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Summary
Efforts towards improved financial inclusion (FI) have heightened

globally, as well as in Nigeria, due to the perceived positive links
with faster development outcomes. Using secondary data, the study
compared actual FI results with national targets. The findings show
that since the introduction of the National Financial Inclusion
Strategy (NFIS) in 2012, the number of Nigerian citizens with
access to bank accounts and credit have significantly increased.
While access to non-bank services such as insurance and pension,
has scarcely improved. However, Nigeria is still not close to
meeting its target of reducing the proportion of citizens aged
eighteen (18) years and above, without access to any form of formal
or informal financial services to 20% by 2020. In addition, there are
disparities in the level of financial exclusion across gender and
regional locations. There are also identified policy gaps worth
investigating further. To this end, the study recommends a more
holistic strategy approach that incorporates; increased flexibility to
accommodate changes in the financial sector, effective stakeholder
collaboration, recognition of local realities, and better policy
coordination. Research into the efficacy of FI strategies in Nigeria
remains limited. The findings in this review therefore add to the
emerging FI literature especially in a developing country context,
proffers useful considerations for policy formulation, and serves as
a guide for FI stakeholders in making informed decisions.
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INTRODUCTION, STATEMENT OF PROBLEM AND APPROACH
Introduction
Nigeria’s economic recovery and growth plan
highlights uneven opportunities in accessing
affordable financial services as a deterrent to
building a competitive and inclusive Nigerian
society, thereby weakening the national strategy
for economic diversification from over
dependence on oil revenues. In response to
these challenges, the Federal Government,
through the Central Bank of Nigeria (CBN)
initiated the National Financial Inclusion
Strategy (NFIS) in 2012, with the broad
objective of eliminating barriers to financial
inclusion (FI), and speedily reducing the
number of citizens not integrated into the formal
financial sector. Ultimately, the strategy
anticipates that greater FI would have a ripple
effect in stimulating improved results in the
Sustainable Development Goals (SDGs).
Access to financial products and services is a
prerequisite for achieving FI (Achugamonu et
al., 2020), although actual usage of available
financial products and having a variety of
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Statement of Problem and Approach
Specifically, the study investigates if the
financial inclusion strategies adopted in
Nigeria are adequate in reducing financial
exclusions experienced by vulnerable
individuals/groups. The approach adopted was
to review existing literature and relevant
national FI policies and regulations, in
addition to analysis of secondary data from
reliable sources.
The core of the report is covered in sections
two and three. Section two discusses; the
concept of FI and why it matters, the level of
uneven opportunities in relation to access to
financial services in Nigeria, practical
realities of the demand and supply sides
barriers to FI and why extending finance to
the poor is challenging, the societal impact on
individual
wellbeing
and
enterprise’
performance, and evaluation of the strategies
adopted in tackling identified barriers. The
third and final section puts forward
recommendations to fast-track the FI goals.

quality products are equally important.
Therefore, the focus of this research is to assess
the implementation and performance of the
NFIS and related FI policies, with the aim of
forming an opinion on the feasibility of
achieving the set targets, especially in view of
existing uncertainties caused by the covid-19
global pandemic, and proffer recommendations
and reforms based on findings.
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CRITICAL ANALYSIS OF NIGERIA’S STRATEGY TO REDUCE THE
PROPORTION OF FINANCIALLY EXCLUDED CITIZENS
2.1 What is FI?
FI is a contemporary issue and continues to
assume an increasing amount of recognition
from world leaders in G20 countries,
multilateral organizations, and policy makers
across the globe. The Alliance for Financial
Inclusion (a global network of over eighty (80)
member states committed to promoting FI)
reports that at least forty-five (45) member
countries have adopted national financial
inclusion strategies, including Nigeria, for faster

FI results. Notwithstanding the level of
awareness, a third of the world’s adult
population still lack access to modern financial
services (World Bank, 2018a).
As a concept, FI has varied interpretations;
however, one commonality is the emphasis on
access to financial services. For instance, the
World Bank (2018b) describes FI as making
financial products and services available to
individuals and businesses in a sustainable,
affordable and responsible manner. Similarly,
Chakrabarty (2011) defines FI as the process of
ensuring access to appropriate and affordable
financial products and services to all members
of the society, especially vulnerable and lowincome groups, in a fair and transparent manner.
While Sarma (2012) defines FI as a process that
ensures availability and ease of access to the
formal financial system for all members of a
society. Nigeria’s official definition of FI aligns
with the prevailing theme of easy access to a
variety of affordable and simplified financial
services for adult Nigerians (CBN, 2018).
Examples of these services include bank
accounts, credit facilities, savings and deposits,
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insurance, and pension. Financial exclusion
therefore occurs when adult Nigerians lack
access to such services, including informal
alternatives.
2.2 Why is FI relevant?
Although FI is not a standalone SDG, it
features across several SDG targets on
poverty reduction, agricultural productivity to
end hunger, job creation for economic growth,
and economic empowerment for gender
equality (United Nations, 2015). This is an
indication of the potential of FI in facilitating
the achievement of these SDGs, in a bid to
improve general wellbeing (Isukul, Agbugba,
& Chizea, 2019).
There are studies to support that an inclusive
and efficient financial market, which
guarantees unhindered access to financial
services for all citizens, could act as a catalyst
for business expansion, economic growth,
reduction in poverty rate and more even
income distribution (McKenzie & Woodruff,
2008; Chibba, 2009; García-Herrero &
Turégano, 2015; Neaime & Gaysset, 2017;
Tita & Aziakpono, 2017). The rationale
behind this line of argument is that formal
financial institutions are able to intermediate
by mobilizing funds from surplus to deficit
sectors (Mankiw & Ball, 2011). Therefore,
access to financial services could open up
economic opportunities for poor households
by eliminating credit barriers, thus providing
them with a vital factor of production which
would enable them to engage in
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2.2 Why is FI relevant – cont’d
entrepreneurial activities, create employment
and provide more income for consumption,
savings and investments. On the contrary, when
disadvantaged citizens remain financially
excluded, it makes it difficult to save and build
financial assets, while small businesses are
constrained from scaling-up. Such a situation
could result in a poverty trap or
intergenerational cycle of deprivation, with
limited options for breaking the poverty cycle
(Collier, 2007).
In the Nigerian context, Salami et al. (2017)
conclude that increased FI has a direct impact
on economic growth and real income, while
Onaolapo’s (2015) findings show a correlation
between FI and poverty reduction in Nigeria.
Overall, the implication is that families with
access to formal financial products, can save
towards school fees for better education and
skills acquisition, obtain better healthcare and
grow their businesses. Micro enterprises such as
smallholder farmers, with access to insurance
products would be able to invest in riskier,
higher-yielding crops.

Improved FI also allows for better monitoring
of the flow of funds and economic activities
conducted through the formal system (Mohan,
2006), which can be useful for effective
targeting of macroeconomic policies. Thus, FI
can influence shared prosperity and inclusive
growth such that poor individuals and
micro/small enterprises can contribute and
benefit from economic growth as depicted in
figure 1.
However, extending financial service delivery
to a wider proportion of citizens, especially
poor borrowers and small sized firms can be
complicated. Financial market systems can
fail in allocating resources efficiently from
surplus to deficit segments of the economy.
One reason for this market failure is
information asymmetry. This occurs due to
information gap between parties in a financial
contract (Hannig & Jansen, 2010). Lenders
might not be fully aware of the risks
associated with a borrower’s investment
project, which could influence the decision to
make available credit facilities.

Figure 1: Simplified theory of change showing government’s desired development impact caused by improved FI

Input
Implementation of
national financial
inclusion strategy
and related polices

Output
Improved financial
inclusion (greater
financial access,
improved financial
literacy, better quality
products, etc.) for
citizens

Desired outcome
Enhance citizens’
capacity for income
generation,
entrepreneurship, and
empowerment to
contribute to national
production and
growth.

Impact
• Greater savings and
investment culture
• Lower poverty rates
leading to reduced
vulnerability
• Better employment rates
• More equitable and
inclusive society
• Gender equality

Source: Author’s depiction

• Improved human capital
outcomes, etc.
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2.2 Why is FI relevant – cont’d
Another market failure stems from high
transactions costs. Financial intermediaries are
often reluctant to provide financial services to
poor customers (Demirgüç-Kunt, Beck, &
Honohan, 2008) due to the limited size of
transactions which makes it unprofitable to
serve such group of customers. Poor households
also rarely possess sufficient credit history or
accumulated assets for collateral, making them
less creditworthy. Such market imperfections
usually necessitate government intervention
(Brunnermeier et al., 2009). However,
determining the right amount of government
involvement in such cases can be tricky. Aside
from governments creating an enabling
environment for more inclusivity through
regulation of the financial market and investing
in infrastructure, some governments are forced
to provide subsidized financial products directly
to excluded populations (Johnson & Williams,
2016). Such direct intervention could disrupt the
market system. There is also a risk that
subsidized services targeted at excluded citizens
could be deflected by corrupt officials. Some
other factors that explain the difficulties in
improving FI include: determination of the most
effective means of achieving FI goals especially
how to reach excluded populations in
geographically remote areas, intermediaries’
capacity to understand the financial needs of
customers and selection
indicators for monitoring FI.

of

appropriate

Despite the global acceptance of FI, some
studies suggest that the attribution to its ability
to transform lives and reduce poverty is
exaggerated (Bateman, Blankenburg, & KozulWright, 2019).

This implies that improved FI might not
necessarily result in the anticipated
socioeconomic changes, especially where
other non-financial structures are not propoor. FI could also potentially expose poor
customers to financial risks in the financial
sector, which could make them more
vulnerable. There are concerns that lowincome customers run a risk of exploitation
(Mader, 2017). Adverse incorporation theory
is relevant in recognizing that the way in
which poor people are financially included
can be detrimental where the forms of
interaction in the financial system involve
uneven economic structure and power
relations which do not favour poor customers
and eventually keep poor people at a
disadvantage (Hickey & Du-Toit, 2007).
Therefore, for FI to be effective, financial
development would need to take into account
vulnerabilities and ward off possible
unintended negative consequences.

Nigeria’s developmental challenges are
enormous (Aro-Gordon, 2016); ignoring the
potential positive impact of FI is hardly an
option. Poverty rates are as high as 40.1%,
meaning that approximately 80 million
Nigerians are classified as poor (NBS, 2019a),
making it the country with the most number
of poor persons. Micro Small and Medium
Enterprises (MSMEs) also continue to
struggle for survival (NBS, 2019b). The trend
in unemployment is equally disturbing at
27.1% (NBS, 2018a). Income inequality is
also relatively high at 35% (NBS, 2019a).
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2.2 Why is FI relevant – cont’d
Since FI has been identified as a tool for
improving citizens’ welfare, then financial
exclusions have to be eliminated to ensure more
equal opportunities for citizens. This is in line
with the theory of inequality of opportunities
which lays emphasis on the fairness of the
processes that influence outcomes, and stresses
on removal of inferior opportunities that could
hinder segments of a population from achieving
their maximum human potential (UN-DESA,
2015; Berg et al., 2018). Sen (1999) identifies
access to finance as a substantive freedom and
necessity to live a valuable life. Consequently,
unhindered access to the formal financial
ecosystem can be viewed as a fundamental
human right (Yunus & Jolis, 1999), since it is
essential for daily life. From a social
perspective, persistent exclusions can induce
social vices (Pickett & Wilkinson, 2009), and
create grievances among disadvantaged groups.

These grievances could result in an upsurge in
violent conflicts (Stewart, Brown, & Mancini,
2005) and undermine national stability and
development.
2.3 History of FI in Nigeria
Nigeria’s economy is arguably the largest in
Sub Saharan Africa (World Bank, 2019a). The
country’s financial industry has also
developed over the years, contributing about
3% (NBS, 2020) to gross domestic product
(GDP). The financial system in Nigeria is
dynamic, with several types of intermediaries
operating within the formal and informal
system (CBN, 2017) and offering diverse
products. Figure 2 summarises the structure of
the formal sector which comprises both
regulators and operators such as deposit
money banks (DMBs), insurance providers,
microfinance institutions, and pension fund
custodians.

Figure 2: Overview of the financial system

Source: Author’s elaboration of CBN (2017)
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2.3 History of FI in Nigeria – cont’d
The banking sub-sector is the most advanced,
constituting the bulk of the GDP contribution
from the sector. Still, economic activities
remain predominantly cash-based, because of
the informal nature of the economy. The
proportion of national output attributable to the
entire informal sector is estimated at 59% (NBS,
2016). Transactions conducted outside the
formal financial system fall into the informal
sector and are difficult to regulate or measure.
Examples of informal financial intermediaries
include local moneylenders, savings and credit
cooperatives, friends and family members.
Although no dedicated FI policy existed in
Nigeria prior to 2012, there have been previous
attempts to strengthen the financial sector, in
order to boost customer confidence and to reach
a wider customer base. One of the most notable
in recent years was the 2004 bank consolidation
exercise. Although the bank consolidation led to
greater operational efficiencies, improved
liquidity, sizeable asset base and fewer number
of DMBs which made regulation and
monitoring easier (Assaf, Barros, & Ibiwoye,
2012), it did not necessarily translate to
improved access to credit. DMBs still showed
preference for less risky investments such as
government securities as opposed to lending to
MSMEs (Eferakeya, 2014). Low-income
households were still considered as too
expensive and risky to serve. In response, the
government introduced microfinance banking
(an upgrade of the defunct community banks) in
2005, to cater to the underserved public (CBN,
2005) which commercial banks could no longer
reach. Based on performance assessments,

although microfinance banks (Mfbs) started
out impressively, they have failed to achieve
the long-term result of accelerated FI for the
extreme poor (Isern et al., 2009; Bernhard et
al., 2015; World Bank, 2017). The assessments
reveal a host of challenges that contributed to
the unsatisfactory performance of Mfbs. These
include; operational inefficiencies, poor
monitoring and regulation, limited sources of
capital and excessive finance charge on
customer credit.
2.4 Current national FI strategy/policies
The motivation for adopting a national strategy
in 2012 was to increase the pace and impact of
reforms, through effective planning and
implementation, coordination, and stakeholder
collaboration/consultations. The NFIS seeks to
reduce the proportion of financially excluded
citizens from 46.3% in 2010, to 20% by 2020,
and 5% in 2024 (CBN, 2020a). To achieve this
goal, and in view of technological
advancement, the priorities and goals of the
NFIS were revised in 2018 (CBN, 2018). The
updated priority area(s) as detailed in the
NFIS, is the creation of an enabling
environment for the expansion of digital
financial services, agent-banking networks,
and cashless payment channels to serve the
most excluded. The intention is to achieve
better operations of the financial markets, such
that lower credit risks and transaction costs
allow
for
efficient
and
sustainable
intermediation from surplus to deficit sectors.
The coordination flow chat for implementing
the NFIS is presented in figure 3.
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2.4 Current national FI strategy – cont’d
Figure 3: Structure for implementation of FI strategy

Source: CBN (2019a)

Table 1 summarises some of the initiatives supported by the NFIS to reduce demand, supply and
regulatory barriers to FI.
Table 1: Summary of selected FI interventions
S/N Initiative

Details

Implementation
status

Regulation for customer protection
The CBN and Bankers Committee launched the BVN scheme to
provide a unique customer identity that can be verified across the
Nigerian banking industry, to enhance security of electronic
Bank Verification
Commenced in
1
transactions. So far, the Nigeria Inter-Bank Settlement System
Number (BVN)
2014.
reports show that approximately 42.9million persons are registered
under the BVN scheme. However, this means that more than half
of the adult population are yet to be registered.

2

Know Your
Customer (KYC)
Framework

A three tiered KYC requirement policy is in place which provides
a standard guide that permits financial institutions to reduce the
cumbersome account opening requirements for low-income Commenced in
customers, and allows banks accept alternative identification 2013
documents such as voters card. There are however daily
transaction limits for lower account categories.

Demand side policies
3

National
Initiative to promote the use of movable assets as collateral for Commenced in
Collateral Registry small businesses to be able to obtain loans.
2015

4

Downward review The CBN provides guidance to banks regularly on charges and Most recently in
of bank charges
fees, to prevent exploitation of customers.
December 2019

5

The framework encourages collaborative multi-stakeholder
National Financial
financial education programmes as a means of empowering Commenced in
Literacy
citizens with appropriate knowledge and skills to make informed 2015
Framework
financial decisions and manage their personal finances effectively.
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2.4 Current national FI strategy – cont’d
S/N

Initiative

Details

Implementation
status

Charge on daily cash withdrawals and deposits in excess of
N500,000 and N3,000,000 across all accounts owned by
individual and corporate customers respectively. Pilot stage
commenced in selected states in 2012 on withdrawals, and was
extended in 2019 to deposits. The intention is to make cash
transactions less attractive, while bank accounts become a
viable alternative.

National
implementation
initially
scheduled for
2015, later
postponed to
April 2020.

License requirement mandates 25% activities to be conducted
in rural locations, and with telecommunications sector
involved, it is expected to have a wider reach. PSBs can
operate through agents. However, PSBs are restricted from
granting loans.
Multiple regulations to promote safety and effectiveness of
mobile money and digital financial services, such as higher
ceilings for mobile money transactions. Also by bringing in
new entrants in the financial space, the expectation is that
competition on the supply side will improve and force
innovation/efficiencies, and drive prices down. Examples of
related regulations include; guidelines on mobile money
services, guidelines on operations of electronic payment
channels and regulatory framework for the use of
Unstructured Supplementary Service Data (USSD) for
financial services in Nigeria.

Official
guidelines issued
in 2018

Demand side policies

6

Cashless Policy

Supply side policies

7

Payment Service
Banks (PSBs)

8

Fintech related
regulations

9

Expansion of scope
for regional banking

Regional banking licenses have been expanded, such that
licensed operators can extend services to additional
geopolitical zones.

Initiative
announced June
2020

10

Revised Mfb
regulations

Recapitalisation scheme to ensure improved capacity and
liquidity of operators, to enable Mfbs serve customers more
efficiently.

Due by 2021

11

Agent Banking
Framework

Provides for agent banking as a delivery channel for offering
banking services in remote locations, in a cost effective
manner.

First licenses for
super agents
granted in 2016

12

Micro insurance
guidelines

To encourage insurance providers to offer simple and
affordable
insurance
products
to
low
income
groups/individuals.

First license
granted in 2019

13

Revised Pension
Reform Act

14

MSME intervention
programs

Increase in minimum contributory rates for self-employed
individuals, employees and employers. Also contributions are
tax exempt to encourage savings.
Programs for disbursement of funds to entrepreneurs with
specific focus on MSMEs. Examples are: MSME
Development Fund, Tradermoni, and business loans from
Bank of Industry.

Ongoing

Revised
Act
issued in 2014

Ongoing

Source: Author’s elaboration of relevant Acts and Regulations

The findings on the outcome of these initiatives are presented in section 2.5.
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2.5

Findings and discussions

2.5.1 What is the state of financial exclusion/
inclusion
The strategies adopted towards increased FI have
yielded some improvement since the introduction of
the NFIS, with an increase in FI rate from 53.7% to
63.2%. However, there is still a wide gap between
current FI rate and the national targets as shown in
table 2.
Table 2: FI gap

2.5.2 What does FI entail
Nigeria’s included population as shown
in figure 4, consists of the total number
of adults that are eighteen years and
above (adult population is 99.6million),
with access to both formal and informal
financial services.
Figure 4: Breakdown of 63.2% of the
population that are financially included

Source: Author’s elaboration of EFInA (2018)
and CBN (2019a)

The above reveals that 48.7% of adult
population have access to bank and nonbank financial services, while 14.6%
Source: Author’s elaboration of EFInA (2018); Mix Market
(2018); World Bank (2018a); CBN (2019a)

The negative variance between actual FI rate and the
national target is 16.8%. Although there is a two-year
gap between actual and target years, a simple average
rate of FI improvement between 2010 and 2018

have only informal sources of finance
available to them. This implies that
36.8% of the adult population do not
have access to any form of financial
service.

would still reveal a huge variance on all indicators.
Closing the highlighted gap before the set deadline
would be challenging.
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2.5.3 Exclusion based on demographics
Although the national financial exclusion rate is
36.8%, certain demographics face even worse
exclusion in comparison with others. Figure 5
shows the extent of exclusion across gender, region
and location.
Figure 5: Disparity in level of exclusion
Gaps across gender, rural locations and region

Figure 6: FI rate across countries

81%

India

Brazil

79%

Kenya

82.9%
90%

South Arica
Nigeria

63.2%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

70%
60%
50%
40%
30%
20%
10%
0%

Source: Author’s elaboration of EFInA (2018);
Intermedia (2018); FMT SA (2019); FSD Kenya
(2019); Statista (2020)

Women/Men

Rural/Urban

North
West/South
West

Source: Author’s elaboration of EFInA (2018)

The rate of financial exclusion is much higher for
women, rural dwellers and citizens living in the
north-west region. These groups of people have far
less opportunities and access to financial services.
By inference, when these exclusions intersect, the
impact could be even more severe.
2.5.4 Benchmark results against other countries
Figure 6 compares Nigeria’s level of FI with other
emerging economies, and countries within the SubSaharan Africa region. Nigeria’s FI rate is
significantly lower than the countries compared.
Although, it is important to note that the basis for
calculating FI rate may differ across countries.

2.5.5 Most prevalent barriers to FI
Kempson et al. (2010) in their study,
summarised the various causes or types of
financial exclusion into supply and demand
constraints. Supply side barriers are more
from an institutional perspective and relate
to the way financial markets are structured
and regulated. While demand side problems
are at individual levels, and can be due to
financial incapability, fluctuating income
streams or cultural inhibitions. The
combination of these constraints translates
into financial exclusions (Blake & Jong,
2008). Figure 7 highlights the reasons for
exclusion in Nigeria.
Figure 7: Major reasons for exclusion

However, one common approach adopted by these
other countries, is the use of digital finance and
mobile banking to reach a wider segment of the
population. Adoption of digital finance in Nigeria
is gradually improving, but usage is still very low.
Source: CBN (2019a)
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2.5.5 Most prevalent barriers to FI – cont’d
Affordability is the most dominant obstacle to FI
due to high poverty rates in the country. Lowincome earners often experience fluctuations in
income resulting in low disposable income that
makes it difficult to save or invest in available
financial products. The second most dominant
barrier is institutional exclusion. Example of this
type of exclusion include lack of physical access
due to limited number of local financial service
access points per community, poor transport
systems to reach alternative providers, and lack of
appropriate products for the mass market (products
are oftentimes too sophisticated/complex).
Credit risk and conditional barriers also create
institutional exclusions through exorbitant pricing
or setting pre-conditions due to perceived high-risk
status. This makes financial products inaccessible
to poor citizens. Aside from affordability and
institutional barriers, another source of exclusion is
linked to perceptions caused by distrust, lack of
awareness or education, cultural and religious
factors.

2.5.6 Relationship between FI, poverty and
inequality
Poverty and inequality rates in Nigeria have
reduced since concerted efforts to improve
FI began (refer to figure 8). The graph
suggests that there is a positive correlation
between these variables. However, it is
difficult to conclude that FI has been a
determining factor in this regard.
2.5.7 Are there delayed regulations that are
affecting progress?
The implementation timeline for several FI
initiatives has been extended. Examples
include cashless policy, licensing of PSBs
and mobile money operators. Some of the
causes for delay are attributable to
administrative
processes,
stakeholder
disagreements and pushback from the
public at the point of issuing draft policies
for feedback.

Fig ure 8 : Co rrela tio n b etween FI, p o verty a nd
ineq ua lity
70.00%
60.00%

50.00%
40.00%

63.20%

62.60%
53.70%
41%

40.10%
35.10%

2010

2018-2019

30.00%
20.00%
10.00%
0.00%

Financial inclusion

Poverty

Inequality*

Source: Author’s elaboration of NBS (2012); NBS (2018b); EFInA (2018); NBS (2019a)
*Baseline data for inequality relates to 2013, 2010 figures not available.
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2.5.8 How does the national policy address FI
barriers?
Policies to reduce affordability constraints have
been initiated, resulting in zero cost requirement
for new bank accounts, reduced bank charges,
and subsidized credit schemes such as
Tradermoni for excluded groups. Also, there has
been an increased number of licenses to Fintechs
and PSBs to reach a larger portion of the public.
Introduction of new market participants should
promote innovation and competition, drive
efficiencies and reduce costs so products are
more affordable. There are ongoing policies to
support the growth of digital platforms for
financial services which is expected to bring
services closer to customers. The FI secretariat
also publishes quarterly reports on financial
education campaigns across states.
Summary of findings and
implications for national development
• Based on current results, it is
unlikely that the overall
inclusion/exclusion rate of
80%/20% would be achieved by
2020.
• Lack of affordable products is the
most significant barrier to
accessing financial services.
• There is uneven access across
gender and regions or location.
• Delay in policy implementation has
affected the possibility of meeting
the FI deadline and by extension
potentially impaired achieving
other SDGs in record time.

2.6 Covid-19: Implications for FI
The year 2020 is a significant milestone for FI
in Nigeria. However, the global pandemic
caused by the covid-19 virus has significantly
changed the way household and business
activities are conducted. Restrictions in
movement has meant less physical
interactions for business and financial
transactions. Digital technologies have
therefore proven to be a crucial factor in the
response strategies adopted to reduce the
social and economic impacts of the pandemic.
In Nigeria, livelihoods have been negatively
impacted (Ozili, 2020) due to the informal
nature of the economy.
Consequently, a number of FI reforms have
been postponed to allow businesses adapt to
the new realities. An example is the
recapitalisation exercise for microfinance
banks and insurance companies. Although
necessary, these delays could inadvertently
impair the pace of FI.
The circumstances surrounding the pandemic
have exposed the existing digital gap in
Nigeria, especially for those operating in the
informal sector. Figure 9 is an example of the
numbers of citizens that besieged banks
immediately restrictions in movement were
removed. This scenario suggests that there is
still huge reliance on traditional banking, and
presents an avenue for growth in digital
finance. It is an opportunity for stakeholders
to re-evaluate the existing structures that
could influence the effectiveness of digital
finance as a means of improving FI in
Nigeria.
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2.6 Covid-19: Implications for FI – cont’d
A number of factors are responsible for the
country’s digital gap, ranging from high costs of
data charges and smart devices, apathy due to
digital fraud, poor digital skills and poor
broadband connectivity and coverage (Adeniran
& Osakwe, 2020). These gaps need to be
addressed before digital finance can succeed.
Like several countries around the world, Nigeria
has been forced to expand the scope of social
welfare programs to provide relief to vulnerable
citizens. Digital channels have been quite
popular in distributing stimulus packages, in
order to comply with social distancing rules

While the mode of disbursement is
understandable (to ensure those without
access to digital platforms could still receive
immediate assistance), it could have provided
an opportunity for improved FI through
digital payment channels. For example, Mari
(2020) reports that millions of Brazil’s
financially excluded population were able to
use a designated mobile application, with
enabled functions for payments and transfers
to access government transfers during the
period.

during the pandemic. However, one of the most
strategic assistance programs (a cash transfer of
NGN20,000) provided by the Nigerian
government during the period, was delivered in
person as opposed to digital channels (refer to
figure 10).
Figure 9: Image of Nigerian customers at bank branches post-lockdown

Source: Nairametrics, 2020
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2.6 Covid-19: Implications for FI – cont’d
Figure 10: Official from the National Cash Transfer Office taking a picture of cash handed over to a beneficiary

Source: National Cash Transfer Office - photo gallery

2.7 Gaps identified in the FI strategy/policies
❑ Adaptive management in response to
complexity not fully embedded in NFIS
Complexity theory refers to the adoption of a
holistic approach in problem solving (Boulton et
al., 2015). Strategies that embrace complexity
theory recognize the unpredictable nature of
problems, and interconnectedness of various
issues which make problems such as financial
exclusion systemic. This theory corresponds
with the theory of adaptive management, which
recommends that successful projects must be
flexible and sensitive to real-time changes
(Castillejo & Buell, 2020). Both concepts are
relevant in helping to navigate complex
situations like financial exclusion problem, to
provide a framework for finding realistic

solutions. The NFIS has not fully adopted
these concepts. While the NFIS considers the
existing socio-economic climate, in terms of
recognising pressing development challenges
and cross cutting themes like poverty,
integration with other national development
intervention programs is inadequate. For
example, there is no coordination between FI
goals and the delivery of social protection
programs.
Complex systems thinking looks at how
current patterns emerge (Boulton, 2012),
implying the importance of exploring the
history and context of an issue. Such approach
encourages learning to adapt. There had been
initiatives in the past for a more inclusive
financial system, which the NFIS should have
built on.
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Section 2
2.7 Gaps identified in the FI strategy - cont’d
There should have been a review of these
previous reforms, to understand why they failed
or succeeded. Also, there have been age-old
informal financial systems that serve a
significant portion of the population. There is no
apparent plan in the NFIS to study these
systems to learn from, and possibly integrate
them into the formal sector. Without
understanding the economic, socio-political and
cultural context in which financial systems
operate, it becomes impossible to properly
analyse the underlying factors for financial
exclusion. This local context appears to be
missing in the NFIS.
The multiple institutional layer analysis put
forward by Williamson (2000) is also relevant
in understanding the difficulties that arise from
the structures and processes that influence
financial markets and policies. This entails
acknowledging how formal rules such as
laws/regulations, and informal social norms
combine to influence the performance of the
financial sector (Johnson & Williams, 2013). A
more realistic and effective NFIS must therefore
consider the cultural foundations and
institutional context surrounding the functioning
of financial service delivery in Nigeria, because
these factors may have a stronger influence on
the financial systems than the market forces.
Monitoring and evaluation is an essential part of
adaptive management strategy (Barder, 2012). It
enables tracking of implementation status, to
make necessary adjustments in real-time. The
NFIS has been reviewed once since inception,
after a six–year run.

The time lag for revision does not allow for
real time learning and adjustments. Also,
although monitoring of new initiatives is
documented via a quarterly newsletter, the
survey(s) for evaluating progress is conducted
once in two years. This time frame is
inadequate considering the
evolving financial landscape.

constantly

❑ Poor sequencing of interventions and
counter-productive reform initiatives
The multiplicity of FI regulations and
frequency of revisions suggests that policy
reforms are not properly coordinated and
thought through comprehensively. Poor
sequencing of reforms can be challenging for
stakeholders to stay on top of current policy
and fully digest regulatory changes. This
makes adoption tedious. Further, some
sections of the new FI policies appear to be
counterproductive.
For
instance,
the
restriction of newly established PSBs from
offering loans. Another example is the
pension reform which reduces the number of
people that are likely to benefit from the
scheme by increasing the threshold for
mandatory participation (organisations with at
least fifteen employees, previously five
employees). Also, the cashless policy
introduced to make cash transactions less
attractive by increasing related charges may
not be effective, because the daily transaction
limit of NGN500,000 for individuals exceeds
the minimum monthly wage of NGN30,000
for low income earners.
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Section 2
❑Vision mostly driven by CBN, insufficient
input from private sector, legislative arm and
non-bank regulators
Interventions occur in constantly evolving
ecosystems
(Green,
2016).
Building
relationships and feedback loops is a
prerequisite for change. Although the
governance structure for the NFIS incorporates
input from various stakeholders, the strategy is
still largely driven by CBN, and not necessarily
viewed as a collective goal. This has imparted
the viability and success of the reforms. There is
inadequate legislation to provide the necessary
support for enforcement of the NFIS. This
situation undermines the prospects for effective
implementation of the NFIS. For example, there
is no legislation both at national and subnational levels that compels public sector
transactions to be digitized; yet, digital financial
service delivery is a priority area included in the
NFIS. As such, there are still instances of
government-to-person
and
person-togovernment transactions being cash based.
Other financial services regulators have not
shown a similar kind of commitment as the
CBN in coming up with reforms to reach lowincome earners. The lack of commitment is
evident as the non-bank sub-sector is the least
improved since the NFIS was introduced.
Financial services providers, a key stakeholder
group, have failed to fully adopt a FI approach
in their operations. Intermediation is still highly
skewed towards the public sector and large
private sector firms, leaving out the small
enterprises and individuals. With regulatory
mandates to increase mobile money, what this
has done is deepen rather than expand inclusion

levels, as mobile money services are being
marketed to existing clients and not
necessarily
targeted
at
underserved
population. Available credit facilities are still
at high interest rates with short repayment
tenures, thereby failing to make credit more
easily accessible. The low returns on savings
relative to inflation makes savings less
desirable. Agent banking scheme has also not
been successful because of banks failing to
monitor activities of agents, and offering
insufficient commissions making the initiative
unproductive. The above issues suggest an
urgent need for realignment of stakeholder
objectives and roles to enable effective
implementation of the NFIS.
❑ Inadequate progress indicators
The indicators used in measuring the progress
of the NFIS are majorly access related, and
not robust enough. There is scope for
expanding
measurement
to
include
assessment of affordability of services (for
instance, average total cost of transfers), since
this was the major FI barrier noted. Also,
monitoring financial services access points
alone cannot reveal salient issues such as the
number of active bank accounts, or if inactive
bank accounts are growing at a faster rate than
new account openings, or what factors make
customers abandon their bank accounts.
Access to a bank account without taking
advantage of available financial products,
does not translate to FI. The Nigeria InterBank Settlement System (NIBSS, 2020)
reports show that there are over 48.5million
inactive bank accounts as of May 2020,
representing 30.3% of total customer
accounts.
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Section 2
❑ Inadequate progress indicators – cont’d
Where this fact is discarded, it would mean that
the FI figures are not representative of existing
realities. Further, the surveys conducted appear
to focus on households, omitting details of
inclusion/exclusion of enterprises, whereas,
MSMEs constitute a significant proportion of
the economy. Access to credit remains a
significant challenge for small enterprises;
however, the extent of financial exclusion
remains unknown.
❑ Absence of impact assessment (IA)
The NFIS does not provide for impact
evaluation. Development interventions usually
aim to create long-term positive change or
impact on beneficiaries (OECD-DAC, 2019);
however, it is difficult to prove that change has
occurred unless the impact of such change is
measurable. IA entails measuring consequences
of an intervention program, to understand the
role of the intervention in observed changes. It
also involves assessing what would have
happened if the intervention had not existed. IA
is useful for enhancing reform initiatives, and
providing a basis for replicability, expansion or
discontinuation of a program (Roche, 1999;
Herbert & Shepherd, 2002). Since FI is a means
to an end, evaluating the impact of FI on related
development problems (such as impact on the
income of beneficiaries or on poverty levels)
would be useful in determining the effectiveness

Also, benefits often accrue in the future, way
beyond the time of assessment. Therefore, in
line with the debate on overreliance on IA in
development, there is a risk of neglecting
groundbreaking reforms if emphasis is strictly
on measurability of change (Shaikh, 2010).
Nonetheless, the NFIS could aim to
demonstrate as much as possible, that a given
input leads logically towards a given change,
even if this cannot be statistically proven.
This is useful in identifying specific FI
initiatives that work best and in what context,
to enable policymakers comprehend the
channels through which change emerged, to
improve future interventions.

❑ Other issues that could impair progress
In rationalizing the external factors that might
impact the success of the NFIS targets, certain
assumptions have not been considered, which
could negatively affect anticipated goals.
Some of these include; data privacy and
governance concerns for digital services,
inadequate internet access across the country,
high costs of smart devices, prolonged
insecurity and conflicts in the regions most
financially excluded, capacity of regulators to
effectively monitor the new entrants on the
supply side and data constraints needed for
analysis (but beyond the scope of the NFIS)
such as census figures and social register of
poor households.

of FI.
The omission of IA in the NFIS could be due to
the difficulty associated with attribution or
causality of change (Roche, 1999). This is
because the NFIS cannot easily be isolated from
the impacts of other external forces.
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RECOMMENDATIONS & CONCLUSION

3.1 Policy recommendations
The following action points should be
considered to hasten the pace of FI in Nigeria,
and close the policy gaps identified:

Section 3

This would allow for clarity on roles and
responsibilities for each implementing
institution, and an increased sense of
ownership. There is also an opportunity for

❑Future revision of the NFIS should extend
consideration beyond market forces, to cultural
foundations and underlying institutional
context that influence financial service
delivery in the country. Also, FI policies
cannot be implemented in isolation of local

extending reform initiatives to sub-national
institutions.

context or other national development
programs. Better-structured integration is
therefore necessary. One avenue for integration
with other intervention programs is the social
protection initiative for poor households and
individuals. This initiative leverages a social
register with a record of approximately
17.8million poor individuals (NASSCO, 2020).
Although the register is apparently incomplete
in comparison with the number of poor persons
in the country, it provides a basis for including
this group of low-income earners in the formal
financial system. In addition, better
understanding and incorporation of the
informal financial sector in the FI strategy can
lead to faster rates of inclusion.

adaptability and review of priority areas.
There is the need for improved mechanisms
for monitoring progress towards achieving FI

❑The goal for a more inclusive financial
system cannot be achieved without the

❑It is apparent that there is a global shift
towards a cashless society. Technologically
driven financial service innovations should be
encouraged while having regulations that

concerted effort of all stakeholders. Strategy
implementation needs to be done on a
consultative basis, to secure the buy-in across
legislature, regulators, the private sector, and
all stakeholders, so that actions set out in the
NFIS benefit from clear prioritization,
coordination and appropriate sequencing.

❑Improved monitoring and evaluation should
be encouraged. More frequent monitoring
would be more appropriate, to enable better

goals, through expansion of suitable
indicators to include evaluation of
affordability of services, usage of available
services, and variety/quality of products. In
addition, investment in capacity building is
required to analyse the causes behind
observed trends, and how this varies across
demographics. Impact evaluation can then be
used to check if the desired outcomes or
changes have occurred for those included, this
would inform allocation of limited resources
to gain better traction, and provide feedback
for learning and improvement.

mandate responsible data collection and
usage. Policy reforms and investment in
digital infrastructure are required to drive
digital inclusion and digital security to build
customer’s capacity and trust.
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Section 3
3.1 Policy recommendations – cont’d
An updated national data governance
framework needs to be implemented to curb
data theft and financial fraud. Having a reliable
digital identification system would be an
essential security measure. The identification
system can be linked to the national
identification number. However, only 41.5
million Nigerians have a national identification
number (NIMC, 2020), representing less than
half of the country’s adult population. Speeding
up the national identification registration
process should become a priority. Other factors
to address include; investments to boost
broadband connectivity and reduce costs of data
and smart devices, quick resolution of
modalities
to
fully
incorporate
telecommunication firms in provision of
financial services, and legislation to promote
digitisation of government transactions to drive
more inclusion.
❑The excluded population fall into many
segments with diverse needs. Therefore, a wide
range of financial products is required to meet
the needs of the different segments of the poor.
Reducing exclusion in non-banking services
should be a policy priority. Such reforms can
focus on creating incentives for non-bank
financial institutions to downscale services to a
wider market, in a manner that FI becomes a
core business expansion approach.

3.2 Conclusion
The report addressed the question of how to
improve financial inclusion in Nigeria, by
examining barriers to inclusion and the
effectiveness of the strategies adopted to
eliminate these barriers. It is apparent that the
goal of increased FI is desirable both at global
and national levels because of its impact on
economic and social development. Indeed,
Nigeria has made committed efforts to reduce
the level of exclusion, especially since the
initiation of the NFIS. However, there is still
opportunity for greater inclusion. The report
argues that since the supporting evidence
suggests that the major barriers to inclusion
are access restrictions relating to affordability
and institutional exclusion such as branch
proximity, the NFIS should direct resources to
these areas, by promoting policies that
support increased supply of affordable
services in disadvantaged locations. It also
advocates for increased investment in digital
finance alternatives and integrating existing
informal financial service structures.
More importantly, creating developmental
change is a complex issue, involving several
institutions with varying interests. The study
opines that financial systems do not exist in a
vacuum; socio political factors and informal
settings are relevant factors to consider. It
argues that a deep understanding of the
sectoral and local context and conditions is
necessary for reforms to be effective.
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Section 3
3.2 Conclusion – cont’d
To this end, it is advisable to adopt an
implementation framework anchored on
enhanced collaboration and commitment from
other stakeholders, better coordination of
policies, stronger linkages with related
development intervention programs, and
increased adaptability to a changing financial
landscape.
The findings and discussions in this review add
to the emerging FI literature that attempt to
proffer solutions to the financial exclusion
problem in developing economies. It also
provides context for a more holistic and locally
embedded approach to the process of creating
better societies. This is relevant for policy
makers, development practitioners and change

successful implementation, which in turn is
determined by a wide range of factors. It
would have therefore been useful to interview
relevant policy makers and/or excluded
citizens to get first hand responses, however
this was not possible due to the restrictions in
movement at the time of writing the paper. As
such, the approach to this study only sought to
assess the enabling environment of the
financial sector into which these policies are
released and which they subsequently attempt
to shape. Also, there is a possibility of
additional information on actual FI rates for
2020 becoming available which do not form
part of this report.

agents. There is however, need for more
research to examine the dynamics of MSMEs
and their level of financial exclusion, to develop
better policies. More work is required to
establish the magnitude of the effect of FI, to
pinpoint the types of financial services that have
a stronger pay-off on poverty reduction and
improved welfare. In addition, although the
covid-19 pandemic is expected to impair FI
progress timelines, additional research is
required to fully grasp what this would entail.
Nonetheless, there are some limitations to the
study which do not undermine the objective of
this review, but serve as a guide for further
research and a broader view on the issue of
improving FI in developing countries. It is
difficult to isolate and attribute the effectiveness
of a FI strategy, as it is dependent not only on
the soundness of the policy, but also on
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