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VP Susantono’s Opening Remarks at the 2nd Asia 
Inclusive Business Forum
Opening remarks at the 2nd Asia Inclusive 
Business Forum on 17 February 2016 at ADB 
headquarters, Manila, Philippines.

Good morning distinguished participants, 
private sector executives, government 
officials, business association representatives, 
inclusive business (IB) experts. On behalf of 
the Asian Development Bank (ADB), it is a  
privilege to welcome you to the 2nd Asia 
Inclusive Business Forum.

It is heartening to see such a broad 
gathering of private sector participants 
here today. ADB welcomes the partnership 
of the private sector in our operational 
work, and we see great potential in the 
private sector’s development of inclusive 
business markets that can contribute to 
poverty reduction and inclusive growth in 
Asia and the Pacific.

This IB Forum has about 400 registered 
participants from across the region, in 
addition to guests from the Americas. 
Overall, 39% of the participants represent 
companies and 19% are impact investors. 
That is a lot of private sector people to 
energize this forum over the next 3 days, 
and it shows your strong collective interest 
in advancing inclusive business markets in 
the region.

Adam Smith in his seminal book Wealth 
of Nations wrote: “But what improves the 
circumstances of the greater part can 
never be regarded as an inconveniency to 
the whole. No society can surely be 
flourishing and happy, of which by far the 
greater part of the numbers are poor and 
miserable.” By advancing inclusive business 
markets, ADB and partners are seeking to 
improve the wellbeing of low-income and 
vulnerable populations through a market-
based approach.

IB is a relatively new concept. The World 
Bank’s International Finance Corporation 
and Inter-American Development Bank 
were the first to operationalize the  
concept, beginning in Latin America in 
2008. Today, the International Finance 
Corporation has invested about $3 billion 
(10% of its portfolio) in more than 600 
inclusive business projects worldwide. 
Inter-American Development Bank also 
has invested more than $420 million in 
60 deals.

ADB is a newcomer to this area. We 
started in 2012, and so far we have 14 
private sector deals worth $360 million. 
ADB’s approach to IB is somewhat 
unique. While we seek to increase our 
number of investments in IB deals, we 
also conduct knowledge work including 
market scoping, sector studies, and 
exchange fora, and we reach out to the 
public sector.

VP Susantono discusses ADB’s programs supporting 
inclusive business
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About this newsletter: 

The Financial Inclusion Newsletter is a 
quarterly electronic publication for 
individuals from developing member 
countries of the Asian Development 
Bank (ADB), researchers, experts, 
professionals, and others who are 
interested in the financial inclusion 
sector. Each issue covers a variety of 
topics in the sector, with a focus on 
stories about ADB projects; experts’ 
experiences and recommendations; 
ADB events, training programs, and 
conferences; and important events 
outside of ADB.



Financial Inclusion Newsletter

Government also can be a key in 
unleashing the potential of the private 
sector. At present, ADB is in discussions 
with four governments on possible IB 
projects or including IB as components of 
larger investments and policy loans. This 
is a new form of public-private partnership, 
moving beyond the traditional public-
private partnership for infrastructure 
financing. The purpose is to improve  
the enabling environment for IB through 
measures such as IB accreditation, policy 
alignment, patient capital investment 
funds, risk sharing mechanisms, and 
targeted support programs.

In this work, ADB also reaches out  
to business associations that we think  
can educate their members on the money 
to be earned at the base of the pyramid 
and that this money can only be made in  
a sustainable way when the business 
models are innovative and provide 
solutions to the relevant problems of the 
poor. That is why this IB Forum also has  
a session on what governments can do, 
how business associations can promote 
the agenda, and what banks need to do 
differently.

In assessing the market for IB in Asia, one 
question we must ask ourselves is why,  
if the region’s low-income market with 
trillions of dollars in demand across 
sectors is so unserved, are there so few 
IBs? And why is the situation so much less 
in Southeast Asia compared to South Asia?

A recent ADB study on the Philippines 
found that there was only about 100 
commercially viable IB models across the 
country. And of this 100, perhaps only 15 
were investable—meaning that they have 
sufficient scale for growth and a large 
enough rate of return to counter the 
opportunity cost arguments of chief 
financial officers and bankers.

There are several common challenges for 
IB markets globally. These include the 
high cost of large mile distribution, the 
unfamiliarity with the purchasing and 
living behaviors of the poor, the large 
informality of the market and the high 
perceived risk to invest, government 
restrictions, the difficulty of finding an 
affordable price point, and a lack of 
understanding on how to maximize social 
impact.

In Southeast Asia, IB investments remain 
nascent also due to reasons such as high 
risk aversion, a culture where imitation is 

In March, Indonesia’s Financial Services 
Authority (OJK) launched the International 
Center for Microfinance and Financial 
Inclusion (OJK-PROKSI) in Jakarta to 
help develop the country’s financial 
services sector. In his speech to mark  
the event, Indonesian Vice-President 
Muhammad Jusuf Kalla recognized the 
role of a well-distributed financial system 
to address inequality in the country and 
expressed a hope that the center will 
improve access to financing. 

Established with support from ADB to 
enhance access to finance and to 
overcome challenges in the microfinance 
sector and in financial inclusion, the 
center will develop knowledge and 
provide a platform for learning and 
collaboration among policy makers, 
practitioners, academics, the international 
development community, and others in 
these sectors.  

OJK-PROKSI expects to work with parties 
including domestic and international experts, 

researchers, universities, and the private 
sector. It will consider opening branches 
in regions outside of Jakarta in 
collaboration with universities and other 
key stakeholders to ensure more effective 
evaluation of project progress in those 
areas. 

In Indonesia, micro, small, and medium 
enterprises (MSME) contribute about 
60% of gross domestic product and  
absorb about 97% of the workforce.  
The establishment of OJK-PROKSI 
demonstrates OJK’s commitment to 
support microfinance sector development 
by recognizing the importance of granting 
greater financing access to MSMEs vital to 
the Indonesian economy. 

The OJK was assigned full authority  
to license, regulate, and supervise 
microfinance institutions in Indonesia in 
2013 under the Law No. 1, Microfinance 
Law.

Launch of International Center for Microfinance and 
Financial Inclusion in Indonesia
Poornima Jayawardana, ADB young professional
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more widespread than innovation, and an 
environment in which caring for the poor 
is done actively by the private sector 
through philanthropy and corporate social 
responsibility, and it is expected to be 
delivered by the government. While ADB 
will continue to make good IB deals in 
South Asia, we want to place more emphasis 
on creating an enabling environment for 
IB in Southeast Asia.

I am pleased to announce also that  
we will be launching a new IB in  
Asia website, through which valuable 
information on IB can be shared. We  
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hope that our partners from Latin 
America, Asia, and Europe will join us in 
creating a global knowledge network 
through this website.

Let me stop here so that we may begin to 
discuss and learn of the many good things 
you—IB practitioners—have done to 
provide commercially viable solutions for 
the poor in Asia and the Pacific. Welcome 
again to this 2nd Asia Inclusive Business 
Forum and I look forward to invigorating 
and fruitful discussions ahead.

Thank you.

Indonesian Vice-President M. Jusuf Kalla, OJK Chairman of the Board of Commissioners Muliaman D. 
Hadad, Minister of Cooperatives and Small & Medium Enterprises Anak Agung Gede Ngurah Puspayoga, 
and ADB Director Kelly Bird introduce the publication, ‘Indonesia Microfinance Overview 2015’ during the 
launch.
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Islamic finance promotes financial inclusion 
by offering vehicles for savings, financing, and 
insurance  to large Muslim populations.Islamic Finance/page 8

Islamic Finance and Inclusive Growth
Ashraf Mohammed, assistant general counsel  and practice leader - Islamic finance

Islamic finance can promote ADB’s strategic 
agenda of inclusive growth as a means of 
achieving its overarching objective of 
poverty reduction. Inclusive growth is 
defined as “growth with social equity—
that is, a growth process in which all 
segments of the population can participate 
and benefit—especially the poor.”1

To be considered inclusive in this context, 
growth should reach as many groups in 
society as possible, particularly the poor 
and vulnerable.2 The poor and other 
frequently excluded groups should thus 
be afforded the chance to “participate in, 
contribute to, and benefit from economic 
growth.”3

Generally, within the area of financial 
sector development, Islamic finance can 
help increase access to financial services 
of unserved and underserved groups that 
have abstained from conventional 
banking services for religious or ethical 
reasons. Access to financial services is 

instrumental in allowing poor and low-
income households to “take advantage 
of economic opportunities, build assets, 
and reduce their vulnerability to external 
shocks that adversely affect their living 
standards.”4

The Malaysia International Islamic 
Financial Centre stated, in 2014, that half 
of the world’s adult population did not 
have a bank account.5  In 2010, around 
59% of the adult population was 
“unbanked” in East Asia and Southeast 
Asia. Similar figures collected in the same 
year revealed that 58% of the adult 
population of South Asia and 48% of the 
adult population of Central Asia did not 
have bank accounts.6  Studies focusing 
on Asia’s Muslim population have shown 
that  a segment of this population abstains 
from conventional savings accounts 
because of the interest-borrowing 
features of these accounts, which is 
prohibited in Islam. The preference is for 

Raising Financial Inclusion through Agents—Malaysia’s Experience 
Development Finance and Enterprise Department, Bank Negara Malaysia

Malaysia, recognizing the importance of 
financial inclusion in creating sustainable 
and equitable economic growth, has 
made great efforts to rapidly expand 
accessibility to financial services, 
particularly through the Agent Banking 
Initiative. 

Due in no small part to the initiative, 97% 
of the country’s mukim (subdistricts with 
a population greater than 2,000) now 
have access points providing financial 
services, including deposit and withdrawal 
transactions,1 up from just 46% in 2011. 
As a result, 99% of Malaysians today have 
convenient access to safe, reliable, and 
affordable financial services, up from 82% 
in 2011.

The Agent Banking Initiative, which had 
particular impact in rural areas, is among 

the strategies outlined in the Financial 
Inclusion Framework introduced in 
2011 as part of the Financial Sector 
Masterplan 2011–2020 for an inclusive 
financial system over the coming decade. 
Guided by this framework, Malaysia has 
implemented initiatives that advance 
financial inclusion through four focus 
areas: providing convenient accessibility, 
expanding take-up of financial products 
and services, promoting responsible 
usage, and enhancing consumer 
satisfaction. 

Agent Banking in Malaysia

Unlike agent banking models in 
several other countries that are led 
by telecommunication companies, 
agent banking in Malaysia is driven by 
licensed financial institutions under the 

purview of Bank Negara Malaysia, the 
central bank. Five financial institutions  
in Malaysia engage in agent banking, 
three of them development financial 
institutions mandated to mobilize savings 
of small savers as well as agriculture and 
cooperatives sectors2. Generally, the 
transactions at agent banks are conducted 
through point-of-sale terminals connected 
online with the financial institutions in 
real time.

Compared with traditional branches, the 
financial institutions reported that agent 
banking channels delivered cost savings 
of more than 80%3  on set-up costs and 
may lower transaction costs at least by 
40%.4  This enables financial institutions 
to widen the outreach of financial services 
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1  ADB. 2014. Thematic Evaluation Study: ADB’s Support for Inclusive Growth. Manila.
2  Kuwait Finance House (KFH) Research. 2013. Islamic Finance in Asia: Development, Growth and Opportunities. November.  6.
3  KFH Research. 2013. Islamic Finance. 6.
4  KFH Research. 2013. Islamic Finance. 47.
5  Malaysia International Islamic Financial Centre (MIFC). 2014. Global Financial Inclusion, Islamic Finance Meets the Challenge. 16 July.
6  A. Chaia, T. Goland, and R. Schiff. 2010. Counting the World’s Unbanked. McKinsey Quarterly. March.

1  Other allowable services under the Policy Document on Agent Banking are facilitating fund transfers, opening of savings accounts for Malaysian citizens, loan and financing repayments, 
and bill payments.
2  The five banks are: Agrobank, Bank Simpanan Nasional, Bank Rakyat, Maybank, and RHB Bank.
3  Bank Negara Malaysia. 2012. Box Article: Agent Banking: Advancing Malaysia’s Financial Inclusion Agenda. Financial Stability and Payment Systems Report 2012. Kuala Lumpur.
4  Based on experience and data reported by three participating financial institutions of agent banking to Bank Negara Malaysia.
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Role of Insurance in Restoring Livelihoods Postdisaster
Arup Chatterjee, principal financial sector specialist

The manufacturing sector, micro, small 
and medium-sized enterprises  (MSMEs), 
and households suffer significant economic 
loss from disasters, indirect damage to 
assets, business interruption, or damage 
to infrastructure and business operations 
along the supply chain. This can significantly 
reduce incomes and investment in human 
capital. 

Agriculture producers, such as farmers, 
herders, and fishers, remain highly 
exposed to multiple, often systemic, risks 
to production, including natural perils, 
crop and livestock diseases, and insect 
invasions. Disasters can block access to 
markets, making it difficult for producers 
to sell their crops and can lower demand 
for products, with a corresponding 
decrease in the earnings of producers. A 
combination of factors, including the 
inherent riskiness of agriculture 
production, results in contraction of 
agriculture credit or may translate into 
high interest rates for smallholder farmers. 
Disaster also exacerbates these credit 
constraints by destroying output, 
subsequently increasing default rates and 
reducing lenders’ willingness to lend.

After a disaster, the emphasis should be 
on stimulating early recovery, restoring 
livelihoods, and building back better.

Since disasters affect many borrowers 
concurrently, financial institutions encounter 
portfolio level losses, eroding capital 
reserves and compromising ability to  
lend. In such circumstances, institutions 
can either recapitalize or deleverage. 
Recapitalizing is undesirable to current 
shareholders, however, as new equity 
investments dilute current shareholdings 
and enter the financial institutions when 
equity values are lowest. Because of this, 
it is often difficult to find investors willing 
to recapitalize after a crisis. 

In many cases, loan losses are a major 
threat as financial institutions write down 
or write-off loans because their borrowers 
are unable to repay. Ultimately this 
reduces borrower quality, increases interest 
rates, and impedes credit expansion. 

Reducing risky asset holdings by 
deleveraging to improve capital ratios 
usually results in the origination of fewer 
loans. Cutting back on lending post-
disaster, precisely when communities 
most need funds, is problematic. In 
addition, returns on lending may actually 
be higher after the disaster as the demand 

for credit is higher as communities work 
to recover and rebuild. In essence, 
deleveraging represents a substantial 
opportunity cost to a financial institution, 
because it reduces its ability to generate 
revenues.

The inability of financial institutions to 
manage disaster risks challenges the 
policy goals of many developing countries, 
which emphasize both increasing financial 
inclusion and limiting credit supply 
shocks. Mechanisms that enhance the 
ability of financial institutions to manage 
risks at a limited cost remain important. 
While regulators and policymakers are 
motivated to evaluate these mechanisms 
for their cost of financial  inclusion, 
financial institutions are motivated by 
their cost to expected financial returns.

Insurance products, in their ability to 
ensure rapid, cost-effective financial 
compensation to finance recovery efforts, 
can protect MSMEs against losses arising 
from property damage and loss of income. 
They can protect farmers, herders, and 
fishers from loss arising from damage to 
productive assets. They can also help 
governments strengthen the resilience of 
the poorest and most vulnerable to the 
debilitating effects of disaster by applying 
insurance principles and tools to enable 
social protection programs, such as social 
safety nets, to scale up and expand 
assistance to beneficiaries immediately 
following disaster shocks. The main 
objective is to provide rapid monetary 
compensation following an extreme 
weather event that allows farmers, 
herders, and fishers to quickly start 
rebuilding their farm or small enterprise. 
Such insurance policies could also serve 
as (conditional) collateral for loans, as 
banks no longer run the risk from disaster 
losses within their portfolios and, 
therefore, should be willing to offer loans 
to such clients.

Loan portfolio insurance is designed to 
provide protection against loan default to 
lending institutions with significant 
portfolios of individual and MSME loans 
exposed to climate risks. It is particularly 
suitable for events that cause large 
portfolio losses such as disasters. 
Insurance against a disaster acts as a form 
of asset diversification that can limit the 
effects of disaster on the financial 
institutions. It allows financial institutions 
to manage disaster risks more effectively 
than by capital reserves alone by paying 
when many of the other assets (loans) of 

the financial institutions are performing 
poorly. The insurance payout protects the 
capital base of the financial institution, 
which should put it in a stronger position 
to lend after the disaster—an important 
objective for policy makers. 

Moreover, it demonstrates the potential 
efficiency gains of disaster risk financing 
strategies that combine insurance and 
capital reserves to enhance the ability of 
the financial institutions to lend after the 
disaster. Insurance contributes to the 
performance of the financial institutions 
through better financial performance, 
expansion of banking services, lower 
interest rates, and reduced volatility in 
access to credit. By putting the onus  
on financial institutions to conduct  
the due diligence in  demonstrating risk 
reduction and reinforcing risk management 
improvements among the exposed, 
before the borrowers receive benefits, 
insurers and reinsurers can demonstrate 
the value of insurance as well as recognize 
the improved resilience of the financial 
institutions. 

Poverty and vulnerability are fundamentally 
intertwined: low-income populations have 
fewer resources to cope with climate risk 
and, thus, their resource base is further 
diminished with every extreme weather 
event, deepening their poverty. Insurance 
against disasters can provide effective 
means for transferring this risk and 
increasing the supply of credit to restore 
livelihoods quickly.

Typhoon Haiyan, which struck the Philippines in 2013, 
caused major devastation.  Affected communities 
called for assistance to rebuild their lives and homes. 
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2015 growth forecast from the 3.8% 
projected in late 2014 to 3.1% after 
MERS.5 Increasingly, even investors are 
highlighting the need for governments 
and private sectors to be prepared for 
epidemics and to increase financial 
inclusion for health. In June 2015, the 
World Economic Forum (supported by 
the Boston Consulting group) called for 
greater public–private cooperation in 
managing future risk of epidemics,  
suggesting various models to tackle 
epidemic responses.6 Recommended 
models include dedicated public 
partnerships with private health providers, 
epidemic financing, and collaboration 
between mobile phone providers and 
governments to rapidly deploy emergency 
financing and payments.

What Can ADB Do to Support National 
and Regional Epidemic Preparedness?

Global leaders in health such as the 
World Health Organization and Centre 
for Communicable Diseases have 
guidelines for epidemic preparedness 
and containment. Many frameworks  
are being revised for greater efficiency, 
after the devastating Ebola outbreak in 
West Africa that demonstrated the 

Epidemic Outbreaks/page 6

Financial Inclusion is a Powerful Tool 
in Regional Health Security

Despite regional success in providing 
financial services to millions of people 
throughout Asia and the Pacific, it is 
estimated that approximately 1.2 billion  
people still have no access to a bank 
account.1 A simple bank account allows 
people to participate in health insurance 
and even pay medical bills in installments 
with minimal disruption to income. 

Without such banking products, low-
income populations rely on informal 
finance to access health services that 
are of poor quality and not regulated. 
Many pay for treatment through 
unreliable informal loans from family, 
friends, or institutions charging exorbitant 
interest rates or fees. When epidemic 
disease breaks out, such as Severe Acute 
Respiratory Syndrome (SARS) or avian 
flu, such people, lacking finance, have 
trouble getting appropriate treatment. 

At the same time, palpable health and 
economic “domino effects” of financial 
exclusion begin in low-income populations 
and spread through higher-income 
segments because of factors such as 
dense urban areas, increased travel,  
and greater trade and economic links. 
Infectious diseases do not discriminate 
by income or  distinguish wealthy from 
poor. Nor are infectious diseases limited 
in their impacts to individuals, with 
entire countries also facing macro-
financial challenges when containing an 
epidemic threat. Given these factors, 
what can be done to accelerate financial 
inclusion for health? What are the 
impacts on health security, and what 
role can an organization such ADB play?

Financial Exclusion Creates a Breeding 
Ground for Poor Health Security and  
Epidemic Outbreaks

Addressing financial exclusion is a 
priority for health service providers 
because it can reduce health inequalities 
and tackle the social determinants of 
recurring epidemic outbreaks among 
individuals and at the country level. Very 
little dedicated financing exists to 
address epidemic preparedness and 

deploy emergency financing during 
outbreaks. In the last decade alone, 
epidemic disease outbreaks have 
repeatedly threatened the region’s 
economic position. From SARS in 2003 
to Middle East Respiratory Syndrome 
(MERS) in 2015, epidemics have exacted  
a heavy human and economic toll and 
continue to widen financial exclusion. 

The table, taken from ADB’s economic 
analysis of SARS, shows a clear 
correlation between epidemic outbreaks 
and downturns in gross domestic 
product growth.2 East Asia could expect 
a reduction of 1% in annual  gross 
domestic product growth if SARS 
lasted 2 quarters, and Southeast Asia a 
reduction of 1.4%. Furthermore, the 
tendency of financial markets to 
overreact to epidemics can inflate the 
real economic impact.3  During SARS, 
markets lost nearly $40 billion, a grossly 
disproportionate amount fueled by loss 
in investor and consumer confidence.4 

These trends are not something from 
the past, but are recurring themes in 
very recent epidemic outbreaks. 

The 2015 MERS outbreak in the 
Republic of Korea lasted only 3 months, 
infecting 186 people and tragically killing 
36, but the damage to the economy was 
enough for the government to reduce its 

Financial Inclusion in Times of Epidemic Disease Outbreaks
Saumya Kailasapathy, health specialist
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1   Financial Times Live. Asia-Pacific Financial Inclusion Summit 2015: Accelerating Financial Inclusion to Enable Economic Progress. https://live.ft.com/Events/2015/Asia-Pacific-Financial-
Inclusion-Summit-2015.
2  E. Fan. 2003. SARS: Economic Impacts and Implications. ERD Policy Brief Series 15. Manila: ADB.
3  E. Bloom, V.  de Wit, and M.J. Carangal-San Jose. Potential Economic Impact of an Avian Flu Pandemic on Asia. ERD Policy Brief Series 42. Manila: ADB.
4  J. Lee and W. McKibbin. 2008. Estimating the Global Economic Cost of SARS. NHS Publication.
5  S. Shankar. 2015. MERS Outbreak: South Korea Plans Stimulus Package for $13.5B to Tackle Economic Impact of Viral Disease. IBTimes. June 25.
6  World Economic Forum. 2015. Managing the Risk and Impact of Future Epidemics: Options for Public-Private Cooperation. http://www3.weforum.org/docs/WEF_Managing_Risk_
Epidemics_report_2015.pdf.

$ = US dollar, GDP =  gross domestic product, PRC =  People’s Republic of China, SARS =  sever acute respiratory syndrome
Source: Economics and Research Department using Oxford Economic Forecasting model, staff estimates
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•	 engage in public–private epidemic 
response mechanisms.

Finally, ADB could capitalize an 
epidemic emergency response fund 
within the Health Financing Partnership 
Facility or Regional Cooperation and 
Integration strategy to contain 
outbreaks as part of the ADB Disaster 
and Emergency Framework. Funds 
could be capitalized through donors, 
bilateral contributions, and the Asian 
Development Fund. An epidemic trigger 
model could also be developed with 
regional partners and governments and 
support fast and timely emergency 
response disbursements.

Let’s Not Wait Until It is Too Late...

Epidemic financing can be considered 
regardless of a country’s existing health 
system and economic background. 
While wealthier countries often have 
better health systems and are better 
prepared for epidemics, this is not 
always the case. For example, the health 
system of Hong Kong, China was initially 
ill-prepared for SARS, with medical staff 
lacking personal protective equipment. 
In the past, ADB’s effort to mobilize 
emergency funding for epidemics has 
been deployed on a reactive basis, much 
like the responses of many of its 
developing member countries. To 
minimize recurring costs associated 
with epidemics, proactive preparedness 
programs and financing should be 
considered. The benefits of such 
investment are not limited to preventing 
epidemics, but also to improving financial 
inclusion for health and strengthening 
universal health coverage. Regional 
initiatives can also be strengthened, 
through timely capture of information 
and data sharing that is essential to 
contain outbreaks across borders. 

Let’s not wait until it is too late. It is 
critical that governments and providers 
of financial services invest sooner  rather 
than later in epidemic preparedness. 
ADB is in a strong position to facilitate 
financial inclusion for health at the 
individual and government levels and 
prevent ongoing losses in the region.

Epidemic Outbreaks,
from page 5

acute underpreparedness of both public 
and private sectors in managing disease 
outbreaks. As a first step, however, 
governments in Asia and the Pacific 
need access to long-term and  
cost-effective funding for epidemic 
preparedness programs. ADB could play 
a unique role in facilitating financial 
inclusion for health, by taking a 
leadership role to support epidemic 
preparedness and by dedicating 
emergency financing for outbreaks. 
Epidemic preparedness not only presents 
ADB with an investment opportunity; 
but it also plays to ADB’s strengths in 
financial sector development, health 
security, and regional cooperation. 

ADB could consider an epidemic 
financing structure, based on existing 
financing modalities. Governments could 
be supported to design epidemic 
preparedness strategies, implement health 
security and systems strengthening 
programs, and contain outbreaks in the 
short term. Should governments begin 
to revise epidemic preparedness, ADB 
could offer support with technical 
assistance to design programs, integrate 
lessons learned from recent epidemics, 
and ensure effective partner coordination 
mechanisms. 

An ADB “Health Epidemic Thematic 
Bond” could meet rising investor 
concern about the threat of epidemic 
outbreaks and mitigate future economic 
losses through access to long-term 
financing for preparedness. The bond 
could raise operating capital revenue to 
support preparedness interventions that 
are otherwise not included in national 
health programs, as they are considered 
too costly for domestic health budgets. 
Financing could support governments in 
the following:

•	 develop health infrastructure including 
laboratory models, electronic health 
reporting, supply chains, and early 
warning systems,

•	 develop and train health care workers 
to identify, test, and treat patients, and

At the March event, OJK-PROKSI 
launched “Indonesia Microfinance 
Overview 2015” as one of the center’s 
earliest knowledge publications. Prepared 
by OJK with support from ADB, the 
overview looks at the Indonesian 
microfinance sector in depth and covers 
the breadth of issues on financial 
inclusion, including microfinance and its 
role in overall poverty reduction in  
the country. It also reviews the 
microinsurance sector and access to 
venture capital as an alternative source 
of finance for smaller enterprises. 

ADB’s long-term partnership with the 
Government of Indonesia and its 
fostering of greater financial inclusion 
under the Country Partnership Strategy 
including the current Financial Market 
Development and Inclusion Program 
was highlighted in remarks at the launch 
from Kelly Bird, Director, Southeast  
Asia Public Management, Financial 
Sector, and Trade Division (SEPF). The 
Financial Market Development and 
Inclusion Program explicitly dedicates  
a component to access to finance.  
Mr. Bird also stressed the importance of 
the publication as a useful diagnostic 
tool for policy makers, regulators, and 
the industry.

In addition, the OJK-PROKSI was 
launched in conjunction with Bringing 
Indonesia’s Microfinance and Financial 
Inclusion to the World, an international 
seminar for discussing Indonesia’s 
extensive practical experience in 
microfinance. The country is recognized 
as the “microfinance laboratory of the 
world”, in recognition of the challenges 
it faces and the opportunities it 
embraces as it advances an integrated 
approach toward microfinance sector 
development and financial inclusion. 
During the seminar, Arup Chatterjee—
Principal Financial Sector Specialist 
from Sector Advisory Service Division—
presented “International Best Practices 
on Policy and Regulation in Financial 
Inclusion: Case Studies in the Asian 
Region”. Sani Ismail, Financial Sector 
Specialist from SEPF, moderated the 
panel session titled “Financial Literacy 
and Financial Inclusion”.

Indonesia,
from page 2
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to areas that previously lacked access to 
physical financial access points. 

With a combined network of 6,902 
banking agents nationwide, agent 
banking has brought tangible benefits 
to customers, especially those in 
rural communities. Members of these 
communities, some of whom previously 
had to travel up to 140 kilometers to the 
nearest bank branch, now enjoy access to 
financial services located within walking 
distance. This translates into savings in 
time and cost amounting up to three 
hours and RM100 ($24) per trip.

Regulatory Framework

Bank Negara Malaysia monitors the 
agent banking system, first introduced in 
2012, and the agent banking regulatory 
framework outlines requirements for 
financial institutions in the areas of 
governance and oversight, management of 
agents, customer protection, awareness, 
and education. The framework was 
enhanced in April 2015 to allow agents 
to open savings accounts on behalf of 
financial institutions through online 
real-time systems and biometric identity 
verification.5

The framework aligns interdisciplinary 
stakeholders in agent banking to enable 
reliable, safe, and sustainable delivery 
of the service as well as to provide 
a basis for assessing risks and to 
implement regulations proportionate to 
the risks identified. Financial institutions 
implementing the agent banking initiative 
are expected, among other things, to 
observe the following:

•	 Financial institutions retain the ultimate 
responsibility and accountability for  
all agent banking activities.

•	 All transactions by agents, including 
verification of customer identity, must 
be conducted through a device 
connected online in real time with 
the back end system of the financial 
institution. Verification of identity 
using both the national identification 
card (MyKad) and thumbprints has 
been effective, with no cases of fraud 
reported since implementation in 2012.

Malaysia’s Experience,
from page 3

•	 The agent bank only facilitates 
transactions on behalf of the financial 
institutions. For instance, the agents 
merely perform preliminary know-
your-customer verification and the 
decision to approve the customer’s 
application for the opening of savings 
remains with financial institutions. 
Pending completion of know-your-
customer verification by financial 
institutions, the accounts opened by 
agent banks have lower transaction 
limits and fewer services.

•	 Financial institutions are to perform 
continuous surveillance and assessment 
of agent banks and periodically review 
the overall agent banking initiative.

Performance of Agent Banking

Since the implementation of agent 
banking initiatives in 2012, 6,902 agent 
banks have been appointed nationwide 
by the end of 2015, facilitating 63 million 
transactions amounting to RM5.7 billion. 
Most of these transactions involved bill 
payments (59.2%; RM3.4 billion) and 
cash deposits and withdrawals (28.1%; 
RM1.6 billion). Furthermore, April 2015 
enhancements to the agent banking 
regulatory framework  enabled agents to 
open over 13,600 new accounts by the 
end of the year. 

There has been a significant increase 
in convenient accessibility, measured 
through the availability of financial access 
points at the daerah (district) and mukim 
levels. All 144 districts and 97% of the 886 
subdistricts now have access to essential 
financial services, with a target of 98% 

by 2020. This widespread availability 
of agents has resulted in an increase 
in the volume of financial transactions 
conducted through agent banks from 
three million in 2012 to 63 million in 2015.

Moving Forward

Bank Negara Malaysia remains committed 
to expanding financial inclusion. The 
agent banking initiative will continue to be 
supported with the development of other 
innovative delivery systems, financial 
products that are responsive to the needs 
of the underserved, as well as effective 
education, support, and protection for 
financial consumers. 

Figure 1: Flowchart of an Agent Banking Transaction

Note:  For deposit and withdrawal transactions, both agent and customer must have an account with the financial institution
Source: Bank Negara Malaysia

Source: Bank Negara Malaysia

Figure 2: Growth in the Number of Agent Banks
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5  In addition to allowable services under the Guidelines on Agent Banking (2012), namely accepting deposits, facilitating withdrawals, fund transfers, bill payments, and financing repayments.
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the profit sharing structure offered by 
international financial institutions.7

Countries with substantial Muslim 
populations—but where the Islamic 
finance industry is still small or 
developing, and therefore characterized 
by limited Shari’ah-compliant options—
are more likely, for religious reasons, to 
be cited as a barrier to access financial 
services (as in Afghanistan), compared 
to countries where the Islamic finance 
industry is already well-developed (such 
as Malaysia).8 Thus, taking into account 
the region’s high-density Muslim 
population characterized by low banking 
penetration, making Shari’ah-compliant 
financial products and services more 
available could significantly improve 
financial inclusion by extending financial 
access and the benefits of economic 
growth to the traditionally underserved.

In particular, Islamic finance can promote 
inclusive growth through Islamic 

Islamic Finance,
from page 3

ADB Event

microfinance services. Microfinance 
typically involves providing credit to low-
income households and small and 
medium-sized enterprises. Based on a 
survey of 19 countries, only about 1.28 
million clients of Islamic microfinance 
services exist, with about 50% found in 
Bangladesh and Indonesia alone.9  
Market data, however, has shown that in 
countries with large Muslim populations, 
such as Afghanistan, Bangladesh, 
Indonesia, and Pakistan, there is a 
tendency for borrowers to switch to 
Islamic finance products when these 
become available.10

Hence, there is vast potential for Islamic 
microfinance to reach out to low-income 
households in many countries that 
cannot utilize conventional microfinance 
products due to religious concerns.

ADB has already applied technical 
assistance in this area to improve access  
to Islamic microfinance services within  
such countries. In 2011, the organization 
approved assistance to support rural 
finance expansion in Afghanistan.11 The 

technical assistance aimed to help 
develop Islamic finance products, tools, 
and practices in rural Afghanistan to 
expand finance to individuals and 
communities. 

In 2012, ADB approved a grant assistance 
to the Philippines to provide technical, 
management, and financial support to 
smallholders in three provinces in 
Mindanao, a region in the southern 
Philippines with a considerable Muslim 
population. The assistance focused on 
providing noninterest bearing loans,  
lease finance, and profit sharing  
arrangements.12  ADB is currently processing 
a technical assistance project with a 
component to assist in the promotion of 
financial literacy (including Islamic finance) 
across five countries in Central and West Asia.   

The potential impact of Islamic 
microfinance in promoting inclusive 
growth and alleviating poverty provides 
ample justification for ADB to intensify 
its interventions in developing the Islamic 
microfinance sector in relevant developing 
member countries. 

#DigiFin16 

facebook.com/events/1588487394796237
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7  M. Mohieldin et al. 2011. The Role of Islamic Finance in Enhancing Financial Inclusion in OIC Countries. Washington, DC: World Bank
8  MIFC. 2014. Global Financial Inclusion.
9  KFH Research. 2013. Islamic Finance in Asia.
10  N. Karim, M. Tarazi, and X. Reille. 2008. Islamic Microfinance: An Emerging Market Niche. CGAP Focus Note. August.
11  ADB. 2011. Technical Assistance for Islamic Republic of Afghanistan: Rural Finance Expansion. Manila ($500,000).
12  ADB. 2012. Grant Assistance for Republic of the Philippines: Agribusiness Development Assistance for Smallholders in Mindanao. Manila ($2,000,000, financed by the Japan Fund for Poverty).

A two-day conference on Financial Inclusion in the Digital Economy was organized by ADB, in collaboration with the Consultative 
Group to Assist the Poor  and ADB Institute, on 24-25 May 2016 at ADB headquarters in Manila. 

The event was attended by over 250 participants  from Asia and the Pacific Region. Policy makers, financial sector supervisors and 
regulators, financial institutions, FinTech companies, and other experts were engaged in lively discussions on the opportunities and 
challenges faced by digital finance. 

Highlights of conference proceedings will be featured in the next issue of the Financial Inclusion Newsletter.  

Conference materials are available at: https://www.dropbox.com/sh/cc0y7j0mj8prg63/AAA6cGAVvd4tD0D-6SnJGnoVa?dl=0 

https://www.facebook.com/events/1588487394796237
https://www.dropbox.com/sh/cc0y7j0mj8prg63/AAA6cGAVvd4tD0D-6SnJGnoVa?dl=0
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