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Executive summary
T

he Middle East, Africa and South Asia (MEASA)
region is already poised to shape financial
innovation. With a combined population of over
3bn, deepening mobile connectivity, and growing
prominence as a trade and investment hub, MEASA
will be a source of both demand and supply for more
and better financial services. For companies that
move quickly, this is a multi-billion-dollar opportunity
to bank on the future of a diverse region.
Some firms are at the vanguard of financial
innovation, using smarter business models and
the latest technologies. The rise of “challenger”
providers—often from different industries, such as
telecommunications and e-commerce—is bringing
even more varied financial services offerings to a far
larger community of individuals and businesses. This
report, which draws on expert interviews and country
analysis, assesses the state of finance in MEASA, the
factors shaping the future of key financial subsectors,
and the regulatory framework and best practices
required to enable the delivery of these services.
Key findings of the report:
Gaps in financial services present an opportunity
for financial companies—both traditional and nontraditional players. A growing young population
across MEASA is increasing demand for digitally
delivered financial services. In addition to this,
women’s access to finance substantially lags behind
that of men, particularly among low-income groups,
as regulatory requirements for accessing formal
finance, such as official ID or billing documentation,
create bias against them. Even among wealthier
segments of the population, many individuals
remain underbanked. Taken together, this untapped
potential presents an attractive opportunity for
companies providing financial services. As trade and
investment increase in the MEASA region, there will
also be a growing market for wholesale banking and
capital markets.

Overcoming a strong preference for cash in the
MEASA region will be imperative to move towards a
cashless economy. Across the region, the majority of
utility bills, school fees and even wages are paid in
cash. Building trust in digitally delivered finance will
take time, despite a growing preference for it among
the younger generation. A fully cashless economy
may be decades away.
Blockchain has the potential to change the financial
architecture in MEASA, particularly for banking.
Blockchain is helping to reduce high money-transfer
and exchange costs by bypassing intermediaries,
and blockchain-based digital registries could tackle
other problems, like land expropriation. While these
applications are experimental and pose regulatory
difficulties, the core technologies can help to
overcome some of the challenges of the existing
financial system, such as money-laundering and
corruption in a cash economy. More importantly, they
are expected to reduce costs for financial institutions,
particularly around compliance with anti-moneylaundering (AML) and Know Your Customer (KYC)
rules.
New business models are being developed to
reach the “missing middle” of retail investors
and medium-sized businesses. The rise in equity
crowdfunding platforms and lower-cost portfolio
investment products is unleashing new capital for
entrepreneurs and businesses, and is giving middleand lower-middle-income citizens the ability to
become investors. Growth in the provision of credit,
an increasing interest in private equity and a rise in
venture capital are also helping to drive growth in the
middle market.
In Islamic finance, the approach is shifting from
“sharia-compliant” to “sharia-based”. The approach
to Islamic finance thus far has been to adapt existing
products and services so that they comply with sharia
law, for instance eliminating interest charges on credit
cards and loans. Enabled by technology, companies
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are now developing fresh products and services that
follow the spirit rather than adhering strictly to the
letter of sharia principles.
Governments and regulators have a crucial mandate
to drive financial innovation. Governments and
regulators must ensure that regulation keeps pace
with advances in technology in the financial sector.
There are examples across MEASA of legislation
that enables a wider array of providers to enter
financial services, from postal systems and telecoms

4
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companies to e-commerce platforms. Developing
regulation around the latest developments, such as
blockchain, will prove challenging, but governments
in the region are adopting strategies to test the
water. Other key roles including increasing financial
literacy to ensure that widening access to finance
does not lead to debt spirals, and ensuring that
government payments systems are also digitised and
technologically advanced, to help drive the shift
away from cash.
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Chapter 1: The state of finance
F

or decades, the instruments used in the financial
sector have largely remained the same: cash,
credit cards and automated teller machines (ATMs).
“The death of cash has been long foretold,” says Ronit
Ghose, global sector head for banks, Citi Research
(part of Citi Private Bank). “But apart from [in] Sweden,
this really hasn’t been the case.”

cards, are not widely used. Sunil Kaushal, regional
chief executive officer, Africa and Middle East at
Standard Chartered, reiterates the dependence on
cash in the region: “[With technological advances,]
we’re moving very rapidly towards a ‘less cash’
society. But I don’t believe we can have an entirely
‘cashless’ society in the emerging markets.”

In the Middle East, Africa and South Asia (MEASA)
region in particular, there is a strong preference for
cash. Data from the World Bank show that across
South Asia and developing countries in the Middle
East and sub-Saharan Africa, the majority of utility
bills, school fees and wages are paid in cash.
Moreover, research by PayPal indicates that 80% of
online purchases in the Middle East are made on a
cash-on-delivery basis, with the rest made using credit
or debit cards or PayPal.1 Even in the more advanced
Gulf Co-operation Council (GCC) countries2, features
that have been around for years in more developed
markets, such as contactless payments with debit

In this cash-based system, those without a bank
account are left on the outside, without access to
capital, credit and other essential banking services.
The preference for cash, combined with strict Know
Your Customer (KYC) rules, has meant that financial
institutions have needed to have a wide physical
presence in a country or region to reach the end
consumer. This is an additional cost for financial
service institutions, and is reflected in the high
banking fees to individuals and businesses. In this way,
high transaction costs and poorly designed services
have constrained economic growth and impeded
social welfare.

Figure 1

Gaps in financial services

A strong preference for cash in the
MEASA region

In the Middle East, Africa and South Asia, 86%, 66%
and 46% of adults respectively do not have traditional
bank accounts. Among those who find it most
difficult to access the financial system in the MEASA
region are young people and women. “Women and
young people are significantly disadvantaged in
terms of having a bank account, having a loan, and
having access to finance generally,” asserts Simon
Bell, global lead for SME finance at the World Bank.
Of the US$2.2bn in savings held by young people in
sub-Saharan Africa, those living on less than US$2 a
day account for one-half. In addition to this, 50% of
women in emerging economies lack access to the
financial system, compared with 41% of men. The
gap is most pronounced in South Asia, where 55% of
men have a bank account, compared with only 37%
of women.3 Regulations often create bias against
women, who are less likely to own national ID cards or
to have documents like utility bills in their own name—
crucial when setting up bank accounts.

(% of total)

Paid school fees using cash
Paid utility bills using cash
Received wages in cash
97

98
88
77

Middle East*

99

93

99
87

68

sub-Saharan
Africa*

*Developing countries only.
Source: World Bank Findex 2014.
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Many members of the wealthier segments of the
population are largely underbanked, experts say.
One example is the provision of wealth-management
services. Mr Kaushal emphasises the importance
of wealth-management services, particularly in
the GCC countries: “You really want to ensure that
the earnings that the population make here are
somehow deployed in very attractive instruments
in the region. Today, [expatriates] don’t keep their
money here, resulting in a very large outflow that
takes place on a regular basis. It is important to be
able to channel those savings into the domestic
economies.”
In wholesale banking, multinationals and large
industrial companies have been the primary
recipients of capital, experts say. As a result, “you
have high quality, mid-sized domestic companies
that are desperately lacking access to capital,” says
Nimit Shah, a partner at Helios, an Africa-focused
investment firm. Mr Bell of the World Bank concurs,
pointing to lower levels of lending to small and
medium-sized businesses, a trend that has been
exacerbated in the years following the 2008 financial
crisis.

It is not hard to see the growth
opportunity in the financial sector
in MEASA, given the strong growth
trend in these economies fuelled
by strong demographics and high
rates of urbanisation.
- Humayun Shahryar, partner,
The Abraaj Group
Taken together, these factors—raw population
growth, the large young population, and unmet
demand for financial services among individuals
and businesses—create a large gap in provision
of financial services in the MEASA region and,
consequently,
an
opportunity
for
financial

6

© The Economist Intelligence Unit Limited 2017

companies. The world’s remaining unbanked
consumers and businesses constitute a US$380bn
market.4 “It is not hard to see the growth opportunity
in the financial sector in MEASA, given the strong
growth trend in these economies fuelled by strong
demographics and high rates of urbanisation,” asserts
Humayun Shahryar, a partner at The Abraaj Group,
an investor in growth markets.
The economic potential of the region presents yet
another opportunity. The MEASA region is growing in
prominence in terms of global trade and investment,
as Mr Kaushal explains: “[MEASA] has turned into a
very significant trade and investment route. Intraregional trade is increasing too, accompanied by a
strong flow of people and capital.” Providing financial
services, such as access to capital and credit, to
businesses operating in these emerging markets is an
attractive opportunity.

[MEASA] has turned into a very
significant trade and investment
route. Intra-regional trade is
increasing too, accompanied by a
strong flow of people and capital.
- Sunil Kaushal, regional CEO, Africa
and Middle East, Standard Chartered
However, there is a shift occurring in the way in which
companies in the financial sector are capitalising
on these opportunities. In the chapters that follow,
we explore how key financial services—including
banking, wealth and asset management, and
insurance—are being revolutionised by technologies
such as blockchain and artificial intelligence
and challenged by the rise of alternative players.
Following this, we consider the priority interventions
and best practices that are necessary for
governments, regulators and the mainstream finance
industry to build on the momentum.
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Chapter 2: The future of finance
T

he financial services sector is a vast system,
with numerous actors each playing their part in
determining individuals’ and businesses’ access to
finance and the channels through which money
is used. There is now evidence around the world,
including in the MEASA region, that the very
fundamentals of the financial system are starting to
change.
At the heart of this system is the next-generation
consumer who is desirous of digitally delivered
services. And as consumers go digital, so do
businesses. Thus, financial companies have had to
adapt their offerings across the spectrum of financial
services, including banking, wealth and asset
management, and insurance.
Enabling these changes are technological advances
that are increasing the scalability of services, driving
down operating costs, improving financial inclusion
and facilitating mass personalisation of services.
In addition, smarter lending models and the rise of
“challenger” financial firms—often from different
industries, whether they be mobile telecoms or
e-commerce—have done more to transform the
financial system and improve financial inclusion in
the past ten years than in multiple prior decades
combined. Mainstream financial institutions are often,
although not always, playing catch-up.

In this chapter, we take a closer look at key financial
services in the MEASA region and the factors
influencing how these will be delivered in the future.

Banking and capital markets
Demographic and cultural characteristics of the
MEASA region are shaping the future of retail banking
services. By 2050, the combined headcount in Africa
and Asia is expected to be 7.7bn, out of a forecast
global total of 9.7bn. Today, nearly 90% of those under
30 years of age live in emerging markets. In addition,
there is a large and growing Muslim population in the
region: approximately 93% of the 343m inhabitants
of the Middle East and North Africa (MENA) region
are Muslims, while the figure is 30% in sub-Saharan
Africa and 24% in Asia-Pacific.5 This has profound
implications for financial services, since observant
Muslims are obliged to use financial services that
are sharia-compliant.6,7 “In consumer finance in the
[MEASA] region, particularly in Saudi Arabia, the
population is very keen on sharia-compliant financial
products,” says Khaled Al-Aboodi, chief executive
officer (CEO) of the Islamic Corporation for the
Development of the Private Sector (part of the Islamic
Development Bank Group).

Islamic finance: Definitions and applications
"Islamic finance" refers to financial services that accord with sharia principles. These include bans on receiving or paying
interest (riba), excessive uncertainty (gharar) and gambling (maysir), along with restrictions on financial activities that are
harmful to society.8 Appetite for Islamic finance is not limited to people of the Islamic faith; non-Muslims are also attracted
to its ethical principles and its focus on tangible assets. Islamic finance spans banking, securities and equity markets,
investment funds, insurance and microfinance, although banking and sukuk (sharia-compliant bonds) account for the bulk
of total Islamic finance assets. By 2016, Islamic banking had accumulated nearly US$1.9trn in assets across 50 countries.9
Source: IMF10
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Young people—Muslim and non-Muslim—stoke
financial sector growth by increasing demand for
services as they enter the workforce. In addition, they
are more willing to adopt digitally delivered finance.
The ubiquity of mobile phones, and key technological
developments such as those taking place in digital
authentication, are transforming crucial components
of the financial system, such as payment methods.
Essentially, mobile phones reduce the cost of
acquiring and retaining customers, thus enabling
financial inclusion and financial deepening. “Now
everyone’s got a mobile phone, and to get to these
clients a financial company doesn’t need to open
a number of branches,” explains Ronit Ghose of
Citi Research. For the banked and underbanked,
it provides yet another channel through which to
engage with the system. For the unbanked, it provides
the opportunity to leapfrog traditional financial
infrastructure to access finance.

Figure 2
Mobile connectivity index score for MEASA

Source: GSMA.

Low: 0-40
Medium: 40-70
High:70-100

Financial companies, both startups and established
institutions, are investing in platforms to meet the
demands of the next-generation consumer. In the
UAE, Mashreq Bank recently launched a full-service
digital bank accessible via mobile, which is expected
to allow customers to open an account in less than
five minutes. Mobile wallets—apps that enable users
to pay directly for goods and services using their
mobile devices—are growing in popularity. The
Emirates Digital Wallet promises to further encourage
the transition to digital and non-cash payments in the
UAE.
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Financial companies are not the only ones operating
in this space, and incumbents are increasingly facing
competition from non-traditional players—ranging
from e-commerce firms to ride-hailing companies,
for which cashless payments are vital. Many nonfinancial companies are finding that, as they scale
up, they quickly have to become financial services
providers as well. India’s Airtel, a telecoms company,
has its own wallet that allows users to pay bills,
conduct transactions online and shop at registered
outlets. PayFort, a MENA-based payment processor,
was started by entrepreneur Omar Soudodi based
on the experience of watching the “payments
pain-points” in the region’s e-commerce market. In
Tanzania, approximately 70,000 businesses accept
payments from over 16m mobile money users
signed up to the Tigo Pesa mobile wallet. As more
organisations accept mobile wallets, more people
will transition to the new financial system.

Financial companies are not the only
ones operating in this space, and
incumbents are increasingly facing
competition from non-traditional
players—ranging from e-commerce
firms to ride-hailing companies.
As with retail banking, the financial infrastructure for
wholesale banking and capital markets is evolving,
once again driven by technological advances.
“When you look at the number of traders at a big
bank in London or New York, they’re probably down
70-80%,” says Mr Ghose. “Now there may be changes
coming to the middle and back office. When you
look at fintech investments in capital markets right
now, three-quarters focus on capital market activities
that are in the middle and back office. They’re not
targeting the front office.” While such a shift is not
imminent in the MEASA region, Mr Ghose estimates
that this will take place within a 5- to 10-year horizon.
Among the emerging technologies with the most
promise is blockchain. We explore this in depth below.
Blockchain for banking
Blockchain is a decentralised ledger of transactions,
held on a distributed network of computers, which
records transactions, such as the transfer and
ownership of cryptocurrencies. The dominant
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narrative is that blockchain technology is poised to
transform the financial system on numerous fronts.
Blockchain is promising because the ledger cannot
be tampered with without overwriting all the data in
the system, which, given how distributed it is, seems
improbable.11 Blockchain requires no trusted third
party and no government backing. In one common
application of blockchain, cryptocurrencies are
either spent directly (although the number of
merchants that accept cryptocurrency payments
at present is small) or converted into a legal tender
(“fiat”) currency through an exchange.
Blockchain is making inroads in MEASA, from
India to South Africa. One example is Primechain
Technologies, an Indian startup, which offers
blockchain solutions for banks in areas such as antimoney-laundering (AML), cross-border payments,
asset registration and syndication of loans.12
Bankymonn in South Africa provides bitcoin payment
gateways to smart-metering vendors for utility bill
payments.
While not without its own risks, as shown by the
bankruptcy of the Mt Gox exchange and the hacking
of some exchanges13, blockchain could help to
overcome some of the mainstream financial system’s
existing vulnerabilities. Examples of such weaknesses
include recent cyberattacks, robberies at central
and commercial banks, and the corruption enabled
by the cash economy–from money-laundering to the
siphoning off of welfare subsidies.14

Blockchain’s underlying distributed ledger is cited
as a means to safeguard financial transaction data.
Kyri Andreou, co-founder of ATA Plus, a “blockchainenhanced” equity crowdfunding platform, explains
the business value: “Leveraging blockchain makes
business sense for us in the long term as we strive
to disintermediate processes, thus reducing both
time and cost for companies to raise funds, as well
as improving transparency and security of the
investment.” In addition, blockchain-based digital
registries could help to register land and property,
protecting against illegal expropriation and land
grabs.15
Blockchain technology has the potential to drive
changes to the infrastructure of the financial system.
One example is BitPesa, an international moneytransfer company established in Kenya (now with
operations in six countries in Africa and Europe),
which is using blockchain to bypass the SWIFT moneytransfer system (see case study). In the banking sector,
adopting blockchain for back-office functions and
settlement could reduce costs by up to US$20bn
a year in the period to 2022, according to one
estimate.16 Developing Know Your Customer (KYC)
registries using the blockchain ledger could automate
processes, cut down on duplication of effort across
the system and reduce compliance errors, potentially
saving institutions billions on AML compliance.17
However, blockchain is largely untested, and the
breadth of its applications and the associated risks
have yet to emerge fully.
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Case study
Blockchain in Africa: Payments at email speed
In Africa, financial transfers—to other African countries or abroad—are slow and expensive. It is usually only possible to
get hold of a national currency when in that country, and the banking system is extremely slow to authorise and process
international payments through the SWIFT system. One firm, BitPesa, is using blockchain to tackle the problem.
“If I want to send a payment from Nigeria to Japan, I first have to go to my bank and ask them to change from Nigerian
naira into US dollars, which costs anywhere from 3% to 7%,” says Elizabeth Rossiello, CEO of BitPesa. “I then have to request
that the bank initiate an international SWIFT wire, which is the only way the dollar moves internationally. That could take
anywhere from one to two weeks. It then goes into Japan, where it would change again into local currency and get
delivered. It’s a very laborious process, but that is the way physical currency moves.”
Contrast that, Ms Rossiello says, with bitcoin. “The bitcoin system takes your Nigerian naira and instead of changing them
into US dollars through the slow SWIFT network, we change them into bitcoin, which moves instantly. That means in ten
minutes a bitcoin can move anywhere in the world, to anyone that has a wallet, or any other exchange. It can move from
our Nigerian bitcoin exchange to a Japanese bitcoin exchange and straight out to a bank account on the other side.
We’re basically providing a direct way to make a market between currencies that was not possible before. We’re building
currency pairs from the ground up.”
This could be especially helpful for businesses or organisations that are active in multiple countries, which want to pay
importers, suppliers or staff in local currency. “At the end of the month, if you are a company with international salaried
employees, you are sending hundreds of slow payments around the world, you’re sending them through invoices, and
through wires and lawyers and contractors, and it can take a week. And you’ll need a whole team of people just sending
out those payments. When you are sending out bitcoin payments, you do it very quickly—as quick as sending out an email,
and just as cheap”.
Ms Rossiello estimates that 85% of BitPesa’s transactions by volume are business to business, and believes that this segment
will continue to drive the company’s growth. “We were only handling about a US$100,000 a month, but there was a lot of
demand for higher volumes. Now, we’re handling about US$8m a month and hope to increase that to US$15m by the end
of the year. We have a lot more companies that we can serve, and are growing organically.”Source: IMF10
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The rise of alternative players: A threat to traditional
finance?
Among the core functions of banking is providing
access to finance for businesses, mainly in the form of
loans and credit facilities. Assessing creditworthiness,
of small and medium-sized enterprises (SMEs) in
particular, has been a challenge for banks worldwide,
but perhaps more so for banks in the MEASA region,
which have few options for credit reporting and
scoring. As a result, SME access to bank finance has
been limited and expensive. Nimit Shah of Helios
explains: “The credit environment is constrained for
everyone that’s not a giant—either a multinational or
a very big domestic champion. The rest have limited
access to bank loans, so all of these companies are
just funding their growth from company reserves, from
retained earnings, and from cashflow available to
them. And this is happening at exactly the time when
these economies are growing fast, when these SMEs
and mid- to upper-sized companies should be driving
that growth.”
A factor impeding credit growth in the region is the
need for collateral. Mr Al-Aboodi of the Islamic
Development Bank Group believes that leasing offers
a feasible alternative. “It’s a major financing source
for SMEs, as they don’t need the [external] collateral
because the collateral is the equipment that you
lease,” he explains. “The financial standing of the SME
matters less.” Mr Al‑Aboodi believes that the Islamic
finance sector can take the lead on this front.
Although countries across MEASA are developing
mechanisms such as co-investing financing vehicles
for early-stage financiers and securitisation of SME
loans, the market has deployed new technologies
and experimented with new business models to
connect SMEs with latent sources of capital:
• Peer-to-peer platforms
Peer-to-peer platforms were made possible
thanks to low transaction costs that make it
profitable to process small investments. Eureeca
secured the first equity crowdfunding licence in
the Middle East, and enables investors to fund
startups in exchange for equity. Another platform,
Emerging Crowd, enables investors to buy shares
and bonds in emerging-market SMEs.18 According
to Elain Lockman, co-founder of ATA Plus, an
equity crowdfunding platform in Malaysia: “It’s
opening up financial investing to a whole new
class of investors, who wouldn’t traditionally look to
invest in, say, the stockmarket. And there is a social

dynamic to crowdfunding too. People will support
businesses they currently could be a customer of,
or because they believe in the cause or the way
the business conducts itself”.
• Credit for the middle market
While technology is key to financial innovation in
MEASA, it is not the only dynamic worth watching.
New business models to deepen financial services
for the “middle” segment—consisting of mediumsized companies—is what makes economies
shift gears. In recognition of underserved credit
markets for Africa’s middle-tier businesses, privateequity fund Helios expanded into the credit
business. “One of the things we started to notice is
that private equity is very powerful but the credit
opportunity is just as large, if not larger,” says Mr
Shah of Helios. “From a borrower’s perspective,
it allows the company to stay in that borrower’s
family—often very literally”. For Helios, the new
approach allows the firm to fund smaller, but still
sizeable, businesses. “In private equity, because of
the specialised nature of the work, we’re looking at
geographically-diversified “platform” companies,
but on the credit side we’re typically looking
to lend US$15m-30m often to local or regional
champions.” Moving into credit means that Helios
can respond to a broader set of opportunities. “It’s
opened up a brand-new pool of capital, which
we believe the market really needed.”

Wealth and asset management
Wealth held by ultra-high-net-worth individuals
(UHNWIs)—those with net assets of US$30m or more—
grew in 2016, according to Wealth-X, a consultancy.
Wealth-X estimates UHNWI wealth at US$212bn in
Africa, US$1.4trn in the Middle East and US$6.8trn
in Asia (including China).19 Particularly in the Gulf
Co-operation Council (GCC) countries, as Sunil
Kaushal of Standard Chartered notes, there is a
need to strengthen wealth-management services in
order to minimise outflows from the large expatriate
populations of these countries.

Wealth-X estimates UHNWI wealth at
US$212bn in Africa, US$1.4trn in the
Middle East and US$6.8trn in Asia
(including China).
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Firms are applying the latest developments in
technology, such as artificial intelligence (AI), to
wealth and asset management. These technologies
are transforming how the services are delivered. In
wealth management in particular, “robo-advisers”,
which use algorithms to develop bespoke investment
strategies for investors, are increasingly becoming
a core component of investment firms’ business
models. The relatively affluent Middle Eastern market
has catalysed the likes of Finerd, an automated
investment-management tool targeting the retail
investment community and investing in exchangetraded funds. Outside the MEASA region, mid-sized
banks in China are testing robo-advisers as part
of their online wealth-management platforms—a
model that may be replicated at banks across the
MEASA region.
For the Muslim population specifically, there
are
insufficient
sharia-compliant
investment
opportunities, says Umer Suleman, head of
governance and Islamic finance at Yielders. Here,
too, new business models are filling the gap. A UKbased property crowdfunding investment platform,
Yielders, combines sharia principles with the latest
digital technology and lets people invest in a share of
property for as little as £100. “Real estate has outdone
the stock market consistently for the last ten years,” he
says. “It’s real, it’s tangible. It’s an asset you own, and
that gives a yield.”
Companies are experimenting with new business
models for asset management, built on a foundation
of high mobile-phone penetration. A prominent
example outside the MEASA region is Ant Financial,
the asset-management arm of Chinese e-commerce
giant Alibaba. Ant Financial is a money market fund
that offers customers on the Alipay app, Alibaba’s
payment platform, opportunities to invest leftover
money in their accounts for short periods. With access
to 450m customers, Ant Financial has become the
world’s largest money market fund.20 This is a powerful
example of a company leveraging the underlying
technological trends to transform the staid business
models of traditional financial services.
A place for private equity
Private equity has a prominent role to play in nurturing
businesses through their next phase of growth,
according to Humayun Shahryar of The Abraaj
Group. “We still see enormous room for growth in
private transactions, including SMEs and large-scale
investments, in MEASA,” Mr Shahryar says.

12
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While there are many guiding principles for privateequity investments in the region, a particular area
of growing interest has been environmental, social
and governance (ESG) investments. Mr Shahryar
explains: “ESG is a value creation opportunity that
ultimately builds stronger, more sustainable and
profitable businesses and is therefore a fundamental
value driver that is included alongside financial,
commercial and strategic considerations. The MEASA
region offers compelling opportunities for such
investments.”

The MEASA region offers compelling
opportunities for environmental,
social and governance
(ESG) investments.
- Humayun Shahryar, partner,
The Abraaj Group
For private equity in the region to be successful,
having boots on the ground is imperative. “It helps to
reduce certain types of risk, including counterparty
risk and risk of poor due diligence, significantly.” But
he acknowledges a role for international investors in
this market: “The region’s growth potential is too large
to be captured completely by the regional investor
base and needs investors from the developed part of
the world too.”

Insurance and reinsurance
The insurance sector in MEASA will be shaped by a
number of macroeconomic trends. Across the region,
the outlook for the sector is largely positive, rooted in
a relatively young population, a growing middle class
and planned expansion of infrastructure projects.
There are some macroeconomic challenges,
however. In Africa, the depreciation of currencies
in key markets is pushing up the value of insurance
claims. In the GCC, the low-oil-price environment is
reducing spending on government projects and has
caused consumers to become more price-sensitive.
Regulatory developments will be a key driver. In
India, for instance, recent easing of restrictions on
foreign investment will mean greater participation by
overseas players, which will influence the dynamics
of the domestic sector. Particularly in Africa and the
Middle East, strengthening the regulatory framework
and harmonising regulations with international
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standards—through the adoption of a risk-based
capital framework, for example—will make these
markets more attractive.
The insurance sector is also having to adapt to
aggregators and other technological innovations
that are changing consumer awareness and
demand. But technology adoption in the MEASA
region has been slow: experts indicate that whereas
financial companies operating in banking and asset
management are just catching up with advances

in technology, insurance companies are lagging.
Increasing investment in “insurtech” in MEASA may
remedy this situation, and may increase insurance
penetration levels as mobile phones have done
for banking. Such developments include the use of
technologies such as AI to find the right mix of policies
for individuals and businesses. Big-data analytics can
also improve the accuracy of risk assessment and
facilitate better pricing strategies.

Figure 3: Impact of emerging technologies on financial services
Impact

Description

Examples

Increases scale and
inclusion

The combination of high mobile-phone penetration and the provision of
financial (and other) services digitally is enabling companies to reach much
larger populations. In this way, financial companies are able to scale up their
businesses much faster through digital (as opposed to physical) channels.
The ability to provide services to far bigger populations improves financial
inclusion.

Mobile money

Decreases cost

Technologies such as smartphone apps and peer-to-peer platforms offer
low-cost alternatives to reach the end consumer, particularly in comparison
with expansion of the physical network of branches and ATMs. Biometric IDs
and blockchain technologies are expected to reduce costs, by enabling
digital authentication (rather than more expensive paper-based processes)
and lowering risk (through improved transparency of financial transactions).

Mobile
banking;
Peer-to-peer
platforms;
Blockchain;
Biometric IDs

Increases mass
personalisation

The ability to deliver services digitally allows companies to customise their
offering based on the profile of the end user. Using AI, robo-advisers learn
an individual’s or institution’s risk appetite in order to develop bespoke
investment strategies.

Mobile
banking;
Robo-advisors

Facilitates new
revenue models

With low-cost technologies, financial companies are able to target
segments of the market that were previously too expensive for traditional
financial firms (for example, high cost of assessing the creditworthiness
of SMEs). Traditional models for financial services are being transformed
by technology, for instance through the use of AI for investment strategy
development and mobile wallets as a base for asset management.

Credit for
middle
market; Asset
management

$

A key question is what regulation is required to accompany these technological advances and new revenue models. In the next chapter,
we explore regulatory developments and best practices that can help to usher in changes to the financial system.
Source: The Economist Intelligence Unit
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Chapter 3: Enabling finance:
Regulation and best practices
G

overnments, central banks and financial
regulators shape the evolution of financial
services, but their role is not straightforward. They
must balance innovation with stability and consumer
protection. They can prime the market by using better
services and technologies themselves, or they can set
it back by using outdated systems and approaches.
Initiatives like the issuance of national biometric IDs
can profoundly enable financial inclusion. The final
chapter of this report outlines key considerations for
nurturing financial innovation going forward: the
regulatory environment and best practices.
Regulation for the future: Balancing prudence with
innovation
The regulatory environment for the financial sector
has been developed around the infrastructure of
the past. Know Your Customer (KYC) rules serve
as an example: one such rule requires financial
institutions to meet clients in person and verify key
characteristics using physical documentation. The
cost of compliance with this requirement has been
high.
The ever growing use of technology to deliver
financial services is forcing regulators to adapt.
The existing regulatory framework has been set up
primarily to ensure that money moving within the
system is not directed towards illicit activities such as
drug-trafficking and terrorism. But for many financial
companies, particularly startups and financial
innovators, this framework is stifling, resulting in high
barriers to entry. However, striking a balance between
preventing financial crimes and allowing innovators
to thrive is no easy feat. There are compelling
examples of solutions in the MEASA region.
Allowing non-traditional players to compete in
the financial sector is critical. India’s 2015 financial
reforms, which enabled non-bank entities, ranging
from India Post to Airtel, to set up payment banks, is
a case in point. While it is challenging for regulation
to keep up with the pace of financial innovation,
such regulation is vital to enable financial services to
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evolve. Financial reforms passed in Uganda in 2015
permit commercial banks to liaise with agents to
collect deposits and facilitate withdrawals, allowing
them to tap into the mobile-money business model
and avoid the cost of setting up physical branches.

Allowing non-traditional players
to compete in the financial sector
is critical. While it is challenging
for regulation to keep up with the
pace of financial innovation, such
regulation is vital to enable financial
services to evolve.
Simon Bell, global lead for SME finance at the World
Bank, notes some reluctance in this regard among
central banks in the Middle East in particular, saying:
“It’s been very difficult to get them to embrace a little
more innovation although we are slowly beginning to
see some hopeful signs.” The UAE issued a regulatory
framework for digital payment systems in early 2017,
but similar efforts in other countries in the region
are absent or lagging. Other rules, such as those
mandating that investment firms meet their customers
face to face, are obstacles to the use of automated
investing.21
To keep up with the pace of technology, some
recommend the use of “sandboxes” as a testbed for
regulation, such as those recently launched in South
Africa. Ronit Ghose of Citi Research explains: “The
idea is, if you’re an innovative company you basically
get light regulation rather than the full weight.”
Regulation relating to blockchain is particularly
challenging, given that this technology is still in its
infancy. But the commitment of some governments
in the MEASA region to use blockchain technology
may help to expedite the development of necessary
regulations. Says Mr Ghose: “If you’re the central
bank or a government institution and you’re on the
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blockchain, you can see everything happening in
real time inside the blockchain, and that gives you a
really good view of what’s happening.”

If you’re the central bank or a
government institution and you’re
on the blockchain, you can see
everything happening in real time
inside the blockchain, and that
gives you a really good view of
what’s happening.
-Ronit Ghose, global sector head
for banks, Citi Research
Governments can also promote innovation while
minimising risks, simply by reducing bureaucracy
in ways that encourage banks to lend and
entrepreneurs to borrow. Streamlining insolvency
and bankruptcy procedures would be a big help. “In
many countries, it’s very complex and lengthy to go
through a bankruptcy or insolvency proceedings,”
says Mr Bell. “This, of course, makes banks even more
resistant to doing business with clients in the SME
sector if they know they can’t get out of a bad deal.”
Best practices
• Smarter data can help to improve credit scoring
In addition to cumbersome bankruptcy and
debt-recovery processes, a lack of data on the
creditworthiness of individuals or businesses is one
of the main reasons why banks are reluctant to lend.
A mere 16% of adults in the Middle East and North
Africa, 14% in South Asia and 8% in sub-Saharan
Africa, are covered by private credit bureaus.22 Sunil
Kaushal of Standard Chartered recommends the
creation of central registries at the national level.
“With the help of the regulator and participation from
all the banks, you can create a central repository.
Every bank should be able to tap into that and get
information, rather than each one asking the client
for reams of information.” He points to efforts that
are under way in South Africa and Nigeria. “To me,
that would be one of the biggest changes that can
impact these markets, because it will give confidence
to everybody.” In addition, such a change would
level the playing field for smaller banks.

There are also innovative approaches that utilise big
data and advanced analytics to generate credit
scores for people with a limited or non-existent
official credit history. German-based Kreditech spots
patterns in social-media activity which, along with
online personality testing, can assign credit scores
to customers.23 Tala, a data-science and mobile
company active in East Africa and South Asia, mines
smartphone data and scores customers by tracking
everything from their mobile-money spending
patterns to their personal organisation skills; loan
repayment is more likely if a person’s mobile contacts
are listed with both first and second names, for
instance, and a large contact network also suggests
higher likelihood of repayment.24 Other promising
methods include psychometric testing, which has
been used in South Africa and Ethiopia to allocate
store credit and loans to customers.25
• Governments are financial services players too—
and can promote the shift to digital
Government payments, including payments to
businesses and those to citizens through welfare
payments, constitute a sizeable chunk of total
financial transactions, as do payments in the other
direction in the form of taxes and fees. Governments
themselves can therefore drive financial innovation
through their own services. E-taxation, e-procurement
and e-customs have all reduced corruption and
increased transparency, and have helped to
encourage digital-first interaction with government.26
The digitisation of government service encourages
the populace to feel more comfortable going digital,
challenging still dominant preferences for cash.
• Financial
dividends

services

collaboration

can

bring

The discourse around financial innovation often
pits startups, challenger banks and non-traditional
players against mainstream financial services firms.
But incumbents and disruptors can collaborate.
A rise in financial technology (fintech) hubs and
accelerators across MEASA, from Johannesburg
to Dubai, is bringing large banks together with
technology startups. This trend has the potential to
lead to best-of-both-worlds products. One example
is M-Shwari, which allows people to earn interest
on their savings, rather than just sending and
receiving cash; this service came about through a
collaboration between Commercial Bank of Africa
and Safaricom.
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• Financial education must be supported
Too often, financial inclusion efforts, such as
microfinance, are followed by debt spirals affecting
those customers who may not fully understand
products or who have been subject to outright
exploitation. Education could ensure that people
are not taken advantage of and do not fall into debt.
“Financial education and consumer education are
very important,” says Mr Bell. “Once you start bringing
relatively unsophisticated users into the system, you
run the risk of problems. We had issues in Morocco,
for instance, where you have multiple loans by
microborrowers from multiple institutions, which led
to debt problems. It led to a whole shakeout of the
microfinance industry.” Other microfinance crises
have occurred in Bosnia, Nicaragua, and Andhra
Pradesh, India.27 Governments should include
financial education components in their national
financial inclusion strategies.
• Developing educational hubs can attract the next
generation of innovators
Mr Ghose poses an important question: “The
challenge is, how do you get the type of talent that’s
going to create a fintech ecosystem?” Establishing
high-quality educational facilities, and particularly
universities, will be pivotal in attracting the right talent
to MEASA, and thus giving birth to a new generation
of entrepreneurs who will develop financial solutions
that cater to the needs of the region. “It’s a very
important factor,” he asserts. “It’s why the US does so
well.”
• Deepening Islamic finance
Despite the appropriateness of Islamic finance for
driving financial inclusion, more needs to be done to
realise these in practice. While the Islamic Financial
Services Board (an international body) has set
standards and guidelines for Islamic finance, “these
need to be implemented by central banks in the
MEASA region,” says Khaled Al-Aboodi of the Islamic
Corporation for the Development of the Private
Sector.
Some obstacles are regulatory. The World Bank and
the Islamic Development Bank cite the need to
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harmonise sharia screening standards for equities
across jurisdictions and strengthen investor and
consumer protection laws. Other developments
needed include improving financial literacy among
target populations. People need to know more about
the sharia-compliant services available to them. Nonbank financial institutions—such as housing finance,
leasing and asset-management institutions—can also
play a larger role in driving the expansion of Islamic
finance beyond banking.

How do we create something that is
based in sharia, that is not already
available and that benefits all the
parties involved, where risk and
reward are shared equally?
- Umer Suleman, head of
governance and Islamic finance,
Yielders
In general, approaches should also shift from “shariacompliant” to “sharia-based”. “Sharia compliance
means looking at a conventional product and
thinking about how to make it compliant,” says Umer
Suleman, head of governance and Islamic finance
at Yielders. “For example, take a credit card. We
know that you can’t lend money at interest [in Islamic
finance], so how do you make a version of the credit
card that is sharia-compliant?” This might typically
involve methods like adding administration fees. “You
are taking an existing product and you’re trying to
make it sharia-compliant. Sharia-based, on the other
hand, is when you look at it the other way and say:
‘How do we create something that is based in sharia,
that is not already available and that benefits all the
parties involved, where risk and reward are shared
equally?’” ATA Plus, an equity crowdfunding platform
in Malaysia, while not sharia-compliant (which would
require the business to be vetted by a sharia council),
is taking a similar approach, choosing to be shariabased by listing ethical and sustainable companies
and halal-centred businesses.
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Conclusion
O

ver the past ten years, technology has helped
to address many of the fundamental causes of
financial exclusion—of both firms and individuals—
in emerging markets. It is bringing down the costs of
transactions and increasing the ability to scale up
services rapidly. Technology is also enabling financial
companies to deliver new and better services,
transforming staid business models.
If the portfolio of financial technologies—including
next-generation mobile money, alternative payment
systems, blockchain and low-cost peer-to-peer
platforms—can be optimised in a competitive
market, the financial ecosystem will become better
able to accommodate different stakeholders. Each
of these emerging technologies raises regulatory
questions, as do new technologies in areas like ridehailing and the sharing economy. Governments

must balance innovation with prudence, protecting
consumers and stability while encouraging promising
new ideas to help increase the efficiency of the
financial system.
The future of finance in MEASA will not be determined
solely by technology. Strengthening educational
facilities in the region, in order to attract the next
generation of entrepreneurs, will be vital. Equally
important will be the development and diversification
of financiers themselves, especially from within the
region, including alternative investors in areas like
private equity, venture-capital funds and non-bank
lenders. These firms, which are already breaking
ground across many MEASA markets, could further
help the region to unlock the finance needed to
sustain long-term business growth and improve the
lives of its citizens.
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