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Abstract

The core goal of this paper is to assess the level of finacial inclusion in Republic
of Macedonia. The level of financial incluison in a country is important because it
can facilitate the reduction of poverty in a country. Aslo the higher level of financial
inclusion can have positive impact on macroeconomic development by facilitating the
economic growth. The main mechanisams are lower transactional costs and better
distribution of capital. Also the level of financial inclusion is important for effective
execution of other social policies. The level of financial inclusion in Macedonia is on
satisfactory level which was driven by the legislation also. Almoust all the population
have access to bank account which is good base for further measures. Still, the use of
the account only to receive wage and withdraw from ATM indicates for higher need
for financial education. Also, the new payment methods like credit cards or electronic
payments are on very low level which further emphasizes the need for education in
which the banks must have more active role. The borrowings in major part are from
relative and friends and from retail stores. In all categories as less financially included
are older people, people with smaller income and people how are less educated. This
gives clear path for the policy makers where to focus its activities of enhancement of
the level of financial education.
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OPUHAHCHUJCKA UHKJIY3HUJA: CJIYUAJ
PEIIYBJIMKE MAKE/JOHUJE

Arncrpakrt

Cywmuncku yuss 0602 pada je 0a ce npoyeHu HUB0 (YUHAHCUJCKOZ YK/bYHUBAILE )
Penybnuyu Maxeoonuju. Huo ghunarcujcke uHKysuje y 3emmvu je 8adcaH, jep modice 0a
NOMOCHE CMARery cupomawmea y semsmu. Taxohe, suniu HUBO (PUHAHCUCKe UHKTY3Uje
Modice 0a uMa NOUMUSAH YMUYaj Ha MaKpOeKOHOMCKIUL PA360] Nymem OlaKIUa8arsd
EKOHOMCKO2 pacma. [71a6Hu MEXAHUIMU CY HUIICU MPAHCAKYUOHU MPOUIKOSU U OObU
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pacnopeo kanumana. Taxkohe, HUBO puUHAHCUCKe UHKTY3UjE je 8adcaH 3d epuKacHo
U3BpUIABare  Opyeux coyujarHux noaumuxa. Hueo @urancujcke umkaysuje y
Maxeoonuju je Ha 3a0060masajyhem Husoy npema eaxcehum saxkonuma. Taxohe, ceo
CMaHOBHUWIMS0 uma npucmyn dankossom pauyry. To je dobpa ocrosa 3a Oaswe mepe.
Hnaxk, ynompeba pauyna camo 3a npumarse niame u noOU3arbe Hosya u3 6aHKoMama
yKasyje Ha eeliy nompebdy ¢punarncujcke edykayuje. Taxohe, Hosu memoou niaharea kao
WMo cy KpeoumHe Kapmuye uni eneKmpoHcKa niahared ¢y Ha 6eoMda HUCKOM HUBOY,
wmo 000amHoO Haznauiasa nompedy 3a 0bpazosarem y Kojoj barke mopajy oa umajy
axmusHujy ynozy. Kpeoumu ce y najeehem oeny y3umajy o0 pohaka u npujamesna Kao u
U3 MAnonpooajHux oojexama. Y ceum kamezopujama maree ¢y PUHAHCUJCKU YKbYYeHe
cmapugje ocobe, /bYOuU ca MarouM RPUMARLUMA U bY0U Koju ¢y Marse obpazosaru. 080
daje jacan nym Kpeamopuma noaumuke. OOHOCHO, Ha wma mpeda 0a Goxycupajy
c80je akmusHocmu 0a Ou YHanpeouu HUBo PUHAHCUJCKO2 00pa308arsa.

Kuyune peuu: Quuancujcka umxnysuja, unancujcku npucmyn, MaxedoHuja,
KOMRApamuena ananiasa.

Introduction

Financial inclusion is one of the most used words lately in the academic and financial
world. In simple words the financial inclusion has one main goal, to provide access to financial
services to parts of the population that are still unbanked. This is part of the population with
lower level of income, that lives in rural areas, that is part of the grey economy ect. For the
World Bank financial inclusion means that individuals and businesses have access to useful
and affordable financial products and services that meet their needs — transactions, payments,
savings, credit and insurance — delivered in a responsible and sustainable way. Why is the
financial inclusion important issue? Because the estimation is that 2 billion adults worldwide
don’t have a basic account (World Bank, 2016). Also, More than 200 million formal and
informal micro, small and medium-sized enterprises (MSMEs) in emerging economies lack
adequate financing to thrive and grow. The approach of The World Bank for addresing this
issues focuses on 9 intertwined areas (World Bank, 2016):

— National financial inclusion strategies,

— Modernize retail payment systems and government payments,

— Reform national payments systems (NPS), including remittance markets

— Diversify financial services for individuals,

— Leverage technology for financial inclusion,

Strengthen competition and expand access points,
— Financial consumer protection,

— Financial capability and

— Financial inclusion data.

The main reason for enhancment of the level of financial inclusion is to reduce poverty.
It is seen by policymakers as a tool for improving livelihoods, improve poverty and advance
economic development. Aslo the policymakers argue that the increased level of financial
inclusion can have positive impact on economic growth, financial stability and reducing the
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grey economy. Positive effects include (Morgan and Pontines, 2014): diversification of bank
assets, thereby reducing their riskiness; increased stability of their deposit base, reducing
liquidity risks; and improved transmission of monetary policy. Negative effects include
the erosion of credit standards (e.g., sub-prime), bank reputational risk, and inadequate
regulation of MFIs. According to Morgan and Pontines there are positive effects of greater
financial inclusion on financial stability, i.e., that the two are complementary rather than
there being a trade-off between them. Studies show that small businesses benefit from access
to credit, while the impact on the borrower’s household’s broader welfare might be more
limited (Cull, Ehrbeck and Holle; 2014). Savings help households manage cash flow spikes,
smooth consumption, as well as build working capital. Access to formal savings options
can boost household welfare. Insurance can help poor households mitigate risk and manage
shocks. New types of payment services can reduce transaction costs and seem to improve
households’ ability to manage shocks by sharing risks. Research also suggests that financial
access improves local economic activity.

At the macroeconomic level, the empirical evidence shows that financial inclusion
is positively correlated with growth and employment (Cull, Ehrbeck and Holle; 2014). The
researchers generally believe in underlying causal impact. The main mechanisms they cite
for doing so are generally lower transaction costs and better distribution of capital and risk
across the economy. Evidence of a more preliminary nature suggests that broader access
to bank deposits can also have a positive effect on financial stability that benefits the poor
indirectly. In addition to the direct economic benefits, two recent developments suggest
benefits for other government and private-sector efforts that might arise from inclusive low-
cost, financial systems that reach a larger number of citizens. First, financial inclusion can
improve the effectiveness and efficient execution of government payment of social safety net
transfers (government-to-person payments), which play an important role in the welfare of
many poor people. Second, financial innovation can significantly lower transaction costs and
increase reach, which is enabling new private-sector business models that help address other
development priorities.

Still the last research from the World Bank shows that country-specific characteristics
play a central role in determining the impacts, interactions, and trade-offs between
macroeconomic variables and policies. Thus, understanding the specic constraints generating
lack of financial inclusion in an economy is critical for tailoring policy recommendations.
Moreover, the model simulations indicate that different dimensions of financial inclusion
have a differential impact on GDP and inequality and that there are trade-offs.

Measure of the level of financial inclusion

When building an index for financial inclusion in fact in the index should be included
access indicators, usage indicators and quality measures (WB, 2015). The access indicators
reflect the depth of outreach of financial services, such as the penetration of bank branches
or point of sale (POS) devices in rural areas, or demand-side barriers that customers face to
access financial institutions, such as cost or information. The usage indicators measure how
clients use financial services, such as the regularity and duration of the financial product/
service over time (e.g. average savings balances, number of transactions per account, number
of electronic payments made). The quality indicators are important because they describe
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whether financial products and services match clients’ needs, the range of options available to
customers, and clients’ awareness and understanding of financial products. Most used global
measures for financial inclusion are Global findex and indicators on GPFL

The Global Financial Inclusion (“Global Findex”) database provides such indicators,
measuring how adults in 148 countries around the world manage their day-to-day finances
and plan for the future. The indicators are constructed using survey data from interviews
with more than 150,000 nationally representative and randomly selected adults over the 2011
calendar year. The Global Findex indicators measure the use of financial services, which is
distinct from access to financial services. Access most often refers to the supply of services,
whereas use is determined by demand as well as supply factors (World Bank 2008a). The
Global Findex data can shed light on the levels and patterns of use of different financial
services both globally and among different groups, such as poor people, youth, and women.
But one cannot assume that all those who do not use formal financial services are somehow
constrained from participating in the formal financial sector—access and use are not the same
thing.

The G20 and Global partnership for financial inclusion indicators include banked
adults, adults with credit, banked enterprises, enterprises with outstanding loan and point if
services. This index is similar to Findex but is more aggregative and uses same of the data
that are used in Findex but also aggregate data from IMF and World Bank surveys. Same as
the Findex index this index has the same main weakness, and measure the use of financial
services but not the demand for financial services. Also, global indexes help to compare the
level of financial inclusion in different country and time but better approach for single country
is unique index that will reflects the characteristics of the country and will give better picture
for the level of financial inclusion in the time line.

Survey that offers the most comprehensive global supply-side data on financial
inclusion is the IMF Financial Access Survey (FAS). The FAS is a global survey that provides
geographic and demographic data, offering a strong quantitative underpinning to research on
the link between financial inclusion and economic growth. Because it has supply site data
it overcomes the biggest weakness of Findex regarding the difference between access and
usage of financial services.

Generally speaking there is empirical relationship which can be demonstrated between
the economic development of a country and the level of financial inclusion. More developed
countries have higher level of financial inclusion and vice versa. These findings suggest
that financial depth and financial inclusion are related but ultimately distinct dimensions of
financial development, and that financial systems can become deep without delivering access
for all (Kunt, Klapper; 2013).
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Table 1 - Account penetration and GDP per capita and Formal Account Penetration, by
Country Income Group

Percent of adults with Percent of adults with

a formal account a formal account Top quintile

9 Bottom quin fili./.‘_.H
(X ] ' L .
° High-income couniries

80
. 70
° 60

50 o .
Lower-middle-income countries
40

0 /. Low-income countries

X /
-

10

Upper-middie-income countries

. .
20 30 40 50 7 § 9 10 11
GDP per capita (thousands of 2000 dollars) Logarithm of median income in dollars

Source: Demirguc-Kunt Asli and Klapper Leora.(2013). Measuring Financial
Inclusion: Explaining Variation Across and Within Countries

Globally, about 50 percent of adults have one or more bank accounts, and a nearly equal
share are unbanked. In 2011, adults who were banked included the 9 percent of adults who
received loans and the 22 percent of adults who saved through financial institutions (World
Bank, 2015). Newly available user-side data show striking disparities in the use of financial
services by individuals in developed and developing economies. For instance, the share of
adults with a bank account in developed economies is more than twice the corresponding
share in developing ones. The disparities are even larger if we examine the actual use of
accounts. Worldwide, 44 percent of adults regularly use a bank account. However, if we
focus on the bottom 40 percent of income earners in developing countries, we find that only
23 percent regularly use an account, which is about half the participation rate among the
rest of the populations of these countries (the corresponding participation rates in developed
economies are 81 percent and 88 percent, respectively) (Kunt, Klapper; 2013).

Level of financial inclusion in Republic of Macedonia

The basic idea that stands beside this paper is to evaluate the level of financial inclusion
in R. Macedonia through analazysis of indicators in some basic categories like number of
accounts, borrowed funds and payment services.

Share of population with accounts

The share of population that has transactional account is a basic indicator for the share
of “banked” population. Other important question is the frequency of use on the account.
As can be seen in table 2, the share of population with transactional account in Macedonia
is on satisfactory level and above 72% of the population has transactional account. One
of the factors that contribute for the satisfactory level is the legislation also. According to
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Macedonian laws in order to receive social transfer or subsidy for a government bodies you
must have transactional account. Still there is descrepency in the share of population with
accounts compared to Euro area.

Table 2 — Share of population with account

g1 32 g1 32

Q0 1 74 74

Account (% age| Accountata |Account (% age| Account ata

15+4) [ts] financial 154) [ts] financial
institution (3% institution (%
age 154) [ts] age 154) [ts]

Macedonia Macedonia Euro area Euro area

N 2011 W 2014

Source: World Bank Global Financial Inclusion Database (2014).

The data confirm the conclusions that aply in global terms regarding the share of
population with accounts by gender, age and income.

Table 3 — Share of population with accounts by gender, income, age and area
in Macedonia and Euro area

34 a2 96 o5 & 85

73
B4 62

[e] T T T T T T T
Account at Account at  Account st Account st Account at Account st Account at
afinancial afinancial afinancial afinancial afinancial afinancial afinancial
institution, institution, institution, institution, institution, institution, institution,
female (%  income, income, male (% olderadults  young  rural (% age

age 15+) poorest richest 60% age 15+) (% ages adults (3% 15+)
40% (% (% ages 254) ages 15-24)
ages 154) 15+)

B Macedoniz M Euro area

Source: World Bank Global Financial Inclusion Database (2014).

The shares of female population with accounts are by 16 pp less than the male
population. Also there is significant difference in the financial inclusion by income. Almoust
80% of the rischest 60% of the population have accounts and this percentige is only 62% at
the poorest 40%. Compared with Euro area the greatest diffrence is at the young population.
Almost 80% of the young population in Euro area has account and this share in Macedonia is
only 47%. In some scale this is connected with the high level of unemployment at the yougest
population. Regarding the level of education, the global trend is present in Macedonia also
and more educated population is more likely to have account.
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Table 4-Share of population with accounts by gender and education

Account, primary education Account, secondary
or less (% ages 154) [ts] education or more (% ages
154 [ts]
Macedonia Macedonia

Source: World Bank Global Financial Inclusion Database (2014).

Borrowed funds

Having account is only one segment of financial inclusion and is not the best
indicator for the effectivity of inclusion. Put in simple words you can have account but
for whatever reason you are not using it then you are not part of the financial system. The
share of population that effectively uses the financial system can show more clearly what
the level of financial inclusion is. In that means the share of population that have deposits
or loans from financial inclusion or even more that uses services from insurance companies
is better indicator for the level of financial inclusion.

There is almoust no difference in the pecentige of population that borrowed any money
in the Euro area and Macedonia. Aslo the gender structure doesn’t show any significant
differences. Significant differences can be point only at the young population. The young
population in Macedonia doesn’t have access or need to borrow money compared to the Euro
area. In order to make full analasy for the inclusion what is more important is from whom and
for what purposes the money is borrowed.

Table 5 — Share of population that borrowed money by different categories in Macedonia
and Euro area

W Macedonia

W Euro area

Borrowed Borrowed Borrowed Borrowed Borrowed Borrowed Borrowed Borrowed Borrowed Borrowed

any any any any any any any any any any
moneyin moneyin meoneyin moneyin moneyin moneyin moneyin moneyin moneyin moneyin
the past the past the past the past the past the past the past the past the past the past
year (% year, year, year, year, year, year, year, year, year,
age 15+) female (% income, income, wmale (% older  primary  rural(% secondary young
[w3] age1S5+) poorest richest age15+4) adults(% education age 15+) education adults(%

[w2] 40% (% 60% (% [w2] oges 25+) or less (% [w2] or more  ages 15-
ages 15+) ages 15+) [w2] ages 15+) (% ages 24) [w2]
[w3] [w2] [w3] 154) [w2]

Source: World Bank Global Financial Inclusion Database (2014).
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The primary difference between Macedonia and the Euro area is the source of the
borrowed funds. In Macedonia dominate friends and family and in the Euro area more funds
are borrowed from financial institutions.

Table 6 - Share of population that borrowed money by different categories in Macedonia

Source: World Bank Global Financial Inclusion Database (2014).

Although the difference in percentige from the popualtion that borrows fund from
financial institution in Euro area and Macedonia is only 3 pp, still at the poorest 40% that
difference is 5%. This can indicate for reduced access of the poorest population in Macedonia in
the financial system. Having in mind that banks dominate Macedonian banking system, they are
very reluctant in granting loans to the poorest population. That can be seen from their granting
rules where minimum income is perscribed. Almoust 20% of the population in Macedonia has
borrowing from a store which is 7 pp higher then the Euro Area. In this category there is no
difference regarding the income level. Most used source of borrowings in Macedonia is friends
and family. Especialy this source is more characteristic for the population with lower income
level. Another important aspect when we analazy the financial inclusion and the borrowed funds
is the purpose of the loans. The greatest difference, almoust double is in the share of population
that borrowed funds for medical purposes. In Macedonia around 10% of the population above
15 years has borrowed funds for medical purposes and in the Euro Area this share is around 4%.
The poorest part of the population tends more to borrow for medical purposes. The percentige
of population that needs to borrow funds for education is almoust the same in the Euro Area and
Macedonia. Also almoust the same is the share of population that doesn’t have emergency fund
or it is not possible to come up with emergency fund and that rate is 18%.

Payments

In order to further assess the level of finacial inclusion, aspects that must be seen are
the freqency and needs for use of accounts and also other modern means of payment like
credit cards, electronic banking or mobile phones. The difference in the usage of debit and
credit cards shows more accurate picture about the level of financial inclusion. Altough there
are some historical reasons for the greather usage of cash in Macedonia that are connected
with the grey economy still the difference is obvious.

58 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Table 7 —Share of population with debit cards in Macedonia and Euro area

80 7 71
70 | 62 62

60 53 51 54/
50 43

30 4 25

Debit card Debit card Debit card Debit card Debit card  Debit Debit Debit Debit

(% age inown used in used in used in card, card, card, card, rural
15+) [w2] name (% the past the past the past income, income, older (% age
age 15+4) year (% year, year, poorest richest adults(% 154)[w2]

[w3] age 154) income, income, 40% (%  60% (% ages 25+)
[w3] poorest  richest ages 15+) ages 15+) [w3]
a0% (%  60%(% [w2] [w2]
ages 15+) ages 15+)
[w2] [w2]

M Macedonia M Eurc area

Source: World Bank Global Financial Inclusion Database (2014).

There is 30 pp difference in the share of population that has debit card in Euro Area
and Macedonia. This difference is evea greather when we analazy the usage. Only 36% of the
population in Macedonia has used debit card in the past year and this percentige is only 25%
at the pooriest 40%. Main mode of withdrawal in Macedonia for 63% of the population is
the ATM. So altough there is easy access for debit cards still there usage is not on satisfactory
level. Off course this can be achieved by better financial education in which significant part
can have the banking system. Also in order to increase the usage of cards is important the
network of POS terminals.

The situation is simillar regarding the usage of credit cards. The difference between
Euro Area andMacedonia is almoust double in all categories. It can be easily concluded that
main diffrence can by made by the level of income.

Table 8 - Share of population with credit cards in Macedonia and Euro area

Credit  Credit Credit Credit Credit Credit  Credit Credit  Credit  Credit Credit
card (%  card card card card card card  card, card, card, card,
age 15+4) usedin wusedin usedin usedin usedin usedin income, income, older rural(%

[w2] the past the past the past the past the past the past poorest richest adults(% age 15+

year (%  year, vyear, vyear, vyear, year, 40%(% 60%(% ages [wa2]
age 15+) income, income, older rural(% vyoung  ages  ages 254)
[w2] poorest richest adults(% age 15+) adults(%  15+) 15+) [wa]
40% (% 60% (% ages [w2] ages15- [w2] [w2]
ages ages. 254) 24) [w2]
15+) 15+4) [w2]
[w2] [w2]

M Macedonia M Eurcarea

Source: World Bank Global Financial Inclusion Database (2014).
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The above mentioned conclusion can be further confirmed with deeper analazy of data.
Almoust 90% of the population pays its bills in cash and that percentige in the Euro area is
above 30%. Also the percentiges of population that withdraw at once the whole government
transfer or wage are much higher then on the same categories in Euro area. There are two
main reasons for this kind of behavior, one of them are the habits and the other reason maybe
is in less developed POS network.

Table 9 — Share of population in Macedonia and Euro area by ways of payment

100 7
90 *""
80 1
70 17
60 1
s0 17
w0t
30 77
017,
10 17
0 -

T T T T g
Paid utility bills Paid utility bills: Received Received Received Received wages Received

inthe pastyear using cash (%  government government government  in the pastyear wages:
(% age 15+) paying utility transfersin the transfers: transfers: (% age 15+) withdraw all
[w2] bills, age 15+)  pastyear (%  withdraw all  withdraw over [w2] right away (%
[w2] age 15+) [w2] rightaway (% time asneeded cashless wage
cashless (% cashless recipients, age
transfer transfer 15+) [w2]

recipients, age recipients, age
15+ [w2] 15+4) [w2]

B Macedonia MEuroarea

Source: World Bank Global Financial Inclusion Database (2014).

Conclusion

Financial inclusion is one of the most used words lately in the academic and financial
world. In simple words the financial inclusion has one main goal, to provide access to financial
services to parts of the population that are still unbanked. This is part of the population with
lower level of income, that lives in rural areas, that is part of the grey economy ect. Why
is the financial inclusion important issue? Because the estimation is that 2 billion adults
worldwide don’t have a basic account (World Bank, 2016). Also, More than 200 million
formal and informal micro, small and medium-sized enterprises (MSMEs) in emerging
economies lack adequate financing to thrive and grow. The main reason for enhancment
of the level of financial inclusion is to reduce poverty. It is seen by policymakers as a tool
for improving livelihoods, improve poverty and advance economic development. Aslo the
policymakers argue that the increased level of financial inclusion can have positive impact on
economic growth, financial stability and reducing the grey economy. Positive effects include
(Morgan and Pontines, 2014): diversification of bank assets, thereby reducing their riskiness;
increased stability of their deposit base, reducing liquidity risks; and improved transmission
of monetary policy.

Generally speaking there is empirical relationship which can be demonstrated between
the economic development of a country and the level of financial inclusion. More developed
countries have higher level of financial inclusion and vice versa. The last Findex study (World
Bank, 2015) shows that 94 percent of adults in OECD reported having an account in 2014.

60 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

In developing economies only 54 percent did. There are also enormous disparities among
developing regions, where account penetration ranges from 14 percent in the Middle East to
69 percent in East Asia and the Pacific.

The number of “banked population” in Macedonia measured through share of
population with accounth is on satisfactory level and is above 70%. There is still discrepency
with the same indicator in the Euro area. Having in mind the low costs for opening account in
Macedonia in order to further improve the use of accounts the main tool should be financial
education. Especialy financial education should be focused on female population in rural
areas and the young population between 15 and 27 years. In some scale the low level of
young population with account is connected with the high level of unemployment at the
yougest population and also with the grey economy.

Although the difference in percentige from the popualtion that borrows fund from
financial institution in Euro area and Macedonia is only 3 pp, still at the poorest 40% that
difference is 5%. This can indicate for reduced access of the poorest population in Macedonia
in the financial system. Having in mind that banks dominate Macedonian banking system,
they are very reluctant in granting loans to the poorest population. That can be seen from
their granting rules where minimum income is perscribed. Another important aspect when
we analazy the financial inclusion and the borrowed funds is the purpose of the loans. The
greatest difference, almoust double is in the share of population that borrowed funds for
medical purposes. In Macedonia around 10% of the population above 15 years has borrowed
funds for medical purposes and in the Euro Area this share is around 4%. The poorest part of
the population tends more to borrow for medical purposes. The percentige of population that
needs to borrow funds for education is almoust the same in the Euro Area and Macedonia.
Also almoust the same is the share of population that doesn’t have emergency fund or it is not
possible to come up with emergency fund and that rate is 18%.

Regarding the payment methods, Macedonia is still cash society. There is 30 pp
difference in the share of population that has debit card in Euro Area and Macedonia. This
difference is even greather when we analazy the usage. Only 36% of the population in
Macedonia has used debit card in the past year and this percentige is only 25% at the pooriest
40%. Main mode of withdrawal in Macedonia for 63% of the population is the ATM. So
altough there is easy access for debit cards still there usage is not on satisfactory level. Off
course this can be achieved by better financial education in which significant part can have
the banking system. Also in order to increase the usage of cards is important the network of
POS terminals. Almoust 90% of the population pays its bills in cash and that percentige in the
Euro area is above 30%. Also the percentiges of population that withdraw at once the whole
government transfer or wage are much higher then on the same categories in Euro area. There
are two main reasons for this kind of behavior, one of them are the habits and the other reason
maybe is in less developed POS network.
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