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Summary of the book

Financial inclusion was popularized by IFIs in the early 2000s as a definitive empowerment tool where
financial institutions of different kinds would act as agents of poverty alleviation by extending their services
to the poor. Many critics however have not shared in the confidence of the IFIs and other proponents of
financial inclusion. Notably, accounts in the literature and praxis that back and oppose this claim have often
done this without much engagement with the people on the ground. This book has explored financial
inclusion from the lenses of people who directly experience two of the most important lending models in

Kenya.

The first lending model that this book has explored is the co-operative model. Co-operatives not only have
a long and somewhat complicated history in Kenya but have also transformed tremendously over the last
two decades. These changes have been influenced by global developments, including the drive for financial
inclusion. Two of the most material changes were the expansion of SACCO membership to those outside
the common bond and the offering of banking or FOSA services to non-members. SACCOs that made this
leap hoped that more people would access financial services which will have some poverty reduction impact
and simultaneously ensure the financial security of the SACCO. Indeed, some SACCOs found security after

doing this, but this represented a small minority, roughly 10% of Kenyan SACCOs. Today, a majority of



SACCOs, some who made this leap and some who did not, find themselves financially vulnerable. The
book argues that the fundamental reason for this is that membership in a SACCO or the use of FOSA
services requires the poor to have savings which they often do not have. This book argues that the fragile
state of a majority of Kenyan SACCOs and the evolution of SACCO membership and services have not

done much to advance financial inclusion.

The second lending model this book has dealt with is the digital lending model. The inception of mobile
money in 2007 and its rapid adoption were seen by IFls and other observers as path-breaking and leading
quickly to other mobile-based financial services including digital credit. Nowhere is this more evident than
in Kenya. Digital lending emerged in 2012 and has been growing rapidly over the last five or so years. In
the last decade, digital credit has indeed reached the people at the bottom of the pyramid in Kenya.
However, this book has shown that digital loans have proved harmful in the long run for these low-income
borrowers. This is primarily because low-income borrowers routinely use digital loans for day-to-day
household consumption and financial emergencies. Indeed, the small size and short tenure of these loans
precludes them from being used for more productive or income-generating purposes. Consequently, many
low-income borrowers in Kenya have become heavily dependent on digital loans as evidenced by loan

stacking and over-indebtedness among this category of borrowers.

This book has also shown that moderate to high-income borrowers also use digital loans. However, their
interaction with digital credit is vastly different from that of low-income borrowers. Moderate to high-income
borrowers use digital loans mostly as a convenient tool. Their higher level of expectation and relatively
higher and predictable incomes make digital loans relatively insignificant in their financial and social lives.
It is argued here that the financial inclusion discourse has little to do with convenience borrowing by high-
income individuals but rather is meant to address poor borrowers who have no other access to credit. This
book argues that simply lending to the poor does not impact critical variables that could enable the poor to
improve their livelihoods through entrepreneurship or similar means. In this view, proponents of financial
inclusion overestimate what digital loans are, what they can do, and to whom they are useful. The book
shows that many industry insiders are becoming less and less confident about the wisdom of this financial

inclusion strategy and have started to reverse course.

The futility of financial inclusion efforts in the last two decades, as demonstrated above, brings us to the
issue of money. This book has argued that the problem of financial exclusion is symptomatic of a much
bigger problem, which is the current monetary system. This is because consumer credit fuels monetary
systems globally. In other words, new money is conjured into existence by issuing more debt which is

sold to poor people as a way to access finance and escape poverty. This book shows this is not the case.

This book concludes by highlighting the changing landscape of money and several alternatives proposed
to bypass the current monetary system. Whether community currencies, cryptocurrencies, CBDCs, or

mutual credit exchanges are suited to replace or improve upon existing monetary and financial



infrastructure is less clear for now. Nonetheless, these experiments demonstrate society’s readiness to
devise ways that go against the formal financial system. With this in mind, we need a clearer
understanding of which of these experiments are good for the people and which ones are not. Most
importantly, we need to understand what financial inclusion dividends are likely to accrue from these

proposed new ways of thinking about money.

In the end, | venture to argue that monetary reform is possible, even if only as a futuristic prospect, and that
it could provide a more credible path to true financial inclusion. However, | conclude that if we rely on
conservative institutions, the elite, or the state to lead this change, we will not get far. Real monetary reform
will require broader alliances and collective action by the people, the financially excluded, who best

understand their circumstances.

Chapter 1: THE FINANCIAL INCLUSION DISCOURSE

The financial inclusion discourse was preceded by the upsurge of microfinance in the 1990s. Microfinance
was pioneered by Nobel laureate Mohammed Yunus who founded the Grameen Bank in Bangladesh in the
early 1980s. Microfinance set out on the ambitious goal of making the world’s poor self-sufficient and
eliminating poverty through the extension of microfinance services, such as microcredit, micro-savings, and
micro-insurance, to the poor. The fundamental idea of microfinance was that the poor and ultra-poor can
come together to satisfy their financial needs through microfinance institutions (MFIs), given that larger
financial institutions did not consider poor people as viable customers. At the time, the Grameen Bank
microfinance model was heralded as ground-breaking and went on to win many accolades including the

Nobel peace prize; the United Nations also declared 2005 to be the International Year of Microcredit.

As the microfinance years wore on, a lively debate emerged about the potential of microfinance to alleviate
poverty and about the claimed positive impacts of microfinance programmes. Duvendack, et al (2011), for
example, note that most of the evidence in support of the effect of microfinance is anecdotal and
inconclusive. Along similar lines, Armendariz de Aghion and Morduch (2005) point out methodological
weaknesses and the lack of quantitative robustness in the studies that acclaim the positive outcomes of
microfinance. Bateman and Chang (2012) equally reject claims that microfinance has been positive for
sustainable poverty reduction and declare claims of local economic and social development as overblown

and false.

The financial inclusion discourse emerged in the early 2000s and is mostly seen as an extension of
microfinance (Mader, 2018). Soederberg (2013) posits that financial inclusion helped re-frame the earlier
emphasis on microfinance as the market-based solution to poverty. Beck (2016), however, argues that

financial inclusion is a broader concept than microfinance. Beck (2016) claims that unlike microfinance,



which refers to the provision of microfinance services to specific groups at the lower end of the market using
specific delivery methods and institutions, financial inclusion entails expanding access to financial services
to previously unbanked individuals who are typically poorer and live in more remote areas. Financial

inclusion also encompasses a much broader range of financial services and providers (Soederberg, 2013).

At the forefront of the push for financial inclusion were influential international institutions, such as the World
Bank and G20’s (Group of Twenty’s) Global Partnership for Financial Inclusion (GPFI)!. They were backed
by boutique consultancies, such as the Consultative Group to Assist the Poor (CGAP)?2 and influential
private foundations such as the Bill and Melinda Gates Foundation, the Omidyar Network, and others. The
grand proposition was that extending a variety of financial services to those who could not access them,
the so-called unbanked, would solve pressing global issues of poverty and inequality. Since the mid-2000s,
financial inclusion has been at the top of the development agenda of many countries and institutions,
particularly in the Global South which is home to a majority of the 31% of the world’s adults (1.7 billion

people) who lack access to financial services (Demirguc-Kunt, Klapper, Singer, Ansar & Hess, 2018).

In recent years, there has been a growing appreciation of the multi-faceted nature of financial inclusion.
This was in the realization that even though a growing population obtained bank accounts, they were not
using these accounts for one reason or another. This proves or indicates that the financial services in
guestion are poorly designed, expensive, or generally not useful to these bank account owners’ needs. This
new category of financially excluded persons is commonly referred to as the underbanked or underserved.
There was therefore an imperative to broaden the definition of financial inclusion to encompass aspects of
affordability, convenience, and quality of financial services. The Financial Inclusion Data Working Group of
the Alliance for Financial Inclusion (AFI)2 defines financial inclusion along three dimensions: (i) access to
financial services, (ii) usage of financial services, and (iii) quality of products and services delivery (Alliance

for Financial Inclusion, 2019).

Implicit in this discussion are the metrics used to measure financial inclusion. When financial inclusion came
into the limelight in the early 2000s, account ownership with a formal (regulated) or semi-formal institution
was the metric used to measure financial inclusion. Account ownership was and is still seen as a gateway
to other financial services, particularly formal credit. The advent of mobile money in 2007 expanded financial
inclusion metrics to include ownership of a mobile money account. For this reason, the World Bank, through
its triennial Global Financial Index reports, credits the global increase in financial inclusion to the rapid

adoption of mobile financial services (Demirguc-Kunt et al., 2018). Similarly, the biennial Kenya Financial

! Global Partnership for Financial Inclusion is the financial inclusion lobby for the G20 and was founded in 2010.

2 CGAP, Consultative Group to Assist the Poor in full, is a think tank supported by over 30 leading development organizations, such
as the Bill and Melinda Gates Foundation, the World Bank, International Financial Corporation, MasterCard Foundation and many
others. The CGAP was founded in 1995 at the height of microfinance and is housed at the World Bank Headquarters in Washington
D.C.

3 The Alliance for Financial Inclusion, founded in 2008, is an organization whose membership comprises central banks and other
financial regulatory institutions from 75 developing countries.



Access (FinAccess) Household Survey by the Central Bank of Kenya (CBK), which monitors financial
inclusion in Kenya, points out that mobile money and its related services have effected growth in financial
inclusion from 23.7% in 2006, just before the advent of M-Pesa, to 83.7% in 2021 (CBK, 2021).

The measures of financial inclusion have also been evolving in tandem with the growing recognition that
financial inclusion is a multifaceted phenomenon, as highlighted earlier, and is not only about access to
financial services. Beck (2016) makes the case that focusing exclusively on account ownership as a
headline indicator of financial inclusion is inappropriate; this is because the positive impact of financial
inclusion on individuals and the economy as a whole does not come solely through the ownership of

accounts but rather through their active use.

The above arguments have recently led to the revisiting of financial inclusion metrics and have encouraged
a move away from binary measures, that is whether one has an account or not (and is therefore included
or excluded), to metrics that take account of the three facets of financial inclusion. The Kenya FinAccess
survey and Global Financial Index reports highlighted above include usage as a proxy measure of quality
and, to a lesser extent, affordability of financial services alongside account ownership as a measure of
access. In this sense, there has been a move away from using demand-side measures (account ownership)

to using more supply-side measures, such as usage.

Leveraging technology to promote financial inclusion, commonly known as digital financial inclusion, is
pivotal to the financial inclusion project. This is because financial technology provides a range of financial
services at scale to a much broader set of users, transcending social-economic and geographical settings.
Beck (2016) points out that this is made possible through the innovation of new delivery channels, new
products, and new intermediaries. Specifically, technology solves two key issues affecting the provision of
financial services. First, technology solves the issue of easy and convenient access, given that the majority
of the population has access to mobile phones. With technology, financial services can reach rural
populations whom the mainstream financial institutions are unable to reach. Secondly, Bharadwaj and Suri
(2020), Kendall and Voorhies (2014) and Ouma, Odongo, and Were (2017), among others, argue that
technology reduces the back-end costs of extending financial services to the poor thereby freeing up more
disposable income for low-income households. Likewise, Ozili (2018) suggests that fintech leads to greater
financial intermediation and greater economic stability, and could boost economic development through

improved aggregate expenditure.

Many accounts in the literature posit that mobile-based financial technology is central to the push for
financial inclusion. Ouma et al. (2017), Kpodar and Andrianaivo (2011), and Ouma, Misati, and Njoroge
(2012) note that the growing and deepening scope of mobile phone financial services significantly promotes
financial inclusion, especially in low-income countries. After the incipient mobile money service was
launched in Kenya, numerous mobile money platforms were deployed across different markets and were

widely adopted. Carlson (2017) notes that by 2015, 271 mobile money platforms had been deployed in 93



different countries, with an additional 110 in the works and that 411 million people operated mobile money
accounts at the time. Further, CBK (2019) credits mobile financial services with narrowing the disparities in
access and use of financial services between rich and poor, men and women, and rural and urban areas
in Kenya. Indeed, it is often surmised that technology is an ‘equalizer’ and therefore critical to financial
inclusion efforts. However, Kofman and Payne (2020) observe that despite this improved access to digital
financial services, inequality and inequity across societies in both developed and emerging economies
persist. This brings me to a theoretical debate about the perceived benefits and mounting criticisms of

financial inclusion strategies.
1.1 Theoretical debates on financial inclusion

The discourse on financial inclusion informs the theoretical framework of this study. Ringing endorsements
from the international lobby for financial inclusion were instrumental in formalizing and shaping the
discourse on financial inclusion. The notion of financial inclusion draws significantly from earlier work by
Coimbatore Prahalad, who made the case that there was a ‘fortune at the bottom of the pyramid' for
business enterprises of various kinds. Prahalad (2005) argues that the real source of market promise is not
the wealthy few in the developing world, or even the emerging middle-income consumers, but the world’s
poor. He makes a reasonable argument for this, saying that because they constitute the majority of the
population, the poor should be able to participate in the global market economy, even with the extreme
inequity of wealth distribution. Prahalad (2005) argues that this form of ‘inclusive capitalism’ will lead to a
‘win-win’ scenario for both the poor consumers and the corporations. However, he offers a qualification to
his proposition and stresses that this win-win situation will only come about if the goods and services are
firstly ‘tailored’ and secondly ‘accessible’ to the poor. Finally, Prahalad (2005) suggests that designing

goods and services for the poor will require radical innovations in technology and business models.

In agreement with the foundational work by Prahalad, Duncombe (2012) posits that digital financial services
can be appropriate to the needs of the poor if these services are carefully designed to map onto pre-existing
and socio-culturally entrenched financial practices and norms. By the same token, Maurer (2012) suggests
that indeed profitability and financial inclusion go hand in hand; the poor constitute a relatively untapped
market for enterprises looking to increase revenue and, in the process, to provide services that enhance

financial access.

Literature abounds with claims about the positive socio-economic outcomes of financial inclusion. The most
significant and controversial of these propositions is that extending financial services to the financially
excluded, who are mostly poor, will reduce poverty and inequality. This proposition was most prominently
canvassed in the World Bank’s (2014) Global Financial Development Report 2014 and a handbook titled
Access for All (Helms, 2006) by a World Bank acolyte, the CGAP. In agreement, Suri and Jack (2016),
while doing a study on the impact of M-Pesa, argue that the service has lifted 2% of Kenyan households

out of poverty. In a later study, Bharadwaj, Jack, and Suri (2019), while studying the first and largest digital



lending platform in Kenya, M-Shwari, back the notion that unsecured lending to the poor is a sound
development strategy. Likewise, Imboden (2005) emphasizes that access to financial services which are
adapted to the poor is critical to poverty reduction. Chibba (2009) suggests a nexus between financial
inclusion and the attainment of the Millennium Development Goals (MDGs) while Mohammed et al. (2025)

suggests a similar relationship with the Sustainable Development Goals (SDGS).

Beyond the larger claim that financial inclusion reduces poverty, numerous studies associate financial
inclusion with several positive consumer outcomes. For example, financial inclusion has also been
associated with increased entrepreneurship. In their study highlighted above, Suri and Jack (2016) find that
the use of mobile money has spurred entrepreneurship among women. This mirrors results from an earlier
study by Dupas and Robinson (2013) which finds that access to bank accounts has enabled women in
Kenya to expand their businesses, among other benefits. Ouma et al. (2017), Bjérkegren and Grissen
(2018), and Bharadwaj and Suri (2020) argue that extending credit and savings services improves the
financial resilience of poor households. Further, Hariharan and Marktanner (2012) and Sarma and Pais
(2011) suggest that access to financial services could help increase household income while Jack and Suri

(2011) suggest that it could help poor households make investments.

Over and above the highlighted benefits to households, several studies argue that financial inclusion has
had benefits for the wider economy. Hannig and Jansen (2010) and Ahamed and Mallick (2019) suggest
that financial inclusion could lead to diversification of service channels and providers and could lead to a
more stable financial sector over time. Saienko et al. (2025) posit that financial inclusion is a key driver of
socio-economic development. Bold claims of the positive impact of financial inclusion are widespread and
have been instrumental in popularizing the financial inclusion message over the last decade and perhaps
in shaping the behaviour of different actors in the financial services industry, particularly innovators,

regulators, and financial institutions.

The wisdom and effectiveness of financial inclusion strategies have, however, been the subject of fierce
debate in recent times, with the extension of credit in the form of personal loans to poor people being the
most controversial of these strategies. The critics can be broadly divided into two categories — those who
make arguments about adverse socio-economic implications of financial inclusion and those who reject

evidence about positive outcomes of financial inclusion.

The first group of critics focuses on the social consequences of extending credit to the poor — microcredit —
which is the most prominent form of financial inclusion. For example, James (2014) explores over-
indebtedness in post-apartheid South Africa. James (2014) gives a moving account of the plight of poor
borrowers who take up more expensive loans from local moneylenders, ‘mashonisas’, to repay cheaper
ones from financial institutions, which inevitably entraps them in debt. She further documents the abuse of
garnishee orders which are used to safeguard repayment from borrowers’ salaries or wages when they fail

to meet their loan obligations.



Milford Bateman, through several publications, is the most notable critic of digital lending, particularly in
Kenya. Bateman (2018) describes how the promise of small digital loans to the unemployed youth in Kenya
has brought about growing over-indebtedness, something often overlooked by proponents of digital
financial inclusion. Bateman, Duvendack, and Loubere (2019) further argue that the poor and poor countries
are ‘dispossessed’ through profiteering by global corporations. Similarly, Wamalwa, Rugiri, and Lauler
(2019) and Di Maggio and Yao (2018) note that the delivery speed of digital loans is particularly appealing
to borrowers who tend to use these funds, in conjunction with other forms of credit, to sustain their
consumption, which ultimately makes them more financially vulnerable. Bateman et al. (2019) suggest that
predatory lending, as evidenced by a surge in uptake of unsecured loans and growing over-indebtedness,
bears reflection on whether financial technology is shaping the future of the credit market and essentially

propagating the status quo of poverty and inequality.

Another growing body of research focuses on the commodification of information and digital footprints in
the practice of using technology-based tools to assess a borrower’s creditworthiness. In her book, The Age
of Surveillance Capitalism, Shoshana Zuboff (2019) describes this perturbing trend as ‘surveillance
capitalism’. She describes surveillance capitalism as a new expression of power by mega tech companies
and financial institutions who collect oceans of personal data which they render as behavioural data, claim
ownership of it (commodify it), and then utilize it as a mechanism of profiteering and even control. Gabor
and Brooks (2017) point out that the digital lending model depends on predictions from algorithms to extend
as many expensive loans to as many people as possible in the hope that these loans will realize high
repayment rates and make a neat return. Using credit reference bureau data on United States (US)
consumers, Di Maggio and Yao (2018) point out that fintech lenders acquire market share by first lending
to higher-risk borrowers and then to safer borrowers while relying on information to make lending decisions.
This practice of assessing a borrower’s creditworthiness makes digital lenders more prone to adverse
selection and this is evidenced by the high default of digital loans compared to loan defaults in traditional

financial institutions (ibid).

In her book, Weapons of Math Destruction, O'neil (2016) takes a dim view of the blind use of ‘big data’ and
algorithms to gauge the creditworthiness of borrowers. She notes that human biases are programmed into
algorithms and that algorithms may discriminate when calculating who gets a higher or lower credit score,
or as she puts it ‘selecting winners and losers’ in the credit market. Conversely, algorithms could also lead
to adverse inclusion where individuals access loans but do not actually have the financial wherewithal to
pay back the loans, leading to so-called ‘predatory lending’ (ibid). She points out the opaque nature of
algorithms and argues that the lack of a ‘feedback-loop’ to correct any biases entrenches inequality in the

credit market.

A related issue pertains to the lack of consumer protection for digital loans, as compared to formal sources

of credit. Until recently, the digital lending industry in Kenya had been unregulated. While this seemed to



have led to the rapid growth of the sector, it is equally seen as a key reason why some irresponsible lending
practices have cropped up in the industry over the past ten years. McKee, Kaffenberger, and Zimmerman
(2015) observe that users of digital loans do not fully understand the terms of the loans and that consumer
protections for these digital loans are still in their infancy. Francis, Blumenstock, and Robinson (2017b)
note that digital loans are predatory in nature and tend to look like payday loans in the developed world.
This is on account of their short repayment periods and high borrowing costs. From the above accounts, it
appears that despite the initial triumphs of mobile money and its derivatives, mounting concerns about the

socio-economic cost of digital lending make this model altogether more sinister.

Above all, the most criticized aspect of financial inclusion is the adverse gains of this drive to extend financial
services. While, on the face of it, financial inclusion appears as a reasonable endeavour, debate is rife
about who exactly it benefits. Some critics see financial inclusion as a veiled message that lays the
foundations for financial inclusion to profit at the expense of the poor, mostly in the developing world — the
so-called financialization of the poor. Soederberg (2013) pays attention to the balance of power inherent in
global finance and how this plays out in the push for financial inclusion. She argues that the financial
inclusion narrative, as advanced by the G20, is not a neutral project but rather is emblematic of the trend
towards finance-led capitalism. This trend, she argues, only serves to benefit capital interests through

financial inclusion strategies obscuring and concealing exploitative relations and speculative tendencies.

Gibson (2016) offers an illustration of Soederberg’s rebuke of the financialization of the poor when pointing
out that while indeed millions of people have gained access to formal financial services since the push for
financial inclusion started in Kenya, the banks, and not the poor, have been the biggest beneficiaries of this
drive. He notes that the ‘inclusion years’ have seen banks increase their turnover by 2.5 times and profits
by 3.5 times, with profit margins equally increasing. Ultimately, Bateman and Teixeira (2021) and
Soederberg (2013) stress that these investor-driven financial inclusion strategies co-opt the poor, in a rather
opaque manner, into global strategies of capital accumulation. They suggest that Prahalad’s assertion of a

win-win scenario between the corporations and poor consumers is far from assured.

Bateman, Blankenburg, and Kozul-Wright (2018) compare the international development community’s
excitement about and rapid popularization of fintech to their response to microcredit in the 1990s. Bateman
et al. (2019) argues that behind the financial inclusion message are self-interested corporations, many of
which have a chequered past, hoping to cash in on the wave. Bateman et al. (2019) view the digital lending
industry as an extractive sector where private international corporations give small loans to the poor in the
pursuit of returns with no regard for the effect of their strategies on the poor. They describe this as ‘digital
extractivism’, comparing it to the colonial period where natural resources were appropriated from African
countries. They also point out that technological infrastructure and the rapid diffusion of mobile
technologies, such as mobile money and digital lending platforms, particularly in developing countries, are

facilitated by global finance networks and re-order the poor as subjects of profit-making.



Natile (2020) offers another contribution to the notion of digital extractivism and, using the case of M-Pesa,
argues that digital financial inclusion proliferates financialized fee-based opportunities as opposed to
equipping the unbanked poor with the means to take advantage of financial services the platform offers;
the poor contribute greatly to the profit of digital financial service providers such as M-Pesa and some form
of profit-redistribution could augur well for financial inclusion. Similarly, Bateman et al. (2019) stress that
the investor-driven fintech model makes profit-making (to the benefit of the elites) the focus and is the
biggest threat to fintech realizing its potential. Philippon (2016) resounds this view and stresses that
financial innovations have neither delivered significant benefits to consumers nor improved the overall
efficiency of the financial system. He points out that rent-seeking (the charging of transaction fees) is the
main motivation for fintech innovations. Soederberg (2013) finds Prahalad’s (2002) view of the poor as the

new frontier for profit-making, as discussed earlier, highly problematic.

The second group of critics focuses on the evidence underlying the claims about the ostensible benefits of
financial inclusion. They argue that these claims are exaggerated and that the evidence to support them is
weak. Much in the same way that Armendariz de Aghion and Morduch (2005) and Duvendack et al. (2011)
call for more robust evidence to support claims about the positive effects of microfinance, Bateman et al.
(2019) term Jack and Suri’s (2011) claims about the potential of fintech, M-Pesa in particular, in reducing
poverty in Kenya as egregious. One of the most telling observations that Bateman et al. (2019) point out is
the messy reality of lending to the poor — particularly unemployed young men — who use the digital loans

to gamble, leaving them disillusioned and over-indebted.

In the same way, Mader (2016) examines studies and source texts used to support the main claims about
the positive outcomes of financial inclusion and argues that evidence to support these claims is weak. He
critiqgues three common assumptions made about financial inclusion; the first two assumptions surround
the notion that financial inclusion would bring developmental benefits to the economies of ‘developing’
countries as well as direct benefits to poor individuals in these countries. The third assumption is one that
Prahalad (2002) and others advanced earlier about there being an untapped business opportunity in

offering financial services to the indigent.

By my reading, Mader (2016) does not precisely dispute the overall rationale of financial inclusion, but
rather stresses the improvement of the evidence base to support claims made about the outcomes of
financial inclusion. Mader (2016) suggests that unrealistic assumptions could lead to false expectations of
impact, misallocated political and economic resources, misconceived interventions, and potentially even
harmful effects on the intended beneficiaries. His view mirrors Johnson and Rogaly (1997) who had earlier
cautioned that the impact of microfinance on poverty reduction should be continually assessed rather than

taken for granted.

The problem as presented thus far has been summed up as a debate between antinomies at the ends of

the financial inclusion discourse. There is litle common ground in the financial inclusion debate. This



conflicting body of theory regarding the best strategy to go about financial inclusion presents a problem for
policymakers and financial institutions who seek to realize the momentous goal of reducing poverty and
inequality. | take it that a binary situation, such as the one presented, renders it difficult to discern the
nuances and subtleties of financial inclusion strategies and to visualize a more sustainable pathway to

financial inclusion.

My consideration of the discourse on financial inclusion is not to argue for or against financial inclusion but
rather to focus on how the co-operative and digital lending models in Kenya attempt to achieve it. | avoid
taking the line of simply deconstructing the financial inclusion discourse, as has been done by critics, and
rather take a more cautionary but constructive approach, like the one taken by Mader (2016). | propose that
financial inclusion is not in itself objectionable, but that the means of achieving it matter a great deal. In

other words, financial inclusion is only as good as the means used to achieve it.
1.2 Financialization

In the last few decades, just as the financial inclusion discourse was emerging, there has been a change
in the way capitalism is practised all over the world. This change has been described in the academic world
as financialization and is useful in contextualizing the push for financial inclusion outlined above. There are
varied conceptualizations of financialization in the literature. The most prominent conception is by Epstein
(2005) who describes financialization as ‘the increasing role of financial motives, financial markets, financial
actors and financial institutions in the operation of the domestic and international economies’ (page 3).
Lapavitsas (2011) theorizes financialization as a systemic transformation of capitalism, especially in
advanced capitalist economies, that takes place at three levels, namely non-financial institutions, financial
institutions, and households. Davis and Kim (2015) describe it as the increasing importance of finance,
financial markets, and financial institutions to the workings of the economy. Their conception mirrors
Lapavitsas (2011) who observes that financialization manifests in the growing size and presence of financial
institutions, financial transactions, and activities in the economy as a whole and in the everyday lives of

people.

In my conceptualization of financialization, | draw on different aspects of the descriptions set out above.
Financial institutions have always had a great imperative to provide their customers with financial products
and services that suit their different needs. This involves constant innovation and differentiation strategies
and novel consumer targeting approaches. Finance has penetrated everyday life and ordinary people have
also been drawn into the financial system like never before. | perceive financialization as the blurring of
traditional definitions of financial actors, which primarily takes place through the innovation and

differentiation of financial products and the use of these products in the everyday lives of ordinary people.

The process of financialization traces its origins to the transformations in Anglo-American capitalism in the

1970s and the 1980s. It is widely believed that this process started when mortgage-backed securities were



devised in the US in the 1970s (Sherman, 2009; Soederberg, 2013). This involved the packaging of
individual mortgage loans into security or securities which were required to conform to prescribed
underwriting standards and sold off to institutional investors, such as pension and mutual funds. The
innovation of asset-backed securities was soon followed by the deregulation of the banking sector in the
US and the United Kingdom in the early 1980s and the deregulation of the London Stock Exchange in 1986.
The significance of deregulation was that banks could issue more loans and invest in speculative securities
while the stock market had renewed focus on the packaging of risky debt instruments. This trend in financial
deregulation and the resultant transformation of capitalism replicated itself in other advanced economies

soon after and eventually found its way to pockets of the Global South over the last three decades.

The notion of financialization is grounded on the idea that there is a shift in the way that profit-making has
evolved in recent decades. Krippner (2005) suggests that this shift is depicted by a change in making a
profit through the trading of financial assets rather than the production and trade of commodities which
Mazzucato (2013) and others describe as the ‘real economy’. Lapavitsas (2013) describes this shift as
‘profiting without producing’. He adds that in most if not all advanced economies, this finance-led growth
manifests clearly in the weak growth in productivity despite significant advancements in technology.
Instead, the production of commodities has been taken to China, which is home to arguably the biggest

manufacturing conglomeration, India, and other destinations (ibid).

Production is the thread that runs through successive periods in history — the agrarian period, the industrial
revolution, and the post-industrial period before the onset of financialization. In the old order, financiers
would put money in the hands of the industrialists who would invest in the production of commodities while
engaging labour. Under this arrangement, financiers had the role of initiating the process of creating value,
while interest was paid to the financier as compensation for the producer using borrowed capital. Through
the process of financialization described above, the order has shifted to a situation where finance plays a
speculative role. Put differently, investors make ‘bets’ on what other investors in the market are doing rather
than creating jobs and catalyzing the development of new businesses. This shift in the notion of profit,

therefore, is one from ‘productive profit’ to ‘speculative profit’.

Financialization is apparent in different layers of society and the economy. Lapavitsas (2011) suggests
three sites of financialization, namely financial institutions, non-financial institutions, and households and
individuals. His view is backed up by numerous accounts, mostly by fellow economists, including Mazzucato
(2013), Krippner (2005) and others. The first site of financialization, financial institutions, is unsurprising
given that banks and other financial institutions are the traditional custodians of capital. Financialization
among banks is most evident in the way that they are growing in sophistication and size, especially in
advanced economies. Banks have become investment establishments that utilize their big pools of capital
to fund massive deals in the financial markets and are essentially stuck in a loop of buying and selling

financial assets in the strangle for profit.



Another way that financialization is apparent in financial institutions is through their efforts in packaging
sophisticated, highly speculative debt instruments for the financial markets. As earlier mentioned, asset-
backed securities surfaced in the US as early as the 1970s when the process of financialization is believed
to have commenced. Over time, other sophisticated financial instruments have emerged and include
different types of bonds, options, futures, swaps, and other types of derivatives. The devising of these
financial instruments and dedicated marketplaces to trade in them, and close monitoring of financial

markets to identify profit opportunities, evidence this shift in financialization.

Financialization in financial institutions also manifests in the corporate culture of these institutions which
emphasizes maximizing returns and increasing shareholder value. While these institutions have always
been fashioned as profit-making entities, the intensified push for returns has given rise to ‘activist investors’,
both institutional and retail, who are exceedingly keen on returns and capital gains on their investment. This
puts financial institutions under great pressure to improve yields for these financial instruments and boost
the asset prices for their investors. Further, the corporate culture is evident in the level of executive pay in

financial institutions which are typically tied to the institution’s performance.

The second site of financialization is non-financial enterprises, otherwise called ‘big businesses’.
Financialization has brought about institutional flexibility in that non-financial enterprises have acquired
some characteristics of financial institutions. The first way that this is apparent is in the shift from productive
profit to speculative profit, as | touched on earlier in this chapter. Krippner (2005) records one of the earliest
accounts of this trend in the literature. She observes an interesting trend where non-financial enterprises
derive revenues and make a profit from financial investments as opposed to the production of commaodities.
Put differently, non-financial enterprises are becoming more bank-like as they substitute productive activity
for financial activity in their day-to-day operations. Lapavitsas (2013) echoes this and points out that
quintessential industrial and commercial enterprises have amassed large pools of capital from retained
profits and have moved away from saving in banks to earn interest on a modest but guaranteed return to

investing in speculative financial assets on the open market in the hope that they will make large profits.

The second way that financialization is apparent in non-financial enterprises is their involvement in financial
activities beyond investing in financial instruments. This is evident through mostly technology and
commercial companies providing different types of financial services. Prominent among these services are
digital payment services through platforms such as Apple Pay by Apple, Google Pay by Google, and Alipay
by Chinese e-commerce giant Alibaba, and many others. Financial services provided by non-financial
enterprises has grown in scope since this trend emerged roughly two decades ago. For example, in the
US, Amazon now offers financial services, ranging from cash deposits, payments, and lending to insurance.
Similarly, Google has a venture capital investing arm, Google Ventures, which boasts a large portfolio of

technology-related investments.



This trend in non-financial enterprises venturing into the provision of financial services is also apparent in
Kenya with Safaricom’s M-Pesa being by far the clearest example. While M-Pesa is well known for its
mobile money transfer service, it has ventured into the digital payments industry with ‘M-Pesa Paybill’ and
‘Lipa na M-Pesa’ services, as well as savings and digital lending services in partnership with two large
commercial banks, Kenya Commercial Bank (KCB) and NCBA. Notably, M-Pesa, which is the legacy part
of Safaricom’s business, now accounts for 36% of all Safaricom’s total revenues, making it the largest
revenue stream for the company, surpassing revenue from voice calls, messaging, data, and other services
(Safaricom, 2022). Safaricom has also grown to become a lending behemoth after partnering with leading
local banks. This demonstrates non-financial enterprises relying on the provision of financial services as

their source of income and profit.

Of particular interest to this study is the growing role of non-financial enterprises in performing financial
disintermediation. In Kenya, as anywhere else in the world, the provision of credit was for a long time the
domain of banks and similar financial institutions. However, lending through digital channels has
transcended institutional boundaries. With financialization taking root in non-financial enterprises, the
middleman (banks) is cut out of the credit value chain, leaving non-financial enterprises to provide credit
directly to borrowers. For instance, General Electric, a quintessentially industrial corporation, has financial
services subsidiaries, GE Capital and GE Money, which offer a wide range of financial services, including
banking, credit cards, and mortgages. As | will show, there is an increasing number of non-financial
enterprises in Kenya who now offer digital loans in cash or in kind. The increased involvement of industrial
and commercial enterprises in the provision of financial services is a clear demonstration of how these
enterprises have financialized in both the developed and developing world. It is evident that the logic of

‘making money from money’ has penetrated non-financial enterprises in recent decades.

The third site of financialization is the household. Deregulation of the financial sector, as earlier mentioned,
led to the creation of unprecedented amounts of consumer credit (Lapavitsas, 2013). This new bout of
lending started in the developed economies where the process of financialization first unfolded. Credit card
debt, payday loans, and private student loans in the US are just a few examples of credit products that have
surged in use and popularity in recent decades. In the developing world, this is also apparent through the

proliferation of digital credit.

As mentioned above, financialization is characterized by a shift from production to the manipulation of
money for profit. This has led to a short-term approach to finance which includes credit. Short-termism is
most evident through the intensified activities of investors and securities traders who aim at making quick
returns from buying and selling highly speculative financial instruments. In her book Casino Capitalism,
Strange (2015) provides a vivid depiction of the current global economic system, where bankers on Wall
Street, as well as ordinary workers on ‘Main Street’, engage in a high-stakes game of trading in securities

akin to gambling in a casino. It is in the same logic that digital lenders capitalize on the appetite for short



credit to make rent-like returns in the quickest time possible without regard for the longer-term

consequences of their way of lending, as | describe later.

The ever-growing prominence of financial institutions in the economy in recent decades has led to the
emergence of a rich elite, a new landlord class which wields or buys political influence through lobbying
action. These powerful finance actors have been successful at influencing the policy-making process and
shaping social and economic policy in ways that protect their ability to extract profit, even from the poor
(Lapavitsas, 2013). Indeed, it is not expected that anyone would openly promote profiting from the poor
because it is simply not a ‘noble’ thing to do. Even Prahalad (2005), who advanced the ‘fortune at the
bottom of the pyramid’ fame, subtly canvasses his thesis; he argues that businesses should be careful to
understand the market and tailor their products and services to the poor so as to bring about a ‘win-win

situation’ for both the people and the businesses.

One such policy that some observers perceive to have been ‘captured’ by powerful financial actors is the
discourse of financial inclusion. Institutions such as the World Bank, international consultancies such as
CGAP and the Global Partnership for Financial Inclusion, and influential private foundations, such as the
Bill and Melinda Gates Foundation, constitute the international lobby on financial inclusion. This powerful
lobby is responsible for formalizing, shaping and driving the discourse on financial inclusion worldwide.
Some financial inclusion critics, such as Soederberg (2013), see it as a veiled message that only seeks to

enrich the few elites atop financial structures at the expense of the poor, mostly in the developing world.

Chapter 2: HISTORY OF THE CO-OPERATIVE MOVEMENT AND BANKING SECTOR IN KENYA

This chapter traces the history of co-operative and banking sectors in Kenya focusing on key developments
and their significance to the push for financial inclusion. The chapter explores the history of Kenya’s co-
operative movement in two distinct periods: the period of state control also known as the pre-liberalization
era, and the post-liberalization era when co-operatives operated free from government control. Kenyans
formed agricultural co-operatives as a means to escape poverty and exploitation from the colonial regime.
In the late 1960s, various co-operative types started emerging and by the late 1990s financial co-operatives
now free from government oversight changed their business model, offering banking services to non-
members. The chapter also traces the history of banking in Kenya and how banks co-existed with co-
operatives who did not have a strong profit-imperative and were well embedded in rural communities. The
chapter describes how a majority of Kenyans were sidelined from using banking services, from the colonial
period to the late 2000s when mobile money came into the picture. The chapter discusses how banks were
forced to extend their services to the financially excluded majorly to remain relevant in the rapidly changing

financial services landscape and in the name of financial inclusion.



Chapter 3: INTERACTIONS WITH THE COOPERATIVE AND DIGITAL LENDING MODELS

This chapter introduces some of the actors in Kenya'’s credit industry consulted for this study by setting out
thirteen case studies of people | encountered during fieldwork. These comprise five borrowers who are
differently placed socially, three managers from digital lending platforms, four managers of SACCOs and a
financial inclusion consultant. The chapter describes how they borrow or extend credit, and their
conceptions of financial inclusion. The chapter also describes my interactions with them; | had the
opportunity to interview some of the informants on multiple occasions, usually more than once, and | have
long-standing personal and/or professional links with some informants. These thirteen case studies are not
entirely representative of the informants | interacted with. However, they highlight the fact that the
informants occupy different positions within the SACCO sector or within the digital lending industry, and are
in different positions as users of the various services provided. Many aspects of the stories told in the case
studies are readily comprehensible. However, the reasons for and full implications of these different cases
are made clear in the chapters to follow where | frequently refer back to these case studies in order to draw

out their significance for my overall argument.

Chapter 4: A CRITICAL ANALYSIS OF THE PROPOSED IDEAL SACCO MODEL AND THE
QUESTION OF FINANCIAL INCLUSION

The year 2008 was a critical mark in Kenya’s SACCO sub-sector because of the passage of the SACCO
Societies Act and the changes that this new law brought along, most significant being the creation of a
regulatory authority for the sector, SASRA. The chapter discusses the emergence of the idea among
influential international organizations operating in Kenya that SACCOs should open or at least relax their
common bonds. The argument was that this was a way for SACCOs to secure their financial future by
mobilizing more monthly contributions from their increased membership and advance financial inclusion by
offering cheap banking services to non-members — customers drawn from the public. The chapter describes
how different SACCOs responded to these ideas. The chapter makes two key points; one is that the
SACCOs that have taken these steps have not all succeeded to the same extent due to multiple reasons
this chapter explores. The second point is that all the SACCOs that have been fairly successful make up
only a small proportion of the total number of SACCOs in Kenya. The chapter further discusses the question
of financial inclusion in relation to opening the common bond and providing banking services to non-

members.



Chapter 5: SCATTERING SEEDS: THE DIGITAL LENDING MODEL

Before the emergence of digital lending in Kenya, formal credit was extended through the traditional form
of lending which requires borrowers to provide collateral in the form of productive assets or other sureties.
However, the majority of Kenyans do not possess assets against which they can borrow and are therefore
effectively locked out of the formal credit market. The mature mobile money industry and a fledging credit
rating industry presented lenders with an opportunity to offer unsecured, short-term loans through mobile
channels. This was heralded as a boon for financial inclusion. This chapter concerns itself with the digital
lending model, how it emerged, the market conditions that made this possible, and how it works.
Developments in the digital lending industry over the last decade are discussed. Notably, digital lending
has transcended institutions; both financial and non-financial institutions offer digital loans of different kinds.
This chapter traces the development of credit information sharing, the evolution of credit appraisal
techniques and the increased use of alternative data in assessing credit risk and how this developments

has impacted access to credit.

Chapter 6: BORROWERS’ EXPERIENCES WITH DIGITAL CREDIT

The chapter presents borrower’s experience with digital credit and delves into the perceived benefits of
digital lending as well as its challenges. Digital credit, therefore, remains a critical feature in the financial
lives of Kenyans, especially those living on the margins. Low-income borrowers routinely use digital loans
for household consumption smoothing. Many low-income borrowers in Kenya have become heavily
dependent on digital loans as evidenced by loan stacking that is rampant among this category of borrowers.
Due to their low and often erratic incomes, they face great difficulty in repaying their digital loans, and
therefore over-indebtedness is common among them. This chapter shows that digital credit is also used by
those who occupy a higher economic and social class, a fact that is usually overlooked given that they are
not the subjects of financial inclusion. However, understanding how different categories of borrowers
experience digital credit is critical in appraising it as a financial inclusion strategy. This chapter and shows
that there is much to consider before making claims of financial inclusion. This chapter also discusses the
various attempts in regulation of the digital lending industry which resulted from concerns around the high
cost of digital loans relative to traditional credit products and the conduct of digital lenders in terms of

handling private information, debt collection and credit appraisal.

Chapter 7: RESPONSES, PERSPECTIVES, AND COUNTER-NARRATIVES FROM INDUSTRY
INSIDERS

The close involvement of powerful international actors has been an enduring feature of the push for financial
inclusion; these actors have been instrumental in shaping the financial inclusion discourse. Despite the

initial triumphs of digital financial inclusion, questions abound about the socio-economic cost of the digital



microcredit model, the danger that it portends for consumers and the financial inclusion project, and if these
harmful effects can be sufficiently mitigated through regulation or other means. This chapter reflects on the
financial inclusion discourse and highlight the responses and present the perspectives of the differently-
placed industry insiders to this discourse. This chapter argues that industry insiders have indeed become
wiser over time about financial inclusion strategies and are offering some criticism from within. This chapter
highlights these criticisms. It also discusses aspects of financial inclusion strategies employed by SACCOs
and digital lenders that industry insiders perceive to work. It is argued here that leading narratives about
financial inclusion, as proposed by higher-up financial institutions and their affiliates, gloss over a more
complicated situation when one considers the evidence from the people on the ground who deploy these

strategies and witness first-hand the consumer outcomes thereof.

Chapter 8: MONEY AS AN OBJECT OF CONTEST: WHICH WAY?

The monetary system — how money is created, circulated and controlled — is a deeper issue that underlies
the push for financial inclusion. The current monetary system is profoundly unequal; the wealthy borrow
money and hoard it and even when this money is circulated, it flows in elite circles through buying and
selling of financial assets. This leads to a scarcity of money for average borrowers to earn, which leads
them to borrow more to meet their needs, thus creating a perpetual cycle of creating ‘debt-money’. This
debt, however, is sold to poor people as a way to ‘access’ finance and possibly a path out of poverty. This
chapter argues that financial exclusion is a problem of access to money rather than access to credit which
the poor have to pay back with interest, in most cases exorbitant interest. This chapter highlights new
alternatives ways that money as a social construct is being re-imagined and if these innovations can help

in transcending the current “debt-money” system which | conclude is an obstacle to true financial inclusion.



