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The views expressed in this presentation are the views of the author/s and do not necessarily reflect the views or policies of the Asian Development Bank,
or its Board of Governors, or the governments they represent. ADB does not guarantee the accuracy of the data included in this presentation and accepts
no responsibility for any consequence of their use. The countries listed in this presentation do not imply any view on ADB's part as to sovereignty or

independent status or necessarily conform to ADB's terminology.
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Proposal Summary

« Despite significant progress in the microfinance (MFI) industry globally, across many Asian markets
a large percentage of adults still do not have access to finance services.

 MFI providers have last mile access but suffer from an inability to scale due to inherent
weaknesses in their business models.

« COVID has amplified these problems forcing a MF industry rethink and a need to accelerate
their transformation and adoption of digital financial services to remain relevant.

« ADB proposes a structured approach towards piloting digital acceleration in two key markets:
namely Pakistan and the Philippines.

» Critical to the success of the initiative will be a new partnership between ADB and the AFIN
network as well as a careful integration of initiatives with national priorities and roadmaps of local
regulators.




Full Financial Inclusion Remains a Challenge Across Asia

» Despite significant progress, for many Asian markets a large percentage of adults still do
not have access to finance services.

* MFIs are best equipped for last mile inclusion, but most have failed to scale up due to
fundamental weaknesses in their business models.

Economics: High cost, high touch business models

Networks: Reliant upon limited brick and mortar and agent networks

Remote access: Lacking access to a lot of central banking infrastructure

Barriers: Failing to address a number of barriers to access to financial services for the
target population
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COVID has had a major impact on the MFI industry globally
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COVID has had a major impact on the MFI industry (and
MSMEs in particular) in the Philippines

* Clear correlation between business closures and firm size
o Temporary closures most widespread among microenterprises (71.2% of total microenterprises),
followed by small enterprises (63.2%), medium-sized enterprises (57.4%), and large enterprises (53.8%).
o Among large enterprises, 7% remained fully operational while 38.2% stayed partially open.
* Reduction or suspension of wage payments
o 50% of firms surveyed suspended wage payments after outbreak — higher in microenterprises.
o Microenterprises reduced wage payments by more than 50% (44.2%), followed by small (31.8%),
medium-sized (16.4%), and large (7.6%) enterprises.

« Disruption of supply chains
o Over 1/3 of enterprises faced severe bottlenecks in product supply chain, negatively affecting more than

half of production capacity.

o Bottlenecks mainly caused by slow customs clearance on imported goods, limited operations with local
suppliers, and shortage of trucks/drivers.

« Reduced access to finance

o Enterprises cited bank credit as top financing method desired, but bank credit was actually difficult to
obtain.

o Over half (53%) responded could not obtain a loan for #50,000 (around $1,000) quickly.

o 57.3% reported it was more difficult now to borrow 50,000 in a short period than in 2019.



COVID has amplified these gaps and the need to accelerate
digital solutions in the MFI sector
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Digital Financial Services provide an opportunity for MFls
to more directly address unbanked populations

Digital Financial Services
The application of ubiquitous computing power, pervasive connectivity, mass data
storage, and advanced analytical technologies to deliver better tailored financial
products and services more efficiently and more directly to a broader range of

customers.
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Phone P2P Transfers Payment Solutions



Objectives of the ADB MFI Digital Accelerator Program

Pilot an approach to leverage digital and fintech to accelerate MFI

financial inclusion and meet the demands of the post-COVID world

Partner with APIX as an (ndustry sandbox to support country-level
financial service providers across Asia
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Key to success will be a partnership with APIX/AFIN to support
iIndustry sandbox and establish a "Digilab for MFIs”

APIX provides Fl's a market-place and sandbox to post problem statements, discover Fintechs

and do POC's to build prototypes quickly to be integrated into existing Fl platform

Opportunity: Provide a shared Solutions: PreFab solutions can provide a near ready made
problem statement space for MFls to solution for key need clusters for the MFI segment:
help expand capablity to offer a set of * Front-end enablement: KYC, Money in/out, Wallet, etc
"PreFab"” solutions to:  Digital Lending product processor

 speed up Fintech selection and « Backend integration toolkit

integration » Dedicated back-end (casa, loan, ledger)

» reduce costs » Reqgulatory reporting toolkit

* Build local capacity PreFab solutions bring together a group of FinTechs that

« provide sustanability have been certified to work together, and an agreement for

normalized pricing to simplify terms for participants (e.g. a
preagreed fee per customer per solution component)




Key Challenges

Could the platform benefit a range of types of FSPs including rural or less digitally
advanced MFIs? Could the platform support the application of commercial models
to less sophisticated MFIs? What about the issue of affordability, capability for
offline, connectionto digital national ID systems?

|dentify the barriers to participation— what are the prerequisites ?

|dentify the benefits?

Regulatory issues at a national level.

Industry vs regulatory sandbox: how one can be the input into the other ?
Regulatory issues involved in cross-border transactions.

How could the platform be used to accelerate particular areas of focus including
women’s financial inclusion or green finance?
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ADB will be piloting a new approach towards digital acceleration

for MFIs leveraging an AFIN Partnership

Stage 1:
Kick off and Concept design

* Projectkick-off

* Structured interviews and
workshops with stakeholders

* Confirminggoals and objectives

* Understanding current TA scope
and expectation

* Datarequirements

* Concept development — digilab for
MFI

* Planning & governance

Where are the bigticket
opportunities?

Diagnostic & early design

Stage 2:
Market readiness diagnostic

MFI needs assessment

Market Digital infrastructurereview
Regulatory issues identification
Market digital survey

Assessment of partners
Assessment of pilot MFls

Develop Piloting plan

Where do we stand today?

Stage 3:
Partnerships Establishment

* ADB- AFIN Facilitate development
of partners

* Finalise ADB-AFIN MoUs

* Develop AFIN — MFI partnerships for
pilot

* Finalisecostestimates

* Senior mgmt approval ADB

Implementation readiness

What dowe wantto gainfroma
strategicpartnership with AFIN

Stage 4:
Pilots of the MFI Digilab

Finalisedetailed virtual workshop
structure for pilots

Providedigilab training for
management teams from MFls
Execute MFI digilab leveragingthe
AFIN platformfor open API
opportunities

Develop project briefs for each
digital opportunity

Support prioritisation and phasing
of initiatives
Finaliseregulatoryissues

High level business case

Senior mgmt approval

What dowe needtodoand how
are we goingtodo it?

Pilot and Implementation assistance

Stage 5:
Implementation support for 3
months

* Projectmanagement assistancefor
each changeinitiative

* Advisoryserviceforimplementation
issues / bottlenecks

* Periodicreportingand monitoring

How dowe ensure we make the
digital transformation happen?

Project Management

Stakeholder Management / Communications




Risk Assessment

» Key risks identified
o Managing IT infrastructure transitions
Change management
Regulatory barriers
Capex versus opex
Covid impact and continuity
3rd party integration
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» Mitigation measures against risks
o Provide targeted technical assistance to help prepare and guide financial service providers through
the transformation process.
o Support regulators in establishing a sandbox (in-country or regional) to facilitate digital solutions.
o Provide recommendations for relief measures to sustain financial service providers and clients
through COVID pandemic




Project Deliverables
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Digilab concept design

MFI digital readiness assessment
Regulatory review and gap analysis
ADB-AFIN MOU (signed)

Digilab detailed design methodology
Pilot strategy and implementation plan
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Project Timeline

 lweek1!Week2 |Week3 |Week 4 |Week 5 | Week 6 |Week 7 | Week 8
[
Digilab Concept Design X

MFI digital readiness
assessment X

Regulatory review and
analysis X

ADB- AFIN MOU
(signed) X

Phase 4

Digilab detailed design
methodolog X

Pilot strategy and
implementation plan X




