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There are great disparities in access to finance across countries and in-

come groups. According to the World Bank Global Financial Inclusion 

Database, the percentage of adults holding accounts in Asian develop-

ing countries stood at only 26.7 percent in 2014, while recording over 93 

percent in high-income countries. Meanwhile, far fewer adults hold credit 

with financial institutions and borrow money from formal financial institu-

tions in low-income countries (8.6 percent) than in high-income countries 

(18 percent). The account and credit penetration rate is even lower for 

vulnerable groups such as the poor, women, youth, and rural residents 

in developing countries. Why does the access to finance matter? Would 

the enhancement of access to finance benefit economic growth in de-

veloping countries and what should the policymakers do to enhance the 

access to finance? 

Scholars and policymakers have widely accepted that access to finan-

cial services can 1) promote household welfare, 2) encourage the 

growth of small and medium enterprises, and 3) contribute to sustaina-

ble economic growth. 

At the household level, literature has revealed that access to finance po- 
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sitively impacts savings, consumption, and investment1. Suppose that a household does not 

have access to financial services, and its income is vulnerable to shocks. When this house-

hold faces an adverse income shocks, it lacks resources to mitigate the effect from the in-

come shock and must inevitably cut back on savings, consumption and investment. However, 

if the household has access to finance, and has enough credit to borrow from financial insti-

tutions, its welfare would not be vulnerable to shocks.  

At the firm level, access to financial services boosts investment in production.2 A firm with 

access to finance has a sounder financial status and more savings, which in turn leads to 

investment in production and high profits. Even when not borrowing, access to finance ena-

bles producers to adopt more risk-bearing and productive technology. The impact of access 

to finance is greater for small and medium firms.  

The positive effect of access to finance goes beyond the household and firm level, and con-

tributes to sustainable economic growth. The increased welfare of households and growth of 

enterprises fosters a prosperous middle class and sustainable demand. It also helps reduce 

poverty and inequality, and ultimately leads to inclusive and sustainable growth. 

The Sustainable Development Goals (SDGs), a new development agenda to guide develop-

ment actions for 2016-2030, recognizes the role of access to finance in achieving inclusive 

and sustainable growth. One way the SDGs are set apart from its predecessor, the MDGs 

(Millennium Development Goals), is that SDGs emphasize inclusive growth, where no one is 

left behind in, and all share the benefits of, economic growth. SDGs suggest several imple-

mentation tools to achieve inclusive and sustainable growth where access to finance is 

stressed both as a goal and a means to attain sustainable growth. For instance, Goal 5 of the 

SDGs pushes for "achieving gender equality and empowering all women" by "undertaking 

reforms to give women equal rights to access basic services, including financial services, in 

accordance with national laws (Target 5.a)." Goal 8 is to "promote sustained, inclusive and 

sustainable economic growth" via the "formalization and growth of micro, small and medium 

                                         

1 Aportela, F. (1998). Effects of financial access on savings by low-income people. MIT, mimeo; 

Rosenzweig, M., & Wolpin, K. I. (1993). Credit Market Constraints, Consumption Smoothing, and 

the Accumulation of Durable Production Assest in Low-income Countries: Investment in Bullocks in 

India. Journal of Political Economy , 101, 223-244.; Jacoby, H., & Skoufias, E. (1997). Risk, Financial 

Markets, and Human Capital in a Developing Country. Review of Economic Studies , 64, 311-335 

2 Dupas, P., & Robinson, J. (2013). Savings constraints and microenterprise development: Evidence 

from a field experiment in Kenya. American Economic Journal: Applied Economics, 5(1), 163-192. 
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sized enterprises through access to financial services (Target 8.3)." Thus, the SDGs confirm 

that access to financial services can enhance opportunities to participate in economic activity, 

reduce inequality, and achieve inclusive and sustainable growth. 

Our recent study also supports that the access to credit can enhance the opportunity to par-

ticipate in economic activity. We estimate the effect of parent's access to credit on the quality 

of education for children in Vietnam. We found the access to credit has significant and posi-

tive effect on child's school achievement. The size of effect is larger when the child is young 

and the household income is low.3 The result tells us that a household with access to credit 

can continue to invest in education, and the consequent improvement of its human capital 

can benefit the household thanks to better job opportunities in the future, while the opportuni-

ty is limited to a household without access to credit. 

It is time to call for policy action to enhance access to finance, especially in developing coun-

tries and among vulnerable groups such as the poor, women, youth, rural residents, and 

SMEs. The donor country including Korea should contribute to enhance the access to fi-

nance in developing countries. Of particular note is that we should differentiate access to fi-

nance from "finance for all". In the past decades, one of the most popular policy tools to en-

hance access to finance for the poor was providing micro credit. However, the effect of micro 

credit on household welfare is controversial. Although there is some literature supporting the 

positive impact of micro credit, a large volume of literature has revealed that it may cause 

moral hazard issues and negatively affect the household welfare.  

Policies and official development assistance addressing access to finance should only deal 

with people who are excluded from the financial system due to market failure. To deal with 

this, a sound legal and regulatory framework for enhancing access to finance is necessary. 

This should be followed by education for and the protection of consumers, so as to avoid 

moral hazard and bankruptcy. The donor country should cooperate with developing countries 

to enable them to adopt new technology such as mobile banking and biometric databases. 

The new technology can reduce the cost of traveling to financial institutions and alleviate the 

burden of complicated documentation in developing countries.  

                                         

3 Hur, Y. (2016). Access to Credit and Quality of Education in Vietnam. KIEP Working paper. 


