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Abstract
This chapter examines how the Covid-19 pandemic has affected financial development and
financial inclusion in African countries. The study provides both broad perspectives and
country-specific frameworks based on selected country cases studies. Some emphasis is
placed on the achievement of sustainable development goals (SDGs) that are related to
financial inclusion. The study aims to understand what immediate challenges the COVID-19
pandemic has represented to the economies and societies on the one hand and on the other, the
effect of the COVID-19 on the interconnected financial systems in terms of consequences of
the pandemic. The relevance of the study builds on the importance of these insights in helping
both scholars and policy makers understand how the effect of the pandemic on the financial

system and by extension, the global economy can be mitigated for more financial inclusion.
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1. Introduction
The purpose of financial inclusion is to enhance use of and access to formal financial services
by individuals in order to improve economic security and opportunity to impoverished and
excluded fractions of the population (Demirgiic-Kunt et al. 2017; Yamada et al., 2020). The
concern has been of particular relevance to developing countries especially in the light of
Sustainable Development Goals (SDGs) which are centered on, inter alia, consolidating the
capability of financial institutions at the domestic level to expand and encourage access to
financial, insurance and banking services to everyone. Yamada et al. (2020) however maintain
that prospects for financial services are not quite encouraging though between 2011 and 2017,
those who held accounts with a mobile money provider or financial institution increased from
51% to 69%. According to the narrative, as of 2017, about 1.7 million adults were unbanked
in the world and compared to high income countries, a greater proportion of the unbanked are
in middle- and low-income countries.

Consistent with the attendant literature (Karlan et al., 2016; Demirgii¢c-Kunt et al.,
2017; Yamada et al., 2020), the concept of financial inclusion can be understood as a
phenomenon that enhances the availability of a plethora of financial services such as saving
accounts, loans, insurances and loans for individuals and by extension, these individuals also
benefit in terms of financial risk management, productive investment and the smoothing of
consumption. Hence, the population can substantially benefit from financial inclusion if
payment facilities for daily transactions as well as pensions and wages are switched to digital
payments from cash.

Since the proclamation of SDGs, much literature has been covered on financial
inclusion (Tchamyou, 2019; Tchamyou et al., 2019). However, the recent outbreak of the
COVID-19 pandemic has represented a serious challenge to inclusive development, especially

in the light of the targeted SDGs (Diop and Asongu, 2021; Asongu et al., 2020; Diop et al,,



2021; Ezeaku et al., 2021). This chapter contributes to the extant literature on the
consequences of the COVID-19 pandemic by assessing the impact and consequences of the
recent pandemic on financial development and financial inclusion. This is in response to both
scholarly and policy concerns that across the world, financial institutions are dealing with and
monitoring the impacts of the COVID-19 pandemic. Hence, this study aims to understand
what immediate challenges the COVID-19 pandemic has represented to the economies and
societies on the one hand and on the other, the effect of the COVID-19 on the interconnected
financial systems in terms of consequences of the pandemic. The relevance of the study builds
on the importance of these insights in helping both scholars and policy makers understand
how the effect of the pandemic on the financial system and by extension, the global economy
can be mitigated for more financial inclusion.

The rest of the chapter is organized as follows. Section 2 provides insights into the
impact of the COVID-19 pandemic on the financial sector with particular emphasis on digital
payments, emerging risks in the financial sector and post-pandemic financial sector services.
Section 3 focuses on the implications of the COVID-19 pandemic on the financial sector
which insights into consequences for asset management, banking and capital makers. Section

4 concludes with implications for SDGs and future research directions.

2. The impact of Covid-19 on the financial sector

The COVID-19 pandemic brought uncertainties and disruptions in various sectors, including
financial markets and institutions. Following the outbreak of the pandemic, there was a fall in
the stock price of financials, including banking, insurance, and diversified financial firms
(W¢jcik and Ioannou, 2020). Financial institutions experienced an increase in nonperforming
loans and a drop in demand for loans (Park and Shin, 2021; Gourinchas et al., 2020; Li et al.,

2021).Microfinance institutions (MFIs) and nonbank financial institutions were disbursing



just over three quarters of pre-crisis loan volumes (IFC, 2020). Also, high nonperforming loan
ratios are not good for the financial sector and the entire economy, as they are positively
associated with corporate debt overhangs, which affect investment and delay economic
recovery (Aiyar et al., 2015; Kalemli-Ozcan et al., 2018). However, there is a silver lining as
the disruptions caused by the pandemic also created opportunities, especially in the digital

payments space.

2.1 Increase of digital payments

The pandemic has accelerated the use of digital technology to conduct financial transactions.
Digital finance innovations enable marginalized communities, especially in the global South,
to access financial resources (Puschmann, 2017; Gomber et al., 2018; Bharadwaj et al., 2019).
Financial technology (FinTech) offers the financial industry, and consumers, innovations that
render their transactions less expensive, more convenient, and more secure (Chen et al., 2019;
Puschmann, 2017). Between 2010 and 2019, over $165.5 billion was invested into FinTech
firms (Imerman and Fabozzi, 2020). Financial institutions and technology firms are
increasingly investing in FinTech technologies, which attracted global investments of $40
billion in 2019 (KPMG, 2019). Fintech innovations are contributing to reducing the cost of
providing financial services, rendering it possible to reach more people, and reducing the need
for face-to-face interactions, essential for keeping up economic activity during the pandemic.
The rise in smartphone penetration and the disruption caused by COVID-19 has contributed to
a significant rise of one of the largest Fintech products—that is, digital payments. Digital
payments account for about 25% of the fintech market (Blaney, 2020). Digital payments, as
used in this chapter, refer to the transfer of value from one payment account to another using a
digital device such as a mobile phone or computer. According to the 2021 Digital Payments
Market Report, the transaction value for the global digital payments market was $5.44 trillion

in 2020, and based on projections, will be worth $11.29trillion by 2026. Key players in the



digital payments market are Alipay, Apple Pay, Amazon Pay, Tencent, First Data, Google
Pay, Paypal, Fiserv, MasterCard, and Visa Inc.In 2020, 90% of users made payments with
their smartphones (Blaney, 2020).

Various factors account for the rise in digital payment in the pandemic era. First, they are
regarded as playing an important role in addressing pandemic related challenges (Remolina
(2020). Digital payments enabled people to pay for goods and services while adhering to
social distancing (Ziegler et al., 2020). In the city of Kigali in Rwanda, taxis were directed by
the regulator to acquire meters that will enable a passenger to pay for his/her ride digitally,
which prevents the exchange of cash, hence contributes to the fight against COVID-19
(Ashimwe, 2020). Second, customers were attracted to digital payments due to ease and speed
of transactions. In the city of Kigali, Rwanda, taxi passengers can get tickets online via the
Tap&Go app or web as well as pay for tickets using cashless payment platforms (Bizimungu,
2021). Digital payment technologies are also improving the ability to provide financial
assistance to vulnerable segments of the population following the outbreak of the pandemic
(Agur et al., 2020). Additionally, digital payment technologies enabled people to perform
remittance transfers in a few minutes (Dubey et al., 2020). The disruptions caused by the
pandemic also required innovative and more convenient way to send money to loved ones.
Digital technology enabled people to carry out remittance transfers from the comfort of their
homes without the need for physical queuing, as is the case when they use conventional
remittance channels. Remittances also have a role to play in achieving the SDGs. It is
precisely for this reason that one of the recommendations of the SDG is the reduction of
money transfer fees (Nurse, 2018).

In Africa, the rapid penetration of mobile phones has helped the rise of mobile payments.
By mobile payments, we are referring to all purchases using mobile phones (Karsen et al.,

2019). PayU South Africa recorded a 35% increase in e-commerce in 2020, with most



transactions completed on mobile devices (PayU, 2021). In Rwanda, the volume of mobile
payment increased by 51% in the first half of 2020 following the onset of the pandemic
(Bizimungu, 2021). In Kenya, use of digital payments for business transactions increased
from 18% at the end of 2019 to 62% by March 2021, and there was a 58% surge in clients
paying digitally during the lockdown in April — July 2020 (FSD, 2021).

The increase in digital payments is significant due to its relationship to financial inclusion,
and this has implications with respect to income inequality. Studies have highlighted the role
of digital financial inclusion in reducing income inequality (Asongu, 2015; Asongu & Le
Roux, 2017; Tchamyou, 2020, 2021).

The importance of digital payments to financial inclusion, especially during the pandemic
era explains why governments in various African countries have provided incentives to
encourage the use of digital payment platforms to pay for goods and services. For instance,
the government of Uganda reduced mobile money transfer fees, while the governments of
Ghana, Cameroon, the Democratic Republic of Congo, Mozambique, Kenya, Rwanda,
Zambia, and Senegal have cut mobile money transfer fees and raised transaction size limits
(Agur et al., 2020).

That said, the increase in digitalization of the economy in general and the financial sector
in particular, generates risks, which must be addressed. This is the focus of the next

subsection.

2.2. COVID-19 and emerging risks in the financial sector

The COVID-19 pandemic has increased the risks by faced financial institutions. The risks
relate particularly to fraud and data security. The pandemic environment is providing
conducive ground for criminals and fraudsters who are seeking to exploit the crisis. A recent
survey conducted by the Association of Certified Fraud Examiners noted that 77% of fraud

professionals had experienced an increase in fraud in 2020 (ACFE, 2020).



The digitalization of financial services makes financial institutions more vulnerable to
cybercrime. In fact, the financial sector has been attacked by hackers relatively more than
other sectors during the COVID-19 pandemic (Aldasoro et al., 2021). A survey conducted
among financial institutions by the Financial Services Information Sharing and Analysis
Center (FS-ISAC) — an industry consortium of nearly 7,000-member financial institutions —
found that COVID-19-related attacks increased with the spread of the pandemic, from less
than 5,000 per week in February 2020 to over 200,000 per week towards the end of April
2020 (FS-ISAC, 2020).

Financial institutions in Africa have equally faced cyber-attacks. In October 2020, about
4000 customers of BetterSure, a South African home insurance company, experienced a
phishing attack (CEIP, 2021). Still in South Africa, in August 2020, Experian South Africa, a
major credit bureau, experienced a data breach that exposed personal information of millions
of its South African clients (CEIP, 2021). In October 2020, the heads of MTN, Airtel, and
Stanbic Bank in Uganda issued a joined statement acknowledging that hackers targeted
Pegasus Technologies, a firm that processes mobile money transactions for the two telecom
firms, and funds were stolen (CEIP, 2021; Signé and Signé, 2021).

Misleading information is an emerging risk which the financial sector must deal with.
Social media financial bots diffuse misleading information and equally engage in speculative
campaigns promoting certain stocks (Tardelli et al., 2020). A recent study on the effects of
fake news in financial markets found that it increases price volatility by about 40% and
increases abnormal trading activity by over 50% (Kogan et al., 2020). Clarke et al. (2020)
note that fake news generates significantly more attention with respect to stock price reaction
than legitimate news.

Arguably, misleading information generates negative effects because it influences

sentiment. Studies have noted that sentiment is a vital driver of investment decisions in the



stock market (Huang et al., 2015; Deng et al., 2018), and mass media plays an important role
in the diffusion of sentiment (Tetlock, 2015; Ahern and Sosyura, 2014). Scholars have shown
that mass media sentiment influences stock market performance (Tetlock, 2014).

In addition to addressing the emerging risks mentioned earlier, financial institutions also
need to develop key priority areas in the post-COVID-19 period. We shed light on this issue

in the next sub-section.

2.3. Financial services priorities in post-Covid-19

The disruptions caused by COVID-19 also calls on the need for financial services
providers to think about major priority areas in the post-COVID-19 era.

The pandemic has brought to the fore the importance of digital payments. There is a huge
untapped market for digital payments in Africa, and financial services providers need to
engage in digital transformation. In Africa, consumer payments are expected to top $2.1
trillion by 2025 and only about 5% of these transactions are currently digitized (UNCDF,
2021). Digital payments have the potential of improving access to other financial services,
like credit, which is usually the topmost requirement of small merchants. Financial service
providers in Africa need to build innovative solutions to capture this huge opportunity,
especially as it affects their profit margin. For example, a study conducted in Cameroon found
that SMEs using mobile payment services had higher profitability, as it provides funding
opportunities (Talom and Tengeh, 2020).

To remain competitive, financial services providers would have to establish partnerships
with non-traditional actors such as fintech firms. For instance, collaboration between
traditional financial institutions and FinTech firms could address payment and settlement
bottlenecks (Drasch et al., 2018). Such collaboration will help clients of financial service

providers to access diverse financial services as well as carryout transactions remotely (Coffie



et a., 2021). Doing so fosters financial inclusion, as it removes some of the barriers that
people often face when accessing financial services (Alfred et al., 2017; Coffie et al., 2020).

Additionally, the delivery of FinTech-enabled services through mobile phones overcomes the
infrastructural deficiencies hindering the delivery of financial services especially to rural areas
(Demirgiic-Kunt et al., 2020). Fintech services also offer cost-effective platforms when
compared with conventional financial services and strengthen users’ experience using easy
and convenient functions (Lim et al., 2019), and contribute to a reduction of transaction costs
and improvement of service quality (Aslam et al., 2021; Wamba et al., 2020). These issues
have to be taken seriously if financial institutions expect to thrive in the post-COVID-19 era.

To meet customers’ needs, financial services providers need to ensure the interoperability
of digital platforms as well as deploy application programming interfaces to permit the
utilization of embedded-payment systems (EIU, 2021).APIs work by establishing a
mechanism for remote services to request something of the platform, loosely described as
either data to be provided by the platform, or an operation to be performed by the platform
(Bock 2015). Small merchants would have to build their transaction systems to work with
various payment providers (Riley, 2020).

In the post-COVID era in Africa, there will be need for services related to the fostering of
digital financial literacy. Such services will be needed due to the gradual expansion of the
digitalization of financial services in the continent. These services will be particularly
valuable among segments of the population with low levels of formal education. Such
services are needed due to the impact of FinTech developments on financial planning and
financial wellbeing (Frame et al., 2019). Researchers have noted Fintech developments may
enhance financial capability, just as they may negatively affect financial wellbeing by setting
off impulsive consumer behavior (Panos and Wilson, 2020). Also, digital financial literacy

raises awareness of digital financial risks. There is a need for users to understand the
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additional risks that they may encounter when using digital financial services (Morgan et al.,
2019). By promoting digital financial literacy, financial services providers are contributing to
building inclusive and financially resilient communities.

Providing digital finance education may be one way for financial services providers to
engage with the customers as well as attract potential customers by making them aware of the
existence of unconventional financial products and services provided digitally on the internet
and mobile phones (Morgan et al. 2019). Knowledge of products, including how they work,
increases the likelihood of their usage, as customers see the value of money. Customers tend
to engage with businesses that can optimize their resources and outcomes (Karpen and
Conduit, 2020).

Customer engagement also entails dealing with customer complaints. Financial services
providers will need to develop innovative tools aimed at dealing with customer complaints
post-COVID. For instance, the use of artificial intelligence in addressing customers’
complaints related to financial services. Artificial intelligence can handle large volumes of
data, including unstructured inputs such as speech or images (Kietzmann et al., 2018), which
makes it extremely relevant to financial services providers. The use of artificial intelligence
systems to address customer complaints in the financial services space is gaining ground in
Africa. In March 2021, The African Development Bank (AfDB) approved a grant of $1.024
million for artificial intelligence enabled systems to process customer complaints on behalf of
the national banks of Ghana and Rwanda and the Competition and Consumer Protection
Commission of Zambia (AfDB, 2021). The long-term goal of the project is to improve the
tracking of client complaints made to financial services providers and strengthen the support
for marginalized groups, which will build confidence in the use of financial services (AfDB,

2021). Consumer confidence is key to building an inclusive financial system, and the latter is
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linked to the SDGs. For example, the UN 2030 agenda for sustainable development

acknowledges the essential role of financial inclusion in successfully implementing the SDGs.

3. Implications of the Covid-19 pandemic to the financial sector

3.1 Implications for asset, real estate and private equity management

Consistent with the attendant literature (Giese and Haldane, 2020; KPMG, 2021), the
COVID-19 pandemic also has implications for the financial sector, especially as it pertains to
consequences on asset, real estate and private equity management. These are discussed in the
same chronology as highlighted.

First, from the premise of asset management, infer alia: (i) asset management agility is
needed especially given the significant disruptions posed by the COVID-19 pandemic in the
asset management industry; (ii) a perspective of asset management in the light of
environmental sustainability also needs to be taken on board because environmental, social
and governance issues are immense challenges for SDGs and (iii) new tax dynamics should
be considered given that the contemporary tax and investment landscape are changed in the
light of those witnessed after the global financial crisis (KPMG, 2021; Fabeil, 2020).

Second, in terms of real estate management, three main insights are worthwhile,
notably: (i) the capacity to effectively value real estate in the light of uncertainty in order to
provide a fair assessment amid apparent volatilities; (ii) rent concessions which are expedient
for COVID-19 oriented economic operations; (ii1) the real estate investment trust (REIT)
industry especially as the novel coronavirus is bringing uncertainty and modifying the
business environment and (iii) leveraging on best practices that ensure the continuity of
business confidence from clients amid the crisis (KPMG, 2021; Fabeil, 2020).

Third, from the perspective of private equity, due diligence is essential and six main
techniques can be used by private equity investors in order to arrive at informed decisions.

These include: (i) proactive portfolio management and future planning; (i) understanding
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concerns surrounding private equity valuation during the COVID-19 pandemic; (iii) adopting
robust strategies in trying times especially those that are resilient, innovative and adapted to
ongoing crises and (iv) understanding private equity when times are turbulent especially with

insights from rapid capital stress testing (Giese and Haldane, 2020).

3.2 Implication for banking and capital markets

The COVID-19 pandemic also has implications for the banking and capital markets,
especially in view of the fact that banks are currently in need of resources with which to
confront the current challenges and better prepare for potential challenges in the future
(KPMG, 2021; Berger and Demirgii¢-Kunt, 2021). It is worthwhile to articulate that with
disruptions from the COVID-19 pandemic, banks of all types (e.g. small and medium-sized
banks, regional banks, large universal banks, challenger bank, fintech banks and central
banks) are being confronted with unprecedented risks and challenges (Giese & Haldane,
2020). In this context, a plethora of measures are being taken by financial institutions in order
to provide the much needed support to customers and employees in view of bolstering the
financial system (Berger and Demirgii¢c-Kunt, 2021).

In the light of the above, for financial institutions to better prepare for future
pandemics, their resilience in operational efficiency in order to ensure business continuity is
essential. Consistent with the relevant policy and scholarly literature (KPMG, 2021; Giese
and Haldane, 2020), some relevant insights that can be considered by banks around the world
in responding to the present COVID-19 challenges as well as preparing against the
unfavorable consequences of future pandemic include: (i) forging payment deals ahead in
spite of the COVID-19 pandemic especially in view of the fact that with the global pandemic,
ecosystems of payment are changing and the digital economy is growingly gaining grounds;

(1) understanding that the COVID-19 pandemic is a major catalyst in the contemporary
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transformation of payment operations in banks; (iii) aligning the bank strategies with SDGs
and (iv) fundamental cyber risks related to banks when banking operations are more

constrained by challenges surrounding global pandemics and crises (Aldasoro et al., 2021).

4. Concluding implications and future research directions

This chapter examines how the Covid-19 pandemic has affected financial development and
financial inclusion in African countries. The study provides both broad perspectives and
country-specific frameworks based on selected country cases studies. Some emphasis is
placed on how the pandemic would influence the achievement of sustainable development
goals (SDGs) that are related to financial inclusion. The study aims to understand what
immediate challenges the COVID-19 pandemic has represented to the economies and
societies on the one hand and on the other, the effect of the COVID-19 on the interconnected
financial systems in terms of consequences of the pandemic. The relevance of the study builds
on the importance of these insights in helping both scholars and policy makers understand
how the effect of the pandemic on the financial system and by extension, the global economy
can be mitigated for more financial inclusion.

More specifically, the study has provided insights into the impact of the COVID-19
pandemic on the financial sector with particular emphasis on digital payments, emerging risks
in the financial sector and post-pandemic financial sector services. The study has also focused
on the implications of the COVID-19 pandemic on the financial sector with insights into
consequences for asset management, banking and capital makers.

The insights provided in this chapter are relevant not least, because financial inclusion
is part and parcel of economic inclusion. In addition, inclusive economic development and
growth cannot be worthwhile without putting emphasis on financial inclusion. Accordingly,

as recently articulated by Kasradze (2020), it is difficult to achieve most of the 17 SDGs
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without financial inclusion. These goals include: no poverty (Goal 1), zero hunger (Goal 2),
good health and well-being (Goal 3), quality education (Goal 4), gender equality (Goal 5),
economic growth and decent work (Goal 8) and reduced inequality (Goal 10).

Understanding the concern of financial inclusion in view of the insights provided in
this chapter is important because during the COVID-19 pandemic, a substantial part of the
global population has been out of work and hence, there is an urgent need for governments as
well as for financial institutions to provide enhanced access to financial services for poor
households and individuals (Kasradze, 2020). The narratives in this chapter on the causes and
consequences of the global pandemic with specific emphasis on the financial sector and
financial inclusion can be leveraged by policy makers to make sure more individuals and
households have access to financial services which as documented in the attendant literature,
are essential in supporting and ensuring their livelihoods (Ozili, 2020; Eldomiaty et al., 2020).

The chapter obviously leaves for future research especially as it relates to empirically
examining the impact of the COVID-19 crisis on financial inclusion in order to assess
whether the established findings in this study withstand empirical scrutiny. In addition, more
robust literature reviews as more data become available will also go long way to improving

what is currently known about the causes and consequences of this major global pandemic.
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