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The Link Between 
Financial Innovation/ 

Inclusion and Sustained 
Growth 
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Financial Innovation Raises the Efficiency of 
Financial Intermediation via Improved 

Access 

Financial 
Depth 

Efficiency 
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In Turn 

A vibrant, competitive, and 
efficient financial sector that 

reaches the majority of an 
economy’s population  

is a cornerstone of sustained high 
levels of economic growth and 

development.  
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This is achieved THROUGH 

MOBILIZATION 
AND POOLING OF 

RESOURCES,  

INCREASED 
ALLOCATIVE 

EFFICIENCY OF 
SAVINGS,  

EXPANSION AND 
DIVERSIFICATION 

OF 
OPPORTUNITIES,  

BETTER RISK 
MANAGEMENT 

AND RISK 
SHARING, AND  

EASIER EXCHANGE OF GOODS 
THROUGH EFFECTIVE PAYMENT 

SYSTEMS.  
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Global Technological 
Developments of 
Consequence to 

Financial Innovation 
and Inclusion 
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World Has Seen Exponential Growth in Access as cost 
of adoption of new technology comes down Sharply  

Mobile network penetration was 80% across low-income countries in 2016.  

New technologies in mobile and digital communication are now adopted at 
an even quicker pace.  

While technological advancement is being driven by high-income countries, 
the rate at which they reach developing countries has been accelerating and 
driven by localization of solutions 
• basic cellular reached 75% of people in lower-middle-income countries 14 years after reaching 75% of 

people in high-income countries;  

• for 3G networks, this time lag was only six years. 
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Technology The Game Changer In Recent Rapid 
Financial Innovation   

Apart from Labour-Saving: Technology   
• Supports increase in productivity, reducing unit cost of service 

• Reduces transactions costs in the distribution of services 

• Helps to resolve market failures and the challenge of missing markets 

• Helps capture positive externalities  

And By Addressing Market Failures it also   

• Engenders greater competition and efficiencies in the domestic financial markets and in 
the global engagement.  
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More Specifically In the Financial Sector  

• Reducing transaction costs: Mobile payments can 
lower the cost of providing financial services by 80 
to 90 percent, enabling providers to serve lower-
income and distant customers profitably.  

• Reducing counterparty risks – block chain 
applications to replace brokers of trust e.g. 
correspondent banks and trade 

• Resolving / reducing the challenges of time 
inconsistency in contracting 

• Reducing / resolving challenges of information 
asymmetry – The data trail these technologies 
leave can enable lenders to assess the 
creditworthiness of borrowers, and can help 
businesses better manage their finances.    

Technology 
is helping to 

solve 
important 

market and 
coordination 
failures by: 
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Network Coverage by Region 
Exponential Growth in Coverage – Regional CATCH UP 

Network Coverage by Region
Exponential Growth in Coverage – Regional CATCH UP
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Steep and 
Rapid Decline 
in  
the Cost of 
Adoption a 
Major Driver 
of Access 

The cost of a smartphone 
has fallen by up to 50% 
since 2012 and the cost of a 
one-minute call in sub-
Saharan Africa fell by more 
than 70% in the decade to 
2016. 

Although gaps continue 
to exist the story is 
basically of catch-up.  
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The Cost of Usage/Adoption of Tech has fallen Sharply 

Cost per unit (2013 USD, logarithmic scale)  
 

 

Figure 2. The cost of using many technologies are dropping rapidly 
Cost per unit (2013 USD, logarithmic scale) 

 

Source: AI Impacts (2017), National Human Genome Research Institute (2018),Tucker (2010b), Nielsen (2018), European Commission (2014), Statistia (2018) and Pathways Commission analysis 
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How Has 
Technology 
Made 
Largest 
Impact  so 
far in the 
Financial 
Sector? 

Reduction in the face to face cost via 

digitalization 

Reduction in counterparty risk has 

been pivotal to bridging the trust gap which arose 
from separation of transacting parties by distance.  

reduction in the profitable 
thresholds of financial firms using agent-based 

services networks in contrast to the old brick and mortar 
models that required larger business scales to absorb the 
larger fixed costs 

Bridging information asymmetry 
gaps using big data and block chain technology to 

produce credit scores that allow lenders to offer for example 
unsecured credit.  
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Examples 

• Trading partners separated by distance 
now can   
• Confirm the content of exchange at a 

distance and  

• confirm financial settlements without 
involving a third party like a 
correspondent bank.  

• Enable provision of  unsecured credit, 
particularly to SMEs and to the unbanked 
without collateral  using credit scores to 
assess creditworthiness based on behaviour.   

Using Big 
data and 

Blockchain 
Technology 
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Channels of 
Growth 
Impact 
Mckenzie 
Global 
Institute 
Estimates 

Overall, MGI calculates that widespread 
use of digital finance could boost annual 
GDP of all emerging economies by $3.7 
trillion by 2025, a 6 percent increase (approx. a 

percentage point a year) versus a business-as-usual 
scenario.  

Nearly two-thirds of the increase would 

come from raised productivity of financial and non- 
financial businesses and governments as a result of 
digital payments.  

One-third would be from the additional 
investment that broader financial inclusion of 

people and micro, small, and medium-sized businesses 
would bring.  

The small remainder would come from 
time savings by individuals enabling more 

hours of work. This additional GDP could lead to the 

creation of up to 95 million jobs across all sectors.  
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Impact on Poverty 

Studies show that when women have access to 
financial accounts, their children are healthier, their 
families are better able to escape poverty, and they 

invest more in income-generating activities.  

After being provided with savings accounts, market 
vendors in Kenya, primarily women, not only saved 

at a higher rate but also invested 60 percent more in 
their businesses. 

Made social networks more effective (social capital)  
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MM can reinforce informal insurance networks 

Jack and Suri’s (2014) study of M-Pesa in 
Kenya finds that while income shocks 
reduce the consumption of non-users by 
7%, they do not affect the consumption of 
M-Pesa users on average, so that the latter 
are in effect fully insured.  
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Impact on Effectiveness of Monetary Policy 

MM Increases the depth of financial markets as the proportion of firms and 
households which are (gross) borrowers or savers and therefore sensitive to 
interest rates. (Adam and Walker 2016) 

Raises instability of velocity of money circulation and pushes countries 
towards adoption of price based monetary policy regimes 

As financial innovations help to reduce the incompleteness of markets, the 
monetary authorities may be able usefully to shift their focus from headline 
inflation to core inflation (Adam and Walker 2016) 
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EAC transaction velocity of money 

• The impact of 
slow growth in 
monetary 
aggregates was 
partly reduced 
by rising 
transaction 
velocity of 
money 
associated with 
ongoing financial 
innovations and 
technological 
dividend 
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What Difference Have all 
these Developments 

Made to Uganda’s 
Financial Innovation and 

Inclusion? 
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In Uganda this has supported Rapid uptake of Mobile 
Financial Services 
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UGANDA IS  QUICKLY CATCHING UP WITH LEADERS 

23 



Now Nearly 6 Out of 10 Ugandans Use a Digital Payment 
Mechanism 
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Fintech the 
Game 
Changer -I 

reduced face to face cost via 
digitalization 

Reduced counterparty risk 
among geographically-separated transacting parties - 
bridging the trust gap 

Shift away from the costly old 
brick and mortar models that 

required larger business thresholds to absorb the larger 
fixed costs  

Reduction in information 
asymmetry gaps using big data and block 

chain technology to produce credit scores reducing the 
cost of screening borrowers and enabling unsecured 
credit to those without collateral. 
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Fintech the 
Gamechang
er – II 
Product 
Innovation 

Banking – Shared Agent Banking System under the 
Uganda Bankers Association is an interoperable platform. 
Expectations to increase cost effective and convenient service from 7.4 
million to 11.6 million  bank account holders in three years 

Mobile Money Gateways (aggregators) - the core of 
interoperability between financial institutions and service 
providers/clients – e.g. Yo Uganda, Beyonic,Remit,Payway, Jpesa 

Micro Insurance – Ayo Uganda two new exciting products  - 
“Send with Care” –securing payments and “Recharge with Care” free 
insurance as you recharge,  

Digital Micro-Credit –Loan Disbursements (MTN/CBA Bank 
Mokash, Kiva –crowd funding working with Living Goods; Tala –
Uganda; Instant Mobile –of Centenary Bank; Harvesting –  for 
smallholders micro-credit using a credit scoring system etc 

Mobile Cross-Border payments (In-wards and Out-wards) 
[e.g. EAPS, MTN to Mpesa Kenya and Rwanda; Chipper 
Cash,TerraPay,Duo, Remit etc 
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Bold Policy 
Approach – 
Supported 
Innovation 

 
 
 

• Created Enabling Environment through the legal 
and regulatory framework: 
• Adopted Test and Learn approach, assess risk and manage / 

mitigate risk 

• Enactment and implementation of regulations To facilitate easy 
operationalization of Fintech solutions. (Payment Systems 
Licensing and Approval Regulations,) Agent Banking 
Guidelines etc 

• Embraced Innovation and Technology- use of 
Digital Financial Services and innovative 
service delivery models (Agent banking) 

• Collaboration through National Financial 
Inclusion Strategy for prioritized and coordinated action 
bringing together- regulators and market operators for financial 
inclusion and market. This provides a platform for constructive 
engagement in resolving tensions. 
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  HOWEVER USAGE 
STILL A BIG CHALLENGE 
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Globally -Not Withstanding this Success -Huge 
Gap Between Access and Usage 

For instance, out of estimated 690 million mobile money accounts in 
the world, less than a quarter of accounts are “active”.  

Despite the expansion of cellular networks, less than 12% of the 
population in low-income countries use the internet – 

notwithstanding higher ownership of internet –enabled phones 

And among those who use the digital functions in a phone less than 
15% percent use it for financial services – although that varies greatly 

across countries 
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Gaps -----Continued  

However, usage is changing dramatically with the younger generation, the ‘digital 
natives’, creating opportunities and some risks.  

• Across the world, youth (ages 15–24) are the most connected age group – worldwide, 71% are online 
compared to 48% of the total population. 

Just as digital access does not automatically lead to impact, neither do high volumes of 
digital usage – in fact there is also counter-productive usage -   

• For instance, many mobile money customers use the service to participate in gambling; so much so that 
it is one of the top ten reasons for upgrading to a smartphone in Kenya. 

By understanding the factors that shape how people use the technology available to 
them, we can begin to understand how to ensure that digital access leads to prosperity.  
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Globally- People do not take advantage of all the 

available functions 
 

Percentage of people in developing countries who have ever used specific 
digital functions 
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In Uganda like in many 
other Developing countries 

Usage Pattern is skewed 
towards Calls, SMS and P2P 

simple transfers and Not 
digitally enabled Products 
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Digital 
Services 
Usage 

Pattern 
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Percentage of Population who have Used 
Finance Function in a Mobile Phone 

Source: Pathways Commission analysis using data from Financial Inclusion Insights (2017). Internet-enabled devices 
includes both feature- and smartphones. Poverty is defined as living on less than 2011 int-$1.90 per person per day. 
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Only A Quarter of Adult Ugandans are now Using Formal Credit 
Sources 
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Key Factors Behind 
Limited Usage 
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Access to internet-enabled phones needed for 

digital services is limited 
 

Source: Pathways Commission analysis using data from Financial Inclusion Insights 
(2017). Internet-enabled devices includes both feature- and smartphones. 
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Even More Limited is access to Smart Phones 
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Gap bigger for Rural Areas 
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However the Young (<30) Use more Smart Phones  
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Although Costs are Falling, Affordability Still  
a Key but not Only  Challenge  

People living in extreme poverty in India or Tanzania or Uganda for 
instance, smartphones remain out of reach 

• costing at least two months’ income for those living below the poverty line.  

• This helps to explain why, in Tanzania for example, those in poverty are 27 
percentage points less likely to own a phone. This is most likely the same in Uganda. 

Existing business models (where prices are set to recover the cost of 
infrastructure assets) will always exclude the poorest people who 
cannot afford these fees. 
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Costs Falling 
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The cost for 500MB data packages in SSA (in 2011 int-$) 

 

Source: ITU (2018) ICT Indicators Database. Pathways for Prosperity Commission analysis to adjust for 
inflation and PPP. 
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Cost of Credit and Poor Information Remain 
Major Challenges for Access to Credit 

A major challenge for Uganda’s firms and households 
is the high cost of financial services. Interest rates 

typically range between 22 and 25% 

A more robust credit information system to enable lenders 
assess borrowers quickly and easily, would be a key 

element to lower the cost of credit.  

So would greater reliance on credit history rather than 
expensive collateral for risk management  
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Fiscal Regime a major Challenge 
for Inclusion and Innovation 

• Taxes on mobile money and on digital services significantly 
raise costs of usage 

• Excise duty on mobile money fees raised from 10% to 15% 

• Mobile money transaction tax  at 1% of of the value of transactions 

• It is estimated that for every UGX 1000 in airtime, UGX 446 
(or 44.6%) go to state revenue 

• Both mobile money taxes are regressive, in that they do not 
discriminate across ability to pay ( a graduated charge is 
possible) 

• Evidence from across a range of countries point to negative 
impact on usage and on the tax base 

• An increase in price via taxation and a consequent 
reduction in usage has a negative effect on economic 
growth and job creation across Uganda’s economy.  
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Beyond 
Affordability 
Need to Pay 
Attention to 
other Demand 
side factors 

Whether products meet localized 
needs and presented in accessible 
formats (language and complexity) 

Among capabilities education is a big 
factor 

Gender divide highly pronounced 
and significant factor – even after 
controlling for education difference 
– mostly a cultural challenge  

Rural Urban-divide another big gap 
though rapidly closing 
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Conclusion: 
Dealing with the Big 

Challenges of the Future 
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The Next Big Challenges in the Future 

Reaching the last 22% that are financially excluded – From Inclusion to Universality 

Closing the gap between access and Usage –  

• although more than 80 percent of Uganda’s adult population have access to digital payment system 
only 6 out of 10 use digital payment system 

Deepening the quality of usage – beyond P2P payment system and grow formal credit 
usage from the current low 25%  

Big push towards affordability of financial services – with interoperability being the 
next low hanging fruit.  

49 



Coordinated action key for Success 

There is no obvious perfect model for a commercially viable digital design, but citizens, 
governments and business all have responsibility to contribute to this architecture.  

In particular, it should be considered how digital architectures impact usage, inclusion and 
livelihoods.  

Firms should be encouraged to develop business models that focus attention on those who are 
digitally excluded. 

• Now is the time to develop new business models that make smartphones and digital services available at lower costs to 
ensure people living in poverty can also afford such life changing services 

• These models might include cross-subsidization in pricing, differential charging for services across consumer categories — 
or even public subsidy systems.   

Governments on their side should focus on provision of infrastructure; regulatory and tax regimes 
friendly to innovation; 
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