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I. Background and rationale

The issue of expanding access to finance and financial services, known as
"financial inclusion", has received considerable attention in recent years at
the level of economic and financial policy makers in various countries of
the world. This is evidenced by studies and experiences of the role and
importance of improving access to financial services in contributing to job
creation, promoting growth and improving living standards. This interest is
reinforced by the adoption by the relevant international institutions and
institutions, foremost of which is the G-20, of the promotion of financial
inclusion as one of the main axes of global economic development
programs. As reflected in the promulgation of a set of international
principles and standards and the establishment of global programs and
bodies, to follow up the issues of financial inclusion.

Financial Inclusion means the provision of formal financial services to
various groups of society, including bank accounts, transactions, payments,
savings, credit and insurance. In the absence of such services, some may
resort to informal channels to provide them, which, other than being
unreliable, uncensored and supervised, and relatively high prices, may not
be appropriate for the individuals and businesses needs of these financial
and banking services.

Several studies and research have reinforced the strong and direct
relationship between the level of financial inclusion and the level of
development and depth of the financial sector on the one hand, and
economic growth, social development and financial stability on the other.

Financial inclusion is thus an important lever for economic efficiency and
social equality, two major components of sustainable development. It
contributes to achieving 9 of the 17 ambitious sustainable development
goals (SDGs) set by the (UN) for 2030. In fact, promoting financial
inclusion, through enhanced access to financing, savings and insurance,
contributes to:

- Reducing poverty, hunger and inequality, in particular gender

inequalities;

- Improving access to water, sanitation and energy;

- Improving access to decent employment;

- Fostering economic growth, good health, and well-being.
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Financial inclusion covers three main areas: (i) access, (ii) usage, (iii) and
the quality of financial services and products. To develop efficient
financial inclusion policies, it is important to first evaluate the challenges
to access and usage for all sections of society while identifying the needs
and expectations of citizens.

In addition, financial inclusion measures should be implemented
“responsibly”, providing a robust framework for consumer protection and
strengthening the financial capability of the general population:

-  The legal and regulatory framework for protecting consumers
should include transparent and accessible appeal and dispute
resolution mechanisms. Monitoring systems of wider market
practices should also support this framework.

- Financial education should inform and raise awareness among the
general population through targeted programs that help develop
better understanding and widespread use of financial services. It
should also ensure well-developed management of associated
risks.

Financial inclusion can be further promoted through: (i) the development
of efficient and innovative payment systems; (ii) central information
systems allowing financial institutions to more efficiently evaluate risk of
potential clients; and (iii) the creation of guarantee instruments designed to
ease access to credit for micro, small and medium businesses.

The issues of expanding access to finance and financial services in the
Arab countries are gaining additional importance. The challenges of
tackling high unemployment rate, particularly among young people, are the
major need for developing economic strategies and policies aimed at
achieving more inclusive growth for different sectors of society and
business. Foremost among these policies is the importance of enhancing
financial inclusion.

In this context, policy makers in the Arab countries have recognized
Financial Inclusion as a key policy objective to reduce poverty, boost
economic growth, and contribute to financial stability. In recent years,
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most Arab countries have developed programs and strategies to enhance
financial inclusion. There is no doubt that there is much scope for further
efforts to achieve progress in the indicators of financial inclusion. Indeed,
according to Global Findex Data, enabled financial inclusion can help
bring 59 percent of the region’s individuals into the formal economy and
offer them access to finance. (Figure 1).
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When looking at gender gap, there is an even more opportunities as the

weighted average of women adults that could be included into formal
financial systems goes up to 65 percent.
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In addition to access to basic account ownership, a relatively small number
of individuals in the Arab World use other types of financial services and
products, such as credit products. In fact, 47% of adults in the Arab region
have access to loans from all sources, with only 14% of them borrowing
from a formal financial institution (Figure 2).

47%
43% |

23% 2014 %2017

Borrowed any money in the past Borrowed from family or friends ~ Borrowed from a financial ~ Borrowed fmm a s(me by buving
vear institution or used a credit card

Source: Findex 2014 — 2017 and AMF calculation, Finaneial Inclusion inthe Arab Region

Moreover, small-and-medium enterprises (SMEs) represent 80 percent of
businesses in the region, only one in five has a loan or line of credit and the
available financing options for SMEs are almost in working capital forms,
as long-term funding for SME remains small.

Mobile phone penetration has grown significantly across the Arab region
reaching 84% of non-GCC Arab adults. Mobile network operators have
started working with financial institutions to provide innovative financial
services and products, which could cut the cost of financial services by 80
to 90%.

This new trend provides a huge potential to expand financial inclusion in
the Arab region, by amplifying effects of Technology (see Figure 5-6), but
in the same time requires adjustments in the regulatory framework in order
to establish an enabling environment to promote innovation in the financial
sector.
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Against this background and opportunities, recognition of the importance
of expanding financial inclusion has been growing in the Arab region. In
the recent past, several Arab Central Banks have come to consider
financial inclusion as a mean to support economic growth and stability. In
this context, progress has been made over the past few years, with notable
regulatory improvements in place. Those focused on credit, particularly to
individual entrepreneurs, reaching out to over 3 million people while
access to savings remains to be provided for almost 200 million people in
the Arab region.
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I1. Financial inclusion — a pathway towards sustainable
development

The critical importance of financial inclusion to empowering and
transforming the lives of all people, especially the poor, has been
recognized by the G20 for several consecutive years. Following the
recognition of the importance of financial inclusion within the agenda of
global stakeholders such as the United Nations (UN), World Bank Group
(WBG), the International Monetary Fund (IMF), and global standard
setting bodies (SSBs), there is an emerging trend for the promotion of
knowledge sharing and peer learning on financial inclusion policy and
regulatory issues at a regional level.

In this context, multiple efforts have been undertaken by Arab financial
regulators and the Arab Monetary Fund (AMF), in particular to spearhead
this trend and help to address Financial Inclusion challenges in the Arab
region. The effort exerted by the Arab Monetary Fund (AMF) in this
regard is driven by its 2015 — 2020 Strategic Plan, aiming to help member
countries to improve access to financial services by the underserved and to
broaden and deepen the region’s financial systems as well as by its role as
the Secretariat of both the Council of Arab Central Banks Governors and
the Council of Arab Ministers of Finance, given the opportunity provided
by these councils in promoting knowledge sharing and exchange of
experiences.

In this regard, it is important to note that the experience of the Arab
countries confirms that successful financial inclusion policies depend
heavily on horizontal parameters that take into account the diversity of the
targeted groups. These parameters include:

1.1 The importance of coordinated national approaches for
financial inclusion: Decision makers have significantly increased their
efforts in recent years to develop financial inclusion strategies. This effort
is supported by a strict framework and dedicated resources, used on the
basis of reliable supply and demand data.

With this in mind, regional platforms aiming to promote financial inclusion
by sharing experiences and knowledge have become increasingly
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important. As a result, the AMF’s regional financial inclusion task force,
established in 2012 under the umbrella of the Council of the Arab Central
Banks Governors, has decided to support Arab nations in their financial
inclusion policies. This will be achieved through a combination of studies
and research on data and surveys on consumer protection, and the policy
frameworks created by standardization bodies.

1.2 Raising Awareness and Advocacy effort: In the framework of
Financial Inclusion Task Force (FITF) and given the need to raise
awareness of the importance of financial inclusion amongst all
stakeholders in the Arab countries, the Council of Arab central Banks
Governors has adopted in 2016 a Financial Inclusion Day (April 27 each

year).

To support Governments’ efforts and building on the regional momentum
toward financial inclusion as a key opportunity to boost sustainable and
inclusive growth in the Arab countries, the Arab Monetary Fund (AMF), in
addition to its role as platform for coordination and consultation, has
designed specific initiatives and training programs to members countries,
aiming at promoting financial sector across Arab region. This includes:

e Training and building capacity: The AMF pays particular attention to
build knowledge and improve skills among member states through
training services provided by its Economic Policy Institute. Dedicated
programmes to support financial regulators and supervisors in the areas
of banking supervision, de-risking and digital financial services have
been developed recently, in collaboration with AFI, Bill & Melinda
Gates Foundation, BIS, GIZ, IMF, JICA, and the World Bank.

e SMEs Enabling Environment Facility: This initiative aims to support
and build a conducive environment for SMEs in AMF member
countries by providing financial and technical assistance to meet the
region needs in terms of developing SMEs sector.

e Improving Financial inclusion indicators: the AMF and the Financial
Inclusion Task Force, with support of international institutions, are
currently developing a comprehensive common toolbox for financial
inclusion demand-side’s survey across the Arab world, for both uses,
domestic data collection and cross-country analysis. This toolbox will
provide continuity with existing demand-side surveys to some extent,
while allowing customization at the country level according to stated
financial inclusion goals.
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e Safeguarding financial services consumers: the AMF and the
Financial Inclusion Task Force are currently developing a
comprehensive Financial Consumer Protection Diagnostic tool.

e Improving Financial Market Infrastructure: The AMF in
partnership with IFC has established the Arab Credit Reporting
Initiative (ACRI) which aims to improve the efficiency of credit
information reporting in the Arab Region.

o [Establishing Regional Payment System: In the framework of Arab
Payment Initiative, the AMF, in collaboration with Arab Central Banks
and International Partners, is designing Arab Regional Payment
System, which will be of strong support to enhancing Intra-Arab trade
integration, among other strategic objectives.

Despite the relative improvement in the indicators of access to financial
services in the Arab countries in recent years, as shown by the different
indicators, there are significant challenges not only in pursuing
enhancement effort in access, but also in developing innovative financial
services that are appropriate to the needs of different sectors of society,
including entrepreneurs, small and medium enterprises. In this context,
there is an increasing need for technical support, coordination and
concerted efforts by all policy makers, private sector and civil society at
the local level, as well as the need for more coordination between
development partners involved in financial inclusion agenda in the Arab
region in order to maximize impact.

In light of that need, a regional initiative on financial inclusion named
Financial Inclusion for the Arab Region Initiative (FIARI), established
under the auspices of the Council of Arab Central Banks and Monetary
Authorities’ Governors and sponsored by the Arab Monetary Fund (AMF),
the Deutsche Gesellschaft flir Internationale Zusammenarbeit, GmbH
(GIZ), the Alliance for Financial Inclusion (AFI) and the World Bank
Group (WBG), was announced firstly during the Arab Day for Financial
Inclusion, on 27 April 2017, and then officially launched on September 14,
2017 at the AFI Global Policy Forum in Sharm El Sheikh, Egypt. The
initiative is open to all regional and international institutions involved in
financial inclusion in the Arab region.
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III. FIARI vision, objectives & approach

The vision of FIARI is to promote inclusive and sustainable growth
and poverty reduction through sustainable financial inclusion policies by
supporting efforts to expand access to the formal financial system for the
under-served and financially non-included populations, with a focus on
catalyzing the provision of appropriate financial products and services to
meet the needs of households and businesses.

The objective of FIARI is to facilitate a scale-up in support for financial
inclusion development in the Arab region, overcome fragmentation and
increase aid efficiency by addressing four key challenges to efficient
development partner support within country-owned development agenda.

Challenge 1: Country leadership and effectiveness of Financial Inclusion
Development Programs is often undermined by fragmented delivery of
international support and need for further coordination with the private
sector and other stakeholders.

FIARI approach: Put the 2011 Busan Declaration into practice by
building a joint institutional framework for coordination, communication
and alignment with country development strategies. The AMF and the
regional Financial Inclusion Task Force will act as a moderator, facilitating
better communication, coordination and supporting integration of activities
by all stakeholders, including the private sector, within country-owned and
regional strategies.

Challenge 2: Arab Financial inclusion development agenda needs to (i)
close the gap of knowledge in certain areas, (ii) translate global best
practices to Arab contexts and (iii) foster coordinated policy advice.

FIARI approach: Facilitate joint knowledge development in priority areas
which will bring together the expertise and experience of FIARI
participating partners, private sector and other stakeholders, adapt
international best practice to the requirements of the Region, and tailor
policy advice to the specific needs of individual policy makers and country
situations. In addition, FIARI will foster knowledge sharing and
dissemination on a broad variety of topics.
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Challenge 3: Develop country-owned comprehensive financial inclusion
development strategies and action plans and build necessary capacity at
country level to create and monitor them.

FIARI approach: Catalyze scale-up of support for joint country and
regional level diagnostic work and facilitation of country-led high-impact
financial inclusion development strategies and action plans - where
diagnostics are available - to broaden the coverage of country-owned
frameworks. In addition, FIARI will develop a methodology for a shared
results framework and monitoring key performance indicators and
outcomes.

Challenge 4: Include Financial Inclusion agenda in national and regional
development plans and, by extension, development partners support
programs, through information sharing and understanding of the important
financial inclusion challenges to economic development agenda.

FIARI approach: Achieve an increased reflection of financial sector
development perspectives within country-driven national and regional
development plans by informing policy makers and stakeholders and
empowering financial inclusion champions in the region. In order to
promote this agenda, FIARI will focus on policy dialogue, advocacy and
outreach with a broad range of Arab stakeholders, including the private
sector, facilitated through the leadership of the Arab Monetary Fund
(AMF).

FIARI will be aligned with the G20 Agenda on Financial Inclusion, the
Deauville Partnership supported by the G7, the Sustainable Development
Goals (SDGs) by contributing to the reduction of poverty (SDG 1),
promoting gender equality (SDG 5), and fostering decent work and
economic growth (SDG 8), the Addis Ababa Action Agenda (AAAA), as
well as BUSAN Partnership for Effective Development Cooperation.
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IV.Scope of work & streams

The main objective of the FIARI Initiative is to build a strategic platform
among stakeholders and donors for the development of financial inclusion
and enhance its contribution to economic growth in the Arab region.

The diversification of distribution channels of financial services, targeting
women, SMEs and Youth, particularly by leveraging innovations and new
technologies, promoting financial literacy, protecting financial consumers,
and widely gathering and understanding financial services data and
measurement will be particular areas of focus.

In this framework, the scope of FIARI initiative is to cover a wide range of
relevant financial inclusion policy domains, including: (i) Financial
inclusion data to support evidence-based policy making; (ii)) Women’s
financial inclusion, employment and empowerment; (iii) Financial services
for MSMEs including credit guarantee mechanisms, finance for Arab
startups, entrepreneurs and rural; (iv) Financial market infrastructure that
allows for greater financial inclusion; (v) responsible finance towards more
sustainable and resilient development, (vi) Digital financial services and
institutional innovation as means to expand alternative channels for
financial system access and usage, among others.
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V. Delivery channels

Important components of FIARI will focus on developing a coordination
mechanism, developing and establishing a monitoring and evaluation
framework, supporting the implementation of national strategies for
financial inclusion and developing country specific programs. At the
regional level, FIARI will deliver its services by bolstering peer-to-peer
learning, providing training, and fostering knowledge exchange among all
policymakers, regulators and relevant stakeholders. At the national level,
country specific programs and technical assistance/advisory services will
be provided. The main beneficiaries foreseen by FIARI include Central
Banks, Ministries of Finance, and other ministries in the Arab region in
charge of SMEs, women and employment, among others, as well as
relevant market players, including industry associations, and donors.

FIARI will leverage Arab Monetary Fund (AMF) mandate as Secretariat of
the Council of Arab Central Banks and Monetary Agencies Governors to
deliver and ensure smooth and safe implementation programmes.

In this spirit, Financial Inclusion Task Force, established under the
umbrella of Council of Arab Central Banks Governors will be the Central
implementing body of FIARI initiative. In addition, FIARI will leverage
network of FIARI partners (GIZ, AFI and the World Bank).
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VI. Governance charter & guiding principles

The FIARI initiative governance structure consists of the Steering
Committee (The Council of Arab Central Banks and Monetary Agencies
Governors), the Executive Committee (Participating Development
Institutions) and the Technical Secretariat, hosted at the Arab Monetary
Fund (AMF), in cooperation with the Financial Inclusion Task Force
(FITF). Through the Technical Secretariat, the work of FIARI Initiative is
based on the following principles:

FIARI Initiative will promote ownership of the financial inclusion agenda
by Arab regulators, the concerned stakeholders’ groups when it applies and
assistance provided by the initiative will be aligned to countries’ strategic
priorities. Since individual countries have specific needs, linked to their
level of development and their institutional setup, FIARI Initiative will
tailor its approaches to the specific requirements of the countries’ financial
inclusion priorities. In particular, the interventions through FIARI
Initiative will be aligned with the Arab countries overall financial sector
development policies and strategy, where they exist.

Taking into account that other development institutions have been widely
intervening in financial inclusion space in the region, the FIARI Initiative
will be selective in its support, focusing on its comparative advantages
reflected by its track record and capacity, and on areas where it expects to
contribute to development outcomes most cost-effectively.

In its operations to support financial inclusion in the Arab countries, FIARI
initiative will ensure that it brings additionality and will evaluate the
specific impact of its operations, as well as their long-term sustainability,
and ensure ‘best value for money’. In implementing the core financial
inclusion strategic objectives decided by national regulators, the FIARI
initiative will be built on existing national and/or regional projects and
activities and will leverage the potential benefits of joint engagements with
other developing partners. In this regard and in the spirit of 2011 Busan
Declaration on Aid Effectiveness, FIARI will be engaging with all active
development partners, in particular those already active in Financial
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kZO

Inclusion space in Arab region to share views and exchange information on
their work; collaborate in advocacy, and sharing & dissemination of
knowledge, experiences and best practices, as well as jointly implement
activities under the FIARI framework, according to ownership principles.
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