or insurance over mobile phone networks or the internet, without the need 

to visit a financial institution branch or deal with a financial service provider directly. 

 

The opportunity for DFS to drive financial inclusion is particularly evident in Asia because its 

fast-growing uptake of mobile phones and internet connections provides new channels to 

reach the region’s estimated 1 billion unbanked (see Box 2). Asia is also the world’s fastest-

growing region for fintech, which has led to dramatic increases in recent years of innovative 

financial products and services delivered digitally (see Figure 2). This combination of greater 

access to the digital economy and availability of more innovative products and services 

could potentially enable those at the base of the economy to engage in the formal financial 

system without needing access to traditional bank accounts or conventional financial 

infrastructure. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: ADB 2018a and FutureFive 2020 

Box 2: The opportunity for digital finance in Asia 
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Figure 2: Fintech patent applications by jurisdiction (January 1998–August 2018) 

Source: ADB 2018a 

3.1 Reaching the base of the economy: Promise v reality 

There is a significant amount of digital disruption taking place in the retail finance sector 

because of the many fintech start-ups entering the market, a plethora of new application 

programming interfaces (APIs), changing business models, the entry of global technology 

and social media firms, and the emergence of new technology-driven financial ecosystems. 

Much fintech activity is focused on using innovative technology such as distributed ledgers, 

virtual and augmented reality, cloud computing, artificial intelligence and the internet of 

things. This surge of new market players and technology is driving the development of 

financial sectors that are more connected to the digital economy. It is also enabling new 

opportunities for customers to access a broader range of financial products and services 

that are more affordable, secure, efficient and tailored to their specific needs. 

Governments, practitioners and development agencies have actively promoted DFS as one 

of the most, if not the most, important innovations for achieving financial inclusion by 

expanding access to appropriate financial products and services by the poor or unbanked. 

The excitement around DFS has no doubt played a major role in innovations in products and 

services and the rapid growth of fintechs and other digital financial service providers. 

However, while an increasing number of fintechs are entering the market and the 

availability of DFS continues to grow, the growth rate of financial inclusion appears to be 

declining (see Figure 3). The conclusion here must be that, while fintechs and DFS appear 

effective at serving the underbanked, they are less successful in engaging the unbanked. In 

other words, digital finance may not yet offer an appealing solution for people at the base 

of the economy, or be viable for those that will provide it to them. 
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Figure 3: Growth in financial inclusion (2005-2030) 

 

 

* Target refers to the Sustainable Development Goals target to strengthen the capacity of domestic financial 

institutions to encourage and expand access to banking, insurance and financial services for all. 

Source: Bill and Melinda Gates Foundation 2019 (based on data and projections from the World Bank, 

International Monetary Fund and McKinsey & Company). 

3.2 Obstacles to digital financial inclusion at the base of the 

economy 

Despite the growth and investment in fintechs and other providers, the adoption and 

expansion of DFS among those at the base of the economy remains slow. Several factors 

may explain this, which fall into three broad categories: the utility of DFS to the poor; the 

value proposition or business case for providers; and the necessary public infrastructure8 

and supervision. By understanding each of these factors and the specific issues they 

represent, stakeholders can develop a clearer understanding of the challenges associated 

with making DFS a viable solution for those at the base of the economy, promoting their 

progressive inclusion in the formal financial system. 

 

8 Public infrastructure refers to both hard infrastructure (physical assets) and soft infrastructure (regulations 

that govern infrastructure systems). 

Current projections   If we progress 
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Utility to the poor 

Just like anyone else, the poor will not use a product or service if there is no compelling 

reason to do so. According to the most recent Global Findex research, the most common 

reason that the poor stay unbanked is that they simply lack enough money (Demirgüç-Kunt 

et al. 2018). However, poverty is not the only barrier to people opening a bank account. 

Other obstacles include reliance on cash and the need for DFS solutions to include cash-in 

cash-out (CICO) mechanisms (Bull 2019), the need to own or have access to appropriate 

technology (mobile phones or computers), lack of the basic literacy and numeracy needed 

to navigate digital applications (Matthews 2019), lack of formal identification that meets 

KYC requirements (Kipkemboi et al. 2019) and distances to services. 

The potential for DFS to reduce costs and increase convenience are often cited as primary 

reasons why digital solutions can provide greater benefits to the poor. However, efforts 

must also be made to build awareness and understanding among people at the base of the 

economy about the variety of products and services that are available through DFS, and how 

they can be used effectively to enhance incomes and broader financial health, e.g. by 

providing more affordable credit, interest-generating savings accounts, microinsurance etc. 

It is also important to acknowledge that participating in DFS exposes users to new risks such 

as privacy breaches, fraud, transaction errors and service disruptions. While these risks are 

present for everyone, the poor are less equipped to mitigate or transfer risk and therefore 

more likely to suffer greater consequences (Ozili 2020). For example, the poor are more 

likely to encounter service interruptions due to unreliable internet connections or power 

failures in rural areas. Inability to access agents, or agent liquidity, for mobile wallet cash-

outs could also disproportionately affect the poor, who generally rely more on cash for their 

daily needs. Risks like these highlight that DFS systems, if they are not developed carefully, 

may inadvertently increase inequalities and create even greater disadvantages for those at 

the base of the economy. 

The business case for providers 

Enabling the provision of high-quality and affordable products and services tailored to meet 

the unique needs of the poor can empower those at the base of the economy to achieve 

greater financial security. However, for a sustainable solution, there needs to be a viable 

business case for service providers, including fintechs, to target low-income markets. DFS 

providers are mainly profit-seeking enterprises and thus they generally prioritise high- and 

middle-income customers, from whom they can derive higher returns (Ozili 2018). To make 

targeting the base of the economy a viable business opportunity, service providers must be 

able to achieve economies of scale. 

Impediments such as lack of interoperability, KYC requirements (especially for the poor, 

who often struggle to secure formal identification), consumer protection obligations and the 

greater investments required to serve rural or remote communities are common issues that 

make serving the poor less attractive commercially. 
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Public infrastructure and supervision 

Lack of infrastructure readiness is one of the most crucial barriers to digital financial 

inclusion. The ability of governments to invest in the development and maintenance of key 

elements like broadband access, digital identity, communications networks, energy systems 

and digital payment infrastructure plays a major role in making the DFS value chain 

economically viable. Additionally, appropriate regulatory frameworks and the supervisory 

capability to ensure compliance with requirements like KYC and data security are important 

considerations when developing and maintaining a safe and functional digital ecosystem. 

Governments also have an important role in improving consumer protection through 

awareness-raising or capacity-building programs that support the ability of clients to use 

financial products and services effectively and also enhance the value proposition for service 

providers targeting the poor. 

The relevance and severity of constraints hindering DFS uptake by the poor, such as those 

summarised above, vary between economies because of local factors like cultural norms, 

levels of public–private cooperation and the availability of formal identification. 

Governments can work with relevant stakeholders to identify which constraints most affect 

their communities and prioritise how they should be addressed. Table 2 summarises the key 

constraints commonly discussed in relation to digital financial inclusion, and gives examples 

of how they are relevant to the three factors highlighted above: utility, the business case 

and infrastructure. 
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Table 2: Summary of key barriers to providing DFS for those at the base of the economy 

COMMON CONSTRAINTS UTILITY TO THE POOR BUSINESS CASE FOR PROVIDERS 
PUBLIC INFRASTRUCTURE AND 
SUPERVISION 

Inadequate or unreliable 
hard and soft digital 
infrastructure 
(telecom/internet access, 
data centres, software 
etc.) 

Lack of access to DFS, 
service interruptions, 
access to technology 
(phones and computers). 
Pricing of smartphones and 
data packages excludes the 
poor. 

Affordability of accessing 
infrastructure. Capital investment 
in client-facing and back-office 
hardware and software and 
development of new procedures. 
Service interruptions.  

Limited funds for investment and 
high cost (relative to the 
population) to reach rural and 
remote communities. 

Onerous KYC regulations  

Client onboarding and 
inability to secure formal 
identification. 

Inability to verify identification or 
conduct due diligence. Barriers to 
entry (regulatory and licensing 
requirements). 

Complications with tiered KYC 
approaches. Constant changes 
needed in risk-proportionate 
financial services regulation. 

Necessity of cash 
 

Preference for conducting 
transactions in cash (high 
reliance on agents for CICO 
services). 

Lack of CICO services. Challenges 
with agent liquidity and 
incentives. 

Capacity gaps in properly 
monitoring agent banking. 
Digitisation of G2P payments can 
drive digital inclusion. 

Lack of trust in formal 
financial system or digital 
technology 

Limited understanding of 
DFS and associated risks. 
Cultural or societal reliance 
on high-touch financial 
services. Data privacy 
concerns. 

Cost of maintaining security and 
integrity of client and operational 
data. High cost of compliance 
with international data 
protection and privacy standards. 

Keeping pace with proprietary 
innovations and new technology, 
systems and business models. 
Ensuring data security and 
privacy provisions and protection 
against cybercrime. Adequate 
redress and complaints channels. 

Literacy and capability  

Poor basic literacy and 
numeracy skills, limited 
financial literacy, limited 
digital capability. 
Women clients are 
especially excluded. 
Many DFS interfaces are 
not in the local vernacular. 

Cost of development and 
delivery, staff training for 
delivery. Technical capacity of 
staff and general digital readiness 
of providers. Products and 
services often not designed for 
clients with limited literacy and 
capability and/or their financial 
needs. 

Investment gaps in digital and 
financial literacy programs, 
especially for women. 

Lack of awareness of the 
digital alternatives and 
benefits 

Not aware of available 
opportunities and the 
potential advantages of 
DFS. 

Marketing strategies do not 
prioritise low-income customers 
(less profit). 

Investments in infrastructure and 
digital awareness-building often 
do not target rural and remote 
communities. 

Geography 

Rural and remote 
communities with weak 
supporting infrastructure 
are more likely to 
experience service 
interruptions or have 
services dropped. 
Travel constraints to reach 
agents. 

Reduced focus on serving high-
cost rural areas and communities 
with weaker supporting 
infrastructure. Marginal return 
on digital investment in serving 
small and remote communities. 

Marginal cost/benefit of 
providing reliable infrastructure 
to small rural and remote 
communities. Monopoly power 
of mobile, internet and digital 
services providers. 
Harmonisation of cross border 
policies and regulations. 

Lack of interoperability 

Confusing proliferation of 
e-money products. DFS 
options are segmented, 
lowering value proposition. 

Unable to achieve economies of 
scale. Existing investment in 
legacy systems. Upstream and 
downstream connectivity with 
proprietary technologies and 
systems. Significant policy and 
procedural change needed to 
accommodate vendor system. 

Lack of interoperability leads to 
market and service inefficiencies. 
Fostering competition among 
proprietary systems. Enabling 
innovation and new entrants to 
markets. Frictionless digital 
payments infrastructure. 

Value proposition 

Difficulty comparing the 
cost and service scope 
among competing 
providers. Upfront, 
subscription or per-
transaction costs.  

Return on many small-value 
transactions inadequate to justify 
digital capital investment and 
coverage of digital systems 
maintenance.  

Cost of supervision and enforcing 
compliance in a constantly 
evolving and increasingly 
complex digital marketplace, with 
clients whose degree of financial 
and digital literacy varies. 

Source: FDC 
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3.3 DFS and women 

Compared to men, women at the base of the economy face additional challenges associated 

with financial access, many of which are relevant to or exacerbated by DFS. Some examples 

are the lack of digital products or services designed specifically to meet the needs of 

women, legal restrictions or discriminatory laws, less familiarity with technical financial 

terminology, greater difficulties in proving identity, lower literacy (including financial 

literacy) rates and limited access to the formal economy (Salman and Nowacka 2020). While 

part of the potential of DFS includes benefits specifically empowering women, such as 

greater and more convenient control of finances or enabling women to more effectively 

balance their household responsibilities with entrepreneurial endeavours, there are many 

aspects of DFS that can create additional challenges in addressing women’s financial 

inclusion. As stated earlier, the extent to which these issues create constraints for women 

will differ between economies. However, where constraints do exist, they often affect 

women more than men and create inequality. Examples of how prominent DFS constraints 

may affect women more than men are given in Table 3. 

Table 3: Summary of key barriers to women using DFS 

CONSTRAINTS CONSIDERATIONS FOR WOMEN 

Inadequate or unreliable hard and soft digital 

infrastructure (telecom/ internet access, data 

centres, software etc.) 

Women’s adoption of DFS is further constrained in economies where 

connectivity and DFS services are costly. 

Onerous KYC regulations  

Women in many economies face more constraints (i.e. additional 

documentation) to satisfy KYC requirements (Salman and Nowacka 

2020). This is exacerbated by laws and customs limiting women’s 

ownership and custodial rights. 

Necessity of cash 

 

Mobile phone and SIM ownership are lower among women. Women 

prefer to transact with women agents (UNCDF 2016).  

Lack of trust in formal financial system or 

digital technology 

Women’s engagement with financial services is less consistent due to 

interruptions to their economic lives and earning capacity (marriage, 

pregnancy, child rearing etc.) resulting in less opportunities to build 

relationships of trust with financial services providers.  

Literacy and capability  More women than men are illiterate (Wadhwa 2019).  

Lack of awareness of the digital alternatives 

and benefits 

Worldwide, women are less educated than men (Jakiela and Hares 

2019). 

Geography Women are less mobile than men (UNCDF 2016). 

Lack of interoperability Women-targeted social transfers using DFS are restricted. 

Value proposition 

Women’s earnings are typically lower than men’s, leading to 

transactions that are more frequent but lower-value (UNCDF 2016). 

The financial industry lacks understanding of women and DFS services 

and products are often not designed with women in mind. 

Source: FDC 
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3.4 Important enablers for achieving greater financial inclusion 

through DFS 

Addressing the many constraints affecting the ability of DFS to significantly drive financial 

inclusion is a significant challenge. To achieve inclusive economic growth, government 

policies need to prioritise households and enterprises at the base of the economy, so that 

the benefits of digital financial inclusion, such as increased opportunity, income generation 

and resilience will flow to those most in need. While each government will need to establish 

its own priorities within its local context and capabilities, some crucial factors could be 

considered important enablers of the growth and viability of DFS for the base of the 

economy.9 

Interoperability 

While technology gives the unbanked new opportunities to access a broader range of 

financial products and services, the digital networks this technology resides in are often 

fragmented, with many services only bilaterally connected. Interoperability refers to “the 

ability for different systems to connect with one another” (Arabehety et al. 2016, 1), where 

value is enhanced for users by greater ease of making or receiving payments through 

multiple DFS providers. Service providers can also benefit from the potential for higher 

transaction volumes and the greater sustainability of DFS. 

Access to CICO points 

CICO points are defined as any place where individuals can convert e-money to cash or vice 

versa. Access to CICO points such as ATMs, bank branches and agents is critical for DFS to be 

an effective driver of financial inclusion and for its role in supporting the transition from 

cash-based to fully digital financial systems. Research conducted by the Boston Consulting 

Group and the Bill & Melinda Gates Foundation across six economies10 found that there are 

still significant gaps in CICO coverage, with millions of people lacking access to CICO points 

(Unnikrishnan 2019). The research also highlighted that filling this gap is no easy task, since 

the traditional business models used by DFS providers to set up agent networks are unlikely 

to be viable in most rural or remote areas. 

In their study of agent network models used by DFS providers, CGAP has found that a key 

success factor in expanding coverage to rural areas is the ability to aggregate multiple 

valued services at CICO points and enable more transactions per client (Hernandez 2019). 

Advances in digital technology are making it easier for DFS providers to share their agent 

9 The report People’s Money: Harnessing Digitalization to Finance A Sustainable Future, prepared by the United 

Nations Secretary-General’s Task Force on Digital Financing of the Sustainable Development Goals, provides 

additional insights for policymakers and regulators on the opportunity for digitisation to accelerate financing 

of the UN Sustainable Development Goals.  

10 Bangladesh, Indonesia, Pakistan, Kenya, Nigeria and Tanzania. 

https://unsdg.un.org/resources/peoples-money-harnessing-digitalization-finance-sustainable-future#:~:text='People's%20Money%3A%20Harnessing%20Digitalization%20to,the%20Task%20Force's%20final%20report.&text=It%20builds%20on%20the%20Task,General%20Assembly%20in%20September%202019.
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networks with other providers of financial and non-financial services through a single 

electronic platform, making such models easier to implement. The development of viable 

agent network models for CICO points is crucial to enabling the poor, who remain largely 

reliant on cash, to participate in DFS. 

Government-to-person (G2P) payments 

Digitising social transfers lets governments make electronic payments directly into citizens’ 

accounts. Effective G2P systems can have a significant effect on the provision of financial 

services for the poor if they are part of the formal economy and registered for such services. 

Benefits include reduced costs and increased efficiency and transparency. Regarding 

financial inclusion, such systems can also play an important role in helping recipients 

become familiar with digital payments and in introducing them to other digitally enabled 

products and services like savings, credit, insurance, remittances etc. 

Many economies have begun digitising G2P payments, with 39% of G2P recipients in low-

income economies receiving payments electronically in 2017 (Demirgüç-Kunt et al. 2018). 

However, further advances in G2P systems could make them more effective drivers of 

digital financial inclusion. Extending G2P to people not yet registered for social transfers, 

and facilitating digital systems for other categories of payments, like person-to-government 

(P2G: micropensions, taxes etc.) and business-to-person (B2P: digital wages for workers), 

represent important opportunities to move a large number of people at the base of the 

economy into the formal economy. 

Identification 

Lack of adequate identification is still a major challenge for financial inclusion. Financial 

institutions, including DFS providers, generally must comply with know-your-customer (KYC) 

laws. As many as 1 billion people globally, mostly women and children, struggle to formally 

identify themselves and are thus significantly limited in their ability to access and use 

financial services (ADB 2018a). The establishment of digital identification systems, including 

economy-wide digital identification, is a crucial component of an economy’s DFS ecosystem 

that can be integrated across a wide range of systems and services to enable greater 

inclusion. 

As an example, India’s biometric identification system, Aadhaar, has been linked to digital 

payment systems, providing cheaper and more convenient ways to make social and financial 

transfers. The Aadhaar program is often credited as one of the key drivers behind a 

significant increase in the number of Indian adults with a bank account, from 40% in 2011 to 

nearly 80% in 2018 (Iyer 2019). The ability to prove the unique identities of citizens is a 

foundational element of the implementation of digital payment systems and of financial 

inclusion more broadly. 
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Touch v tech 

A basic disadvantage that many fintechs and DFS providers face is their inability to provide 

the essential “human touch” required to comprehensively engage with clients at the base of 

the economy. This “high-touch” approach has been fundamental to the modern 

microfinance movement since the 1970s. It continues to be important and is frequently 

acknowledged by financial inclusion leaders.11 Large or “top-tier” organisations in Asia, such 

as BRAC, ASA and the Grameen Bank, manage this marriage of high tech and high touch 

effectively, but smaller or “lower-tier” organisations and non-bank financial institutions 

(NBFIs) like cooperatives, savings groups, credit unions, microbanks, non-government 

organisations, microfinance institutions etc., may not have sufficient financial, technical or 

other resources to buy a proprietary fintech solution, or the critical mass or scale to warrant 

investment in development of their own DFS system. 

“One of microfinance’s comparative advantages is precisely that it is 

not an algorithm. MFIs are close to their customers and know their 

needs, and this potentially gives them a longer-term advantage over 

new digital rivals.” 

Greta Bull, CEO, Consultative Group to Assist the Poor (Bull 2018) 

While the financial inclusion activities of fintechs and other DFS providers are frequently 

promoted through the media and development institutions, less is known about the 

activities, innovations and outcomes of NBFIs and socially-driven organisations that provide 

services to those at the base of the economy. NBFIs often provide what limited financial 

services may be available to the base of the economy. However, as digital technology 

continues to disrupt the financial sector, little is known about how these institutions are 

adapting and bridging the digital divide that excludes the poor. 

This situation presents a chance to harness the comparative advantages that the respective 

participants offer regarding financial and economic inclusion. High tech and high touch are 

not mutually exclusive. Together they can promote interoperability and innovation, open up 

access to a wider ecosystem of partners, and provide the flexibility to adapt to an 

economy’s particular industry structure and regulations with products and services aligned 

to local social and cultural contexts. The respective advantages of NBFIs, fintechs and DFS 

providers, and the outcomes they could achieve through effective collaboration, are 

illustrated in Figure 4. 

11 Including KPMG, Stanford Social Innovation Review, The Center for Financial Inclusion, UNCDF, World Bank, 

CGAP, ACCION etc.  
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Figure 4: A collaborative DFS ecosystem 

 Source: FDC 

3.5 Recommendations for policymakers and regulators 

A major reason for the slow uptake of DFS among the poor is lack of awareness of the value 

it could provide them and an apprehension that the perceived or real risks outweigh any 

added value. For DFS to have a meaningful effect on the lives of the poor and underserved, 

the unique needs and perspectives of low-income markets need to be understood so that 

products, services, systems and processes can be designed in ways that will provide greater 

utility to the base of the economy. To achieve this, specific reforms or government 

initiatives might focus on the following actions: 

• De-risking. Encourage DFS providers and other technology stakeholders to de-risk digital

finance products and platforms that are extended to the poor. While the risks associated

with DFS are generally the same for all users, the poor have less ability to mitigate or

transfer those risks and therefore are more likely to suffer greater consequences (Ozili

2020). If the risks of using DFS are perceived as too great, customers will avoid or
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withdraw from them. To increase the appeal of DFS to the poor, governments should 

seek opportunities to coordinate with relevant stakeholders and develop policies or 

strategies that can address the various risks (around privacy and data security, fraud, 

digital KYC etc.), but with a particular emphasis on protecting the poor and vulnerable. 

• Enhanced literacy. As part of government efforts to de-risk DFS for the poor, strategies

and plans that effectively promote various forms of literacy, including functional

numeracy and financial and digital literacy, as well as general awareness of the benefits

of digital financial products and services, can serve as enablers of usage and

opportunities to de-risk DFS by enhancing the capabilities of individuals, especially

women and young people. While many economies have already integrated financial

literacy into their economy-wide education curricula, these programs may need to be

updated to include digital literacy and keep up with the rise of DFS.

• Interoperability. Seek to develop an adequate level of interoperability in the digital

ecosystem to enable and encourage financial service providers to share data and

connect their platforms. DFS providers rely on customer data to fuel innovation, and

without it they are less capable of developing or delivering enhanced services for their

customers (Adrian 2019). Being able to share and safely store data within the DFS

network is therefore crucial in enabling providers to design appropriate products and

services that meet the unique needs of those at the base of the economy.

• G2P payments. Take steps to modernise G2P payment systems, going beyond merely

digitising transfers to allow recipients to choose where they open their accounts rather

than having their government decide this for them. Research has found that enabling

greater recipient control has important benefits, including increasing recipients’ ability

to manage their money effectively and encouraging greater use of DFS as recipients

gradually build trust in their service providers and convenient accessibility improves

(Baur-Yazbeck et al. 2019). Giving recipients greater control also encourages competition

between DFS service providers, which can lead to a higher quality of service provision.

• Effective partnerships. Incentivise DFS providers to work with NBFIs, which often have

more experience and more direct relationships with the poor. If properly leveraged,

such partnerships could play a major role in the design and delivery of appropriate DFS,

as well as enhancing awareness and capacity-building among those at the base of the

economy.

Refer to Case Studies 
3: Bangladesh – Modernising G2P Payments 
4: Indonesia – AgriFin Mobile Program 
5: Viet Nam – Preparing the Poor for Digital Transformation 
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Recommendation 4: Support the business case of DFS providers that target 

and serve the base of the economy 

Targeting the poor is a challenge for many DFS providers, particularly those that rely on 

traditional business models and are seeking rapid and high returns. Even those that do 

specifically target low-income markets often struggle to achieve sustainability due to issues 

such as lack of interoperability in the digital ecosystem, onerous KYC requirements, 

predominance of low-value and marginal transactions, or the logistical complications of 

providing services to rural or remote communities. Issues like these often make serving poor 

clients less efficient and more costly. While serving the poor will always carry its unique 

challenges, there are several interventions that governments could prioritise to enhance the 

viability of serving the base of the economy for DFS providers. 

• Interoperability. Support increased levels of interoperability in the DFS payments

infrastructure to foster greater economies of scale and scope for providers. While

greater interoperability will likely increase competition between providers, which is

beneficial to customers, it also supports the ability of providers to achieve economies of

scale due to larger numbers of transactions. This will in turn lead to lower costs for

systems and providers (Resendiz 2017).

• CICO services. Give financial incentives such as concessional loans, subsidies, guarantees

or pricing guidelines to support the improvement of agent profitability for DFS providers.

For example, governments could offer income guarantees for providers if their remote

and rural agents fail to break even, or offer time-bound subsidies to support agents

during their start-up phase (Blackburn 2019).

• Digital identification. Support the development of digital identification schemes, which

can enable customers who lack formal identification to satisfy KYC requirements more

efficiently and access digitally enabled financial products and services. Secure and

effective digital identity systems are becoming increasingly important as economies

continue to digitise. Achieving universal digital identity and authentication mechanisms

should be a domestic priority for all economies, with due consideration for privacy and

data security.

• Innovation. Collaborate with the private sector and donor institutions to crowd in and

test viable DFS solutions. To facilitate this, governments should consider options such as

establishing regulatory sandboxes, innovation hubs or accelerators to enable DFS

providers to test their innovations in real markets and receive informal assistance to

navigate regulations. Such initiatives can also help governments navigate the trade-offs

between maintaining a dynamic and enabling market environment and ensuring

regulatory oversight and consumer protection.

Refer to Case Study 6: Papua New Guinea – The YuTru Digital Trust Framework 
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Despite the excitement surrounding the potential of digital technology to drive growth in 

financial inclusion, much of this technology is still not readily available to the poor. 

Governments need to consider the public infrastructure needed to bring DFS to rural 

communities, including appropriate regulation and supervision, as well as the capacity-

building methods that could support consumers at the base of the economy to use digital 

financial products effectively. Some examples of areas where governments could focus their 

efforts include: 

• ICT infrastructure. Evaluate current infrastructure and prioritise investments in core ICT
systems including the internet. Increased internet penetration has a positive effect on
GDP (Minges 2015) and supports a variety of development needs including health,
education and economic opportunity. Providing access to basic digital infrastructure is
crucial for enabling affordable and safe mobile internet that can enable low-cost
financial services to the base of the economy, including rural and remote communities.

• Risk accountability. Provide clear guidance on who is responsible for protecting the poor
from digital risk. The DFS ecosystem is complex and involves many institutions, including
banks, financial institutions, telcos, governments, third-party providers, regulators etc.,
but often which institutions or set of institutions should take responsibility for
protecting the poor is not clearly defined (Ozili 2020).

• Gender equality. Ensure that local strategies for the development of the digital
economy include recognition of relevant gender issues that could hinder the ability of
DFS to positively empower women. This should include an assessment of current
policies and regulations with a view to pursuing reforms that reduce gender bias or
inequality.

• CICO services. Establish guidelines or requirements, and incentives, for DFS providers to
establish CICO services in rural areas, including regulations to encourage the expansion
of agent networks, such as minimum rural coverage requirements. For example, in
Malaysia providers are only allowed to open new agencies in areas that do not already
have CICO agents and have a population of less than 2,000, whereas in Tanzania the
government has established proximity targets so that the average household is less than
0.5 km from an agent in urban areas or 12 km in rural areas (Blackburn 2019).

• Interoperability. Support the effectiveness of interoperability by developing clear rules
and governance structures for operators. Every government will need to determine its
own path towards interoperability based on its own local context. However, priority
should be given to ensuring that these systems are not only technologically functional,
but also safe and reliable, with appropriate regulation and supervision.

Refer to Case Study 7: Thailand – Thailand 4.0 and PromptPay 
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