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ABSTRACT 

Financial technology (fintech)—the application of digital technology to financial services—has demonstrated remarkable 

potential to extend financial access to populations excluded from traditional banking systems, particularly in emerging 

markets where mobile phone penetration has outpaced bank branch infrastructure. M-Pesa’s transformation of financial 

services in Kenya—from a mobile phone company’s airtime transfer experiment to a ubiquitous payment, savings, lending, 

and insurance platform serving over 50 million customers across seven countries—is the canonical case study of fintech-

enabled financial inclusion. This paper reviews the economics of fintech financial inclusion: the market failures that 

traditional banking cannot address, the mechanisms through which mobile financial services create welfare gains, the 

evidence from randomized and natural experiment evaluations of mobile money impacts, algorithmic credit scoring’s 

potential to extend lending to the credit-thin population, and the regulatory challenges of fintech financial inclusion 

including consumer protection, data privacy, and systemic risk. 
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1. INTRODUCTION 

Approximately 1.4 billion adults globally remain unbanked—without a formal bank account—according to the World 

Bank Global Findex 2021 (Demirguc-Kunt et al., 2022). Traditional banking’s fixed-cost infrastructure (branches, ATMs, 

compliance systems) makes serving low-balance, low-transaction customers unprofitable at commercial interest rates, 

creating a structural market failure in financial services for low-income populations. Mobile financial services—which use 

mobile phone networks rather than physical bank infrastructure—have a dramatically lower marginal cost of serving 

additional customers, enabling commercial viability at transaction sizes and account balances too small for traditional 

banking. 

M-Pesa, launched by Safaricom in Kenya in 2007, is the most successful and most studied case of mobile money-driven 

financial inclusion. Originally designed as a loan repayment tool for microfinance institutions, M-Pesa’s person-to-person 

transfer capability became its primary use case: migrant workers could send money to rural families instantly and cheaply 

through their mobile phones, eliminating the expense and insecurity of cash courier transfer or bus envelope networks. 

Jack and Suri (2014) in the American Economic Review (104(1): 183–223) estimated that M-Pesa access reduced extreme 

poverty among Kenyan households by 2% and increased household per capita consumption by approximately 2%—some 

of the largest welfare effects measured for any financial inclusion intervention. 

2. MECHANISMS OF MOBILE MONEY WELFARE EFFECTS 

2.1 Transaction Cost Reduction 

The primary welfare mechanism of mobile money is transaction cost reduction: replacing informal and semi-formal 

payment channels (cash, postal orders, hawala networks) with cheap, fast digital transfers reduces the cost of both sending 

and receiving remittances, paying bills, and purchasing goods and services. Jack and Suri (2014) document that M-Pesa 

reduced the cost of domestic remittances in Kenya from approximately 10% of the transfer amount for physical transport 

to under 1% for mobile transfer—enabling higher transfer frequency and amounts, and reducing precautionary saving. Suri 

and Jack (2016) in Science (354(6317): 1288–1292) extend this analysis to show that M-Pesa access primarily benefited 

female-headed households and enabled occupational mobility out of subsistence farming. 
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2.2 Savings and Consumption Smoothing 

Mobile savings accounts—including M-Shwari (linked savings and credit), Kenya’s M-Akiba (government bond 

investment through M-Pesa), and similar products—have enabled financial saving for populations previously relying on 

cash under the mattress, informal savings groups (ROSCAs), or physical assets (livestock). Dupas and Robinson (2013) 

in the American Economic Review (103(6): 2196–2226) provide experimental evidence from Kenya that providing access 

to a basic savings account increased health spending and productive investment for women small-scale vendors—

consistent with savings constraint being a binding barrier to welfare-improving investment. 

3. ALGORITHMIC CREDIT SCORING 

Table 1. Alternative data sources for algorithmic credit scoring in underserved markets. 

Data Source Credit Signal Fintech Application 

Mobile phone usage Airtime purchase pattern; call frequency; top-

up behavior 
M-Shwari, Tala, Branch: loan eligibility and 

limit 

Mobile payment 

history 
Bill payment regularity; merchant payment 

frequency 
On-time payment predicts loan repayment 

Social network data Contact frequency; social graph connectivity Peer pressure and reputation mechanisms for 

repayment 

App behavior Battery level, typing speed, device model Kontigo Care; psychometric credit scoring 

(Lenddo) 

Satellite imagery Crop health, land use, infrastructure Agricultural lending in Africa; harvest 

insurance 

4. REGULATORY CHALLENGES 

Fintech financial inclusion raises regulatory challenges not adequately addressed by traditional banking regulation 

designed for branch-based institutions. Consumer protection concerns include predatory lending by digital credit 

providers—M-Shwari, Tala, and Branch have faced criticism for high effective annual interest rates (often 60–200% APR 

when expressed as such, even for short-term loans) that are not effectively disclosed to low-financial-literacy users. Data 

privacy concerns arise from the breadth of personal data collected by fintech apps—including contact lists, GPS location, 

and smartphone usage patterns—and the use of this data in credit decisions without clear consent. Systemic risk concerns 

emerge from the rapid growth of mobile money systems to the scale of significant financial intermediaries, raising 

questions about whether existing bank regulation and deposit insurance frameworks apply. 

5. CONCLUSION 

Fintech, particularly mobile money, represents the most promising development in financial inclusion in decades, with 

rigorous evidence demonstrating meaningful welfare improvements for previously excluded populations in Kenya and 

elsewhere. The mechanisms are well-documented: transaction cost reduction, savings facilitation, and consumption 

smoothing provide direct welfare benefits. Algorithmic credit scoring extends the frontier of credit access but raises 

consumer protection, data privacy, and fair lending concerns. Regulatory frameworks must evolve to protect users from 

exploitation while enabling innovation that serves underserved populations—a balance that requires active engagement 

between regulators, fintech providers, and the communities they serve. 
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