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About the i2i measurement
framework note series

This note is the third in a series of notes to explore This, the third note, builds a conceptual model of
the role of measurement in delivering on financial financial device usage and the triggers and drivers
inclusion objectives and to develop a set of new thereof as a theoretical underpin to the work of i2i,
measurement frameworks to assist stakeholders on the premise that actual usage, rather than mere
to achieve these objectives. uptake, is important for financial inclusion impact.
The first note, Introduction to measurement The remaining notes present a number of
frameworks, introduces the concept of a new measurement frameworks (MFWs) for
measurement framework, its purpose and policymakers, development organisations
components. The second outlines a scan of existing and financial service providers to practically
measurement initiatives in the financial inclusion measure, and therefore better understand, priority
space to position our usage agenda in context. measurement areas for financial inclusion.

Title What does it cover

Introduction to MFWs Looks to other fields to explain what a measurement framework is.

Determining our focus Scans existing measurement frameworks and indicators
in financial inclusion to position our measurement agenda
(‘gap analysis’).

Umbrella notes . Usage conceptual model Builds a conceptual model of financial service usage and the
triggers and drivers thereof as a theoretical underpin to the
work of i2i, on the hypothesis that actual usage, rather than
mere uptake, is important for financial inclusion impact.

4.  Needs measurement framework Outlines a measurement framework for how financial service
needs are revealed and met through financial service usage.

5.  Financial inclusion depth Outlines a measurement framework for financial inclusion that
measurement framework considers the portfolio of financial devices taken up or used per
Measurement person (termed ‘depth of financial inclusion’), in contrast to a
one-dimensional focus on percentage of people reached.
framework
concept notes 6.  Usage measurement framework Unpacks the definition of usage, clearly demarcating it from

uptake; lays out a set of principles for determining usage
indicators and provides examples of how these manifest.
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Executive summary

The i2i facility was established as a resource centre
to assist the financial inclusion community to make

better use of available and new data to improve the
value delivered by financial services for low-income
households and nations.

A focus on usage. Following a scan of existing
measurement frameworks in financial inclusion and
a consultation process to understand the evolution
of financial inclusion measurement to date and

the key measurement needs, the measurement of
usage of financial services was identified as an area
where i2i can make a substantial contribution.

Core assumptions. Durable measurement
frameworks are underpinned by sound theory.
Thus, i2i developed a theoretical or conceptual
framework around usage. This framework starts
from financial needs as point of departure. It then
considers what triggers financial service uptake
and/or first use, what drives sustained usage and
how one can meaningfully gauge how consumers
deploy different financial services towards meeting
the underlying need. This conceptual model is
based on three underlying assumptions:

»  Usage — rather than mere uptake — is
necessary for financial inclusion outcomes
and impact.

»  Consumers choose financial services based on
their underlying financial needs.

»  Different financial devices (payments, savings,
credit, insurance), from different types of formal
and informal providers, are substitutes or
complements in meeting a specific need.

These three core theoretical tenets imply that, from
a policy perspective, it is essential for governments,
donors and financial service providers to measure:
(i) the nature and patterns of their citizens’ usage of
financial services; (ii) across the full financial usage
profile, formal as well as informal; and (iii) that the
point of departure for understanding usage patterns
is an understanding of the purpose of usage,
namely the needs being served and the different
devices (formal and informal, and across product
markets) that can be used to meet that need.

@ insight2
impact

Building the conceptual model

Towards commonly accepted definitions.
The conceptual model of usage
comprises several core concepts for
which a common definition is required:

» Use cases are defined as the specific purpose
underlying usage. You need to pay for your
child’s education to be able to cover health
expenses or to cope if your harvest fails.

You need to pay your household bills or
send money to a relative in the rural areas.
You need to cope with budget shortfalls.

»  Financial devices are any physical, social or
electronic mechanism that stores, accumulates,
distributes or transfers value and that can be
used to meet a financial need. People use
a portfolio of financial devices — from the
proverbial mattress for saving at home, to
turning to community members for assistance,
using a hawala or hundi service, mobile money,
formal insurance, a loan from a money lender,
a bank account, or an MFI loan — to meet their
financial needs.

»  Usage can be defined as “a person deploying a
financial device to meet a specific financial need”.

»  The active deployment sets usage apart from
uptake, which we define as “the act of meeting
the requirements and/or completing the
procedures that confer on a customer the right
to use a financial device”.

Uptake triggers and usage drivers. The
poor are especially resourceful when managing
their financial lives. What they choose to use, and
how, is partly determined by supply-side factors
that set access barriers', as well as contextual
matters relating to their lifecycle, socioeconomic
circumstances or the macroeconomic realities of
the time. But equally important are perceptions,
behavioural traits and the nature of societal
functioning. Uptake or usage triggers are defined as
factors prompting first use (for example advertising),
of which the effect erodes over time, whereas
drivers exert a sustained influence over time.



Three usage paths. After first use of a financial
device has been triggered, the user can follow one
of three paths: He/she can sustain his/her usage,
can defect to an alternative device (or revert back
to cash as default device for living his/her financial
life) or the use case can cease, in which case there
will no longer be any usage. It is important to build
an understanding of the drivers of decision-making
along each path.

A particularly important
driver is the value
proposition of the
financial device vis-a-
vis alternative options.
Does it provide better
functional value towards
meeting the use case
than alternative devices?

A dedicated look at needs. To further unpack
this question, i2i has developed a measurement
framework around functional needs as condition

to be served by financial services. Four universal
financial needs are defined: transfer of value,
liquidity, resilience and meeting goals. These

are measured by considering uptake of different
financial devices towards use cases linked to

each need. Analysing different devices used to
meet each need enables the building of a market
perspective on the competitive forces, complements
and substitutes, across product types, formal and
informal, for meeting the underlying need. Thus,
the objective of the financial needs measurement
framework is to understand how the market for
retail financial services in low-income communities
works, in order to ensure sustainable and effective
provision of financial services.

The indicators are usage of various types of
financial devices towards a financial need, as
drawn from demand-side survey data, and informed
by qualitative demand-side research. As such,
the needs measurement framework provides an
alternative measure of retail financial services
market behaviour to the traditional product market
measures. It is proposed that this measure is a
more realistic reflection of actual client behaviour
and therefore more useful for policymakers and
financial service providers to deliver politically
and commercially sustainable financial inclusion
initiatives and outcomes.

Unpacking usage. The financial needs

measurement framework forms the underpin

for a measurement framework to better

understand usage:

»  The objective of the usage measurement
framework is to understand the scale and nature
of usage to inform policies and business models
tailored to financial needs. Applying the usage
measurement framework also allows the efficacy
of such policies and strategies to be evaluated at
a more granular and relevant level than allowed
by conventional uptake measures. This, in turn,
will enable us to better understand, and therefore
improve, the ultimate impact of financial products
on the welfare of end-consumers.

»  The condition is the nature and scale of the
deployment of a specific financial device,
considered across recency, frequency, duration
and value as core metrics.

»  Aggregate indicators include the current state
of usage, aggregate market size, relative use of
specific devices and average or median use.

»  The main data sources are supply-side data
for objective assessment of frequency, recency,
duration and value, complemented by demand-
side data to understand the mix of devices
used — formal and informal — in context.

These measurement frameworks will be piloted
and tested in various contexts, in cooperation
with different partners.

"Such as proximity, eligibility and affordability
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1. Introduction




The mandate of i2i's measurement team

is to evolve the way in which we measure
financial inclusion to inform market players
and policymakers in their quest for impact.

The drive for greater financial inclusion is all about
impact. Policymakers set objectives and design
interventions to achieve those objectives, and donor
programmes aim to support them in this mission.
But how do they know whether they are meeting
their objectives or, if not, what needs to change?
The mandate of i2i’'s measurement team is to evolve
the way in which we measure financial inclusion

to inform market players and policymakers in their
quest for impact.

The first note in i2i's measurement series, titled
Introduction to measurement frameworks introduces
the concept of a measurement framework and

its key components, namely to define a condition
that is relevant for a specific objective, and to
identify indicators for measuring that condition,
which can be tracked with data. The theory is

the glue between the various components of the
measurement framework: It says why the condition
is relevant to the objective and how the indicators
relate to the condition. A sound theoretical
foundation is critical for the credibility of any
measurement framework, as it enables the theory
to be tested and adapted based on the outcomes.

This note builds on the first note to articulate i2i’s
theory of how financial inclusion happens and the
central role of usage (rather than mere uptake)

to financial inclusion outcomes and, ultimately,
impact. It then builds up a conceptual model of
what constitutes usage, how it builds on access
and uptake and links to impact, what purpose it
serves, and what triggers or drives it. This theory

forms the basis for the development of a number
of specific measurement frameworks and related
indicators relating to each core component of the
usage model. i2i will test the theory outlined in this
note and the resultant measurement frameworks in
a series of pilot research projects to be rolled out
from 2017.

Recap: What is a
measurement framework?

A measurement framework combines theory and
data to describe a condition necessary to achieve
an objective. It consists of an indicator or set of
indicators populated by data. The theory explains
why the condition is important for the objective and
why the indicators are valid proxies for the condition
and any changes therein.
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Our theory is based on three core defined as outcomes related directly to the usage

hypotheses, each of which will of financial services, for example, the ability to
be tested through our and others’ manage your financial life better or grow your
measurement efforts: business?®. These financial inclusion outcomes then

ultimately contribute to impact at the public policy
level — be it welfare improvements, growth or social

1. Usage is necessary for

protection.
financial inclusion outcomes
and impact. This chain assumes that the greater the number of
people who use financial services, the greater the
Impact requires usage. Financial inclusion is impact on national policy objectives. For example,
increasingly recognised as a lever to support by saving or buying an insurance product, a person
mainstream policy objectives like economic growth, can be more resilient to financial shocks; or by
employment and human capital development. sending and receiving remittances, a household
As illustrated in Figure 1, the enabling environment with a migrant worker as breadwinner can manage
in which the financial sector operates, which is its liquidity needs. The hypothesis is that it is
defined as the conditions and regulatory rules and through these financial service outcomes that the
requirements that allow appropriate products to ultimate impact of financial inclusion comes about?.
be provided, is the backdrop to financial inclusion.
Financial inclusion is then typically regarded as Thus, the point of departure for i2i's measurement
a progression from access to financial services?, agenda is that usage is at the heart of financial
to uptake of such services by registering for it or inclusion and should therefore form the focus of
meeting the necessary eligibility requirements, to measurement efforts.

actual engagement with or usage of the service.
Such usage leads to financial inclusion outcomes,

Enabling

environment

Environment allows Appropriate products Consumers take up or
appropriate products are available to register for
to be provided consumers products

Fi

Outcome

Figure 1. '

. . . . Consumers Outcomes directly Household and
Financial inclusion chain actually use attribute to usage of government objectives
Source: Authors’ own products financial services for which the use of

financial services is
necessary but not
sufficient condition

2Access is defined as appropriate products available to consumers to use. This implies that there are no access barriers in the form or insurmountable affordability
barriers, proximity barriers, eligibility barriers or regulatory barriers preventing people from accessing financial services, and that the available product suite is suited
to the needs and realities of the target market.

3Down the line, i2i will also consider how to measure outcomes. The current conceptual model, however, centres on understanding and measuring the use of financial
services, rather than the outcomes that stem from it.

“The link between financial service usage and impact will be unpacked in a future concept note.
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Setting the right targets. Most often in this
discourse, ‘use’ is equated to ‘have’. And indeed,
when viewed in this light, great strides are being
made: Results from the global Findex survey show
that the number of people worldwide with a bank
account grew by 700 million between 2011 and
2014. As of November 2015, the GSMA (2015)
reports that there were 411 million registered
mobile money accounts globally, growing 31%

in 2015 alone. As financial inclusion continues to
gain prominence as a policy tool, more of this type
of data is collected and tracked. For instance, the
number of AFI (Alliance for Financial Inclusion)
member institutions with quantified targets for
financial inclusion has grown from 9 in 2011

to 81 in 2016.

However, the financial inclusion strategies
developed and guided by these measurement
frameworks may not be leading to the ultimate
results that policymakers want to achieve. A closer
look at the Findex data (in Figure 2) shows that

a sizeable number of bank accounts lie dormant.
And the GSMA reports that only 134 million of the
411 million mobile money accounts, equivalent to
33%, had been used even once in the last 90 days.
If financial services are taken up but not used, or
used to a very limited extent, many of the benefits
of having the service do not materialise, and hence
the linkage from financial inclusion to the ultimate
public policy objective that it seeks to support
breaks down. Furthermore, financial services that
are taken up but not used constitute a loss centre
for providers.

Regular usage is as important for providers to see
benefits as it is for policymakers®. This is not to say
that usage is a panacea — usage may be misplaced
or inappropriate, or may not render sufficient value®.
Ultimately, however, usage is a necessary (if not
sufficient) condition for outcomes to ensue.

2. Consumers choose
financial services based on
their underlying needs.

The second hypothesis, which forms the basis for
the concept note: Financial needs measurement
framework, is that people regard financial services
as a means-to-an-end, the end being the underlying
financial need that financial services are deployed
for”. This means that financial services may in
practice be used for different purposes than what
they were designed for. See Box 1 on Pg. 13 for a
description of four core functions or financial needs
fulfilled by financial services.

5 From a commercial provider perspective, initiation costs typically constitute a large portion of total operating costs. Therefore, high uptake but low usage of financial
products is very expensive for providers. Increasing usage usually increases ARPU (average revenue per user) and helps to make the business models, particularly

those targeting lower-income consumers, sustainable.

5The usage model as developed in this note is thus separate from the concept of the quality of usage. That does not mean that quality of usage is any less important.
Measuring the value derived from usage and the quality of such usage are outcome variables that need to be unpacked in a dedicated measurement framework.
"This comes across strongly in the MAP demand-side research conducted in 10 countries to date as well as the various financial diaries studies (see, for example,
Zollman, 2014 for the financial diaries Kenya findings). Note that even when usage is compulsory, it still serves some purpose, but that purpose may in the first instance
relate to the needs of the party making the usage compulsory (e.g. the state requiring vehicle insurance, or the employer requiring that salaries be paid into a bank
account), rather than primarily by the consumer’s own needs. This will be discussed further in Section 5 when we consider what triggers and drives usage.

Insighi2
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Figure 2.

Account activity in select countries
Source: Global Findex 2014

Malaysia 29%

13%

Kenya

India

25%

Nigeria

Indonesia

Bangladesh

Uganda

Tanzania

Pakistan

10% 20% 30% 40% 50% 60%

Percentage of adults with accounts at formal institutions

. 0 transactions in a typical month . 1-2 transactions in a typical month . 3+ transactions in a typical month
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Box 1.
Core financial needs?

Financial services fulfil four core
functions or financial needs

(see the concept note: Financial needs
measurement framework for a more in-depth
overview):

»  Transfer of value: The need to transfer
money or digital value from one person to
another. A financial service meets this need
by moving value from one person to another
in a manner that is safe and creates certainty.
Transferring value is a core functional need to
enable people to live their economic lives, as it
enables consumption, gifting and receiving of
income. It is also a prerequisite for accessing
savings, credit and insurance and, in some way
or another, underlies each of the other core
needs. Value transfer is furthermore core to the
maintenance and utilisation of social capital.
Value transfers take place at local, national
and cross-border level and can be requited or
unrequited.

»  Liquidity: Liquidity refers to people’s ability
to meet expenses in each income cycle. It is
essential for survival and to maintain productive
relationships. Financial services enable
liquidity by allowing a person to accumulate a
pool of resources that are available on demand,
or by providing the option to borrow funds on a
short-term, flexible basis.

»  Resilience: Resilience entails the ability to
deal with unexpected shocks that have a
financial impact. Thus, this need goes beyond
short-term liquidity management to the need
to avoid falling into poverty or reducing living
standards due to the impact of risk events.
Financial services generate a safety net and
certainty, either by pooling and transferring
risks (insurance) or by allowing a person
access to a large-enough pool of resources
to draw on (through savings or credit).

» Meeting goals: The need to meet foreseeable
life objectives or life stage or social obligations.
These can include: developing human capital
through maintaining health and education;
providing security, for example for old age;
taking productive risks; accumulating assets;
and providing for lifecycle events such as
weddings and births. These needs all require
accumulating larger amounts of money than
the person or household can fund from a
single income cycle; hence financial services
(savings, credit or payments) serve a facilitating
function in meeting goals.

These needs tend to apply to most adults in any
given society. However, the exact nature of the
needs will vary across individuals, based on
their demographic and socioeconomic context.
People of all income levels need to manage their
liquidity, but the practical nature of this may differ
quite substantially between high and low-income
individuals and based on the regulatory of their
income.

For example: farmers, who receive a large income
once or twice a year, will have a longer period over
which to manage their liquidity than a market trader
who operates on weekly budgets.

Similarly, individuals’ needs will shift and change
over time based both on changes in their own lives
and the macro context in which they live. As people
move through different life stages, their needs will
change. For example with most adults with school-
going children would identify education as

a priority goal that financial services can assist
them to achieve, but this may not be relevant for
older individuals.

8]t is important to note that these needs are all phrased as financial needs, to be met by financial services, rather than as the underlying human needs (which may,
for example, be the need for security, survival or self-actualisation). This means that financial needs fulfil an enablement function for ‘true’ human needs.



An important upshot is that, if governments desire
to influence financial behaviour for individual and
public benefit, they need to understand the full
spectrum of market behaviour.

3. Different financial devices
(payments, savings, credit,
insurance), from different
types of formal and informal
providers, are substitutes or
complements in meeting a
specific need.

The third core hypothesis, which follows from

the second, is that one need may be served by
different providers and products, and that formal
provision is only part of the story. Thus, any
measurement framework that attempts to impact
financial inclusion outcomes should take account of
consumers’ full financial life. An important upshot
is that, if governments desire to influence financial
behaviour for individual and public benefit, they
need to understand the full spectrum of market
behaviour. This is especially the case if the stated
objective is to migrate informal activity into the
formal sphere — in order to understand why formal
financial services are not making progress, it is
essential to measure and understand informal
usage. In fact, the i2i measurement agenda is
agnostic as to whether provision is formal or
informal, lawful or unlawful. Rather, the purpose is
to understand true market behaviour to make for
sustainable policymaking and business models.
See Box 2 on Pg. 15 for a description of the role of
informal financial services.

Implications for measurement

The three core tenets of i2i’s theory as set out here
imply that, from a policy perspective, it is essential
for governments, donors and financial service
providers to measure:

»  the nature and patterns of their citizens’ usage
of financial services;

»  across the full financial usage profile, formal as
well as informal; and

»  that the point of departure for understanding
usage patterns is an understanding of the
purpose of usage, namely the needs being
served and the different devices (formal and
informal, and across product markets) that can
be used to meet that need.

The rest of this note develops a conceptual model

of what usage is, how it happens and what triggers
and drives it.
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Box 2.
The role of informal
financial services

As outlined in the note, Determining our focus,
existing financial inclusion measurement frameworks
are mostly concerned with whether somebody is a
customer of a registered financial institution. The
UFA 2020 and Maya Declaration targets both track
formal account ownership®. The reality, however, is
that many people prefer informal financial services.
One of the most striking findings across the six MAP
pilot countries is that informal financial usage is much
larger than formal usage. When considering total
uptake of financial devices'® across the six countries,
the dominance of informal financial devices is clear,
as seen in Figure 3.

Figure 3.
Uptake of formal vs informal financial devices
across Myanmar, Thailand, Swaziland, Lesotho,

Malawi and Mozambique
Source: Various FinScope surveys

% of total financial devices used that are formal

% of total financial devices used that are informal

9The Universal Financial Access (UFA) 2020 initiative was established during the 2015 World Bank Group-IMF Spring Meetings with the goal that, by 2020, adults who
currently are not part of the formal financial system would have access to a transaction account to store money, send and receive payments as the basic building block
to manage their financial lives. Through target interventions, the World Bank Group has committed to enabling one billion people access to a transaction account.
So far, 30 partners have pledged to this commitment. The Maya Declaration was initiated in 2011 by the Alliance for Financial Inclusion, with AFI network members
collectively adopting financial inclusion policy principles. At initiation, 80 institutions from 76 countries were members — currently, 100 institutions from 90 countries

are members. See UFA 2020 and Maya Declaration for more information.

°A financial device as defined here includes use of cash for payments. See Section 3 for a definition of the term ‘financial device’.

insighi2
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Moreover, as Figure 4 shows, many people continue to use informal
financial devices even if they are formally included:

Figure 4.

Overlaps in usage of informal and formal financial devices™
Source: Various FinScope surveys

Thailand @

Lesotho

Swaziland

Myanmar

Malawi @ 24%

Mozambique @

10% 20% 30% 40% 50% 60%

Percentage of adults with accounts at formal institutions

% use informal only % use formal and informal . % use formal only

""Figure 4 shows the number of adults that use informal and formal devices and not the proportion of instruments used (as is the case in Figure 3).
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Advancing Financial Inclusion

3. What is usage?




It is important to understand that uptake can
be both formal, as when a mobile phone user
registers as a mobile money user, and informal,
as when a new member joins an existing
informal savings club.

If it is usage, rather than mere By usage we mean:

uptake that matters, then what A person deploying a financial device
to meet a specific financial need.
sets the two apart?

Two elements of this definition require
By uptake we mean: further explanation:
The act of meeting the requirements
and/or completing the procedures that
confer on a customer the right to use
a financial device.

»  “Afinancial device.” A person (be it a natural
or a legal person) can use different financial
devices; and, depending on the device,
differing rights and obligations are created

o for the parties involved. Thus, usage looks
It is important to understand that uptake can be . . .
. . different across different devices.
both formal (as when a mobile phone user registers

as a mobile money user) and informal (as when . . . " )
o o ) » To meet a financial need.” As discussed,
a new member joins an existing informal savings i . . i .
. ) financial devices are used to meet financial
club). It can also be once-off, as is the case with an ] )
. . needs. Thus, as established in our second core
over-the-counter (OTC) transaction, or result in an L i ) )
. . . hypothesis in Section 2, different devices can
ongoing contractual relationship, for example, an ) . i .
B . . be substitutes for meeting the same financial
account, facility, policy or membership. In the case
) need. Each need spans several use cases.
of OTC transactions, uptake and usage occur at the

same time; whereas, in the case of an account or
other contractual relationship, uptake is a separate
step to usage'.

What is a use case?

Use cases are the discrete purposes for which financial devices are used. Examples include being able to send
money to a relative in another part of the country, being able to pay monthly school fees, being able to purchase
enough food, being able to pay for unexpected medical expenses, or being able to save for old age. These use

cases profoundly influence the behaviour of financial markets.

2. OTC remittance payments require the user to first provide some information, at the very least the location and identity of the recipient. The provision of this
information to the provider conveys upon the user the right to then use the payment device to send the remittance. In practice, this would all be part of a single
interaction between the provider and the user.

18



We define a financial What is a financial device?
de\"ce as any phy3|cal’ We define a financial device as any physical, social
SOCiaI or electronic or electronic mechanism that stores, accumulates,
mechanism that stores, 1 e e i
accumulates, distributes

or transfers Value, and This definition is intentionally broad, for two

reasons. Firstly, the ingenuity of people to

that can be used to meet meet needs is vast, hence the definition should
a financial need_ encompass as broad as possible a set of current

and potential devices. Secondly, this concept
should allow researchers to standardise the

tools used by people to lead their financial lives
across the formal and informal, in order to create

a measurable profile of a person’s full financial
behaviour. For example, financial devices can
include a bank account, payment instrument, formal
loan, insurance policy, or membership to a rotating
savings club or a risk-pooling group such as a burial
society or community-based health scheme.

But, savings at home (in cash, or through the
purchase of an asset, such as gold or livestock)
could also be considered a financial device, as
would be a loan from family and friends to meet
a specific financial need.

3 Each of these verbs denote a specific meaning, each relating to the concept of value. Mostly, usage of a financial device entails the transfer of value. However, a
device can accumulate value without transferring it (for example, the money in your account or under your mattress). Furthermore, a device can store value without
accumulating it (for example, the cash in your pocket). Lastly, a device can also distribute value (in the case of insurance or credit) without value being accumulated
in that device. The distribution of value requires the transfer of value as an underlying transaction. It is clear from these four instances that the definition of a financial
device centres on the concept of value. The hypothesis is that something will only be a financial device if it can sound in money, that is, if it is fungible. In this way,
a personal budget tool would not be a financial device, as it does not relate to something that can be converted into money; buying gold towards meeting a life goal,
however, would be a device, as it entails a commodity that can be translated into monetary value. The Merriam-Webster definition of fungible is: “being something
(such as money or a commodity) of such a nature that one part or quantity may be replaced by another equal part or quantity in paying a debt or settling an account.
Qil, wheat, and lumber are fungible commodities.” (Merriam-Webster, 2017).

Insighi2
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See the Financial needs measurement framework
concept note for a taxonomy of financial devices
and use cases as backbone for our proposed
measurement frameworks.

A person, therefore, takes up a device when he/she
fulfils the requirements or completes the procedures
to be able to use that device, for example, by
opening a bank account or joining an informal
Rotating Savings and Loan Association (ROSCA).
When uptake has taken place, the person has been
conferred the right to use the financial device, but
has not necessarily started to use the device'.

For usage, an action is needed that involves
monetary value'®, such as depositing funds into

a bank account or making a cash contribution to

a ROSCA.

This definition denotes the realm of activity that
can be considered usage. Within this conceptual
realm, there can be many different manifestations
of usage, depending on who the user is (natural or
legal person; individual or group), the nature of the
usage action (such as voluntary or compulsory),
what financial device is used, towards which use

case, and across what time dimension.

Implications for measurement

As usage is a multifaceted concept, it is not easily
measurable in a single headline indicator like

uptake would be.

Rather, fully understanding usage requires granular
measurement of different indicators across a
number of devices. The framework for determining
the specific usage indicators to be measured

and the data required to do so are unpacked in

a separate concept note: Usage measurement
framework. The point of departure is to consider
different financial devices used for different use
cases and then to track the nature, intensity and
patterns of usage for each relevant device, as

illustrated in Figure 5.

Frequency

Recency

Duration

Monetary value

Figure 5.

Conceptual approach to measuring usage
Source: Authors’ own

“To clearly separate uptake from usage, we exclude from uptake any transfer of value or commitment to transfer value. In the case of cash, used either to transfer
or store value, uptake could theoretically be said to occur whenever a consumer is in possession of a sum of cash. The ownership of physical cash notes and coins
conveys upon the bearer the right to use it. Usage would occur when this cash is deployed to meet a specific financial need.

5 Actions that do not involve value that can be translated into physical money or electronic value, fall beyond the definition of usage of financial services, although
they can of course eventually lead to the usage of financial services. Note that, in the case of insurance, the physical transfer of value may occur at a predetermined
future date after usage has started. The one exception would be maintenance or administrative activity, for example, when a person checks their account balance,
compares insurance quotes to reassess their existing cover, or maintains membership of a cooperative without taking out a loan from the cooperative.
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Advancing Financial Inclusion

4. The usage model



What prompts a person to ‘trial’

a financial service? And once
they have seen what it is like,
what causes them to keep

up such usage, taper it off, or

switch to an alternative device?

Various constructs and frameworks
can help answer this question:

»

Several publications in the financial inclusion
literature describe financial inclusion and its
outcomes'®. Amongst others, a number of
randomised control trials (RCTs) have been
done to test specific determinants of usage
and the outcomes thereof, for example, the
causality between one aspect of product
design and usage'’. These RCTs are based
on very narrow research questions.

Basic neoclassical economic theory assumes
that individuals are rational economic agents
who will make decisions to optimise net value
(value derived minus cost). However, this is
not always the case. The elements included
in the usage model developed in this section
are based on the underlying assumption that
individuals make rational decisions within
their context. This draws on the concept

of ecological rationality.

»

Ecological rationality is a theory to understand
human decision-making. It holds that seemingly
sub-optimal decisions are due to heuristics,
namely the mental shortcuts applied in actual
human thought processes'®. So, people deal
with complexity by making decision inferences
based on the information in their environment'®.
In other words, people make rational decisions
within their context, given all the information
available to them and their preferences.
Seemingly ‘irrational’ decision-making occurs
due to imperfect information on the part of the
decision-maker or an incomplete understanding
of the decision-maker’s preferences by the
observer.

In the marketing literature, retail theory is
used extensively to track customer behaviour.
To date, these theories have found little
application in the financial inclusion debate?°.

Behavioural economics is increasingly used to
explain behaviour. A number of such frameworks
can be applied to financial device usage?'.

In this section, we draw on these various literatures to

map the consumer’s usage decision-making process.

Understanding the decision-making process, in turn,

explains why a certain mix of devices is used towards

a use case and which devices are substitutes and

complements towards the same use case. This ‘use

case market’ perspective is critical to inform financial

inclusion policy interventions.

6 Sources consulted include the client centricity research in financial inclusion conducted by CGAP and others, financial health research by the Center for Financial
Services Innovation, the work of the Center for Financial Inclusion, and the Financial Diaries Research rolled out in a number of countries.

7 Studies considered are listed in Appendix A: Financial Inclusion impact studies.

8 Goldstein, D and Gigerenzer, G, 2002.
'® Todd, et al, 2010.

20 See for example Chuah, S (2013a and 2013b); Delichte, J. (2016); Erta, K., et al. (2013); Guarayv, S, et al (2010); Kahneman, D. (2002); MCord, M. (2014).
21 See, for example, dual process theory (Evans & Stonavich, 2013) and MINDSPACE theory (Dolan, 2010).
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Figure 6 indicates i2i’s conceptual model of the interim stages in the
consumer’s journey from uptake to sustained use and the factors that
influence the consumer’s decisions along the way:

Figure 6.

Usage conceptual model
Source: Authors’ own
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Weighing up alternatives. This usage model
applies to usage of a particular device and therefore
indicates usage decisions relative to alternative
devices that the consumer has access to.

Access is assumed. The usage model
intentionally does not deal with access barriers. As
introduced in Section 2, access is a necessary but
not sufficient condition for uptake or trial use to take
place. This means that, though a person must first
have access to a device before he or she can take

it up or use it, access does not always translate into
uptake or usage. Access, itself, has a number of well-
documented drivers that are often phrased in terms of
barriers to be overcome before access is established.
As mentioned in the note: Determining our focus,
there are a number of existing measurement initiatives
that focus on access. The focus of our usage model

is therefore on what comes after access in order to
inform policymakers and financial service providers
who wish to convert access into uptake and

active usage??.

Use case as starting point. The usage
model originates from a particular use case as the
reason for usage. Use cases change over time as
people’s lifestyle, stage and choices change. This
will impact the mix of devices used by a person

at different points in time23. The default way in
which people meet any use case in the absence
of third-party financial service provision is by living
their financial life in cash and drawing on reciprocal
relationships in the community. When new devices
become available or a new use case arises, they
will either persist with their current patterns or take
up and start using a new device.

Uptake as stepping stone. For some
devices, like accounts, uptake (in this case opening
the account) may happen without the device (yet)
being used.

For other devices, like over-the-counter payments,
uptake goes hand-in-hand with usage®*. Thus,
two paths are indicated on the diagram for the
progression from use case to trial use: one
indicates uptake separately, and one goes straight
to trial use.

Uptake or trial use triggers. Something
will prompt a person to adopt financial services,
be it to take it up or to start using it for the first
time. Triggers are defined as any specific event,
circumstance, initiative or personal encouragement
that prompts the initial uptake and use of a given
financial device in order to overcome switching
costs and the status quo bias. Triggers are
differentiated from drivers in that their effect
reduces over time and they are therefore unlikely,
by themselves, to drive ongoing usage.

The fork in the road. After trying out the

device, one of three paths will be followed:

»  Sustained use. The first usage path is that a
person may continue to use that device.

»  Defection. A person may stop using the device
in favour of switching to another device or may
revert back to his or her prior default.

»  No use. Alternatively, the use case may fall
away over time, meaning that usage will cease.
For example, once there are no longer any
school-going children in a family, that family will
no longer have the need to deploy a financial
device to pay school fees.

Usage may break down at various
points in time. In both instances — defection
and discontinued use — the breakdown in usage
may either happen soon after first or trial use or,
as indicated by the dashed arrows in the diagram,
may occur after some period of sustained usage.

22 A number of access factors, such as the fees and charges impacting affordability of using a device, the costs of meeting the eligibility requirements to take up a
device and the travel and opportunity cost relating to the proximity of the user to channels for interacting with the device, still enter the usage framework, but not as
absolute access barriers. Rather, they are functional cost elements that impact on perceived relative value. These factors will be considered further in Section 5.

2Changes in an individual’s lifestyle, such as a change of job, or progression through the traditional lifecycle may disrupt current habits and give rise to a need to use a
financial service, or change an existing need. For example, if a main income earner in the household needs to move far away to secure an income, the household may
for the first time need a remittance service. Furthermore, people sometimes make deliberate life-changing decisions, such as planning to start their own business,

which may trigger financial service needs.

24 The case of a money transfer explains the concept: even though you may still have to fulfill some eligibility requirements to make a money transfer (so uptake is
still technically a separate step to usage), no account relationship is established that can exist without usage as would be the case for a bank account. To take up the
money transfer service is to use it. The same would hold for a loan or an insurance policy. The act of taking it up necessarily implies usage.
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This usage model
applies to usage of a
particular device and
therefore indicates
usage decisions relative
to alternative devices
that the consumer has
access to.

Dormancy as result. Both defection and the
cessation of a use case can lead to dormancy (in
the case of a device that entails an underlying,
contractual relationship). Dormancy means that the
uptake relationship is maintained, but that usage
activity is suspended. Alternatively, the account or
relationship may be terminated altogether. Where
termination takes place, uptake requirements would
again need to be fulfilled, should the person wish
to start using the device again. Thus, dormancy

is a result rather than a standalone outcome, and
measuring dormancy is only meaningful if one also
measures or understands the underlying reasons
for dormancy.

Various drivers of use or defection. A
person will decide whether to continue to use the
particular financial device or defect to another
based on whether it provides them positive relative
value versus alternative devices that could fulfil

the same use case — formal and informal, across
different product and provider types. Positive
relative value, in turn, depends on the functional
benefits derived?® versus the costs incurred, as well
as on a range of drivers that do not relate to the
function fulfilled by the financial device, but rather to
the person’s ingrained preferences and tendencies,
their personal characteristics, or the social or
external environment in which they operate. Note
that the drivers identified in this note can also serve
as triggers of uptake or trial use. Unlike triggers, of
which the effect erodes over time, they then also
determine whether a consumer continues to use a
device after the initial trial.

2% The extent to which needs are met, and how well.

Insighi2
Impact



Compulsion or auto-enrolment impacts
across the framework. The model outlined
above is a decision-making model. This assumes
volition. However, people may also be compelled
by law and/or contract to take up and use financial
devices in a certain way. Involuntary uptake or

usage can arise in two ways:

»

»

Due to compulsion: Compulsion means that a
person knowingly takes up and uses a device,
but does not have the power to decide whether
or not to do so. Examples include: an employer
requiring employees to have a bank account
into which salary payments are made or to
belong to a pension fund; government requiring
all vehicle owners to take out third-party vehicle
insurance; or a credit provider requiring a
borrower to take out credit insurance or to have
a transaction account from which installments
are debited.

As a result of auto-enrolment: Auto-
enrolment means that a person is automatically
signed up for a financial device or is the
recipient or beneficiary of such a device without
necessarily taking any action themselves to take
up the device or, in some instances, without
even knowing that uptake has taken place. In
this instance, the action is taken by a third party
on behalf of the ultimate beneficiary. Examples
include: insurance cover included as a loyalty
benefit for all bank account or mobile money
account users; or insurance purchased by the
state on behalf of a group of citizens as a social
protection mechanism.

Thus, compulsion or auto-enrolment can override
the other triggers and drivers by: (1) imposing
uptake, (2) acting as a trial use trigger, plus

(3) leading to some form of ongoing use (such as
a person receiving and then withdrawing monthly
social security payments). Whether the usage
triggers or drivers are voluntary or not is likely

to impact the nature of the usage and the value
derived from it. In measuring the nature and

patterns of usage, it would be important to consider

the effect of different forms of compulsion and to
compare trends and behaviour across voluntary
and auto-enrolled or compulsory clients.
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This section outlines the triggers and
drivers of usage, introduced above, in
more detail.

5.1 Trial use triggers

Trying it out. Trial use is split out from sustained
use, as the decision to use a financial device

for the first time or over an initial trial period is a
fundamentally different decision from that of using
it on a sustained basis?%. People already have at
least one financial device that can be used to both
transfer and store value — cash. Many already

use informal alternatives to formal devices. To
switch to an alternative incorporates switching
costs, both monetary and psychological. Inertia

in decision-making is a much-studied behavioural
heuristic. People tend to remain at the status

quo due to the transaction costs involved, even
when these are relatively small (Madrian & Shea,
2001). Additionally, consumers are not fully aware
of the benefits (and costs) of using a device until
they actually use it. Therefore, a specific event,
circumstance, initiative or personal encouragement
is often required to trigger the initial adoption of the
digital account alternative (Ott, 2010).

Triggers relate either to the supply-
side or to the consumers themselves.
Trial use can be triggered by a number of factors.
From our reading of the marketing literature, we
identify two trigger categories: those related to

the supply of financial services and those directly
related to the consumer and their environment and
circumstances?’.

Supply-related triggers include advertising,
promotions and trials that prompt a person to start
using a financial device, once-off changes to the
supply-side offering that attract consumers’ attention,
or the expansion of service or the presence of the
service provider close to the prospective customer.
Increasing the proximity of access points may lead
to the adoption of the device by reducing access
costs. Consumer-related triggers can be either
circumstantial or related to procrastination:

»  Circumstantial triggers include social
dynamics and social events, such as the impact
of word-of-mouth in the community?®, the so-
called messenger effect?® whereby the standing
of the person who introduces somebody to a
device matters for adoption, or cultural views
and norms. There may also be once-off events
in an individual’s social network that trigger
usage. Examples include: the death of a relative;
changes in the social circle (such as when
friends emigrate or if an individual joins to a
new church or community group); a wedding;
amongst others.

»  Procrastination refers to instances where a
person’s usual behaviour gives rise to a situation
that prompts usage. For example, FinMark
Trust (2016), cite the example of consumers
that used mobile payments for the first time to
pay for their television subscription or electricity
because they had wanted to access the service
after hours and had not paid their bill during
working hours in the usual way using cash. This
then prompted them to adopt mobile or online
payment options. The procrastination around
paying the bill in the habitual way was the trigger
for trial use of the digital payment alternative.

28 |n practice, trial use may relate to the first few times a consumer uses a device as it may require multiple use experiences to fully understand the product’s costs

and benefits.

27 Trial use, or ‘adoption’ in marketing terms, has been much studied from various angles. This note does not attempt to be comprehensive in discussing the multitude
of factors that can affect decisions. Instead, it aims to summarise what we consider to be the most relevant triggers for the adoption of financial services. For further

reading, consider Noel (2009).

28 The marketing literature distinguishes between organic, or naturally occurring, word-of-mouth and amplified word-of-mouth, or word-of-mouth marketing. In this

instance, we refer to the former.

28 This effect, along with many others, has been extensively studied in the literature. See Kelley (1967), Duncan et al. (1968), Webb and Sheeran (2006) and Cialdini

(2007).
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Once a consumer

has used a financial
device, they have a
more complete view
of the device’s value
and cost. The effect of
initial triggers therefore
erodes as they are
able to make a more
informed decision
about whether the
device provides them
with greater value at
lower cost than the
alternatives.

5.2 Drivers of usage

Continuing to use it. Once the trial use of a
product or service has been triggered, the decision
to continue using it%® is determined by whether the
user believes that they derive positive value from
that product relative to alternatives. Importantly,
‘value’ refers to more than just monetary value,
and the costs that are offset extend beyond fees,
charges and other monetisable costs.

Balancing out the pros and cons.
Perceived value, rather than actual value, drives
decisions. Simply put, consumers must implicitly
weigh up whether the perceived benefits of the
device exceed the perceived costs of using it, that
is, whether they derive net value®'. Even if they
do not explicitly make the sums, the assumption
of ecological rationality means that there will be
some implicit assessment of whether usage is
‘worthwhile’. If the perceived value outweighs the
perceived costs, then the consumers will make
regular use of the product. If the perceived costs
exceed the perceived value, the customers will
revert to an alternative. In addition to the notion
of net value, ecological rationality means that a
range of factors related to the person’s preferences,
external context and social context will play a
role in the usage decision. For the purpose of this
framework, the various factors impacting on the
decision whether to continue to use a financial
device or not are split between functional drivers
on the one hand and behavioural and contextual
drivers on the other hand.

Note again that the drivers as
defined in this framework can also
influence trial use, but we treat
them separately because their
influence on usage is not once-
off. Triggers, on the other hand,
are those factors that initially
prompted a consumer to use a
device, but have limited impact on
their decision to continue using
the device thereafter.

30 Sustained usage can be regarded in terms of frequency (whether usage is recurring and how often transactions are made), in terms of value (such as whether there
is a balance in an account), and in terms of duration (e.g. for how long the person remains an account holder, policy holder or group member).
3! The net value construct as referred to here is thus a device-based construct and not a quality construct. The current framework does not measure value as an

outcome.

Insighi2
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5.2.1 Functional drivers

Functional drivers of the usage decision refer to the
extent to which the financial device meets a financial
need, balanced against the fees, charges and other
actual costs associated with using the specific
financial service (all intrinsically valued against the
person’s informal and social network alternatives).

Use cases represent functional value.
As discussed, a particular use case related to

one of four financial service needs will form the
initial purpose for uptake or usage. How well the
device used meets the use case compared to
alternatives will then also be a driver of continued
or discontinued use. Functional value refers to the
value derived when the product is able to perform
its functional, utilitarian or physical purpose —

that is, when it fulfils the particular use case. For
example, a core driver of informal usage may

be that it meets functional needs at lower cost

than formal alternatives. Further functional value
elements to take into account include satisfaction
with service levels and convenience. The
measurement of financial devices deployed towards
various use cases is unpacked in a dedicated
concept note titled Needs measurement framework.

Explicit and implicit costs. On the negative
side of the functional equation are various costs that
people explicitly or implicitly account for. Functional
costs include all those factors that impose a monetary
cost on the consumer to access, use or interact

with the financial product. This includes fees and
charges but also costs in meeting uptake (eligibility)
requirements, such as the need to provide photos

or to obtain proof of identity and meeting minimum
account balance requirements.

Furthermore, functional costs extend to opportunity
cost such as the value of a consumer’s time to
access, use or interact with a financial product.
Traditionally, financial service costs are measured
as the fees, charges, premiums or interest levied
by financial service providers. However, once
transaction and opportunity costs are also taken
into account, the pricing of the service can be but
a small element of the total actual and perceived
costs faced by consumers®2. Box 3 illustrates the
importance of measurement of total cost, also
beyond fees and charges. The various functional
cost elements and the indicators to measure

will be unpacked in a separate concept note:

Cost measurement framework.

32Peachey and Arora (2016), similarly discuss that cost goes beyond the direct costs of using a financial service. They distinguish between “the measurable financial
cost that will be charged for the service” and “the monetisable economic costs they [consumers] incur when complying with regulatory and other requirements for
accessing and then using the service on offer, which are often hidden and equally often higher than measurable financial cost.” Together, these constitute the scope of
functional costs. Peachey and Arora (2016), also identify a third social / psychological cost. We have chosen to incorporate these costs as part of the trial use triggers
(the cost of switching from something that you know and trust) and the contextual drivers as outlined in Section 5.2.2.
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Box 3.

Total cost is more than
fees and charges - the
case of bank accounts in
Malawi

Figure 7 illustrates the different
components of total functional cost
based on an analysis of the total cost
of accessing a bank account conducted
as part of MAP Malawi (Thom, et al.,
2015). It shows that the true cost of
using a bank account is many multiples
higher than the fees charged.

e

Opportunity cost =
Average trip to a bank takes half a day
(FinScope, 2015)

Travel cost =

Average two trips monthly
using public transport
(FinScope, 2015)

Basic account cost =

Monthly fee + two ATM withdrawels

+ one deposit on a basic savings account
(FinScope, 2015)

Cost to access bank (88%)

Bank fees (12%)

Increased

infrastructure
reduces total
banking cost

Higher bank fees
incentivises greater
roll-out of ATMs

True cost of using a bank account

Figure 7.
Measuring total monthly cost of basic bank account
Source: Thom et al., 2015

in Malawi (USD)

% of average income



5.2.2 Behavioural and
contextual drivers

Behavioural and contextual drivers refer to any
factors that do not relate to the function delivered
by financial services but that are intrinsic to the
decision-maker and the immediate context in
which the decision takes place. These drivers are
typically subjective in nature and may relate to the
consumer’s experience of the service. For example,
a person may be less inclined to take a loan in a
society that scorns debt and may be inclined to join
a savings group rather than make use of a savings
account in a society that functions collectively
rather than individually. Similarly, a person’s
intrinsic view of risk, the extent to which they feel
‘overloaded’ in their decision-making capacity,
negative past experiences or word-of-mouth about
different financial devices may all impact usage,

as may their marital status, the size and nature of
the household, their education or their income and
source of livelihood, to name but a few factors.

Classifying the drivers. Marketing and
behavioural economics literature has helped to
draw up a framework for making sense of the range
of behavioural and contextual drivers of financial
service usage. They can be classified into two
broad categories: internal and contextual factors.33

Internal factors. The internal factors are
inherent personal influences that affect the
decision made by consumers. These relate

to the internal or cognitive decision-making
process, even though they may be influenced

by the external context. Consumers knowingly

or unknowingly base their decisions on their
perceptions, feelings, emotions, personality

traits and moods in making decisions.3*

They furthermore exhibit a number of biases

that cause them to deviate from rational decisions
and/or apply mental shortcuts or ‘heuristics’.

A common bias, for example, is the tendency to
prefer a smaller immediate reward over a large
future reward, called hyperbolic discounting.3®
Or, when overloaded or under pressure, a person
may simply not have the mental capacity to make
a rational decision or adequately weigh up all
options (referred to as decision fatigue). This may
cause them to take mental shortcuts (heuristics),
for example adapting their expectations based on
past experience rather than on the merits of the
case at hand. Many people furthermore exhibit
loss aversion.3® This has strong implications

for uptake of financial services and switching
between alternative financial services.

For consumers to switch between services,

the alternative should offer a significantly

larger value.

33 Note that this classification will be tested and evolved further through the i2i’'s measurement agenda over the next few years and as additional published research

comes to our attention.

34 People also make use of heuristics (mental shortcuts) and are prone to biases in their decision-making. To make a decision, you must process large amounts of
complex, interrelated and incomplete information. Humans have, therefore evolved to use ‘shortcuts’ to make decisions efficiently, referred to as heuristics. This is
what leads to the departure from the traditional rationality assumption (Goldstein, D and Gigerenzer, G; 2002).

3 The implications for financial service usage are well-established: products with a long delay until the benefit arises, such as insurance and long-term savings, may

be valued less, while credit, which brings forward the benefit, may be valued more.

36 Consumer studies have revealed that people tend to dislike losing something twice as much as they like gaining it (Kahneman, D and Tversky, A; 1992).
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»

Trust in financial services; which may differ for
different types of devices or providers, is often
quoted as a salient driver of usage decisions.

Contextual factors. Decisions are also influenced by factors external to the cognitive decision-making
process. Three levels are identified:

1. Personal characteristics are specific to the individual. It includes demographic descriptors such
as gender, education, age, marital status, parental status or role within the household, as well as
socioeconomic features such as income, wealth, the frequency and regularity of income and the source
of income or livelihood. Furthermore, it encompasses factors such as financial capability, health status,
religion and even habits — all of which can shape financial service usage decisions.

2. Social context refers to the influence of interacting with other people and the natural desire for
individuals to conform to norms and standards that exist within their communities or to enjoy status. The
nature of societal functioning — be it collective or individualistic, or a linear or cyclical time orientation — is

also an important determinant of which financial services are used, from which providers and in what way.

3. External context. The external context refers to the impact of the external environment or context in
which a person functions on their decisions. This includes the phenomenon of priming or anchoring,
whereby an association is activated in memory just before a person makes a decision, and that memory
then conditions the decision. The external context may also relate to the experience a consumer has
when interacting with a service. For example, a study among farmers in India showed that consumers
that are intimidated or feel inferior based on their interaction with a provider are far less likely to use
the product (World Bank, 2015). Furthermore, the macroeconomic context and political economy or
ruling ideological milieu will also condition decision-making. For example, in Brazil it was found that the
experience of hyperinflation leading up the Real Plan in 1994 still shaped people’s willingness to buy
insurance almost two decades down the line (Bester et al, 2010).

Trust as a composite driver.
Trust in financial services, which may differ for different types of devices or providers, is often quoted as a salient

driver of usage decisions. In the framework as outlined above, trust is not an inherent driver as such, but rather

the outcome or composite of a number of experiences and drivers across the functional, behavioural and

contextual categories, including:

»

»

»

Perceptions of functional efficiency.

Perceptions of the appropriateness of the service and provider to the user’s needs.

Satisfaction with the service offering.

Intrinsic heuristics and biases such as a belief that certain services “are not for me” or certain providers “are
out to get me”.

Social drivers, for example, when there is a culture of mistrust in formal providers, when the messenger effect
shapes trust, or when word-of-mouth regarding experience by others in the community impacts trust.
External environment drivers, for example, when recent economic experiences, such as bankruptcy of a large
financial institution, undermine trust.



Figure 8 illustrates the different behavioural and contextual drivers
of decision-making.

Figure 8.
lllustration of levels of internal and contextual drivers of decision-making
Source: Authors’ own

External context

Social context

Internal factors
»  Mood or affect
»  Intetemporal

»  Expectations
»  Bias and heuristics
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6. Implications for
measurement

N




This note sets out a conceptual model of what
constitutes usage and how consumers make
the decision to start, continue or stop using a
particular financial device as the theoretical
backbone for the measurement work at i2i.

This conceptual model forms
the basis for three core
measurement frameworks,
each of which is developed
in a dedicated measurement
framework concept note:

1. Gauging headline financial inclusion
in terms of the number or proportion of adults
reached, as well as the extent to which they
are served across a portfolio of devices.

2. Determining the extent to which different
financial devices meet various financial service
use cases, and unpacking the financial needs

that form the purpose of financial service usage.

3. Measuring the core dimensions of actual usage
across devices towards various use cases.

The next round of measurement
framework concept notes will unpack
the triggers and drivers of trial,
sustained or discontinued use: in terms
of functional value and cost, on the one
hand, and behavioural and contextual
drivers on the other hand?". It will also
consider the outcomes of usage.

Each concept note will define the measurement
objectives and research question or hypothesis
to be answered, and will list indicators to track
for the specific measurement framework. These
measurement frameworks will then be applied,
tested and refined3® in in-country pilot projects,
working with governments, financial service
providers and those who measure the impact of
financial inclusion interventions, and drawing on
various demand-side and supply-side data sources.
To this end, i2i’s data and measurement teams
will work hand-in-hand to improve not only the
measurement frameworks, but also the quality of
the data available, and to design bespoke survey
modules to inform the usage model.

37 Some of the triggers and drivers identified may be directly measurable. Others may not be directly measurable, but will still be relevant to note as exogenous factors

when designing policy interventions to increase usage.

38 Where the theory is shown to be flawed or incorrect, measurement frameworks that rely on that aspect of the theory must either be adapted or be discarded if shown

to be inappropriate.
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BOX 4 The next step will be to determine a list of potential

Towards the

explanatory factors to be tested. These variables can
then form the basis for estimating an empirical model

Ope rationalisation Of the that corresponds to the conceptual framework,
usage conce ptual model using an appropriate estimation procedure.

Criteria to consider include:
i2i’s in-country pilot work will »  Whether the dependent variable is continuous or
operationalise the conceptual model by discrete; binary or categorical.
testing various elements thereof. This »  Whether the explanatory factors are from multiple
will be done by defining the dependent levels (nested).
variable and key questions to be »  Which relevant unobserved factors are suspected.
answered or hypotheses to be tested »  The type of data available: cross-sectional or
for each part of the conceptual model. longitudinal, demand-side or supply-side data.

The following diagram provides an indicative example of the dependent variable,
factor categories and potential independent variables in the case of a research
question investigating the drivers of sustained or discontinued usage:

Dependent Factor Independent
variable category variables
Demographic - ) Age, gender, marital status,
dependents, education level.
Socio-economic - ) Employment status, source of
income, rural, urban.
Social - ) Social value, preferences, HH decision
making, religion, collective functioning.
Usage Functional costs - ) Fees, charges, travel cost, opportunity
cost, eligability requirements.
Behavioural - ) Behavioural preferences, heuristics
and biases.

Meeting functionalneed =~ ) ToV, liquidity, resilience, meeting goals.

Compulsion ~ 9 Compulsion/auto-enrolment.

Figure 9.

Illustrative example of steps towards the operationalisation of the usage conceptual model
Source: Authors’ own



Collectively, these measurement
frameworks will allow usage patterns
to be tracked and the effectiveness
of interventions aimed at enhancing
usage to be tested so as to inform
policy and market strategy.

The aim is to use these measurement frameworks
to change the way in which we measure financial
inclusion in order to:

»  Redefine how we view markets and market
dynamics in the financial inclusion sphere,
based on how customers make decisions.

»  Consider all financial devices that are
substitutes and complements in each financial
need market, including those informal devices

that are not typically visible to policymakers and

financial service providers; in order to:

1. set more relevant targets®?; and,
in so doing,

2. impact government policies, provider
business models and donor interventions.

These measurement
frameworks will be
created as a public
good that others can
also adopt. They can
also be used to locate
the work done in
specific experiments
such as randomised
control trials in a
broader conceptual
framework. This is an
ambitious agenda,
but one that, once
tested, has the scope
to make a significant
contribution to the
financial inclusion field.

3%For example, it may not be appropriate to target usage for the entire population if the socioeconomic circumstances mean that a certain proportion will not be viable
clients. Then it may be more realistic to set a target pertaining to specific sub-samples of the population. Furthermore, targets will not be set at the uptake level, but
rather at a more granular usage level, depending on the use cases and devices in question.
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