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EXECUTIVE SUMMARY

Financial inclusion (FI) has been high on the agenda of international institutions,
regulators and policymakers for a number of years and remains a priority. This is mainly
due to its well documented positive impact in fostering sustainable social andoggon
development. However, developing economies, particularly countries in the South and East
Mediterranean, are still lagging behind in terms of FI, both on individual and business
levels. Additionally, the region exhibits a significant gender gap, utorah gap, and a low
level of access to financial services for young people.

This study provides an-mhepth analysis of the state of Fl in five countries in the
South and East Mediterranean: Egypt, Jordan, Lebanon, Morocco and Tunisia. The analysis
is based on a survey conducted by the Edediterranean Network for Economic Studies
(EMNES) researchers using interviews, literature research and secondary data. The main
aim is to investigate the salient features of Fl, the barriers to achieving Fl, and the
regulatory framework and policies used to promote FIl in each country.

The surveyed countries have in common several salient features of Fl, including: low
availability and access to finance in rural areas; high use of informal financial services;
commergal banks being the main providers of financial services, with high costs of lending;
and strong dependence on government debt. Additionally, Micro, Small and Meslaed
Enterprises (MSMES) and stagps have limited access to finance provided by banks.
Important actors emerging to enhance Fl in the region are postal offices, microfinance
institutions (MFIs) and mobile banking. The main identified barriers for Fl in the region are
related to supply and demand factors. On the demand side, barriers indindacial
illiteracy, insufficiency of funds, high collateral requirements and lack of trust. On the
supply side, barriers include high cost of financial services, limited branch networks and
lack of data on individuals and MSMEs.

The findings show that seral policies promoting Fl are shared amongst countries
in the region. National strategies are generally led by central banks, and special focus is
being placed on payment services and digital financial services. Additionally, to improve
MSME lending, itintives for microfinance development and regulation are encouraged
and guarantee schemes are being developed.

The study shows that countries in the region recognise the importance of FI, and
thus are investing considerable efforts into promoting it. Tli@rés to accelerate FI have
resulted in improvements in recent years, particularly due to government initiatives and
digital services that have been highly utilised during the C@9Ipandemic. Fl has been a
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key pillar of resilience during the crisis,ibbas played a vital role in facilitating the reach

to vulnerable groups. Countries in the South and East Mediterranean utilised a number of
Fl tools to ease the impact of the pandemic. For example, Jordan witnessed a significant
increase in the uptakefadigital wallets, mainly due to its adoption by public and private
entities to transfer money and pay salaries, and the digitisation of social protection
payments. Egypt also accelerated its efforts in terms of digital financial services and
amended the snplified Know Your Customer (KYC) regulations to facilitate the inclusion of
individuals and small businesses in the financial sector. Similarly, Tunisia focused on
developing a broad range ofl@anking services and introduced digital wallets. The majorit

of countries in the region also utilised credit guarantee schemes as a policy response to
support MSME access to finance during this period.

Moreover, the study provides recommendations to enhance the level of FI and
highlights the possible role of theubpean Union (EU). In particular, there is a need to
encourage financial literacy initiatives, and the banking sector needs to be institutionally
diversified. To improve the quality of information, credit registries need to be developed
and empowered. Iraddition, the role of guarantee schemes should be enhanced, since
they proved their importance for MSME financing in several countries, particularly during
the pandemic. The role of post offices, MFIs and mobile banking should also be enhanced.
There is B0 a need to develop youth FI policies tailored to their financing needs, in order
to enhance productivity and job creation.

The EU can play a role in enhancing the level of FI by keeping the existing support
and providing longerm action plans for MSMEnancing, such as developing a common
guarantee initiative. The EU can also support countries in their debt restructuring to lower
their financing costs.
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CHAPTER 1: FINANCIAL INCLUSION IN THE MEDITERRANEAN: A
COMPARATIVE ANALYSIS

l.  INTRODUCTION

Financial inclusion (Fl) is considered an important enabler for eight of the
Sustainable Development Goals (SDGs) 2030. It allows the improvement of living conditions
for the most vulnerable and underprivileged populations, by different medds the
macroeconomic level, it helps reduce income inequality (Demir et al., 2020), and fosters
longterm economic growth, capital accumulation and productivity (Popov, 2018). It also
decreases rural poverty (Burgess and Pande, 2005) and plays a oamlatting money
fldzyRSNAY3I YR GSNNRNRAG FAYyFEYyOAy3a o6C2NOS>T H
savings and improves poor household income (Dupas and Robinson, 2013, Steinert et al.,
2018), and enhances female empowerment, health of childrefrjtran and food security,
and weltbeing (Chliova et al., 2015, Orton et al., 2016, Ashraf et al., 2010, Montgomery
and Weiss, 2011, Stewart et al., 201Ajditionally, he relative importance of FI has been
emphasised by the COVID pandemic, particuldy through capitalising on cosiaving
digital technologies (Ayadi and Shaban, 2020).

In the South and East Mediterranean Countries (SEME#$)is still lagging behind
other parts of the world, with low levels of access to finance. This chapter psodde
overview on FI in the region, and a comparative analysis of five countries: Egypt, Jordan,
Lebanon, Morocco, and Tunisia. The following section of the chapter shows the-macro
economic and financial context in the target countries, and the subsequeatios
provides details about the relevance, measures and key features on FI. Then a summary of
the findings of the survey is presented.

. MACRGECONOMIC AND FINANCIAL CONTEXT

SEMCsave suffered from political instability since the eruption of the Arphrfg
in 2010. This instability created an unfavourable macroeconomic and financial context for
investments and negatively impacted their economic growth potedtidlhe preCOVID
crisis figures (2019) show that, for Egypt and Morocco, GDP growth wasgygiound,
whilst Lebanon and Tunisia had negative growth rates (Figure 1.1.). The costs of SEMC

1 Classification according to the World Bank (2019), with Lebanon and Jordan classified as upper middle income countries and
Morocco, Tunisia and Egypt as lower and middle income countries
2Even though growth is positive in these countries, it is below potential, compared to their income group counterparts.
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internal conflicts and political uncertainty and the spiMer effect from neighbouring
countries have impacted their economic growth, since their econoaégend on services.

Low levels of growth are accompanied by high levels of unemployment (Figure 1.2.), high
country financial risk (see Table 1.1) and an oversized public 8ector

The challenge for policymakers is to promote -fkating sustainable graw,
whilst reducing the size of the public sector and engaging in meaningful institutional
reforms. This sustainable growth is aligned with private sector development and reducing
inefficiencies in the public sector. Micro, Small and Medsired Enterpses (MSMES) are
1S58 LXIFI@8SNER Ay (KS NBIA2Yy Q& LINA JAyadset a.SOG 2 N
2017) MSMEs remain small and are struggling to grow due to financial constraints and the
predominance of informalityAdditionally, survey results show that one of the main factors
challenging the growth of MSMEs is access to finance.

Figurel.1l: GDP per capita growth (%)

GDP per Capita Growth (%)

- |I l___

N

[
Algerial Egypt, Arab I Jordan ebano Morocco Middle Eal & Tunisia
-2 Rep. North Africa
-4
-6
-8

m 2015 m2016 m2017 =2018 m 2019

Source Own elaboration based on World Bank Database

3 The World Bank provides cressuntry comparisons concerning the size of public sectors, based on the compilation of data on
governmen wage bills and employment. The data shows that the SEMCs have the largest public sectors worldwide. Dataset and
figures available at: http://www.worldbank.org/en/topic/governance/brief/sipé-the-public-sectorgovernmentwagebill-and-
employment.
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Figure 12: Unemployment rates
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Source Own elaboration based on World Bank database

Tablel.1: Country sovereign rating 2020 (Fitch)

Country Credit rating Fitch Details

Egypt B+ Highly speculative

Jordan BB Highly speculative

Lebanon RD In Default with little prospect for
recovery

Morocco BB+ Noninvestment grade

Tunisia B- Highly speculative

Source EMNES elaboration based on Fitch rating 2020

The financial situation exhibits high levels of reported government debt as
compared to Middle East North Africa (MENA) counterparts (Figure 1.3.). High levels of
debt limit the fiscal space being used by governments to generate more growth. Therefore,
fiscal reforms and debt restructuring schemes have been implemented in several countries
to reduce the burden on governmental budgets.

. -
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Figure 1.3: Government Debt to GDP in SEMCs
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The low level of financial development in these countries, as compared to their
European Union neighbours (see Figure 1.4) or income level category does not favour the
private investment initiatives that are needed to promote growth and create jobs. The
literature on financial institutions and market development shows that financial
development can contribute to economic growth, if certain economic and regulatory
preconditions are me({Ayadi et al. 2011)The SEMCs do not meet these preconditions,
which include regulatory, legal and political certainty, capital openness, and
macmeconomic stability(Ayadi 2013) Therefore, there is a persistently soptimal
relationship between financial development and joteating economic growth.
Development of finacial markets is very cautious and almost redastent, with illiquid
markets and financial intermediation chiefly based on banks, with limited access to finance
(see Figure 1.5). There is, therefore, a need to improve the level and efficiency of financial
contribution and the quality of financial institutions for a better contribution of finance to
employment creatior{Ayadi, Naceur, and Goaied 2019)
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Figure 1.4: Financial development as of 2016
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Figure 1.5: Outstanding deposits with commercial banks (% of GDP)
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. FINANCIAL INCLUSION: RELEVANCE, MEASURES AND KEY FEATURES

1. Relevance of financial inclusion

Fl is a broad and multimensional concept that concerns the availability of, access
to and use of financial services by individuals and MSMEs. It is considered to be a key factor
in socioeconomic development, reduction of inequalities, and inclusive austainable
economic growtht

In recent years, FI (and exclusion) has become a subject of growing interest and is
one of the major soci@conomic challenges on the agendas of international institutions,
policymakers, central banks, financial institutiarsd governments.

FI has been recognised as a critical element in poverty reduction, social inclusion
and economic growth policies. It enhances opportunities for the development of the
financial system and contributes to improved savings, capital acctiomland investment,
which are considered as the engine of economic growth. FI facilitates the communication
between savers and investors, thus contributing to the overall productivity of employees
(Claessens, 2006).

The opposite of Fl is "financial exatug" a state where financial services are not
available to a particular group of individuals, especially those with low incomes (Umaru,
2014). The inability of groups within society to benefit from affordable financial services
limits the capability of tk financial system to support economic development and growth
and contributes to inequality, lack of social justice and lack of inclusive economic growth.

FI aims to enhance the chances of the poor to have access to basic financial
services, such as bankaunts that enable them to improve their income and wellbeing,
as well as to get access to saving and investment opportunities (Nalini and Mariappan,
2012). The ability of the poor to access easy, affordable and secure financial services is a
preconditionfor accelerating overall growth (Serrao et al., 2013) and defeating poverty.
Poverty is mainly associated with financial exclusion. As a result, the poor have the option
of dealing with informal financial providers, which are often expensive and neitfiereat
nor trustworthy. Obviously, if resources are channelled to those informal providers of
FAYIYOAIf aSNBAOSAI (KS&@ R2y QU O2yGNARo6dziS (2
into the informal economy.

4See, for example, King and Levine (1993); Beck, Derfgnis and Levine (2007); Beck, Levine, and Loayza (2000); De#ingiuc
and Levine (2009); Klapper, Laeven, and Rajan (2006); and World Bank (2008).
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For these reasons, the World Bank calledWoiversal Financial Access by 2020, and
many countries have recently recognised the importance of FI. They have invested in
creating the infrastructure and the conditions to ensure access to financial services for the
largest possible number of people. Bl also included in 8 of the 17 United Nations
Sustainable Development Goals (SDGs) 2030. Its benefits have been recognised by high
level bodies and organisations such as the G20 and the United Nations, and international
initiatives such as the G20 Sumra@l1- Global Partnership for Financial Inclusion, and the
G20 Summit 2012Basic set of financial inclusion indicators.

The MENA region is one of the world's weakest regions in terms of FI (Demirguc
Kunt et al., 2015). In addition, the SEMCs are charaed by a large share of young
people and the young population typically suffers from major obstacles to accessing
financial and banking services. Furthermore, youths, women, refugees and MSMEs
throughout the region are marginalised in terms of the a$déinancial services.

2. Measures of financial inclusion

The global FI database (Findex) provides codietrgl information on the FI of all
adults, by different categories. Since Fl is a ndithensional concept, several suggestions
for a composite indefor FI have been proposed in the literature.

Ayadi et al. (2019has developed a composite indicator, based on the three
dimensions of Fk availability, access and usageby applying a twestage principal
components analysis to identify the weights assigned to eaclewsion and construct the
overall index. This analysis is based on the approacheSaoha (2008) and Park and
Mercado (2018). For each dimension, the list of indicators is detailed in the Table 1.2.

Table 1.2: Indicators retained to construct the Fl indiex each dimension

Dimension Indicators

Availability Automated teller machines (ATMs) (per 100,000 adults)
Commercial bank branches (per 100,000 adults)

ATMs (per 1,000Km2)

Commercial bank branches (per 1,000Km2)

Number of depositransaction accounts

Number of debit cards in circulation

Access

Usage Domestic credit provided by financial sector (% of GDP)
Outstanding deposits with commercial banks (% of GDP)

Outstanding loans with commercial banks (% of GDP)

=& a8 -—4-a_-9_-42_-9_-2

Source Ayadi et al. 2019
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This composite index provides the following categorisation of FI for the Euro
Mediterranean region. Figure 1.6. provides the numbers for the index, for the year 2018. It
shows that the level of FI is very low amongst SEMCs, compared to their European
neighbous’.

Figure 1.6 Fl index in 2018
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Whilst studying the determinants of this index, the findings show that financial
freedom, bank concentration, Lerner Index, the use of internet and the Rule of Law play an
important role in explaining the Fl index variation between the BEMedliterranean
countries. Favourable banking conditions and good governance may improve the Fl of a
country or lead to a higher FI level. The study results of this index also suggest that FlI
reduces income inequality.

5The data for Lebanon was not available

, .
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3. Features of financial inclusion
3.1. Account ownershipra constraints to financial inclusion

Having an account at a financial institution, or through a mobile money provider, is
a precondition to the use of financial services by individuals. Whilst continued growth is
noted in account ownership throughout theorld, a large proportion of people remain
unbanked for different reasons, especially in developing economies. Inirlegghme
economies, 94% of adults had an account in 2017, whilst in developing economies, only
63% did.

Figure 1.6 showthe evolution ofaccount ownershigor the SEMCs, namely Algeria,
Egypt, Jordan, LebangnMorocco and Tunisia, based on data from the Global Findex
survey 2017 The table shows a very small proportion of mobile accounts. In terms of
accounts in financial institutions, Algeria comes in first place, with a high proportion of
adults having accounts (about 50%), followed by Lebanon. There was a significant gap
between these rates of account ownership and those of Jordan, Tunisia and Egypt in 2014,
though this gap had been reduced by 2017 as the proportion of adults holding accounts at
financial institutions increased significantly. Morocco came last in 2017, withotlest
percentage of account ownership (28%). More recent figures from the Financial Access
Survey (FAS) of the International Monetary Fund (IMF) have shown that the size of the
mobile banking sector significantly increased between 2017 and 2019, byn5B&8ypt and
by 244% in Jorddn

6 This stdy was done before the massive economic and financial crises that hit Lebanon.
7 Calculus done based on the registered mobile money accounts provided by the FAS of the IMF. No data is available for the othe
countries on the evolution of mobile banking.
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Figure 1.7: Account Ownership at financial institutions and mobile accounts
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3.2.Gender and age gap in account ownership

Looking at the breakdown of account ownership by gender,nbied that for the
SEMCs the proportion of accounts held by men largely exceed those held by women. This
gender gap is smaller in Egypt and Tunisia (Figure 1.8).

Figure 1.8: Account Ownership by gender

Account ownership in financial institution %

70%
60%
50%
40%

30%

1o I II I I I I I
2 1l il
o ull [

2017 2014 2017 2014 2017 2014 2017 2017 2014 2017

Egypt Jordan Lebanon Morocco Tunisia

B Account, male (% age 15+) m Account, female (% age 15+) m Account (% age 15+)

Source Global Findex database (2017)

» »
EMEAc EMNES StudiesDecember 2021 |
Studies that disseminate economic policy research to explore and assess thecmuionic drivers of transparent

responsible, inclusive and sustainable development and growth mod efS in the Mediterranean @gianload at
EMEA and EMNES websites www.euroreednomists.org, and www.emnes.org /
© EMEA 202. Pagel6of 129




FINANCIAL INCLUSION IN THE SOUTHERN AND EASTERN MEDITERRANEAN COUNTRIES
A SURVEY OF EGYPT, JORDAN, LEBANON, MOROCCO AND TUNISIA

FI for youths is also rather low in the region (Figure 1.9). The average percentage of
young people with a bank account in the MENA region is 34%, whilst youths in Algeria,
Lebanon, Tunisia, Morocco and Egypt have a much lower access to accounts (29%, 25%,
23%, 16% and 14% respectively).

Figure 1.9: Youth account ownership
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3.3. The urbamural gap in account ownership

Account ownership tends to be lower in rural areas than in urban areas (Figure 1.9).
For the SEMCs, the gap is low.

Figure 1.9: Rural Account Ownership
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Figure 1.10 reports the main constraints faced by individagiainst holding an
account, based on data from the Global Findex survey 2017. It is noted that for the six
SEMCs, the main reason reported by the interviewees for not holding an account is
insufficient funds. The lack of money was signalled by a vastrityagd respondents in all
the six countries. The high cost of holding an account is mentioned to be a reason for not
accessing finance in Jordan, followed by Lebanon and Egypt.

Figure 1.10: Selfeported barriers to account ownership in financial institions (%)
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V.  FINANCIAL INCLUSION DURING GO¥/ID

The COVIR9 crisis has had significant economic repercussions around the world.
Southern Mediterranean countries, already dealing with high unemployment and debt,
have been hit hard by the pandemic. Governments in the region implemented a number of
measues to address the health and economic impacts of the pandemic and to reach out to
MSMEs and vulnerable groups. FI has been a key pillar of resilience, as it has played a vital
role in facilitating the reach to these groups during the crisis. In particdigital financial
services were utilised to ease the impact of movement restrictions, closure of bank
branches and reducing the dependence on cash. Governments also utilised these services
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to distribute social aid, particularly for those in the informabaomy. This resulted in an
increase in the uptake of digital tools, mainly digital wallets (Ayadi and Shaban, 2020).

Additionally, credit guarantee schemes have become a vital policy response to
support MSME access to finance during this period. MSMi&s been the most impacted
by curfews, lockdowns and containment measures during the pandemic. These measures
resulted in shutdowns of activity, reduction in sales and liquidity, as well as drops in
employment. Hence, governments utilised credit guarantedesnes to support the
financing needs of firms (Ayadi and Shaban, 2021).

The following provides country experiences with regards to FI during COVID:
Jordan:

Jordan witnessed an exceptional increase in the uptake of digital wallets during the
pandemic. The number of mobile money accounts increased from 360,000 in 2018 to 1.2
million by the end of 2020 (Central Bank of Jordan, CBJ, 2021). This has been nesialy du
its adoption by governmental and nagovernmental entities in order to transfer money
and pay salaries, in addition to the digitisation of social protection payments. The CBJ
implemented a number of measures to ensure continued access to financiaesduring
the pandemic:

1 Launching a Challenge Fund to enhance merchant acceptance and infrastructure of
digital payments.

1 Raising digital financial awareness through online channels, in addition to holding
online sessions on digital wallets in coordioatwith GIZ.

i Issuing a circular in which it was emphasised that financial institutions should
continue to provide basic financial services through Automated Teller Machines
(ATMs) and Point of Sale (POS) without interruption.

1 Injecting additional liquidit into banks by reducing the compulsory reserve ratio to
ensure continuous provision of financing, in addition to reducing the financing costs
of programmes targeting MSMEs and introducing a soft financing programme for
these firms.

Additionally, the credi guarantee scheme in Jordan (Jordan Loan Guarantee
Corporation) supported MSME access to finance during the crisis, by introducing a
Jdzk N yiGSS LINPINI YYS RSRA&M diduigity tegds coveBrS T A N
operational/working capital. The programe was supported by the CBJ with reduced
interest rates, reduced fees and increased coverage. One condition of this programme is a
commitment by the firm not to lay off any employees (Ayadi and Shaban, 2021).
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Eqypt

Fl, Financial Technology (Fintech) an8N{E access to finance were prioritised in
Egypt even before COVID. However, the pandemic accelerated these efforts and increased
the demand for digital financial services. The number of customers who adopted mobile
and internet banking increased signifi¢in

938LIiQa FAYIYOAILIT AyadAaddziaAzya FyR [/ SyaNYf
provision of financial services, in order to mitigate the negative impact of the pandemic
(Central Bank of Egypt, CBE, 2020):

1 Waiving fees and commissions on a number of financial services, including POS,
cash withdrawals from ATMs, issuing prepaid cards amdléets (in addition to
adjusting their maximum limits).

1 Launching initiatives to increase the number of electronic moftacceptance and
ATMs available in all governorates.

1 Amending the simplified Know Your Customer (KYC) regulations to facilitate the
inclusion of more individuals and companies in the financial sector.

Additionally, the credit guarantee scheme in theuotry (Credit Guarantee
Company, CGC) introduced new measures, including increased coverage, reduced fees and
accelerated approval procedures, in order to enhance MSMEs access to finance (Ayadi and
Shaban, 2021).

Tunisia®
Even though the spread of COMID has led to a major economic downturn for

Tunisia, this particular crisis has provided new opportunities in different fields in relation to
digital solutions.

As part of national efforts to limit the effects of the COM® crisis, the Central
Bank of Tunisia has taken several measures aimed at adapting access to and the use of
banking services to the crisis context. These measures have been implemented for the
short term in response to the lockdown and for the long term éncourage remote
operations and payments, thus reducing customer movements and increasing efficiency.
The measures taken included:

W The elimination of fees on withdrawals made from ATMs.
W The suspension of any commission applied to electronic paymentsarfgr
transaction with an amount less or equal to 100 TND.

8 Author of the subsection on Tunisia is Dorra Hmaied.
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() Bank cards are issued free of charge to banked customers requesting it. This
option is also available to any unbanked person who requests a free prepaid
bank card.

() A broad range of danking serviceprovided to customers, enabling them to
process their transactions without having to contact or go to the relevant
offices.

() The payment of social aids during the lockdown through ATMs via a digital
wallet.

Such measures have contributed to the increadiisg of digital payments, which
are not well developed in Tunisia, thus enhancing FI.

This crisis is also an opportunity to speed up the implementation of the National Fl
Strategy 2018022, to meet the significant demand for financial services from both
individuals (2.5 to 3.5 million) and formal micro and small enterprises(between 245,000
microenterprises and 425,000 very small enterprises, representing 37% and 65%
respectively of the enterprises listed by the National Business Register).

The launch othe digital portfolio at the beginning of May 2020 is an important step
forward in relation to the strategic axis of promoting mobile financial services. The first
payment institution was launched in April 2021. A draft law on crowdfunding platforms is
waiting to be amended by parliament, in order to provide new financing leverage for the FlI
of microenterprises.

V. FINDINGS OF THE SURVEY

To better understand the state of Fl in the region, the EMexditerranean Network
for Economic Studies (EMNES) researcherslucted surveys using seqlirected faceto-
face interviews ( Appendix), literature research and secondary data. The main aim is to
investigate the salient features of Fl, the barriers to FI, and the regulatory framework and
policies used to promote Fhieach country. The countries covered are Egypt, Jordan,
Lebanon, Morocco and Tunisia.

The surveyed SEMCs share sevsatient features of ElThere is a low availability
of and access to finance in rural areas, and there is a strong use of informatidina
services. The main providers of finance are commercial banks, with high costs of lending
and strong dependence on government debt. MSMEs have limited access to finance
provided by banks and statps have a low level access to finance. To enhanae the
region, post offices and mobile banking have emerged as important actors.
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The main identifiedbarriers to Flin the region are related to supply and demand
factors. On the demand side, financial illiteracy is an important barrier, in additidineto
insufficiency of funds, high collateral requirements, and lack of trust, which discourage
individuals, especially women and young people, from seeking access to financial
institutions. On the supply side, financial services are very costly, due taybigltnment
debt. Also, financial institutions have limited branch networks and suffer from a lack of
data on individuals and MSMEs.

The survey shows thaseveral policies promoting Fare shared amongst the
SEMCs. National strategies to promote Fl areegaly led by central banks. Payment
services and digital financial services are developed and extended. To improve MSME
lending, initiatives for microfinance development and regulation are encouraged,
guarantee schemes are being developed and, in sometoes, targets are set for banks
to grant loans to MSMEs.

Theregulatory frameworkon FI in the surveyed countries is promoted by central
banks. New regulations are being formulated and implemented regardibgnking and
mobile payments. Other regulations are being introduced to better organise microfinance
institutions (MFIs) and toréhance access to finance (increase the number of branches,
consumer protection, etc.).

To better promote Fl several measures are suggested. To improve the demand
side, there is a need to encourage financial literacy initiatives and to include financial
education courses in schools (at both secondary and tertiary levels). On the supplijhside,
banking sector needs to be institutionally diversified. To improve the quality of information,
credit registries need to be developed and empowered. In additiomrantee schemes
should be established, since they have proved their importance in MSME financing in
several countries. Staup financing and funds should also be better promoted. For MFIs,
there is a need for better coordination between institutions, to/eocome over
indebtedness amongst their clients. The role of post offices and mobile banking should be
enhanced.

There is also a need to better focus on young people in Fl policies, such as by
promoting a youthfriendly inclusive regulatorgnvironment, digital awareness strategies
for young people (Digital Financial Literacy), Jowvst of access to financial services for
young people, developing financial products that meet the needs and preferences of
youths, as well as nefinancial busines development services and credit guarantee
programmes tailored to youth financing, which can all help to enhance productivity and job
creation.
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TheEU can play a rolen the development of FI by keeping the existing support in
place and providing lonrterm action plans for MSME financing. The EU is supporting Fl via
several literacy initiatives and funds, especially in the European Investment Plan (EIP). It is
also able to support countries in their debt restructuring in order to lower their costs of
financing. A longerm action plan for MSME financing can be established using several
mechanisms, such as: development of a common guarantee initiative, covering a
percentage of losses of defaulted loans, and supporting the lack of collateral for MSMEs.

Tablel.3 summarises the findings per country.

The following chapters present the results of the surveys for Egypt, Jordan,
Lebanon, Morocco and Tunisia. The surveys are conducted by EMNES researchers using
semtdirected faceto-face interviews (See Appendititerature research and secondary
data. Each country report is structured as follows: an introductory section explains the key
elements for financial development in the country. The key policies for FI are identified,
followed by the regulatory frameworl&inally, the key features for FlI are pinpointed, and
policy actions are recommended for each country.

Table 1.3Summary ofmain findings for the surveyed countries

Policies to Regulatory Salient features  Barriers to Recommendations Role of the

promote FI framework for FI access to EU
finance

Egypt

Establishment of § Responsible Low availability of | Lack étrustin | Develop regulations| Providing

Fl unit authority is the | ATM and bank financial and tools support at

Establishment of | CBE branches. services. addressing social | different

an independent | New mobile Limited access of | Bureaucracy | barriers for women | levels:

central payment serviceq rural and poor and slow and poor income technical

administration regulation depositors to decision groups. support,

protecting approved. banking services. | making over Provide proper reform

consumers of Regulation for e | Hightransaction | loan contracts| regulation for the policies and

financial services | banking costs Lack of development of e | other well

Initiatives for consumer and Small depositors | financial banking established

enabling digital transaction hold their savings| literacy Establish a financial| tools.

payments, mobile | protection in post offices. Inequality infrastructure to

payments and Reduction of the | Minimum between encourage private

extending capital required amounts| genders and | sector innovation

financial services | requirements for | of deposits between Develop guarantee

Direction of banks| opening bank limiting access of | regions. schemes, credit

to increase SME | branches the poor to Low use of bureaus and credit

funding (20% of finance. transaction registries

olylaQ ¢ Low level of account. Invest in financial

portfolio) funding to the Incompatibility | literacy

Establishment of g private sector between the Development of
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national strategy from banks. legislation and | MFIs and products
for financial Low access to laws. to include Islamic
literacy finance for Deficiercies in | products
Access to formal MSMEs and stait | data that
financial sevices ups impede
without the need evidence
of bank accounts based
Enabling transfer policymaking.
of funds, quickly Limited branch
and efficiently. network.
Jordan
Establishment of 8 Responsible The main Insufficient Providing Support of FI
FI steering authority is the | providers of funds are the | infrastructure to with a
committee CBJ financial services | main obstacle | promote FI contribution
Launch of national The sector is are commercial to FI, followed | (targeted via the of 35M Euros
FI strategy regulated by the | banks, MFIs and g by the cost of | development of from the EU.
Launch of a Banking Law of | few specialist financial electronic payment | Cooperation
national the year 2000 credit providers. | services systems). with the GIZ
microfinance Laws are There ae nine SMEs consider| Launch of the to prepare
strategy promulgated and| MFIs acting in collaterals as | Regulatory Fintech | the
Membership in supported to Jordan and, since| the main Sandbox to test comprehensiv
the Alliance for FI | provide licensing| 2007, officially constraint to newly developed e Fl
and represented by accessing FinTechs Diagnostic
development of | the Tanmeyah finance Development of Studies.
MFlIs. Association. proof of identity for | Supporting
MFIs cannot offer refugees, to access to
deposits or saving increase their funds for
accounts. access to financial | 62 YSy Q3
The s Company services microenterpri
offers a Jordan Financial literacy ses with the
Postal Saving and avareness support of the
Fund. campaigns are European
The use of mobile launched Investment
money accounts Offering financial Bank (EIB)
are gaining programmes to (5M USD and
importance. improving access to| then 2M) and
SME funding. the European
Bank for
Reconstructio
n and
Development
(EBRD) (2M
USD)
Lebanon
Creation of the FI | Responsible Government debt | High cost of Initiatives were EU initiative
unit at the Central| authority is the | is financed by the | financing launched for access for Fl, in
Bank Central Bank of | banks Economic to finance for partnership
Creation of a Lebanon (BDL) | The cost of instability refugees with key
guarantee schemg The political financing is very | The anti Financial education | financial
for MSMES via paralysis and high money initiatives through | institutions
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Kafalat very slow level of| Banks are the laundering and| public campaigns | (EIB, EBRD,
Launch of a decision making | main source of countering Guarantee schemeg Credit
national strategy | prevents the financing financing of remaining through | Institute for
for FI by the creation of a The use of digital | terrorism Kafalat Reconstructio
national bank, longterm finance remains | regulatory The 331 Circular n (Kfw),
including financial | strategy for FI, | very limited compliance promotes French
literacy initiatives | but the BDL In the region, requirement innovation financing| Development
Creation of the launches Lebanon ranks limits the Agency (AFD)
Lebanese initiatives relatively high in | access to to expand
Microfinance promoting Fl. Fl finance, since financing to
Association for The 331 Circular| There is a lack of | there is a need MSMEs
coordination and | in 2013 gives diversity in the for sufficient Need for help
greater credit facilties Lebanese banking information to restructure
transparency for banks system, with regarding the debt to lower
investing in start | reliance on funding source the cost of
ups, accelerators| private banks financing
or credit
venturing
initiatives.
Regulation of
MFIs
Morocco
Launch of a The responsible | Commercial bankg High illiteracy | The launch of the | "The Wanen
National FI authority is the | are developing rate that leads | postal bank, Al in Business
Strategy by the Bank Al Maghrib | both in terms of | to low financial| Barid bank, to programme”,
Government and | (Central Bank of | branches and literacy in the | enhance access to | launched by
the Central Bank | Morocco,BAM). | ATM access country. basicfinancial the EBRD
to promote FI. Banking law to | points. Cultural services. along with
Adoption of Maya | enhance Fl and | Microfinance factors and Establishment of the Moroccan
Declaration in consumer sector is one of | mistrust. the Moroccan Bank for
2013. protection. the most The most Foundation for Foreign Trade
Various guaranteg Banking law to | developed in the | important self | Financial Education| (BMCE) and
fund programmes | encourage region. In spite of | reported An evaluation of the| Morocco
in place since micro-credit. the 2008 over barrier is lack | financial sector Bank of
1990. Directives issued | indebtedness of funds. carried out byBank | Commerce
to banks to offer | crisis, the sector | Shortcomings | AFMaghriband the | and Industry
free basic has recovered ang on the supply | IMF. (BMCl)andh
financial services| continues to side aremainly) ¢ KS & Ly y 2| eEuropean
(opening an grow. due to high fund launched by Unionunder
account and Postal bank, Al costs and lack | the governmentin | its EU
basic Barid Bank of skilled and | 2016 to support Initiative for
operations). launched in 2009,| competitive start-ups. Fl. It supports
Laws to reform | with broad staff. women
and regulate accessibility but through
MFIs offering limited financing,
servies. training and
Although there is assistance to
a high potential promote
for mobile 62YSYy Q3
banking in the entrepreneur
country, ship and
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Mobicash has not
fulfilled its
promises since its
creation in 2013

participation
in business.

(due to high

costs).
Tunisia
Setting up a A regulatory Commercial bankg Insufficient At the regulatory The strategy
strategy to framework was | are developing funds are the | level, many draft of 20112015
develop setup in 2011 infrastructure to | main obstacle | laws are on the was
microfinance enabling the allow access to | to having an table,concerning supported by
allowing the creation of; and use of account at a e.g. regional banks | the
improvement of | The authority of | financial services.| financial and crowdfunding. | MicroMed
the regulatory supervision of The Post Office is| institution A new regulation programme
environment, microfinance an important SMEs consider| for the creation of | launched by
strengthening the | A central risk player & regards | collateral as institutions for the EIB and
expertise of MFIs | unit for MFIs to FI. the main mobile payments the
and facilitating The FI MFIs and constraint to was introduced in | Government
the emergence of | observatory specialist banks | accessing Dec 2018. of
inclusive financial | A second for microcredits finance. A new insurance Luxembourg
products, guarantee fund | and SMEs are service via mobile | An EU
particularly for established payments for rural | donation via
the benefit of The use of women was the EBRD
young financial services adopted. (2017) to
entrepreneurs. is still limited The Tunisian Post | allow MSMEs
A comprehensive (37% hold a bank continues to sign access to
strategy for account and strategic credits, as
awSalLkRya mobile money is partnership part of the FI
has been adopted undeveloped) agreements for the | programme
as a pillar of the SMEs face many development of of the EU in
economic constraints to innovative digital the South and
development accessing finance financial services East
plan, for the The use of digital with insurance, Mediterranea

period 20182022.

finance remains
very limited
Strong reliance on
informal financial
services.

MFIs and mobile
providers.

n
A donation in
2018 to set up
a programme
supporting Fl
and thesocial
and solidarity
economy.
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CHAPTER 2: FINANCIAL INCLUSION IN EGYPT

Alia El Mahdi, Taghreed Hassouba

|.  INTRODUCTION

Ly GKS OlFrasS 2F 93eLJiz GKS /.9 Aa €SIFIRAy3 |
Alliance for Financial Inclusi¢gAFI}tinmidh n Mo X2 Ay Of dZRAYy 3 GKS ySig2N]
2y 5141 FyYyR 2y CL &GN} diS3airsSao GKS g2NIX RQa f ¢
which was founded in 2007 Fl is important in Egypt, since it has been broadly recognised as
a critical tool inreducing poverty and achieving inclusive economic growth, where greater
access to financial services enables marginalised groups to step out of poverty and reduce
the inequality in society (Alex Bank report on FI, 2017). All the major stakeholders agree o
the definition of FI across the country.

.SAy3 FTOGABS Ay (GKS O2dzyiNEQa (lFal F2NOS F2NJ CLX {Gf
financial education. It is led by the Egyptian Banking Institute BI) 9 Q& { NI tb yieveloR thd NI

National Strategy for Financial Literacy and to support Egyptian FI, as well as stability. The CBE has
participated in many initiatives to boost Fl in Egypt.

With the legislation of the 2003 Banking Law, several steps were undertaken to
strengthen the roleof the CBE in Fl and to ensure the provision of better financial services
for the publicat large. ¢ KS & . Fy{1{Ay3 [ gé¢ y2d yy 2F HAno A
authority to regulate the payments system and banking operations in Edyobrdingly,
banks should work with all concerned parties to enable all citizens to save safely and
achieve their financial aspirations. It is also the responsibility of the financial sector to help
SMEs to get the necessary finance to enable them to expand, investrawd g

The rest of this chapter provides the results of both a qualitative survey and
documentary research on the policies promoting FI in Egypt and their success, the
challenges to Fl, and the main policy actions needed.

9 Alia ElImahdiProfessor of Economicg&Economics DepartmeffEPSCairo University
Taghreed Hassouba: Assistant Professor of Economics and Fginmemics DepartmemFEPSCairo University.
10 Special Thanks go to Markos Magdy, TA at the Faculty of Economic and Political Sc., Cairo University for his help in the data
collection and literature review, and to Israa Abdel Aziz, TA at the Faculty of Economic and Political Sc., Cairo fbrivetpiip,
the interviews with stakeholders.
1 CcL A& GUKS ¢62NIRQa tSFRAYy3I 2NBHFIYyAal A2y 2y CL LkRfAlde
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. POLICIES TO PROMOTE FINANCIAL SNON.UAND REGULATORY
FRAMEWORK

In July 2017, the World Bank (WB) launched the FI Global Initiative to accelerate FI
in developing countries. Egypt was chosen as a model country, along with Mexico and
China, in this thregrear initiative. The WB mentioned ah Egypt has the ability to bring
more individuals into the formal financial sector (more than 44 million adults) because it
has in place the required laws, regulations and Information and Communications
Technology (ICT) infrastructure. However, Egypt doashave the required funding to
cover the necessary reforms. Basedon®h&@ @ LG A+ Yy | dZzi K2NRAGASEAQ 06StAS
inclusion of all segments of society into the formal financial system, the country has taken
several initiatives to support the gelopment and achievement of .FThere are many
initiatives underway in Egypt to enhance FI process, such as CBE initiatives to finance
MSMEs.

Some of the most important examples are: the AMAN Initiative targeting the poor,
women, startups, and young pegwe. The CBE's initiative for financing SMEs helps to
increase the number of enterprises in the formal sector by facilitating the borrowing
process and micro credit themes for MSMEs. Commercial banks have also engaged in
financial literacy projects, sucts8anque Misr and National Bank of Egypt (NBE). Also, the
Financial Regulatory Authority Cw! 0 Q& STF2NIa Ay &adzZJR2NIAy3a YA
to an increase in microfinance funds.

CBE Initiatives

Mobile payment servicest KS /. 9 | LILINPOSR | ySg OSNEAZ2Y
{ SNIAOSa wS3dzZ | GA2yas (2 @ Siednawk&ulaNS | G A2 Y
allowed bank customers to transfer or receive funds and remittances via their mobile
accounts. Egypt has all the hallmarks of a market ready to leapfrog: a population of 93
million, of which 21.7 million are between 18 and 29 yead; significant growth
opportunities in mobile banking, with mobile phone penetration of 110% in August 2017.
As a result, Egypt witnessed the launching of new financial service providers, such as:
Fawry, Masary, and PayMob. This is in addition to tleynewallet services that have
been launched, including: Phone Cash, Orange Money, Flous, and PayFort (Khalil, 2018).
Opening new branchesthe CBE has issuedgulationsthat reduce the capital
required to open new small branches, in order to increase nlamber of bank branches
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and, therefore, to expand the provision of retail banking and banking services to SMEs (CBE
report, 2017).

Online banking:The CBE issued the rules that govern the provision of banking
services conducted through the Internet'e-Banking”- which contributed to addressing
the risks associated with online banking transactions and ways to reduce them (CBE report,
2017).

Fundingfor marginalised peopleThe CBE launched different initiatives to provide
funding for the unserved segments in the financial system, such as the Mortgage Finance
Initiative for low and middlencome segments at low rates of return (CBE report, 2017).

Enaling digital paymentThe Egyptian government has signed a Memorandum of
Understanding (MoU) with Visa, the global payments technology company, to enable
digital payment of government subsidies to 22 million Egyptian families. Similarly, the
Ministry of @mmunications and Information Technology and MasterCard signed a MoU,
aimed at extending financial services to 54 million Egyptians

Establishinga Flunit KS /. 9 NBOSyGfe SadlofAadaKSR (KS
and enhance FI in Egypt. Additionalthe CBE announced a plan to establish an
independent central administration to protect users of financial services (CBE report, 2017).

Elaborate a national strategy for financial literadyte CBE has tasked the EBI with
the preparation of the National &ttegy for Financial Literacy, with the participation of the
concerned parties (Ministry of Education, Ministry of Higher Education and Universities and
Ministry of Scientific Research) (Alshabrawe, 2016).

Encourage the financing of MSMHEs January 2016he CBE launched an initiative
directing banks to increase the finance provided to SMEs with the goal of having SMEs
I O02dzy i F2NJ y20G tSaa GKIYy wm: 2F olylaQ G20l ¢
competitive interest rates. Additionally,aeh bank should establish specialist units to
provide financial services to these enterprises. As a result, the funds allocated for finance
(for SMES) increased to a total of LE 45.7 billion in June 2017, compared to LE 24.5 billion in
2016. This resulteth the financing of around 17,000 projects, worth 19 billion pounds (CBE
report, 2017).

LY HamTX GKS abldAz2ylt [/ 2dzyOAf F2NI tlF&YSyi
for 2017, chaired by the President. This council aims at limiting the use of casb|l &s
promoting the use of electronic payments.

According to the decree, the mandates of this council can be defined by the
following aspects: integrating the highest number of individuals and entities in the banking
system, encouraging the informal $ecto join the banking system, decreasing the cost of

EMEAc EMNES StudiesDecember 2021
Studies that disseminate economic policy research to explore and assess the
responsible, inclusive and sustainable development and growth modefS in the Mediterranean @gwanload at

© EMEA 202. | g Page290f 129




FINANCIAL INCLUSION IN THE SOUTHERN AND EASTERN MEDITERRANEAN COUNTRIES
A SURVEY OF EGYPT, JORDAN, LEBANON, MOROCCO AND TUNISIA

money transfers, increasing tax proceeds, guaranteeing that the electronic payment system
is secured and achieving competitiveness amongst the providers of the electronic service.

llI.  SALIENT FEATURES BIARCIAL INCLUSION

Financial institutions and stakeholders underline the importance of data collection
to improve FI strategies. Sources of data for Fl in Egypt include the Findex database and the
FAS.

1. Availability of financial services

Table 2.1 provides selected important statistics of FI in Egypt. The latest numbers
show that there were a total of 4,093 branches attributed to the 38 banks working in Egypt,
whilst the number of ATMs reached 11,002.

wStFiAGS (2 9 3e Lbamsi havé Feiv lobtletsLigr Lhkkkic lbanking v >
services. Egypt has fewer bank branches and ATMs per capita than countries with similar
perr-O LIAGF AyO2YS®d wStlGA@®S (2 GKS RS@OSt2LAY3
ATM coverage is less than oeseverth the figure of a typical developing country. In
general, banks tend to concentrate on the urban population. The number of banks
operating in Egypt reached 38 and the total number of branches about 4298 by the end of
June 20109.

Q\

Table 2.1 Selected Statiss Related to Fl in Egypt

Indicator Percentage |
Account penetration as a % of Total population (2011) 10%
Account penetration as a % of Total population (2014) 14%
Account penetration as a % of Total population (2017) 32.8%
Mobile accounts as a %f Total population in (2017) 1.8%
Total Number of Banks in Egypt (end of June 2019) 38
Total Number of Branches (end of June 2019) 4,298
Number of village banks 1,017
Number of Automatic Teller Machines (ATMs) (2019) 13,331
Number of Debit Card§2019) 17,323,753
Number of Credit Cards (2019) 3,375,117

Sourc¢ CL5FGFs Df2olt CAYRSEZ C!'{3 FYyR /.90Q4& a2yiKt

L
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Figure 2.1:Number of Institutions
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2. Access to financial services

Stateowned banks have the most balanced branch network. However, their
presence is still greater in urban than in rural areas. Stataed specialist banks are the
only banks for which rural branch density is higher than urban coverage. Private and joint
venture banks have much less rural coverage, whilst foreign banks have little physical
presence in either urban or rural areasg, 2015).

Figure 2.2:Account ownership (%)
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3. Use of financial services

In Egypt, incentives for small firms and households to use deposits and other
financial services are weak. The minimum required deposits are too high to enable the
poorer segments of the population to access the banking system. Althoughtated
banks lave a comparative advantage in attracting small depositors with their huge branch
network in governorates and villages, they have instead focused on large depqgiars
2015).

Moreover, the financial sector plays a limited role in financing new investsnén
average, by 2020, only 6.7% of new investments and 4.8% of working capital in Egypt is
financed through the banking sector, compared to more than 13.5% and 13.7% in the
MENA region, and 13.7% and 28.1% throughout the rest of the world respecBeslygles,
banks often prefer to extend credit to large corporate clients and -a@finected
individuals that are considered less risky, whilst startcompanies remain financially
constrained. As a result, formal financing, plays a limited role in fingnemterprises,
especially SMEs. Only 13% have access to finance, as opposed to 36% for large firms (WB,
2015)

Figure 2.3 Usage Indicators for. Blorrowers and Loans Accounts
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4. Barriers to financial inclusion

Despite the implementation of a wide range of policies aimed at advancing Fl over
the last few years, major challenges remain on the supply and demand side. On the supply
side, the challenges are related to the low efficiency and geographical implementaitio
financial institutions.Banks require too much paperwork and response times are. St
financial services industry has created substantial barriers for individuals to access products
such as loans.

Thus, a limited branch netwoiik one of the keyarriers to greater Fl. Egypt has a
low number of bank branches per capita, compared to other nations in the MENA region,
with most of the branches located in the urban areas of Alexandria and Cairo.

Additionally, data deficienciesmpede evidenceébased plicymaking. Data is
available from various stakeholders but they are incomplete and often incompatible, not
allowing their aggregation into the measures that are needed to monitor FI (Collard, 2014).

On the demand side, challenges remain in terms of tiuginancial institutions, the
low level of use of financial services, and the high levels of informality and financial
illiteracy.

There is a general sense of mistrust in bank motivBople of low incomes have a
deep mistrust of the formal financiakstor, which is rooted in fear of exploitatioihey
are also concerned about fraud in cashless transactidhs.fear of fraud involving ATMs
and mobile/internet banking was cited as the number one reason for preferring to transact
in cash(Dev, 2006).

There is also a low level of account transactions. It has been noted that most adults
in Egypt that reported having a bank account still resort to remitting money by cash or over
the counter (Subbarao, 2013).

At the cultural level, the barriers are related the lack of financial literacy and
gender and rural inequality. Lack of financial literacy amongst people prevented them from
utilising the right products and services for their particular needs (Nasr, 2017). According to
the latest data, most unbankeiddividuals in Egypt are women, especially among the rural
poor (kdal 2017).
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V. MEASURES TO PROMOTE FINANCIAL INCLUSION

Institutional measures for improving Financial Inclusion

The CBE, the banking sector and the EBI have taken action on several Fl initiatives.
They adopted various programmes to widen the scope of FI and cashless transdations
example: launching new financial services providers in Egypt, (such as Fawryy,Masar
PayMob), ewallet services, Phone Cash (Fawry and NBE), Orange Money (with BNP
Paribas), Vodafone Cash (with Housing and Development Bank) and Flous (Etisalat and
NBE). These facilities managed to achieve success in reaching new unbanked segments of
scciety by:

9 Providing access to new types of formal financial services, such as payroll, bill
paying, depositingor withdrawing cash from ATMs, transferring money to
another ewallet, accessing various government services without the need to
have a bank account.

1 Enabling easy and quick transfer of funds, which accelerates sales in SME
businesses, improves the eficicy of the marketplace and removes barriers to
growth.

1 Providing micrefinance loans to SMEs that lack access to finance from financial
institutions and, through thisenabling repayment by instalmen{élex Bank,
2017).

All these arrangements should b&panded to encompass a wider scope of citizens
and enterprises. The available data reveals a steady improvement over the years. However,
the achievements are still modest, slow and need to be strengthened to make a significant
difference.

Measures to impnee financial literacy and financing culture

Increasing the level of financial literacy is a must for better FI. The general mistrust
in the sector and the lack of knowledge of the available mechanisms are a barrier for
household access to finance, evertlie presence of positive conditions for the uptake of
transaction accounts, such as wide acceptance ofcash payment instruments and low
cost on account transaction services relative to typical income levels. For that purpose, the
CBE has tasked the Bfth the preparation of the National Strategy for Financial Literacy,
with the participation of the concerned parties (Ministry of Education, Ministry of Higher
Education and Universities, and Ministry of Scientific Research), but this will be limited to
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the educational sector. Hence, additional financial literacy strategies are required to
include individuals outside the educational sector.

Therefore, awareness campaigns are urgently needed to change these social beliefs
and attitudes, especially amomgral and underprivileged communities.

Rural areas and women should be targeted more with respect to financial literacy
initiatives. Female economic dependency is still a norm, though a declining one. Women
are less likely than men to have acount in their own name. Thus, for many women,
access to financial products is still limited. This can be improved through offering incentives
for multiple family menbers to open accounts, encouraging more alliances with-Non
Governmental Organization®NGOs) and development organisations to empower wom
(Nadine & Navarro, 2017).

Also, the development of Islamic banks can be a solution to overcoming the
religious beliefs that curb the development of Fl.

V. CONCLUSION AND POLICY RECOMMENDATIONS

Egypt shold design an appropriate Fl strategy. The main challenge is how to
implement it with the required speed and outreach capacity, especially in underprivileged
communities.

FI should continue to be enhanced in Egypt, regardless of the improvements made
in recent years. Action should be taken to improve geographical access to finance and
financial literacy. These actions should be delivered in coordination with the diffeegnt k
players: government, the CBE, banks and international organisations.

The government is duty bound to lead the way and enhance the development and
growth of electronic payments. It should support the role of technology and innovation in
promoting FI iniatives, given that technical progress should be accompanied by a
regulatory environment that secures technology users in financial services.régstators
must proactively seek to understand emerging innovations, potential risks and how to
regulate them. It should also lgislate or devise tools to address social barriers to FI for
women and low income groups. In addition, it should develop the necessary financial
infrastructure that encourages private sector innovation, as well as the creation of
collateral registries and credit bureaus. Specific broadband infrastructure projects in rural
areas are required, with full stakeholder participation.

The CBE needs &hift the paradigm from financial education as the transfer of
knowledge to one of financiatapability, by promoting sound financial choices and
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behaviour. Alsojt should establish banks whose main objective is to provide financial
services to lowincome people who find it difficult to obtain the services provided by other
banks. The developmemf MFIs is needed. The CBBEould also support growth and
innovation in microfinance products, including Islamic microfinance serviadditionally,

the number of Islamic banks and their branches should be improved, to cover all individuals
who refuse todeal with commercial banks that do not follow Islamic Sharia.

Commercial banks should improve their use of technology, to enhance their
efficiency and to empower customers withore account management tools. They must
also play a key role in public awaess campaigns, as well as conducting dialogue on client
protection policies that increase customer comfort with new services, without creating
undue burdens on banks and customers, enhancing online work and reducing paperwork
requirements in order to mak#eir services quicker.

LYGSNYIlGA2yFf 2NBIFIyAaldAz2ya KIFI @S LINRPOJARSR
institutions over the yearand they are offering technical expertise in the area of Fl. They
need to continue their support, to help Egypt make the reforms needed to improve FI and
to act according to their commitment to implement the G20 Principles for Innovative FlI
under a sharedision of universal acce¢Ravallion, 2004).

The EU is a key player, with the EBRD and the EIB providing support. They need to
O2y iAydzS 6AGK GKSANI LINI OGAOS&axr gKAftald F20dzaAy
sharing international platformsrocapacity building.
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Chapter 3: Financial inclusion in Jordan

Nooh Alshyab, Serena Sandri, Dima Daradkeh

l.  INTRODUCTION

¢KS D2@SNYYSyid 2F W2NRIYy RSTAySa CL |a al
have convenient access to and use affordable fir@ngroducts and services that meet
their needs and help to improve their livespayments, savings, credit, transactions and
insurancecRSt A GSNBR Ay | NBalLkRyairoftS yR adaidl Ayl o
Jordan has invested considerable efforts in promotiigand has registered some
progress. According to the latest survey by the CBJ and GIZ (GlZ/ CBJ, 2017), the share of
adults holding a bank account has increased from 24.6% in 2014 to 33.1% in 2017 to 50% in
2020. The gender gap decreased from 53% in 20B% in 2020. Still, the authorities are
aware of the need for further investment into promoting FI, with specific attention for the
most marginalised groups of society.

Concerning infrastructure, Jordan has a vagl’eloped and solid bankirggctor. In
addition, Jordan also has weleveloped markets for microfinance and for alternative
sources of finance, specifically Islamic finance.

This chapter presents an overview on the standing of FI in Jordan. In particular, the
national policies aimedt promoting FI will be discussed, together with the regulatory
framework. Further, some stylised facts on usage, access and availability of financial
services in the country will be presented, as well as an overview of alternative sources of
finance. Thepresent analysis is a result of both desk research and of interviews,
consultations and meetings with relevant FI stakeholders in Jordan.

II.  NATIONAL POLICIES TO PROMOTE FINANCIAL INCLUSION

After the financial crisis and the recognition of the importancd-bfor sustainable
development and growth, Jordan has started realising the economic importance of
universal access to official financial services. Thus, Jordan can be considered as one of the
first countries in the region which has engaged in meetings aodsultations with
international parties to enhance the domain of FI. Jordan, represented by the Central Bank,
is a member of the AFI.

L
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These efforts have emphasised the need for developing, adoptamgl
implementing a comprehensive national strategy for Fl. It targets the protection of
customers and financial literacy (both amongst school pupils and the community) and aims
at improving the access of SMEs to financing sources and financial setates.deeks to
develop reliable and efficient electronic payment systems and empower women, young
people and other marginalised groups to access financing and the formal financial system.

As one of the outcomes of the regional Higs @St t 2f A GBandC 2 Ndzy 2
QYL 283YSYy(izé GKAOK G221 LIXIFOS AY Db2OSYOSNI HnN
Committee (FISC) was established and the CBJ was appointed to lead the process of
formulating and implementing the National FI Strategy for Jordan. Following this, in
{SLIWISYOSN) nnmcz 2y GKS 200Farazy 2F ! CLQa Df
committed to the Maya Declaration, setting the two national goals of increasing the level of
FI of the adult population from 24.6% of 2015 to 36.6% by 2020 and to retiecgeinder
gap from 53% to 35%. The CBJ further specified nine specific targets to pave the way for
the achievements of these two goals. Jordan overachieved on these targets, according to
the latest FI report by the CBJ.

Immediately after this commitment,he CBJ launched six working groups for
continued multistakeholder consultations, involving members of public, private and civil
society, to work on the priority policy areas of: Digital Financial Services, Microfinance, SME
Finance, Financial Capabiliti€snancial Consumer Protection, and Data and Research.

In November 2016, within the framework of the regional policy forum on
G! ROFYyOAYy3a 22YSyQa CL Ay GKS IIN}o6 22NIXRex
Hashemite Kingdom of Jordan. A comprehensivegrbatic study of FI was conducted
during the first half of 2017, covering both supply and demand sides, to provide an
accurate and updated picture of access to, usage of and quality of financial services, and
regulatory, physical and commercial barriergitéto. Finally, as a result of all these efforts,
in December 2017, the National FI Strategy for 2R@80 (NFIS) was launched. The
strategy targets financial awareness, the protection of financial service recipients, SME
support, micrefinance services ahonline payments. Female Fl is also targeted.

. REGULATORY FRAMEWORK

Laws, regulations and instructions are key elements in fostering financial sector
development and, specifically, FI. Jordan has succeeded in creating an environment
conducive to the work fothe banking sector. It has developed appropriate legislation and
adopted economic and financigblicies that have allowed the creation of a solid, well
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developed and globally integrated banking seciidrere are, in total, 25 banks operating in
Jordan,16 of which are domestic banks and 9 are subsidiaries of foreign banks.

With the economic reforms that Jordan has started to implement since the
beginning of 1990 under the umbrella of IMF, the country has been working to modernise
its banking legislatiomo bring it in line with international competition and standards. The
Banking Law that was promulgated in 2000 represented a clear improvement in the
development of banking in the country. The Banking Law was followed by several
important laws, such as & Deposit Insurance Corporation Law of 2000, the Frozen
Deposits Management Law of 2003, the Anti Money Laundering and Counter Terrorist
Financing Law of 2007, the Financial Leasing Law of 2008 and the Credit Information Law in
2010. Amongst the latest delopments, there are the Electronic Transaction Law and the
Money Exchange Business Law, both promulgated in 2015.

Furthermore, to serve the implementation of the laws and to support sound
financial sector development, the authorities have released a cehmgmsive body of
regulations and instructions. Amongst the main domains addressed, there are both
traditional banking and financial instruments and the latest financial technologies and
digital financial services. Consumer protection, fraud and money kumg, data and
research, leasing, and microfinance are further encompagsed.

The CBJ is the only authority in charge of regulating and supervising the financial
and banking system. Thus, all the efforts towards Fl are also under the supervision of the
CBNVE gKAOK SadlrofAdaKSR I RSLINIOYSY(d FT2N atl @yYS
YR CL GS5SLINIYSYyGode LG Aa g2NIK YSYGA2yAy3a
particular, with regard to monitoring and evaluating the effect of policies and measur
undertaken, is working in close cooperation with international institutions.

Specifically for Fl, the Regulatory Fintech Sandbox was introduced in 2017.4This is
safe and controlled experimental environment that allows businesses and entrepreneurs to
GSald ySéfte RSB RagifaRry Eintetht SButdliEos, 2017).

The regulation of the microfinance sector is also well developed in Jordan. The first
National Microfinance Strategy was prepared in 2005 and updated and improved in 2011.
Since 2015the Jordanian Government has assigned the supervision of the microfinance
industry, which was under the authority of the Ministry of Industry, Trade and Supply, to
the CBJ. The legal framework and the regulation of the microfinance sector was also
approvedin 2015, with the Microfinance Bylaw No. 5. The bylaw requests MFIs to comply
with high standards of professional practice and of corporate governance and aims at client

2C2NJ Y2NBZ aS8SS (KS K2YS LI 3IS 2F GKS /SyGaNrt . Fyl 2F W2NRIYy dz
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protection. The nine MFIs active in Jordan are members of Tanmeyah, an assotiation t
officially represents the MFIs in Jordan that was founded in 2007 by its members, with the
aim of developing sustainable development of microfinance in the country. Tanmeyah has
evolved to become, over time, an important stakeholder in the financietiosen Jordan.

The payment system in Jordan

The payment system is one of the critical domains for boosting FI. Nevertheless,
despite the welfunctioning banking system, cash in Jordan remains the dominant means
of payment (Boakyd&djei et al., 2017). In 2020, the share of the adult population with
or more payment cards grew by 5% (from 35% in 2018 to 40% in 2020).

The domestic payment market in Jordan consists both of bank andbaok
financial institutions. At present, there are 25 banks operating in Jordan and amongst the
non-bank operators,there are 140 exchange houses, the Jordan Post Company (JPC),
Jordan Postal Saving Fund and seven different licensed mobile payment services providers
(MPSPs).

The CBJ, which is responsible for the supervision and control of the payment and
settlement sygem, is investing in many efforts to increase incentives to make use of the
payment system, to ensure its safety and efficiency. In this regard, since 2013, the Central
Bank has been working on a centralised payment system, called Jordan Mobile Payments
(bMoPay), connecting all banks, telecommunication companies, transfer companies and
financial and payment intermediaries to the end user via a mobile application. The system
became operative by the second half of 2016.

A very important feature of JoMoPay that it does not require users to have an
account at a financial institution. Since 2017, it has been further possible for refugees to
open a mobile payment accountven in the absence of valid identity documentsased
on the refugee document issuedy the United Nations. This is a very important step
towards the inclusion of marginalised groups in society into the financial system. JoMoPay
is fully owned and operated by the CBJ. The seven licensed mobile payments providers,
UWallet, Aya, Dinarak, ZaCash, National Wallet, Orange Money and Gadha are obliged to
connect to it.
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IV. SALIENT FEATURES FOR FINANCIAL INCLUSION
1. Availability of financial services

Availability of financial services is related to the infrastructure for delivering
financial service and, in particular, with its diffusion. Since the main providers of financial
services are banks, MFIs and, to a lesser extent, some specialist credit providers, the
present section reviews their diffusion across the country.

In 2019, there were 942 brahes of commercial banks in Jordan (FAS Survey,
2021). As shown, since 2010, the number of branches has progressively increased. Most of
the branches (almost 85% in 2016) are concentrated in the three main cities.

Fig. 31: Number d commercial bank branches in Jordan
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Source FAS 2017

Figure 3.1 presents the evolution of the number of commercial bank branches per
1,000 kn? and per 100,000 adults. These indicators provide an idea of the density and
distribution of branches in a country. As figure 3.2 shows, even though the absolute
number of bank branches has increased over time, the number of branches per 100,000
adults hasheen slightly decreasing and was close to 15 in 2019.

» .
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Fig. 32: Banking density in Jordan for 206819
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The number of ATMs has been steadily increasing up to 2018, both considered as
per 1,000 km2 and pet00,000 adult individuals (Figure 3.3).

Fig. 33: Density of ATMs in Jordan 208919
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Source FAS 2021
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2. Access to financial services

As shown in figure 3.4, there is a large gap between the shaadudfs holding a bank
account by segment of income: in 2017, 49% of the richest 60% of the adult population
held an account at a financial institution, whereas only 33% of the poorest 40% had an
account. Despite of a clear increase in the share of adaltény a bank account, the gap
between the income segments has not significantly decreased since 2011: it was 20% in
2011, 14% in 2014 and 16% in 2017. This gap even exceeds the 13% gap which is estimated
worldwide (Findex, 2017).
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Fig. 34: Account ownership by segment of income
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Source Findex 2017

Differences between male and female account ownership are also remarkable (Fig
3.5), despite the fact that both the share of male and female adults holding a bank account
has increased since 2011, the disparity between genders has also widened. The wesgap
17% in both 2011 and 2014, and has increased to 29%. It can be roughly said that, in
Jordan, male account ownership is about double female account ownership.

Fig. 35: Gender differences in account ownership

Gender differences in account ownership
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Source Findex 2017

However, in Jordan, it is not only women who seem to be marginalised in their use
of financial services, but young people as well. As revealed, the share of adults aged 25 and
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above owning an account at a financial institution is more thanbtiothe share of account
ownership amongst adults aged 15 to 24 years (fig 3.6).

Fig. 36: Account ownership by age group

Account ownership by age of holder

60% 51%
50%
40% 35% 32%
30% 25%
20% 11% 12%
PO | ]

0%

2011 2014 2017

H Account, young adults (% ages 15-24)m Account, older adults (% ages 25+)

Source Findex 2017

Concerning the clients of MFIs, the comprehensive survey run by GIZ in cooperation
with the CBJ estimates that.2% of adults borrowed from MFIs in 2017. According to
Tanmeyah, the number of active loans at MFIs has increased by 8% between 2016 and
2017 toreach 411,372Kig. 3.7and Fig. 3.8). By the end of 2018, Tanmeyah members
showed 465,717 active clients, of which 73% are women and 43% are young people.

Fig. 37: Number of active borrowers at MFIs
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Fig. 38: Active borrowers and active loans at MFIs
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3. Use of financial services

Jordan icharacterised by a very high share of deposits compared to GIQP3(9.
On average, between 2009 and 2019, deposits represented 116% of GDP. In 2017, in terms
of deposit holders, 81.1 % of total deposits at licensed banks were attributable to
households
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Fig. 39: Deposits as share of GDP between 2009 and 2019
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In 2017, credit facilities reached a total of 24,736.8M JD (34,879.0M US$),
increasing froma total of 22,905.8M JD (32,297.1M US$) in 2018 .16

Fig. 310: Credit facilities by borrower in 2017
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The portfolio of loans provided by MFIs has also increased over time, to reach
almost 259M JD (365M US$) in 2018 (Figure 3.11).

Fig. 311: Total gross loan portfolio of MFIs
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As mobile penetration and use is steadily increasing and almost ubiquitous, mobile
money accounts are the latest trend to promote Fl. As the Financial Access Report for 2018
reveals, the number afmobile money accounts is typically more than twice the nembf
regular bank accounts per 1,000 adults in dmewome economies (FAS Report 2018).a
result of the latest regulatory developments in this regard, with the introduction of
JoMoPay and the simplification of proof of identity for refugees in 2017, ilm@ayment
accounts have also considerably increased in Jordan (Table 3.1). In 2020, the number of

. L
EMEAG EMNES StudiesDecember 202L ) I A
Studies that disseminate economic policy research to explore and assess th SEmuionic driversf of transparent

responsible, inclusive and sustainable development and growth modefS in the Mediterranean @gwanload at
EMEA and EMNES websites www.euroreednomists.org, and www.emnes.org
© EMEA 202.

Page48of 129




FINANCIAL INCLUSION IN THE SOUTHERN AND EASTERN MEDITERRANEAN COUNTRIES
A SURVEY OF EGYPT, JORDAN, LEBANON, MOROCCO AND TUNISIA

mobile money (ewallets) accounts had significantly increased and exceeded 1.2 million
(CBJ, 2021).

Table 3.1: Use of mobile money accounts

Mobile money Mobile money Mobile money Mobile money
accounts: accounts: accounts: accounts:
active active per registered registered per
1,000 adults 1,000 adults

2014 300 0.05 34,457 6.14

2015 290 0.05 57,100 9.74

2016 8,237 1.35 68,180 11.23

2017 56,300 8.99 188,200 30.08

2018 NA NA 361,532 55.23

2019 NA NA 504,375 75.15

Source FAS, 2021, and CBJ, 2018

Table 3.2 presents the results of the World Bank Enterprises Survey for 2019
concerning the use of financial services by firms. It shibyasthe share of companies with
a bank loan or a bank credit is still lower than the percentage of firms needing a loan.

Table 3.2: Firm use of financial services by firm size

Use Small Medium Large
(5-19) (2099) (100+)

Firms with a checking asavings account (%) 69.3 93.8 93.1

Firms with a bank loan/line of credit (%) 13.3 16.0 28.2

Firms not needing a loan (%) 68.7 59.2 44.2

Firms using banks to finance investments (%) 30.7 46.2 NA

Firms using banks to finance working capital (%) 12.1 29.3 60.1

Source World Bank Enterprise Survey, 2019

The use of formal financial services can be estimated by comparing the share of the
adult population who declared that they have saved money at a financial institution with
the share of adults who sipty admitted to having some savings. As shown in Fig 3.12, the
gap between informal saving and saving at a financial institution has actually increased
from 2014 to 2017.
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Fig. 312: Savings at financial institutions
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Informal finance

According to the comprehensive study by GI1Z/CBJ (2017), informal andoseral
finance providers are still very important players in Jordan. Informal sources of financial
services are e.g. family, friends and private money lenders, whilst-feemal finance
providers area NE3IA a0 SNBR o0dzaAySaasSa odzadztte a |y
AYRAQGARdzZ f EIZICBR20H]. a 9 & ¢

Informal finance thus assumes a plurality of forms and it is difficult to estimate its
real size and scope of action. Howevéhe CBJ/GIZ survey reveals that 13.3% of adults
borrowed from some informal sources, whilst 9.9% borrowed from a formal financial
institution and 4.2% from a microfinance institution.

Furthermore, the survey shows that informal borrowing is particulaxynmon
amongst MFI clients and even exceeded formal borrowing amongst microenterprises
(Glz/CBJ, 2017).

4. Barriers to financial inclusion

In order to better tailor instruments and policies to foster Fl, it is very important to
look at the factors hamperinfinancial access. In particular, the Findex survey reveals that

L
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the main reason in Jordan for not having a bank account is the insufficiency of funds. This
has been mentioned by 75% of the rancount holders taking part in the survEy.

The second reasoriar behind the first, is the cost of financial services (mentioned
by 35% of noraccount holders), the fact that someone in the family already has an account
(28%) and religious reasons (18%). 16% of the respondents without a banking account
lacked trustin the financial system and 14% lacked the necessary documentation to open
an account.

Table 3.3: Reasons for not having a bank account

Reasons for not having a bank account (% out of respondents without having a financial

institution account, agel5+)

insufficient funds 75%

financial services are too expensive 35%
someone in the family has an account 28%
religious reasons 18%

lack of trust in financial institutions 16%
lack of necessary documentation 14%
financial institutions are too farmaway 5%
no need for financial services ONLY 3%

Source Findex, 2017

Some of the constraints faced by SMEs in accessing finance are captured by the
World Bank Enterprises Survey, as represented in Fig 3.13. Benchmarking the case of
Jordan with theaverage of the MENA region and with the global average, it appears that
the share of SME loans requiring collateral in Jordan is higher, but that the value of the
collateral requested to obtain a loan is lower by international comparison.

13 Multiple answers were possible.
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Fig. 313: Credit constraints of firms
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Source World Bank Enterprises Survey, 2019

V. MEASURES TO PROMOTE FINANCIAL INCLUSION

The authorities in Jordan are targeting the promotion of FI through several
integrated measures and via the coordinated action of many actors. In particular, the CBJ is
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playing a pivotal role in initiating and suggesting different initiatives and the gawent is
giving rise to many of them, by enabling the necessary regulatory measures.

1. Government

In general, the different measures put in place by the authorities in Jordan are
targeting the following domains:

1 Creating and developing an infrastructure felectronic payment systems, such as
eFAWATEERcom and JoMoPay

1 Exploring and creating a favourable environment for innovative FinTech
instruments. In this regard, as discussed, the Regulatory Fintech Sandbox was
launched in 2017 by the CBJ to test newlwealeped FinTechs in a controlled
environment

1 Addressing disadvantaged groups in society and expanding their possibilities to
access fair financial services. In 2017, an important step in this direction was made,
with the simplification of the proof of iddity for refugees

1 Improving access to funding and credit for SMEs. At present, the action of the CBJ
in providing financial programmes to support SMEs is supported by the action of
international donors (see below) as well as the credit guarantee scheme.

1 Investing in financial education and spreading awareness about the importance of
financial services, as explained in point 2 below.

2. Financial education

The authorities are aware of the importance of the need to invest in financial
education, agrerequisites for FI. The umbrella under which several related initiatives are
taking place is the National Financial and Social Education Programme (NFSEP), which was
fl dzyOKSR o6& UKS /. W AYy Hampd ¢KS LINPINI YYS | f§
' g NBySaa |yR [AUSNIrOeQ FyR SyoO2YL)l aasSa TFAY!l
education institutions, financial teaching for women and rural communities, and financial
education through the media and social media.

To pursue these targets, the CBpartnering with different institutions, such as the
Ministry of Education, to introduce a dedicated module on financial education and with the
Ministry of Higher Education and Scientific Research to reform curricula to encompass
financial education.
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Further to this, the CBJ is cooperating with different NGOs, such as INJAZ, in
targeting grade seven students of public, UNRWA, military schools and special education
centres to teach them the basics of financial education, including I @Ay 33 06 dzR3I S )
finanAh I £ LX F yYyAy3sS ol aiAO0a 2IFaddtion/tp veatlaut taorlrdd W! % K 2
communities, particularly women in remote areas, the Jordan River Foundation and other
bodies are carrying out dedicated projects (Attia and Engelhardt, 2016).

VI. CONCLUSNS AND POLICY RECOMMENDATIONS

Jordan has recognised the importance of FI and broadening the access to financial
services for sustainable and equitable economic development. Thus, it is investing
considerable efforts in promoting FI and is registering s@rogress. Still, there are some
groups in society, notably the poor, women in rural areas and refugees, that are often
excluded from the use of financial services. In addition, MSMES, representing the vast
majority of the enterprises in Jordan (Ayadiadt, 2017), still encounter significant barriers
in accessing credit. Overall, the banking sector is well developed, but commercial banks are
y20lo6fé& NAR&]l FOSNAES FyR (GKS& R2yQi aSS NBI f
rates to MSMEs.

The autlorities are putting in place a fulfyedged, integrated strategy to address Fl,
which is showing some progress. The development-payment systems is also gaining
momentum and inducing previously excluded groups of the society to make use of financial
services. In addition, some of these actions are also done with international support, advice
and coordination.

The panorama of international support provided to Jordan for Fl is vast and it is
difficult to provide a complete picture. As an example, si2fH4, the EU has been
supporting Fl in Jordan with a contribution of 35M Euro. By the end of 2018, the EIB signed
an agreement with Microfund for Women for USD 5M to support access to finance for
(female) microenterprises. This follows an initial loan §#8D 2M, provided in 2014. In
2017, EBRD also provided a loan of up to 2M USD to support female - micro
entrepreneurship.

The authorities are further aiming to spread financial education and literacy, both
amongst school pupils, higher education students disa&idvantaged people in rural areas.

14 http://injaz.org.jo/DetailsPage/DetailsPrograms.aspx?NewlID=88
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Chapter 4: Financial inclusion in Lebanon

Sandra Challit&®

l. INTRODUCTION

Lebanon is currently facing one of the most severe crises in its higdgadi and
Challita 2020; Al Saeed and El Khalil 20Zh)s crisis is economic, financial, social and
health-related. The monetary and financial turmoil are driving the crisis conditions through
exchange rates, money scarcity and inflation. Elegtralollars are very limited, the dollar
banknote is scarce and the local currency has severely devalued against theQQBb ia
June 2021 compared to October 2019). The trust in banks and financial institution has
disappeared, especially with the curtepolicy of capital control as the economy has
become heavily cash based. All previous advances in Fl are jeopardised in the current
situation and with the shrinking financial sector.

The survey on FI for this study was held before the emergence ahtiiigple crises
in the country. Prior to October 2019, Lebanon used to rank among the highest in FlI,
compared to Mddle Eastern and Arab countries, with 45% of the population above 15
years old having a bank account in 2017, according to the Findex. Casnjpacountries
with similar levels of GDP per capita (joréses), this percentage is significantly high.
Additionally, SMEs comprising a major number of employers in the country had limited
access to financing. The main obstacle to Fl in Lebanon wagueoto the geographical
access to finance, but rather its affordability. The high government debt (150% of GDP) and
high levels of uncertainty, due to political instability, made lbegn investments and
loans very costly (high interest rates and higHateral). Also, the Lebanese financial sector
is highly dependent on the remittances of the diaspora, accounting for 12.5% d&f.Gbe
YIAY O2yOSNYy 2F GKS [SolySasS /SyidaNrft Iyl 6.5
stability via a stable exchange rate to US dollars andtadaay crisis management.
Nevertheless, over the years, the BDL has launched many initiatives tasacitee access
to finance.

A national strategy for FI for individuals and households was initiated but has not
been a priority since the current crisis. This strategy aimed to: (1) foster sustainable
economic development, growth and financial stability and (2) ensure smwaoomicand
financial welbeing for individuals and business@anque du Liban, 20Q4The strategy

15 Assistant professor, Esdes Lyon Catholic University, EMEA
16World Bank remittances data
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focused on defining FI for individuals and households. Other initiatives for access to finance
for MSMEs were launched and established for loans, via guarantesnges and sectoral
initiatives for innovative projects. MFIs were contributors to FI, but the lack of regulation
and prudential rules for such institutions are limiting their development.

The findings of this report on Fl in Lebanon are the sum of atgtiadi survey
conducted within EMNES in Lebanon prior to October 2019, with key actors for Fl, and the
collection of information from different reports and international databases.

. NATIONAL POLICIES TO PROMOTE FINANCIAL INCLUSION

The Lebanese financial g1 is dominated by banks. 66 banks account for 97% of
financial system assets, whilst nbanks play a minor role. Regardless of the fact that
[ Soly2yQa CL fS@Stf Aad KAIKSNI GKIFIy Ada a9b! LIS
the level of Flits score for FI decreased in the survey in 2017 to 45% of individuals having a
bank account versus 47% in 2014. This is due to a declining economic context and the
increasing costs of access to finance. We collated the main difficulties and polickes for
relating to financing of MSMEs, for MFI organisations and for individual access to finance.

1. Promoting financial inclusion for MSMEs

The main difficulty in the Lebanese market is that MSMEs operate in an inefficient
and uncertain market. The Lebanes®rket has a poor climate for lortigrm investment
due to the accumulation of crises and a weak economy. The main barrier to SME
development in Lebanon is the political instability and access to basic services, such as
electricity and high levels of corrtipn (IMF and WB 2016)

Aside from the economic framework and the dependence on banks, the cost of
financing in Lebanon is high. To finance their investments, MSMEs are required to provide
large collateral with high interest rate levels and, within & feanks, MSME units are non
existent, making access to loans difficult for MSMEs.
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Table 4.1: Finance landscape for Lebanese firms

Indicator Lebanon

Percent of firms with a checking or savings account 92.8 79.1 86.8
Percent offirms with a bank loan/line of credit 57.3 28.6 33.3
Value of collateral needed for a loan (% of the loan 207.7 183 205.9
Percent of firms not needing a loan 45 51.8 46.4
Percent of firms whose recent loan application was 7.7 10.2 10.8
Percent of firms using banks to finance investments 53.1 25.9 26.2
Proportion of investments financed by banks (%) 32.9 15.6 14.8
Percent of firms using banks to finance working 40.2 24.3 30
Proportion of working capital financed Imanks (%) 17.3 9.9 11.6
Percent of firms identifying access to finance as a 41.5 31.9 26.5

Source World enterprise survey (2013)

These results are in accordance with the World Enterprise survey (Table 4.1)
showing that 53% dirms use banks to finance investments, a number that is much higher
than the MENA and World sample. The access to finance due to the high cost of financing
for firms in an uncertain context shows that access to finance is a major constraint for 41%
compaed to 32% for the MENA. The results of the survey also show that the main finance
source for investments in Lebanon is the banking sector, more than double the proportion
of the MENA and World sample. Therefore, the BDL is key player in promoting access to
finance, whilst maintaining financial stability.

Another difficulty in access to finance is the strong reliance on the commercial
banking sector for loans. Alternatives, such as cooperative financial institutions, are very
marginal and need strongegulation to ensure good governance. The financial market is
weak and does not play an important role in financing MSMEs.

To face these difficulties, the BDL promotes cowalistortion tools to make the
inefficiencies disappear. The measures conductedsmoradic rather than a global strategy
resulting in action. The mainstream view is to interfere in the case of market inefficiencies
and then to withdraw when they disappear.

A key initiative for access to finance is the creation of the guarantee scli@me
MSMEs, Kafalat. Kafalat guarantees loans from MSMEs responding to several criteria
(detailed in the guarantees section). This initiative allows the lowering of financing costs for
certain sectors.
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Another initiative to encourage MSME access to finamcethe 331 Circular,
providing credit facilities for banks investing in staps, accelerators or credit venturing
AYAGALIGA@®Sad LG ¢la fFdzyOKSR AYy HAmMo 08
events.

(et
A
w

2. Promoting financial inclusion for individuals

Account ownership is still uneven for women, young people and the poor,
regardless of progress, and Lebanon is still lagging behind its nfiggieincome level
peers. Another barrier to Fl is the amtioney laundering and countering the financing of
terrorism regulatory compliance requirement, making access to finance for individuals
more constrained. Another barrier is related to the banking structure in Lebanon: banks are
mainly commercial, with no diversity in this sector, excluding certain sectorshef t
population. A national strategy has been launched for Fl, to promote access to finance by
the BDL, including through financial literacy initiatives.

3. The role of microfinance institutions

MFIs provide financial access mainly in rural areas, but theypaorly regulated
and only a very low level of coordination has been established between them. National
policies to develop MFIs remain in regulation, increasing the level of transparency and
coordination.

The regulated MFIs are in competition with neegulated NGOs acting as MFIs. The
5[ Aa |OGA@GSte NBIdA FdAy3d GKAA ASOG2NE (G2 Sy
financial system.

Other limitations for MFIs are the lack of consistent data on their income and the
credit engagement of othenousehold members. The lack of transparency amongst certain
MFIs, especially some of the large ones, weakens the sector. The policy response should be
more monitoring and regulation.

To take another issue, the lack of information sharing about small laans
handicapping the sector. Information on small loans is scarce in Lebanon. The BDL Credit
Registry records loans that are provided by licensed banks ebank financial institutions
of above 7 million LBP or 4,650 USD. This amount is higher than ¢hegavmicrocredit
loan size of approximately 1,300 USD. Individuals or households at the lower end of the
market could be subject to multipleor overindebtedness and remain unnoticed. This
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creates limitations regarding the monitoring of microfinance drdecause of the lack of
data on small credits by the Credit Registry records.

According to a recent study, 29% of borrowers from MFIs are cross borrowers
(Sanad, 2017P3% of borrowers repay their debts. The probability of repayment within 60
days decreases when the number of loans or amounts incréaséss shows the need for
the presence of a Credit Registry record or a common database for MFIs to access client
information, in order to increase the portfolio quality of MFIs.

The creation of the Lebanese Microfinance Association in 2015firstastep in
coordinating the actions of MFIs and encouraging dialogue with the regulator and between
institutions.

.  REGULATORY FRAMEWORK

1. Main financial reforms related to financial inclusion
Organising microfinance institutions

The BDL defines a microloas a loan lower than 30 million LBP (equivalent to
20,000 USD), lent to an individual or small enterprise consisting of four people or less. It
aims to help them create and develop their own projects in the fields of production
(industry, agriculture, hadlicraft), services, tourism or trade, or to help them improve their
living or housing conditions. It has to be repaid within a maximum period of six years.

The circular No 7136 issued in October 19B8nque du Liban, 1998mended in
August 2018(Banque du Liban, 2018b}kets out the ieation of financial institutions
specialising in microloans. The circular No 93 in July ZB@aque du Liban, 2004)
amended in August 201@anque du Liban, 2018agets out microloans and microcredit
AYyaadAddziaAzyaQ NBflFGA2ya gA0GK olylae {AyOS ol
microfinance NGOs and associations, the latter should be regulated by BDL. The BDL also
provides training for MFlIs.

Access to finase for startups

The 331 Circular (issued in August 2@Banque du Liban, 2013)s an initiative
from the BDL to grant interedtee facilities for banks for a maximum period of seven
years, for the participation of banks, with their full responsibility, in the tehpof
Companies structured as follows:

1These figures are for only 8 MFIs, excluding the largest one,&Datassan.
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1. Startup companies
2. Incubators and Accelerators whose objectives are restricted to supporting the
development, success and growth of stag companies in Lebanon, by offering
such companies administrative supporgtworking, mentoring, training and knew
K2g> Ay FTRRAGAZ2Y G2 | NYy3aS 27F &dzZJLI2 NI NB
and/or by participating in such companies.
3. Companies whose objectives are restricted to investing venture capital inwgiart
comparnes in Lebanon, where they foresee in them and through them a possibility
of growth and profitmaking, especially upon the transfer of their participation in
such companies.

This Circular has created a movement for developing incubators and accelerators
and access to finance for stanps.

2. Guarantees

After the end of the Lebanese war in 1990, 84% of credits were centred in the
Beirut and Mount Lebanon area. The shtatm lending favoured commerce and services.
The necessary guarantees for lending were exclusively liquid assets and land recoréds. Start
ups were weak, with low investment in the regions and few {@&gn investments (due to
the lack of certainty caused by war). Creating Kafalat as a guarantee scheme aimed to
provide high guarantees (up to 75% in certain sectors), improving access toaattord
finance. Kafalat aims to fill the gaps in the financing sector in Lebanon by creating market
counterdistortion mechanisms.

Kafalat provides assistan@nd guarantees to SMEs in specific sectors to access
loans. The assistance is based on business plans, feasibility studies and viability of the
business activity. It then processes guarantee applications for loans provided by Lebanese
banks, under the Kafat programme

The SMEsand start-ups coveredby Kafalatare exclusivelyin the following sectors:
industry, agriculture, tourism, traditional crafts or high technology. They should also have a
maximum of 40 registered employees and provide them with argutee for credits of 7
years.

Loansguaranteedby Kafalatbenefit from aninterestrate subsidy.Thissubsidyis to
reflect the high interest rates due to high public debt. It is financed by the Lebanese
Treasuryandadministeredby the BDL.
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Table 4.2Kafalat loan portfolio by 3% of December 2017 by region

Region Amount LBP Number Portfolio |
Bekaa ' 202 909 883 - 17.86%

South of Lebanon 118 647 456 10.44%

North of Lebanon 140 126 941 12.34%
Nabatieh 68 512 6.03%

Beirut 83 303 7.33%

Mount Lebanon 522 443 214 45.99%

Total Amount of Loans at 1135944 122

Source Kafalat loans statistic$

According to the latest numSNBE Ay wHAamTZ YIFFFEElFGQa LR2NIT
peripheral areas in the North, South, Bekaa and Nabatieh. These numbers show their reach
in all the territories and their contribution to FI for SMEs in rural and urban areas.
Their area of interventionsi in the various sections above, but they have also created
specialist tools for several sectors:

1 Kafalat innovation providing 90% guarantees with the 331 BDL Circular
1 Management of the cequity fund to fund finance by the World Bank

Table 4.3Kafalat loan portfolio by 3% of December 2017 by sector

Sector Amount Number Portfolio l
Craft Industries 31 942 425 210 2.81%

Advanced Technologies 33229 875 124 2.93%

Agriculture 382 703 470 2522 33.69%

Tourism 223 779076 932 19.70%

Industry 464 289 273 2205 40.87%

Total Amount of Loans 1135944 5993

Source Kafalat loans statistics

a4 aK2gy Ay GFofS ndox GKS YIAYy 0O2YLRYSyl
agriculture and tourism. The share of Advanced Technologies is still very low.

18 hitp://kafalat.com.Ib/loansstatistics ?field_category tid 1=182

» .
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IV. SALIENT FEATURES OF FINANCIAL INCLUSION

According to the BDL in December 2017, the numbefrsbank clients with
consolidated accounts per bank are:

1 Lower than 5M Lebanese pounds  1.843.000

1 Between 5M and 50M 716.000
i Between 50M and 75M 102.000
1 Above 75M 378.000

These numbers do not make a distinction between Lebanesdaedynr clients. From an

adult population ranging between 3.7M and 4.3M, these numbers show that access to
finance in the Lebanese framework is not an issue. This statement is also confirmed by the
latest figures of the Findex database.

1. Availability of financial services

The financial services sector in Lebanon is dominated by banks, as the main actor in
the financial landscape, and the main depositor and lender for Lebanese government,
firms, households and individuals.

Commercial banks

Commercial banks in Lebanon hawi&nessed a few mergers and restructuring
during recent years. This implies a decrease in the number of branches p86QG@lults.
However, the trend in the number of ATMs is high and increasing, relative to its
neighbours. After the financial crisis thie end of 2019, bank branches are closing and the
distribution of cash by ATMs is rationed.

L
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Figure 4.1: Evolution of the number of commercial banks and ATMs in Lebanon
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Source World Bank database

Postal network

The post does not play a role in Fl, because of its underdevelopment. However,
sales points have adopted the Online Money Transfer (OMT) tool for transferring money
across Lebanon and abroad. OMT is an accredited agent of Western Union in Lebanon. It is
a leader in financial services with a large network in Lebanon reaching 1000 locations
across the Lebanese territory in 2017. They play an important role in money transfer for
financially excluded groups and refugees, and enabling foreign workers in Lelb@non
transfer money.

Microfinance institutions

MFIs represent a small share of the financing market in Lebanon, are mainly
composed of NGOs, and are poorly regulated. In 2015, the Lebanese microfinance
association was created to support MFIs, in order mpriove the provision of financial
services to excluded groups in the formal financial system and to activate the relationship
between MFIs and relevant authoriti#8. They aim to enhance communication and
coordination between the members of the associatioapresenting 50% of sector 5 (See

19 http://Imfalebanon.org/aboutimfa/
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Table 4.4). On the top of their agenda, as found in our survey, the central project is to
create a credit information system to collaborate amongst the different entities. They also
work on improving the conditions of ghsector, especially concerning financial literacy.

Table 4.4: Main MFIs in Lebanon in 2014

Institution Gross Number of Membe
outstanding active r of the
loan portfolio borrowers LMFA
(US million$)

Al Qard Al NGO 100 130 000 No

Al NGO 41 48 000 Yes

Vitas NBFI 24 17 000 Yes

Emkan NBFI 25 13 000 Yes

Ibdaa NBFI 6 7 000 Yes

CFC NBFI 7 4211 No

ADR NGO 3 2 200 Yes

Makhzou NGO 1 1100 Yes

AEP NGO 3 835 Yes

EDF NGO 3 749 Yes

PAWL NGO 5 600 No

UNRWA UN 3 600 No

CLD Cooperat 5 361 Yes

Total 226 225 656

Source statistics from institutions elaborated I8anad 201

Microfinance initiatives for refugees

Historically and recently, Lebanon has received large numbers of refugees, and the
financial sector has adapted to provide financial services for these populafieisICR,
2016) The main refugee populations are Palestinianscésithe IsraePalestinian crisis),
Iraqis (arriving after the American Military operations in 2003) and Syrians (having a long
history as migrant workers in Lebanon, but since the civil war in Syria, around 1.5 million
are present in Lebanese territorylheir presence has triggered resentment and fear,
especially for loweincome Lebanese workers and entrepreneurs who find themselves in
competition with these populations.

MFIs, serving lower income populations, have adapted their services to include
refugee populations in their portfolio. As an example, the MFI Al Majmoua has 15% of
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borrowers who are nofLebanese, including migrant workers and refugees with low levels
of default risk (30 day portfolio at risk rate was below 1% in 28915)

2. Access tdinancial services

The banking sector dominates the financial services sector, with 97% of financial
system assets held by banks. As reported in the latest figures of the FAS by the IMF in 2017,
[ Soly2yQa olyla | 002dzyi ¥ 2280%oKik GRRA Icsdhighi € SOSH
share of deposits accounts for high interest rates on deposits, encouraging the Lebanese
diaspora to send money to Lebanon. 92% of borrowers are borrowing from banks (FAS,
2017).

Access for urban and rural areas became mord arore homogenous with the
distribution of the different bank agencies in the territory and the relative geographical
closeness between rural and urban areas (44% of aged 15+ adults hold bank accounts in
rural areas versus 45% at national level). The measons for not holding a bank account
in Lebanon are the insufficiency of funds and the use of a bank account for several
members of the family (cf. section on barriers to financial inclusion).

The bank branches are widespread in the territory (with hé#hches per 1000 km?2
in 2017 and MFIs are strongly represented in rural areas to provide loans for the lower
income populations.

3. Use of financial services

Individuals in Lebanon use financial services in Lebanon mainly for saving (in 2017,
21% of thepopulation declared that they saved money at a financial institution) and
borrowing (in 2017, 17% borrowed from a financial institution). Lebanon, known for its
large diaspora, shows high level usage of financial services to receive and send remittances
(33%).

The use of mobile accounts is reristent. Banks are creating mobile platforms to
provide access to account information, though the use of these accounts is still marginal.
The younger generations and immigrants holding bank accounts in Lebanoheamsain
users of mobile banking services, but they cannot perform any transfers to other accounts.

20 https://cfi-blog.org/2016/10/07/financiainclusionrof-refugeesal-majmouain-lebanon/#more22088 n
2IFinancial access survey IMF

EMEAc EMNES StudiesDecember 2021
Studies that disseminate economic policy research to explore and assess the

responsible, inclusive and sustainable development and growth modefS in the Mediterranean @gwanload at
EMEA and EMNES websites www.euroraednomists.org, and www.emne -
© EMEA 202. / Page65of 129




FINANCIAL INCLUSION IN THE SOUTHERN AND EASTERN MEDITERRANEAN COUNTRIES
A SURVEY OF EGYPT, JORDAN, LEBANON, MOROCCO AND TUNISIA

The mobile services are exclusively for consulting an account, rather than performing
banking operations.

Enterprises use banks as the main financial serprovider, as shown in the World
Enterprise survey, to finance their investments (53% for 32% of their investments) and their
working capital (40% for 17% of working capital).

4. Barriers to financial inclusion

According to the latest Findex figuré017), 55% of the Lebanese population does
not have a bank account. The main reasons for not holding a bank account are: (1)
insufficient funds, (2) someone in the family has an account, (3) financial services are too
expensive and (4) lack of trust imdincial institutions. The geographical access to financial
institutions is not an issue in Lebanon, due to the high number of bank branches and the
relatively small distances between rural and urban areas. Our survey results are in
accordance with the redis with the barriers found by the Findex survey.

Another barrier is theanti-money laundering and countering the financing of
terrorism regulatory compliance requirement, making the access to finance for individuals
more constrained, since each accountnche suspicious and needs close regulation,
increasing the cost of access to finance.

Figure 4.2: Reasons for not having a bank account

1%
m Fl are too far away

4%

0% m Fl are too expensive

m Lack of necessary
documentation

Lack of trust in financial

2% institutions

H Religious reasons

m Insufficient funds

Source Own elaboration using Findex 2017 survey
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V. MEASURES TO PROMOTE FINANCIAL INCLUSION

t NEY2GAY3A FAYEFEYOAILE fAG§SNI O& (Charafed@ng, (KS
Daher, and Barakat 2017y his unit started working on a FI strategy at national level. This
two-fold strategy for sustainable economic development and financiatbeiig defines FI
as access to finance for individuals.

The main objectives of the strategy are: (1) To imprdwe &ccess to finance and
investment and facilitate financial transaction via a dynamic and protective regulatory
environment, modernised financial and banking infrastructures, and new technological
tools and digital channels; (2) To enhance the financgabilities of individuals and
businesses via refining financial investment awareness and literacy of market forces and
empowering them to have healthy and responsible economic financial investment
behaviours; (3) Focusing on financial consumer protecteord its implication for
safeguarding the socieconomic interests of citizens and satisfying the needs of consumers
and investors.

As they report, the action steps intended to accelerate Fl are: (a) To establish an
interactive digital FI platform for commication and exchange of best practices and data
between stakeholders; (b) To adapt the development of educational materials and
designing and implementing training and capatitylding sessions for specific audiences;
(c) To introduce the new evidendmsed policies and reforms in financial regulation and
modernise the financial infrastructure and financial markets, in order to improve customer
protection procedures and promote new financial services, including digital services for
different segments.

Other actors are also investing in Fl initiatives, such as banks, NGOs and
international organisations. As an example, some financial literacy initiatives have been
launched, but their role is still marginal and operates within very precise workshops.
Example of such initiatives are: INJAZ initiative for financial literacy (supported by Audi
bank), and the financial literacy institute.

VI.  CONCLUSIONS AND POLICY RECOMMENDATIONS

In Lebanon, the level of financial development is relatively high compared to the
MENA region. After the end of the Lebanese civil war, the financial services sector boomed
and grew with the dominance of commercial banks. Commercial banks have a high share of
their lending portfolios invested in government debt, whilst relying on the deépad the
Lebanese diaspora to remit funds to Lebanon. This phenomenon has a crenudiatfect
on MSME lending. Banks have clear preference for government debt given it has a secure,
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high interest rate. This provides high returns to banks and depositorspared to lending

to MSMEs, given the political and economic uncertainty. Some initiatives have emerged to
support MSME lending, such as the Kafalat Guarantee Fund, which subsidises some specific
projects.

The financial sector needs improvement in texwf access to financial services. The
biggest constraint for access is the bad economic situation in Lebanon, due to the political
instability in the country and the widespread corruption. It leads to high levels of
uncertainty on investments, resulting high financing costs. Several initiatives and policy
steps have been implemented in Lebanon by the Lebanese Central Bank (BDL) but a lot
more is needed to improve the access to finance, especially by filling the gaps implied by
the market inefficiencies.

The constraints to Fl are related to the lack of a sufficient level of information, or
the lack of its availability (or reliability). Other constraints are related to financial education
and simple access to information. Despite widespread bank brandimesicial decision
making is still concentrated in the urban offices.

From our survey and studying the market, several policy recommendations emerge
on the supply and demand sides.

On the supply side, the first recommendation is regarding the need fokibgrand
financial sector diversity. This diversity is first at the product level: there is a need to oblige
banks to have a significant percentage of their portfolios set aside for MSME lending. This
way, they can use the deposits to boost the real ecopamather than investing them in
profitable public debt. This compels us to recommend the development of alternative
financial institutions. The Lebanese market needs more diversity in bank and financial
institution business models and an increase in th&e rof digital financial services. The
commercial banking sector is dominant, with a low presence of alternative bank structures
(fintech actors, cooperative banks, savings banks, etc). Diversity in the banking business
model would lead to better lending adlitions for clients and contribute to financial system
efficiency and resiliencAyadi et al. 2010)Also, mobile payment services need to be
improved, especially with the current crisis transforming the country into & easnomy.

This diversity needs to be introduced in parallel with regulations to supervise the new
business models on the market.

The second recommendation is to enhance MFI credit information systems and
their transparency. There is a need to create a national level platform for information
sharing, making access to credit cheaper, whilst lowering the levels op@&dorming
loanson the market. The MFIs are present in the sector, but their role is still marginal and
they are mainly composed of NGOs. The initiatives of the BDL to improve their
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transparency are considerable and supporting the work initiated by the Lebanese
Associatio of Microcredit Institutions is recommended, which is working towards sharing
information and improving the conditions of the sector. Also, mobile banking services are
being developed in the country, but there is room for enhancement and integrationeof th
fintech industry in the supply of financial services.

The third recommendation is to support and develop the guarantee schemes
implemented by Kafalat. They contribute to better FI of MSMESs, but they have been cut in
half recently. Kafalat should coordigawith regional actors by sharing experiences and
mutualising their efforts by creating a regional guarantee fund. They should also coordinate
with regulators to design more products, in line with the BDL strategy.

On the demand side, more transparen@and accountability surrounding the
financial situation of MSMEs is recommended. Good bookkeeping and minimising the use
of the informal economy ensures access to the necessary financial information at reduced
COsts.

Secondly, to improve financial litergcthe education system should incorporate a
financial education subject in the school curriculum, especially in public schools. Isolated
financial literacy initiatives are valuable but are not sufficient for widespread and
homogenous financial literacy the territory.

The current banking and currency crisis requires short term actions from the
government, BDL and local banks. After the default declared by the government, the
banking system is unable to deliver foreign deposits, its size is shrinkéhgliants have
lost trust in banks. In the short run, several initiatives are emerging to support MSMEs
AdzZNDAGEEd YIFEFLEEFGQa NRBES Oy 6S NBAYTF2NOSR Ay
(local banks are no longer providing loans). Other iiti@tS & ' N3 SYSNBAy 3> &dz0
for lending and saving, using the cooperative model. Also, the diaspora amongst the
international community are supporting the funding of local manufacturers, such as the
Cedar oxygen initiative.

The role of the EU isnportant in different dimensions. At the political level, the
stability of the region and Lebanon are fundamental to the economic reconstruction of the
country. At the financial level, it can support grants and guarantee programmes to help the
survival ofthe local economy. The EU can also provide Lebanese regulators and financial
sectors with the assistance to restructure and mutualise their efforts, in order to regain the
trust of the population. Such assistance should also reinforce the accountalility a
transparency of bank revenues and investments, whilst providing better lending conditions
for MSMEs and individuals.
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Chapter 5: Financial inclusion Morocco

Najat EI Mekkaodé?, Yeganeh ForouheshfgrSara Louk#t

l.  INTRODUCTION

In Morocco, despite major reforms implemented since 2002 to enhance economic
development and the opening of the financial sector, financial exclusion remains critically
high. According to the Moroccan Central Bank (Bank Al Maghrib), the ratio between
number d bank accounts to total populatidhhas increased from 56% in 2017 to 78% in
June 2028. The latest available data from the 2017 Findex survey reveals only 28% of the
population aged 15 and above has an account in a financial institution (WB & IMF, 2017).
Moreover, similar to many other countries around the world, financial exclusion coscern
mainly lower income households, women, the less educated and those living in rural areas.

During previous decades, many measures were initiated to enhance FIl, notably
those favouring microfinance. As result, Morocco has currently one of the highestafates
microcredit access in the MENA region. Although the sector underwent a crisis in 2008 with
0KS oFy 1 NHzZIJi O 2F %I { 2 dzNJ C2dzy R GA2y3Z 2yS
YAONRBFAYFIYOALf AyalAalddzianzyazr I aSmnraSa 2F NBF2
We provide an overview of the main characteristics of Fl in Morocco, discuss
difficulties affecting access to financial services and present the economic policies
implemented to promote Fl. The data used comes mainly from the Financial Access Survey

(FAS, 2026J, the World Bank Financial Structure and Development dataset (July 2018),
and the Bank AMaghrib (the Central Bank).

[I.  NATIONAL POLICIES TO PROMOTE FINANCIAL INCLUSION

+ NA2dza YSI adz2NBEa KI @S 06SSy dzy REamIA 1 Sy oe@
Maghrib - BAM) and the Ministry of Economy and Finance to boost FI, mainly through

22Université Pari®auphine, PSL Research University, IRD, LEDa, UMR 225, DIAL, Université Internationale de Rabat and EMNES
23The EureMediterranean Economists Association (EMEA) and Université[Paujshine, PSL Research University, IRD, LEDa, UMR
225, DAL

24 Université Pariauphine PSL, LEDa DIAL IRD and EMNES: sara.loukili@dauphine.psl.eu

25|t should be noted that this ratio does not represent the percentage of population with a bank account, as some indivaguals m
have more than one account.

26 BAM, Tableau de bord du systéeme bancaire. Juin 2020 (https://www.bkam.ma/Superbiaioraire/Indicateurset-
publications/Tableatde-bord-du-systemebancaire/Tableatde-bord-du-systemebancairejuin-2020).

27 Financial Access Survey IMF 2020: http://data.imfleA$
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increasing the number of users of financial services. Significant progress has been made in
this direction, in terms of access to banking services (deposits, loans, etc.)hand t
development of services adapted to the needs of different secionomic groups facing
difficulty in accessing financial services. The survey conducted by BadgAtfib in 2013
(Benthami, 2019) highlighted gaps between:

1 Urban and rural Morocco, witthe highest volume of bank accounts and of bank
loans concentrated around the Casablanca, Settat and RadléKénitra
regions.

1 Men and women, with a penetration gap on banking products of 59%. In fact,
only 36% of bank loans are contracted by women anly 33% of total existing
bank accounts are owned by women.

1 Different age groups of the population, specifically high exclusion for th2415
age group, which is mainly explained by the high youth unemployment rates.

1 Income groups, as only 19% of addhsm the 40% poorest households hold a
bank account, as opposed to 35% of adults from the 60% richest households.

1 Firms of different sizes, as only 37% of total loans to enterprises are contracted
by MSMEs as opposed to 50% contracted by dmgerprises (BE). Again,
geographically, 65% of loans to MSMEs are concentrated around the large
regions of Casablanca and Settat, followed by 14% in the F&abé@iKeénitra
region.

These gaps and challenges aside, the main advances accomplished include:
1 The transition of Barid AVlaghrib (Moroccan Post) into commercial banking.

1 The establishment of guarantee funds for both lowome households and
SMEs.

1 The creation of private credoffices.
1 The development of policies for consumer protection.
1 Initiatives to enhance financial literacy.

These gains were made possible thanks to three major natienal policies, which
include (i) the National FI Strategy (SNIF), (ii) Policigsostipg SME financing, (iii) Policies
supporting access to housing for lamcome households, which will now be presented.
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4. The National Financial Inclusion Strategy

Although Morocco has made significant progress in Fl, particularly in terms of
accessibity to formal financial services, consumer protection, financial education and
corporate finance, several segments of the population remain excluded from the financial
system. Thus, the National FI Strategy (SRWas established in 2016, by the Ministif/
Economy and Finance (MEF) and BAM, benefitting from the experience and support of
national and international institutions, with the objective of defining orientations and
action plans that are appropriate to the Moroccan context for Fl. It also aimmedadinate
actions and define the priorities, roles and responsibilities of all stakeholders. Some of its
focus areas are SME financing, microfinance, consumer protection, housing finance,
insurance and mobile banking.

Three major objectives are definedthin this strategy:

1 Achieve and then exceed the target penetration level of financial servjdbsough
(1) universal access to bank accounts and then to other financial products; (2)
maximum conversion of informal to formal savings; (3) an extensicinahcing
solutions to reach smaller businesses and more lower income households; and (4)
extend access to insurance solutions for individuals and businesses.

1 Reduce inclusion gapsthrough (1) affordable and eagg-use solutions; (2)
granularity of sendges with more proximity and (3) accessible financial education
tools for all segments of the population.

1 Make FI a leverage for economic and social inclusibg making it the centre of
other social and economic inclusion policies, such as affordableifpand sel
employment (Auteentrepreneur).

One of the ambitions of the national strategy is to reduce the disparities in access to
and use of financial services. In this sense, measures have been implemented to adopt an
investment charter, which shoulgimplify administrative procedures for enterprise
creation and improve the judicial framework, to ensure the efficiency of regional
investment programmes.

Within the framework of this strategy, governance entities were created to deploy the
strategy under the leadership of BAM and the MEF:

1 A National Councilin charge of the overall monitoring of the strategy, with the
possibility to reframe the priorities and strategic orientations. It is made up of

2BBank AMa k AKNA ST {GNFGSAAS blidAz2ylf RQLYOfdzAAZ2Y CA y-globfhdrgwps >

content/uploads/2020/12/SNHmaroc.pdf).
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representatives of Ministries, regulators and private actors active in the NFIS, and is
chaired by the Minigtr of Economy and Finance.

1 A Strategic Committee:in charge of steering the progress of projects, key
arbitration decisions necessary over time, and the mobilisation of the stakeholders
involved. It is made up of representatives of the MEF and the spsrafoprojects
for Fl, and is chaired by the Governor of BAM.

1 A Steering and Coordination Committe& charge of the operationalisation of the
strategy, operational management, and monitoring the progress of projects. This
committee is made up of represttives of BAM and the MEF.

1 Working groups these are the teams in charge of executing the projects for Fl. Each
working group is led by a sponsor and brings together the stakeholders involved in
the implementation of the resulting action plans.

i The steemg and coordination groupsa group from BAM is responsible for
coordination, monitoring of achievements and indicators, and the preparation of
bodies. The group develops tools to monitor the progress of projects and the
indicators of FI.

Moreover, to algn goals for the financial sector with sustainable development, the
strategy includes a dimension of financial and economic inclusion for the most excluded
segments of the population, mainly women. Hence, it considers women to be one of the
priority targets through commitments to financial education, the offer of adapted financial
services, and the establishment of indicators by gender. Moreover, as part of more recent
developments, in June 2021, a cooperation protocol was signed between BAM and the
United Nations Development Programme (UNDP) to enhance digital FI, through promoting
the usage of digital financial services and by targeting women in disadvantaged®areas.
Furthermore, thePACS pragmme 6t N2 ANJ YYS RQ! LJJzA t I / 2YLIS
2006HNMHHK MAp aeLXI gKAOK Aa || GSOKyAOIt Faaradl
pillar, addressing the poor access to financial services, especially in rurafareas.

5. Policies supporting BEs financing
To boost the financing of SMEs, stads and innovative companies, several
YSI adz2NBa KI @S 0SSy dajoR Bwdt I F82 REIdzOGKAIDK @GKSE @& |
the government in 2016 to support stamps with a current budget of over 500 Ifimn

29 https://www.ma.undp.org/content/morocco/fr/lhome/presscenter/pressreleases/2021fidaalmaghribet-le-pnud-signentun-
protocole-de-partenariat.html.
30 https://competitivite-pacc.ma/wpcontent/uploads/2021/01/Infographie® ACESNIF01-2021.pdf.
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dirhams. There has also been implementation of procedures and charters to promote and
strengthen the intervention of business angels to finance stigd, plus the development

of crowdfunding to support the financing of innovative companies. Thedattechanism

consists of linking, via the Internet, young project leaders with a wide public. The law n°® 15

18 on Crowdfunding was adopted in February 2021 by the Chamber of Representatives in

LI NI A YSY (& Cdatilgkd S NDO2/NDAY 0 KINPEANIF YYS g1 & | dzy
2020 by the Moroccan government to support and finance stgad¢ and SMEs that have

existed for less than 24 months.

t NEINFYYSa F2NJ 62YSyQa FAYEYOALt YR 8$02y2YA0

Among the projects targeting thentancial and economic inclusion of women, the
Women in Business programme was launched in 2018 by EBRD, along with the BMCE and
BMCI Bank. This programme, supported by funding fronEth®pean Uniomunder its EU
Initiative for FI, aims to support women through financing, training and assistance. It
LINE GARS& | dzyAljdzS F LIINRFOK G2 LINRY2GAY3A 462YS)y
business, combining a wide range of activities to enable SMEs led by women to access the
finance and knowhow they need to grow. Moreover, credit lines through partner financial
institutions for dedicated o#lending to womeHed SMEs are combined with bosss
advice to help womethed enterprises become more competitive. They also offer training,
mentoring and networking opportunities that enable businesswomen to build networks
and share experiences with their peers.

Guarantee funds in support of SME asadtaup financing

One of the key measures adopted to support SMEs are the guarantee funds that
were developed by the state for both general and sectorial purposes. Among these
guarantee funds are:
1 The Central Guarantee Fund (C&@nd Financing Guarantees for investments
granted by the (CCG) warranty
f ¢KS Ddzr N} yiSS CdzyR F2NJ 6KS ! LJANI RS 4aChD! a¢
FINEA Guarantee Fund
9 Dar ad Damane Guarantee Fund

==

31 Ministére délégué auprés du Ministre des Affaires Etrangéres et de la Coopération Internationale Chargé des Marocaihs Résidan
b fQ; GNIXy3ISNI Si RSa | EcE |l phirdiBaéix migyens e finamder@eNi polir2 ¥sX MRE in:
http://www.marocainsdumonde.gov.ma/sites/default/files/Fichiers/Pages/MRE
LES%20PRINCIPAUX%20%20MOYENS%20DE%20FINANCREMANTpI2019.

EMEAc EMNES StudieslDecember 2021 ) 2
Studies that disseminate economic policy research to explore and assess the Gopoule drive7 of transparent

responsible, inclusive and sustainable development and growth modefS in the Mediterranean @gwanload at
EMEA and EMNES websites www.euroreednomists.org, and www.emnes.org 5

© EMEA 202. Page74of 129



https://www.ebrd.com/cs/Satellite?c=Content&cid=1395237785806&d=Mobile&pagename=EBRD%2FContent%2FContentLayout
http://www.marocainsdumonde.gov.ma/sites/default/files/Fichiers/Pages/MRE-LES%20PRINCIPAUX%20%20MOYENS%20DE%20FINANCEMENT.pdf
http://www.marocainsdumonde.gov.ma/sites/default/files/Fichiers/Pages/MRE-LES%20PRINCIPAUX%20%20MOYENS%20DE%20FINANCEMENT.pdf

FINANCIAL INCLUSION IN THE SOUTHERN AND EASTERN MEDITERRANEAN COUNTRIES
A SURVEY OF EGYPT, JORDAN, LEBANON, MOROCCO AND TUNISIA

T Tamwil al Fellah

There are broadly two types of services offered by the guarantee funds mentioned
above (table 5.1):
1 The guaratees of investment, operating, financial restructuring and risk capital
loans
1 Cofinancing with banks of investment and innovation programmes

In Table 5.1 presents the main guarantee funds and programmes offered to SMEs
by these institutions:

Table5.1: Guarantee Fund programmes in Morocco

Organisation Name of Guarantee What it offers
Cdzy RQ&a& LINR:
Dar Ad Damane Al-TahfizLeasing Guarantees for loans for any young enterprise with under 1 year of
(1990) activity operating in sectors other than fishery, agriculture and liberal
professions.
CC® Damane Capital Risque Support for equity and quagiquity projects carried out byenture
(2016) capital companies in eligible companies.

Damane CREA (2014) Guarantee of medium and lortgrm investment credits and leases.
Damane Express (201z Guaranteed investment, operating and leasing bank loans for compa
in creation or indevelopment.

ILAYKI (2013) Preferential guarantee of short, mediuamd longterm bank loans and
leases, less than or equal to 1 MDH (with a majority of woimened
companies).

Mouwakaba (2014) Guarantee of the loans of honour granted by the associations to the
carriers of projects.

Tourism Guarantee Guarantee of mediurand longterm bank loans for the development o

Fund accommodation and/or tourist animation products.

Damane Exploitation ~ Guarantee of operating credits to finance the operating needs of

(2012) potentially viable businesses.

Damane Guarantee of medium and lortgrm bank loans and leases of an amou

Dévdoppement (2014) greater than 1 million dirhams for the realisation of extension and
modernisation projects initiated by companies created more than 3y

ago.
DamaneTransmission Guarantee of medium and lortgrm bank loans granted by banks for t
(2014) financing of business resumption.

Guarantees for public  Guarantee of bid bonds (or provisional), of return of advance, of end

contracts for exports  goods, and of retention of guarantee on behalf of exporting companie

(2013) bidding for or holding works contracts, supplies or services abroad.

Damane Export (2013) Guarantee of bank loaristended to finance operating credits higher
than 1MDH of the exporting companies.

Maroc Export Export Growth Financial and technical support to companies with potential for expor
Contracts Programme The objective is to help recipient exporting companies to prospect ne

32See CCG website for more informatibittps://www.ccg.ma/fr/garantie

, .
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(ECC) (2014) markets.

TEF Individual/collective Prudential stability fund for agriciral activity.
loan for agricultural
activities (2010)

Dar Ad Damane FORCE Leasing (1990) Guarantees for loans for any young enterprise with under 1 year of
activity operation in sectors other than fishery, agriculture and liberal
professions.

FINEA FINEA Cautions (2004) Guarantees to cover the pecuniary guarantees required by the princi
to bid on a public contract.

Source Various, Ministry of finance, GIZ

6. Policies supporting household financial inclusion

Two types of actions have been identified for Flhotiseholds, which include (i)
promoting access to financial services and education of households, and (ii) supporting
access to housing for leimcome households. The first type of actions is geared towards
promoting access to deposit accounts. BAM isstigd Directives$® in 2010, mandating
banks to offer a number of services for free, for instance opening an account to perform
basic operations, such as receiving salaries, ATM withdrawals, transfers to other accounts
within the same bank, etc. Banks weres@lrequired to waive minimum transaction or
balance requirements and closing fees, as well as limit account maintenance fees for such
accounts. Another measure to promote FlI was establishing the Moroccan Foundation for
Financial Education (FMEF,R@ndaton Marocaine pour I'Education Financigriaunched
in 2013 on the initiative of BAM to define and implement a national financial education
strategy that unites the efforts of public and private actors and capitalises on international
experiences. The sexnd type of action targets the easing of access to housing finance for
low-income households. Actions include providing guarantees and micro loans for housing,
on the demand side, as well as tax breaks and subsidies to developers for making
affordable housig available, on the supply side.

. REGULATORY FRAMEWORK

Many reforms in the legal, regulatory and supervisory framework have taken place
with the goal of promoting FI. The three main pillars are (i) a general legal and regulatory
framework to extend the ange of financial services, (ii) regulations for #@mk financial
institutions and (iii) regulations for consumer protection. In 2014, BAM enacted a new

33 According to Directive n°1/G/10 and Directive n°4/G/10 (bank account opening).
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banking law (Law N. 1a8) aimed at enhancing Fl. This law includes a legal mandate for
consumer preection and introduces licensing and supervision of new institutions (Table
5.2): (i) participative banks; (i) ndrank providers of payment and transaction account
services (IMF, 2016). This law removed barriers to allowb@k institutions to apply fioa
payment institution license and issuengoney. They can now apply for a license to offer
financial services.

Reforms in the microcredit sector have taken place since the-2008 crisis (Law
No. 4112 of 28 December 2012). These reforms moved in tirection of raising
transparency and collaboration amongst the actors in the sector. The MEF has primary
responsibility over microfinance, but the 2006 Banking Law delegated supervisory
responsibilities to BAM. The MEF and the BAM have issued new rulearonlassification
and provision, and in 2009 BAM issued a new directive on governance, risk management
and internal controls for MFlIs.

The legal and institutional framework for secured transactions, including procedures
for collateral enforcement, alsneeds to be strengthened. Credit information in the region
on clients/active borrowers is improving in quality and availability, with the establishment
of credit registries and credit bureaus. Any gaps in information sharing can be costly, as the
2008 criss showed, where microredit institutions (MCIs) managed to increase their loan
portfolios 1fold between 2004 and 2007. In the absence of a proper information
database, MCIs competed amongst each other for the same clients, in the same market
(39% of dents had multiple borrowings) and without appropriate risk management
capacities to prevent client ovendebtedness. The reforms in the sector included more
rigorous regulation and supervision through BAM and a more transparent credit
information sharingsystem to overcome multiple lending issues, leading to better risk
management.
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Table 5.2: Regulatory framework of mictfinance in Morocco

Law n° 1518 of March 2018 Defining and fixing composition and modalities of operation of
crowdfunding

Law No. 10312 of December 24, | Promulgated by the Dahir No-14-193 of December 224 2014,

2014 on Credit Institutions and | reviewing the operation of the deposit guarantee scheme by ban

Related Organisations (Banking | in Morocco and including provisions for the creation, by BAM anc

Law) the member credit institutions, of a public limited company
entrusted with the management of the collective deposit guarantt
Fdzy R 6C/ D50 FyR (G4KS LI NI AOALIN
ThelJdzN1J2a$S 2F GKS [l 6Qa ySé LN
governance of the deposit guarantee scheme, previously manag
by BAM, and to align with the fundamental principles for effective
guarantee schemes, as enacted by the Basel committee and the
International Association of Deposit Insurers (IADI)

Law No. 4112 of 28 December = Defines microfinance institutions as associations governed by thi

2012 amending and Dahir N°158-376 (15 November 1958)
supplementing Law No. 287 on | Defines microcredit as credit with the purpose of enabling
Micro-credit 4§SO02y2YAOLtte 6SIF1¢ LISNmr2Ya 0

create or develop their own production or service activity with a
view to ensuring their economic integration

acquire, build or improve their housing

have electical installations or supply their homes with drinking
water

Fixes the threshold of loans to MAD 50.000; but the implementin
decree limits it to MAD 30.000

Defines two management structures:

a consultative council for microcredit (CCM)

a body for consltation, internal coordination and external
representation (The National Federation of Microcredit Associatic

FNAM)
Circulars of Bank Allaghrib Circular of the Governor of Bank-Maghrib N°22/G/2006 of
November 2006 November 3@, 2006, relating to the terms of financing,
management and intervention of the collective fund deposit
guarantee

Circular of the Governor of Bankkaghrib N°3/W/14 of June
10,2014, amending and supplementing the previous circular
relating to managememand financing modalities and intervention
of the Collective Deposit Guarantee Fund

Décret 20 March 2000 Instructs the Minister of Finance to fix the models of the accounti
statements of microcredit associations

Décret du 4 May 2000 Fixes the comgpsition and modalities of operation of the microcrec
consultative council (CCM)

Source: Own elaboration using various sources
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V. SALIENT FEATURES OF FINANCIAL INCLUSION IN MOROCCO

Actions adopted by BAM and MEF, and the Financial Sector Assessment Programme
(FSAP) conducted by the IMF and World Bank, resulted in a significant progress in the
banking rate, which reached 70% in 2016, having not exceeded 25% in 2005 (Bank Al
Maghrib34).

1. Availability of financial institutions

The major structural reforms implemented since 2002 have led to a stable, cost
effective and resilient banking sector (IMF, 2R08

Commercial Banks

The financial sector in Morocco is bank based (i.e., banks are the main providers of
financial services). They offer various financial services, from savings and lending products
to money transfers, payment services and mortgage finance. Some banks hacbdd
W2 LyO2YS . IylAYy3IQ o[L.0 &aidN) (Smdses (02 Sy
households, competing with MFIs and money transfer companies.

There has been significant progress in the availability of financial services provided
by commercial baks, in terms of the number of both bank branches and ATMs during
recent years, with both figures having increased substantially in the past decade (Figures
5.1 and 5.2).

34Bank AMaghrib, Directory of banking dzLJS NJJA & A 2 y I  qGalSe&2 ADS D (aSNT. ( /a2 v ¢
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Figure 5.1¢ Number of bank branches in Morocco
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Source FAS database IMEQ20.

Figure 5.2 Number of ATMs in Morocco

Source FAS database IMF (2020)
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