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Abstract

There is growing evidence that microfinance institutions (MFIs) have substantial benefits for consumers,
especially women in financial inclusion. Several attempts have been made to explain why MFIs have not been
able to bridge to financial inclusion. Prior research has addressed the reasons why globally; two-thirds of adults
do not have an account. However, little is known about the role of financial education that leads to financial literacy
especially regarding the method, mode, form and subject. This study proposes Global Financial Education
(GFE)that would lead to financial literacy among MFI clients in order to empower them to select appropriate MFIs,
MFI products and services, right channels for greater financial inclusion. We propose a practical mode of
implementing GFE. This is likely to propel financial inclusion as opposed to merely access to credit through
informal financial institutions where clients are caught in a vicious cycle of poverty, unable to transition to middle
class status.
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1. Introduction

Microfinance industry has grown sustainably over the past two decades with the goal of helping reduce if not
eradicate poverty (UFA2020). From the emergence of micro-credit reaching large numbers of people to
advancement from microcredit into microfinance then into the concept of building entire financial systems that
serve the poor and low-income populations—financial systems that are “inclusive (Helms, Littlefield, & Porteous,
2015).” This new, more ambitious and complex vision captured the attention of governments, international
financial institutions, philanthropists, social investors, mainstream bankers, and even some royalty and celebrities
(Helms et al., 2015). Consultative Group to Assist the Poor (CGAP) identified over 750 million savings and loan
accounts in institutions that cater to the lower economic strata; 74% of these were in state-owned savings,
development, and postal banks. Second study by Peachy and Roe identified over 1.4 billion accessible (low average
balance, low-cost) accounts in developing and transition economies (Helms et al., 2015). We now understand that
poor and low-income people can fruitfully use and pay for a range of financial services. Financial services for the
poor are delivered by banks and other retail organizations as well as NGOs. A few years ago, CGAP research
identified well over 750 million savings and loan accounts in institutions that cater to the lower economic strata;
74 percent of these were in state-owned savings, development, and postal banks.1 A second study by Peachy and
Roe identified over 1.4 billion accessible (low average balance, low-cost) accounts in developing and transition
economies (Helms et al., 2015).

In 2015 the World Bank Group and public and private sector partners adopted measurable commitments to
achieve Universal Financial Access by 2020 (UFA2020) and help promote financial inclusion. These were through
creating a regulatory environment to enable access to transaction accounts, expanding access points, improving
financial capability, driving scale and viability through high-volume government programs, such as social transfers,
into those transaction accounts, focusing on reaching disadvantaged populations, such as women and rural
producers, encouraging use of financial services, to move from access to finance to account use working through
critical value chains in priority countries to digitize payments, and creating access to other financial services such
as savings, insurance, and credit. Yet we are now in 2020 and that promise has not yet been delivered. The situation
remains like it was in the late 1990s when Microfinance Institutions (MFIs) and programs have not been able to
deliver that promise (Morduch, 1998; 1999). This suggests that microfinance revolution as it is today may not be
enough for the task and additional innovations are required. Adults in all income groups around the world use a
variety of financial services, ranging from digital payments and savings accounts to loans and insurance. Many
low-income adults, however, rely largely on informal financial services — 2 billion adults worldwide, or 38
percent, reported not having an account at a formal institution in 2014, according to Global Findex data (Asli
Demirguc-Kunt, 2017). This is despite the improvements in financial access brought about by MFIs and Mobile
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Money; two-thirds of the world’s adults still do not have a basic bank account. Access to a bank account is only
one dimension of financial inclusion, but it is a critical one. A basic bank account is the entry point that allows
customers to save money outside the household, make loan or premium payments, or transfer funds within their
country or across borders. More than 80 percept of households have bank accounts in high-income countries,
compared to well below 20 percent in low-income countries.

MFT practitioners around the world are actively pursuing innovations that can help augment their contribution
to the welfare of their clients. A strong trend in these innovations is the combination of microfinance with other
non-financial services, including business training or financial education (Dunford, 2002). This trend has caused
tension in the development finance community with questions about whether lenders should specialize in financial
services only, or should integrate non-financial services into their program (MkNelly, Watetip et al. 1996). Even
more worrying could be the fact that MIFs that integrate financial services and other non-financial services,
especially financial education could only be doing it for their selfish benefits, that is, customer retention and loyalty.
This forces them to carry out financial education so selectively without even empowering their clients or potential
clients with the knowledge they need to make informed decisions not just on the available financial products and
services on offer but also which MFIs are suitable for them and how they can build their portfolio in order to
transition to Middle class from vicious cycle of poverty of low income status. Since key items to poverty alleviation
are capital, knowledge and opportunity (Khumawala, 2009), only offering capital (micro-credit) but no or poor
knowledge (selective education) does not enable the poor use well the capital and the opportunity before them to
come out of cycle of poverty.

In fact, since more than one MFIs exist in a country; micro-finance clients also need to be educated about the
different financial products that are on offer by the many MFIs. This calls for financial education
(“microfinliteracy”) that enables the microfinance clients or potential clients to know at least essential elements of
every of MFIs and their products and services in a market rather than know only everything of one particular MFI
or MFI product. The recognition by the World Bank that awareness and financial literacy is one of the catalytic
pillars toward financial inclusion affirms this position (Bank, 2018). The maxim should be that “micro-clients”
get be micro-finliterate before consuming micro-finance in order be successful micro-entrepreneurs.

This study postulates that such financial education leading to microfinliteracy, which we call Global Financial
Education (GFE), has not yet been given proper attention. This is partly the reason why the World Bank goal has
not been delivered in 2020 that has even been disrupted by covid19 pandemic. This is because MFIs still tend to
only provide Selective Financial Education (SFE). With SFE, clients or potential clients are only educated based
on the products and services provided by a particular MFI. In fact, according to Kazmin (2010), the regulatory
backlash has highlighted the risk of pushing credit to the poorly educated borrowers or uncertain financial literacy.
Consequently, SFE binds these people to the respective MFIs and thus trapped in a never-ending cycle of debt
hence unable to attain financial stability. This stands in strict contrast to the essential goal of Microfinance that
was promoted by the Grameen Bank as the first MFI in the world and the institutions that followed, that is, to
enable the poor to escape from the vicious cycle of poverty. Frisancho, Karlan & Valdivia (2008) reported that
supply of MFI products and services is greater than demand due to several reasons, among them being low financial
literacy that does not enable the poor perceive the value of micro-credit. This could be partly because currently,
MFTIs offer financial literacy program only to their clients or in condition that one has accepted to be a client.
Therefore, there is a need for financial education that offers financial education irrespective of whether the
participants needs micro-credit or not. It is envisaged that this financial education program based on GFE model
could create demand as the poor will get financial literacy uncondionally (whether they take credit or not from a
particular MFT).

GFE is a mechanism, which allows the poor, who are operating closer at the margin than anybody else, to
receive information about their options in Microfinance. It empowers them to make smart choices and to select
the most appropriate products at the right time from those MFIs that offer a portfolio of products and services
which best suits their needs. This is what Ogola (2011) refers as expansion of financial freedom in his framework
for analysing the social responsibility of financial institutions in developing countries. GFE, therefore, becomes
important tool in aiding this financial freedom.

The structure of this article is as follows. First, we present the concept of microfinance, its origin and
underlying purpose. Second, we highlight the importance of financial education as an essential component of
Microfinance Institutions (MFIs). This is followed by clarifying terms such as Financial Education (FE) and
Financial Literacy (FL). Then we present previous literature leading to the knowledge gap. This leads to
introducing of Global Financial Education as a novel concept and its urgent need. Next, the research questions are
formulated and an appropriate method to respond to the research questions are presented. This is followed by the
analysis and presentation of the findings. The article finally concludes giving the theoretical and managerial
implications, limitations and recommendations for future research into GFE.
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2. An Education in Microfinance

To enable the transition from Bottom Of Pyramid (BOP) to financial (economic) stability, there is a need for a
mechanism, which enables the poor to identify the “black sheep” in the finance industry. As more and more MFIs
are being founded, the poor need to be able to stay away from those MFIs, which have disadvantageous offerings
for them and select only those microfinance-products and MFIs, which suit them, their needs and their abilities
and match their opportunities. This can be achieved, the current study proposes, by enhancing the poor’s financial
literacy through GFE. In fact many of them that emerged pre-covid19 pandemic are now pushing their clients to
forget about “brick and mortar” they mean banks and fully embrace digital solutions which for them is more micro-
credit than savings yet we know that Financial inclusion means that adults have access to and can use a range of
appropriate financial services. At its most basic level, formal financial inclusion starts with having a deposit or
transaction account at a bank or other financial institution or through a mobile money service provider. The account
can be used to make and receive payments and to store or save money. Financial inclusion also involves access to
appropriate credit from formal financial institutions, as well as the use of insurance products that allow people to
better manage financial risks such as crop damage (Asli Demirguc-Kunt, 2017). In fact, empirical evidence shows
that financial inclusion allows people to make many everyday financial transactions more efficiently and safely.
Use of the formal financial system also expands their investment and financial risk-management options. This is
especially relevant for people living in the poorest households (Asli Demirguc-Kunt, 2017). This is the kind of
knowledge or aware that the poor needs to get through non-selective financial education by financial institutions.

In that regard, we first differentiate the terms Financial Education and Financial Literacy. We then introduce the
novel concept of Global Financial Education (GFE) and finally define and explain the two main research questions
of this study.

2.1 Financial Education vs. Financial Literacy

The current developments in the finance sector and the financial crisis have demonstrated how important it is for
consumers of all backgrounds to understand the products and their options in the field of finance. As consumers
gain access to more and more different and increasingly complex financial products, they have to be able to gain
much knowledge about existing financial products to safeguard them against exploitation and also enable make
better use their opportunities (Jappelli, 2009) and mitigate against risks (Miller, Godfrey, Levesque, & Stark, 2009).
Financial Literacy is the ability to understand financial concepts and products and to appreciate risks and
opportunities in order to make informed choices and take effective actions (Miller, Godfrey, Levesque, & Stark,
2009). Financial Education on the other hand, describes the process of teaching knowledge, skills and actions that
enable individual consumers to make better financial choices. Financial education is therefore a process that results
in Financial Literacy (Cohen, Stack, & McGuiness, 2004).

2.2 Why Financial Education for the Poor?
Financial literacy differs widely across demographic groups. Especially members of less educated, poor
households tend to possess rather limited financial skills (Jappelli, 2009). There is evidence that on overall, levels
of financial literacy are particularly low in developing countries where many individuals are poor and lack basic
general education (Miller, Godfrey, Levesque, & Stark, 2009). However, it in these countries that financial literacy
may have greater impact against poverty and in expanding financial inclusion

The poor share the same goals as the non-poor. They aim to reach financial stability in order to protect
themselves and their families in the long term. However, what differentiates them is the lack of money and that
many of them live in unstable, unpredictable environments (Sebstad & Cohen, 2003). They operate at the margin
every day hence they have financial instability. In fact, they have so limited belongings hence their margin of error
is almost nill. For this reason not being able to make smart choices with regard to selecting appropriate financial
institutions and products and services can have severe impacts on the poor and low-income earners. Therefore
some form of financial education is critical for these groups.

In addition, it needs to be highlighted that, in recent years, more and more MFIs and with that more and more
MEFT products and services have entered and are entering the market. By 2010, the Microfinance Information
Exchange lists e.g. as many as 149 MFIs in India, 110 MFIs in the Philippines and 101 MFIs in Russia
(Microfinance Information Exchange, 2010 ). Thus, micro-finance clients face numerous choices, which are
increasing every day. However choosing the best financial product and services and MFI among such a great
number of choices requires a lot of knowledge and skill. The chances that the poor would make the right choices
could be enhanced through financially literacy, that is, being able to calculate costs and benefits as well as weigh
alternatives, an ability seldom possessed by the poor (Sebstad & Cohen, 2003). They also need to be educated as
entrepreneurs which MFI products gives them lower cost of capital, better cash flow management and liquidity
hence much these with their immediate business needs when seeking for credit solutions.

In fact, from an MFIs perspective an increasing customer base and a high customer loyalty are among the
highest priority. First, since the loans they distribute are usually small in value, the operating costs of MFIs are
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rather high. Furthermore, the more customers an MFI has, the more it can benefit from economies of scale. Thus,
it will be the major aim of an MFI to rapidly increase its customer base as well as to increase the loyalty of its
customers in order to become financially sustainable and profitable in the long term. Therefore, MFIs are very
much likely to only educate their clients selectively about the products they offer in order to increase their customer
base and maintain customer loyalty without referring to some potential clients and existing clients to other MFIs
that could be more appropriate for the respective clients.

3. The concept of Global Financial Education

One effective mechanism that would enable micro-finance clients or/and potential clients become financial
literates, the current study proposes, is Global Financial Education (GFE). The current study assumes that MFIs
are still carrying out Selective Financial education. The underlying idea is that the poor need to be provided with
a form of financial education that gives them a relevant, sufficient and comprehensive understanding of the options
and choices they have with regard to MFIs and their financial products and services.

The term Global refers to the concept that some mechanism needs to be developed which educates the poor
in a neutral and comprehensive manner, providing them with a holistic understanding of the scope of the different
financial products and institutions they can take advantage of.

The term Global Financial Education rather than Global Microfinance Education has been selected because
not only do micro-finance clients need to possess abilities to judge amongst micro-finance products, they need to
have an understanding about the subject of Finance in general in order to select the appropriate MFI or Financial
Institution for them in the first place. In addition to that, it is also likely that MFIs exit the market at some point
(because of insolvency etc.). In this case, micro-finance clients need to be able to select among the other MFIs and
Financial institutions which are still existing in the market. Furthermore, it is likely that, at some point with regard
to the goal of microfinance, a micro-finance client might have accumulated enough earnings so that they escape
poverty. At this stage, it is likely that they do not need the service of an MFI but a formal Financial Institution.
This will transition the poor and low income earners into financial inclusion hence escape the vicious cycle of
poverty. With full financial inclusion there will be both credit but also savings and investments due to bank
accounts. The transition that could be propelled by proper financial education is key since in spite of the
improvements in financial access brought about by MFIs and Mobile Money, two-thirds of the world’s adults still
do not have a basic bank account. Access to a bank account is only one dimension of financial inclusion, but it is
a critical one. A basic bank account is the entry point that allows customers to save money outside the household,
make loan or premium payments, or transfer funds within their country or across borders and be able to invest.
Moreover, Savings drive more development than credit since investments equal savings, which is only possible
under financial inclusion not just access to credit.

3.1 The Impact of Global Financial Education

The impact of Global Financial Education is illustrated in Figure 1. Suppose there is a micro-client who falls in
the group X, those who have not received GFE. They are customers of MFI 1 in the first place and they only
possess a selective financial education provided by their respective MFI, that is, they only know about products
from MFI 1. Eventually MFI 1 exits the market and micro-client X needs to identify a new MFI or a mainstream
Financial Institution for their needs. In this example, suppose that MFI 2 would be the best option for them because
it had a product portfolio, which was most likely to address the needs of client X comprehensively. Also suppose
that MFI 3 would be the worst option for our respective micro-client X because its product offering would not be
able to fulfil their needs. Further, suppose that there were a mainstream FI, which would be a better choice than
MFTI 3 for client X but a worse choice than MFI 2 in terms of its ability to fulfil the needs of client X.

(Insert figure 1 about here)

Since client X is only selectively educated they are not able to judge among the different offerings of the
various MFIs and Financial Institutions within their country. Therefore, X is most likely to choose the next-best
option, which would be MFI 3 in this example. MFI 3, however, is not the best option for them but the worst and
in the long term client X will not have many benefits from this relationship. If client X had had GFE they would
have understood that MFI 3 had the product portfolio, which would fulfil their needs in the worst possible manner,
that FI would be a semi-optimal choice and that MFI 2 would be the best choice as it offered the best product
portfolio for their interests.

If micro-clients are able to select the products that suit them, MFIs will also profit in the long term. This is
because when a client only depends on one or two products from one or two MFIs their commitment to the
institution(s) is likely to be very high. Thus, repayment rates are also likely to increase as clients who have a better
overview of the few financial products they are using are more conscious about the respective product features
and can record positive results faster and more easily. As MFIs usually have higher transaction costs (see chapter
2.4.1), they need to decrease default rates. If they only attract highly committed clients, who have a good
understanding of the product they are using, a higher commitment to the MFI and who are more likely to repay
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their loans MFTIs can also benefit in that respect to a great extent.

3.2 The Wider Impact of Global Financial Education

Financial Literacy is not only important for individuals and individual institutions; it can also have deep impacts
on the respective community or country economy. If micro-clients are able to select appropriate MFIs ad their
products and services, positive multiplier effects are very much likely to result within their community on a long-
term perspective. Following Woller and Parsons, if there is an exogenous change in the environment (e.g. caused
by a change in investment, government spending, etc.), the term income multiplier refers to the total change in
income earned by all workers in the local economy (Woller & Parsons, 2002).

This means, that if a person is able to select appropriately MFIs and financial products and services, which
enables them to create a sustainable microenterprise, this person could contribute to the local economy in various
ways. First, person A might buy raw materials for their business, thus creating income for an additional person B
of the local economy, who provides these raw materials. In addition, person B might then spend their profits made
through the purchase from A on some service or product within the local economy, creating more demand which
might then result in a new workplace for C who will eventually also have expenditures within the local community
and so on. Consequently, a certain amount of the expenditures is being saved or spent on other communities. Such
expenditures to other communities or savings are referred to as leakage (Woller & Parsons, 2002). This process
continues until the community is saturated and no additional money for spending is being generated.

Thus, if micro-clients are able to select proper finance-products that enable them to create sustainable
microbusinesses, the income-multiplier effects are very much likely to result in a positive development of the local
community, that is, the micro-economy. If spill-over-effects occur, that is, spending within other local
communities nearby or leakage, these communities are positively affected as well.

(insert figure 2 about here)

Finally, the overall area or country could benefit to a great extent, as their overall economy is likely to develop.
If the overall local economy is developing and more and more legal microenterprises exist and as profits of these
enterprises are increasing, private expenditures are increasing as well. Therefore taxes, which are paid to the state,
are increasing too. Also, private expenditures for health services are likely to increase which decreases the need
for public health expenditures by the state as the overall health of the population increases. Finally, if the state has
more tax income the overall welfare is increasing as it can then be invested into education, infrastructure and much
more. Figure 2 illustrates these wider impacts of Microfinance enhanced through GFE.

Furthermore, following Michael E. Porter’s model of “The 5 Forces that shape Strategy” Global Financial
Education has the power to increase the bargaining power of customers. In the model, Porter describes five forces
that define the competitiveness in an industry and affect the profitability of companies. The five forces described
in his model are: bargaining power of suppliers, bargaining power of customers, rivalry among existing
competitions, threat of substitutes, and the threat of new entrants (Porter, 1979). GFE can influence the bargaining
power of customers. Financially literate customers would be able to select the most advantageous MFIs for them.
This would then pose a threat on MFIs with disadvantageous offerings because their customer base would decrease.

In that regard, choosing the right financial products on an individual basis may result in a positive
development of the local economy, the local economies nearby and finally the overall economy of a country caused
by positive income-multiplier effects. Furthermore, GFE could also affect the Microfinance industry of a country.
As the power of buyers increases, buyers are more and more able to select appropriate MFIs for themselves and
the customer bases of MFIs with rather inappropriate offerings diminish.

3.3 Formulation of RQ1a, RQ1b and RQ2

The three research questions RQ1a, RQ1b and RQ2 that shall be investigated in this study are now developed and
explained. Key to the formulation of these questions are the following two underlying postulations:

> Global Financial Education is important

> A comprehensive Global Financial Education not yet exist

The first postulation posits that Global Financial Education is important and is based on the fact that globally
financially educated micro-clients are able to escape the vicious cycle of poverty by making smart and reasonable
choices.

As more and more MFIs are commercializing and more and more MFIs are entering the market which do not
follow a social mission but solely focus on profit (Greeley, 2006) and their investors’ interests (Nair, 2010), the
poor need to be enabled to select carefully the proper product or products from the proper institution or institutions.
This will be possible through Global Financial Education. In addition, microfinance clients that have received GFE
are more likely to select only a few but very appropriate products from only one or a few MFIs rather than loosing
themselves in numerous different loan-products from numerous different institutions which could render them less
efficient as entrepreneurs.

The second underlying assumption, a comprehensive Global Financial Education does not yet exist, is based
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on the fact that, whereas some MFIs teach entrepreneurial skills (Khandker, 2005), it is expected that the findings
of this study support that none of MFIs provide, GFE SFE. Thus it is likely that MFIs do not provide their clients
with an overall picture of the choices, which exist for them in the market but try to bind them to their institution
by only educating them about what they have to offer and maybe even using persuasive tactics to attract more
customers. It is worth noting that RQ2 will build on the findings of RQ1a and RQ1b.
The first research question was focused on investigating whether there is any MFI that provides GFE, therefore
we ask;
. RQ1la: Are MFIs providing Global Financial Education to their clients or potential clients?
Earlier the study illustrated that, whereas some MFIs provide a kind of “Entrepreneurial Education”, the concept
of “GFE” is a novel concept in the field of microfinance. However, there is an urgent need for such an education
for the poor and, in particular, for micro-clients.

It has been discovered that MFIs do provide education for their clients. However, Global Financial Education
is a novel concept. In that regard, it is most unlikely that there is evidence to support the present existence of a
comprehensive Global Financial Education. This is in line with the second underlying assumption that was
explained in part 3.4, namely that Global Financial Education does not exist. This answers RQ1a. This takes us to
RQI1b;
. RQ1b: What Types of Financial Education are currently provided by MFIs?
This part has classified the forms and kinds of education, which were found to exist in the Microfinance sector.
Not only was the subject of the education to be classified, it was also to be differentiated as well in what manner
the respective education was being provided. It was expected that evidence for entrepreneurial education as well
as for an education in health or social empowerment would be found. This leads to RQ2:
. RQ2: Can Global Financial Education have a better impact than selective education?
This part of the study has concentrated on possible impacts that would result from the introduction of GFE. RQla
was expected to illustrate the existing types of financial education while RQ1b is expected to give insights into the
limitations of the specific classifications. Therefore, findings of RQ2 are expected to contrast the possible impacts
and advantages micro-clients and MFIs compared to the impacts of the existing SFE.
In brief, chapter 3 has introduced the term Global Financial Education and has justified the introduction of this
concept for the poor. Furthermore, possible closer and wider impacts of Global Financial Education have been
illustrated and the three research questions of the following study have been developed and their expected
outcomes have been described.

4. Research Design

4.1. Sample

As reported earlier, in 2010, the number of MFIs listed by the Microfinance Information Exchange is around1800
and some estimation have listed numbers much higher than that. Since it is nearly impossible to study all of these
MFTs, the sample that was used for this study is the list of the Top 50 MFIs from the Forbes M