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Today

B Background to 2019 Compass

B Evolution from 2018

B Methodology and respondents

B The Compass trends

B New Areas of Focus (and the NAF Index)

B Open-ended questions - challenges, opportunities, new entrants,

etc.
Overall themes
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Background

B Inaugural Compass launched in 2018

B 2019 process (feedback, re-design) began in Spring 2019, survey ran over
Summer, closed in Sept

B ‘Policy-making wish lists” and ‘hopes for the future’ will be only periodic going
forward. New question on FSP New Entrants. '‘Direction’ of trends removed;
New Areas of Focus Index improved

B Survey translated into Spanish and French this year. 76% of responses were to
the English survey; 16% to the French and 8% to the Spanish

B Trends list remained similar- couple of merged trends and additions. New
Areas of Focus added one (Finance for the Urban Poor) to the list

In the 2018 Compass, no comments were directly attributed to any
respondent. This year, respondents were asked to opt in if they wanted their
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The 2018 Compass

B Top trends: 1) Client Protection; 2) Regulatory Environment; 3) Governance; 4)
Outreach to Low-Income Segments; 5) Technology and New Delivery Channels.

B Top Areas of Focus: 1) Agri-Finance; 2) SME Finance; 3) Climate Change Adaptation/
Mitigation

Some overall themes:

FinTech revolution as threat and opportunity to clients and FSPs alike

Nevertheless, Technology is the area moving most in the ‘right’ direction

Challenges include ensuring client protection and erosion of social focus via a ‘race to
the bottom’, driven by new entrants

Mix of provider types to play a role in the future
Respondents biggest long-term hopes included expansion of (financial) education

O O O hm
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Compass 2019: Respondents (%)
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Importance of Trends by Respondent Organisation

Financial
. Services
Provider
Consultant
and Support
Service
Provider
Funder
Researcher
Infrastructure
Organisation

DIGITAL INNOVATIONS HUMAN RESOURCES INDUSTRY
(CLIENTS-SIDE) AND INSTITUTIONAL REPUTATION
CAPACITY
DEVELOPMENT
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Importance of Trends by Geographical Area of Focus

. Global
Sub-Saharan
Africa
South &
Central Asia
. Latin America
MENA
20th MENA

CLIENT PROTECTION GOVERNANCE MAINTAINING/DEEPENING
OUTREACH TO THE
VERY POOR
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New Areas of

FO CU S Rank Area of Focus NAF Index score 2018 score
2 cumaTe cHanGe ADAPTaToN/MTicATION [ 3
3 sMALL AND MEDIUM ENTERPRISE (sME) FINANCE [ 2
4 FINANCE FOR REFUGEES/DISPLACED POPULATIONS [N 7
5 FINANCE FOR YOUTH 20.7 6
6 FNANCE FOR woMEN [ 8
7 ENERGY 5
8 Housing MicroFINANCE (IR 4
9 eoucaton  [IEEN 12
0 ENVIRONMENTAL SUSTAINABLITY/RESOURCE - Iy o

MANAGEMENT
1 pisaster ResiLENCE [ IETEN 10
12 FINANCE FOR THE URBAN POOR [N NEW
13 WATER, SANITATION AND HYGIENE (wasH)  [[EEIN il
14 FARTRADE Y 13
15 FINANCE FOR THE ELDERLY [ 1.7 14
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New Areas of Focus by Geographical Region of Work

. Global

Sub-Saharan
Africa

Latin America

South &
Central Asia

%i Overall

AGRI-FINANCE CLIMATE CHANGE HOUSING
ADAPTATION/ MICROFINANCE
MIGRATION
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New Areas of Focus by Respondent Organisation

Financial
Services Provider

Consultant and
. Support Service
Provider

Infrastructure
Organisation

%i Overall

AGRI-FINANCE CLIMATE CHANGE FINANCE
ADAPTATION/ FOR WOMEN
MIGRATION
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Challenges

B Respondents see many challenges and are concerned about both External challenges
(including politics, financing, climate change and regulation); and Institutional
challenges (notably product development, mission drift, client education,
overindebtedness, digital transformation and sustainability of business models).

m Climate change, even though second among New Areas of Focus, was strongly
represented here, respondents are extremely motivated to strengthen resilience of
clients and institutions

B Many challenges - including the importance of education, concerns about mission drift,
lack of client-centricity in product design, stalled momentum on client protection,
obsolescence of traditional providers in the face of a ‘race to the bottom’ by FinTechs -
feed into issues on business models — profitability and sustainability.

B Education - access, affordability at all levels — and financial education — remains a huge
challenge

B Which leads to the hardest question of all: is serving excluded groups at scale,
protecting them from harm or malfeasance, offering them useful and client-centric

www.e-mfp.eu
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Opportunities

B At the same time, respondents are optimistic about progress in several areas
and see myriad opportunities. Some notable mentions:

B Improvements in understanding clients’ needs
Product innovations

B Overall improvements client protection/SPM standards (but client protection in
DFS is a concern)

B Efficiency gains making outreach to new excluded segments more sustainable

B Respondents described real progress beingimade injproductdiversificationsand
understanding client financial behaviour and mind-sét

www.e-mfp.eu
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Financial Services Providers — Opportunities and Roles for New Entrants

B Strong case made for banks — downscaling commercial banks,
new categories (Indian SFBs, etc.) due to low cost and highly
regulated

B But they must improve their services, and MFIs that have
transitioned to banks much catch up in technology

B Natural synergies between MNOs and NBFIs
Strong support for continued roleofrcooperative:
B Overall.....

1))
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Financial Services Providers — Opportunities and Roles for New Entrants

B Respondents advocate a mix of traditional and emerging
entrants. Preconditions:

1. Funding should ideally come from local parties

2. Need better and more streamlined systems and platforms for all
providers to collaborate, including FinTechs - and a stronger
iImpact and good practice-based codes of conduct for such
collaboration

3. Regulation that enables scale (for example, cooperative
regulations can limit the ability to access finance and/or offer
certain services and are frequently regulated outside the formal
sector
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Financial Services Providers — Opportunities and Roles for New Entrants

B Overall, the hype regarding opportunities for FinTechs (and the
existential threat posed to traditional providers) may be softening
— that traditional providers and new entrants are still operating in
different areas

B If there is any consensus, is that partnership is best - traditional
MFIs becoming channel partners for the grassroots —level
business of the new entrants?
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Overall themes

B The sector is in probably unprecedented flux

B Why? A rapid influx of new providers, new reporting frameworks,

new technology innovations, new reputational issues catalyzed by
the speed of (mis)information

B In many ways, the sector is unrecognizable from a decade ago -
and this is largely a good thing (with exceptions)

B And while people are generally both very concerned about the
challenges AND very excited by the opportunities, there is a real
sense of a sector at crossroads — what is financial
inclusion/microfinance for?
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What |S FlnanC|a| InCIUS|0n f0/‘7 Open more accounts?

Access new and unsaturated
markets?

Field-test new technologies?
Protect the vulnerable from

Meet SDG targets? shocks?

’) .
Reach poorer segments” Provide reasonable returns to

investors?

Reduce costs and increase Put poverty in a museum?
efficiencies?
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Thank you!

Sam Mendelson
smendelson@e-mfp.eu
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