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The Puzzle of Financial
Inclusion in Mexico:

INTRODUCTION

Financial inclusion is a fundamental pillar of development. Access to financial products and services
broadens economic opportunities for individuals and firms and helps governments design and de-
liver transfers more effectively. For policymakers, increasing financial inclusion is a tool to accelerate
growth, reduce inequality, and boost productivity for small and medium-sized enterprises.

Mexico poses a conundrum. In many respects it has been successful at growing its economy and in-
tegrating with global markets. On the other hand, its level of financial inclusion, at 36.9 percent,
is about 20 percentage points lower than for other countries at comparable levels of per capita in-
come, and is far below the level in such lower-middle-income countries as Kenya and India (Figure
1). Among its peers in Latin America, Mexico is the worst-performing relative to its income; it only
surpasses three other countries regionally—all with much lower per capita incomes.

Figure 1. GDP per capita and financial inclusion
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Source: Findex 2017 (Demirgiic-Kunt et al., 2018) and World Development Indicators 2017.
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Mobile money has been a boon for financial inclusion in many low- and lower-middle-income coun-
tries. For example, in both Kenya and Uganda, 26 percent of adults are financially included via a mo-
bile money account alone. In Céte d’'Ivoire, a low-income country, mobile money accounts for almost
two-thirds of financial inclusion among adults, while in upper-middle-income Paraguay, this pro-
portion is a little over one-third. Mobile money can clearly have a large impact on financial inclusion
when policy and infrastructure conditions are right. But why is it not having an impact in bridging
the inclusion gap in Mexico? In this policy note, we consider these questions, suggest answers, and
propose policies to address these gaps.

WHY IS FINANCIAL INCLUSION SO LOW IN MEXICO?

Several factors appear to contribute to Mexico’s low financial inclusion, on both the demand and sup-
ply sides, but the overall portrait that emerges is of a banking sector that is not especially interested
in or incentivized to serve the needs of poor customers.

Both international and national surveys of consumers point to insufficient or variable income as a
major self-reported reason on the demand side for not opening a bank account. Two other factors—
low workforce participation and poor perceptions of the banking sector—appear to contribute to low
demand for financial services. Figure 2 shows how workforce participation is associated with higher
levels of financial product consumption in Mexico. This is to be expected because workplaces often
make payments through direct deposit and face pressure from the government to formalize their
accounting practices. However, much of the labor force works in informal settings, especially in rural
areas; additionally, women are less likely to have access to formal jobs.

Figure 2. Adult financial product uptake by labor force participation (percentage)
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Source: Findex 2017 (Demirgiic-Kunt et al., 2018).

Likewise, how people perceive banks influences financial inclusion. Thirty-seven percent of Mexican
adults without an account say that lack of trust in financial institutions is a factor; the same propor-
tion report that that they do not have an account because they do not need one (Demirgtic-Kunt et al.,
2018; ENIF 2018). This trust deficit could be rooted in bank failures of the recent past. Risky behavior
by banks combined with weak enforcement of property rights contributed to the collapse of the fi-
nancial system in 1996-7 and an estimated 1.75 million people participated in debtor relief programs
(Haber, 2005). Figure 3 shows that Mexicans under the age of 45 have much less trust in the banking
system in comparison to similar cohorts in the rest of Latin America. In addition, Mexicans between
the ages of 37 and 43, as well as between 67 and 75, are more likely to report they do not need financial
services.
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Figure 3. Demand-side reasons for not having an account: Mexico (green) vs. Latin America &

Caribbean (black)
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Source: Findex 2017 (Demirgiic-Kunt et al., 2018).

Turning to the supply side, fees, commissions, and interest rates charged by banks appear to be seri-
ous barriers for many of the unbanked in Mexico, as well as severe logistical costs to access services
(echoed in Fouillet and Morvant-Roux, 2018). For example, according to financial inclusion data*
from the National Banking and Securities Commission (CNBV, by its Spanish acronym) bank branch
coverage is especially low in rural areas, with only 0.66 ATMs per 10,000 residents in rural areas com-
pared to 2.7 ATMs per 10,000 residents in urban and semi-urban municipalities. Even worse, rural
ATMs are heavily concentrated, so that 87 percent of rural municipalities lack an ATM. Getting to a
bank branch or ATM to access or deposit money is costly, in terms of both time and money, for many
potential customers, and this is reflected in the 21 percent of Findex respondents who say they do not
have an account because of poor financial infrastructure nearby (Demirgiic-Kunt et al., 2018).

Figure 4. Percentage of adults with a bank account by income quintile
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Source: Findex 2017 (Demirgiic-Kunt et al., 2018).

1 CNBV’s Financial Inclusion Database from June 2019 can be accessed here: https://www.gob.mx/cnbv/acciones-y-programas/
bases-de-datos-de-inclusion-financiera
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One might expect that banks would customize products to meet demand for financial services across
different segments of the population. In theory, this should be easier among lower-income segments
because Mexico has implemented a tiered Know-Your-Customer (KYC) regulatory framework with
less rigorous requirements for lower-value accounts. However, looking at financial inclusion by in-
come quintile shows that the only group where a majority owns accounts is the richest 20 percent (see
Figure 4). The market segmentation process carried out by many financial institutions could contrib-
ute to the status quo that effectively excludes a large segment of the population from financial ser-
vices. Large banks have limited their lending activities to large established corporations, constraining
access to informal and small and medium-sized firms.

Comparing Mexico to the rest of Latin America provides further evidence of the importance of sup-
ply-side barriers. Figure 5 shows how Mexicans from ages 15 to 38 are more likely to say that bank
account expenses are too high compared to the rest of Latin America. Potential Mexican customers
from age 25 to 45 are also more likely than their Latin American peers to cite distance, as well as cost,
as an impediment to account uptake. Retail banking marketing practices at Mexico’s largest banks are
geared towards middle- and higher-income segments that represent the most significant profit pools
for those banks. Sparse rural bank branch and ATM coverage represent choices made by banks, and
the imbalances provide an observable indicator of where banks believe their desirable customers are
located.

Figure 5. Supply-side reasons for not having an account: Mexico (green) vs. Latin America & Carib-
bean (black)
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Graphs show probability of citing reason calculated using locally-weight polynomial regression; error bars represent 95 percent confi-
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Source: Findex 2017 (Demirgtic-Kunt et al., 2018).

Discrimination on the basis of ethnicity may be a further factor. A recent experiment by Martinez
Gutiérrez (2018) provides evidence of discrimination by banks based on skin color, which impacted
offers of credit lines to customers, supporting the notion of bias against the low-end market segments
which tend to include proportionately more people who are indigenous or mixed race. And, while
a range of research suggests that government transfers that target the poor can be a potent force to
increase financial inclusion, Fouillet and Morvant-Roux (2018) note that for Mexico, steep eligibility
cliffs at the edges of targeted populations lead to substantial coverage gaps for people in fragile situ-
ations.
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Even with all these explanations on both demand and supply sides, we would expect that latent de-
mand for financial services would drive customers towards mobile money options, particularly be-
cause of the geographical access barriers to banking. In the next section, we explore why this is not
occurring and the suboptimal substitutes that may be filling some of the gaps.

WHY ISN'T MOBILE MONEY MAKING UP THE GAPS?

As an upper-middle-income country where 90 percent of adults have an ID, 60 percent own a mobile
phone (Demirgtic-Kunt et al., 2018), and 95 percent of the population is covered by at least a 3G signal
(GSMA, 2019), Mexico appears to have the foundational components in place to make mobile money
aviable alternative to conventional banking. Instead, only 4.1 percent of adults reported having used
a mobile money account in the previous year. We find two likely drivers behind this dynamic: regula-
tory capture by banks and the presence of financial products that provide partial substitutes.

Regulatory factors. Mexico’s very low rates of mobile money usage is in sharp contrast to Kenya,
where 84.8 percent of adults are financially included and 76.9 percent report having used a mobile
money account. Suarez (2016) compares the two countries and asserts that the Mexican government’s
regulatory approach to mobile money has been a byproduct of regulatory capture that favors the sta-
tus quo preferred by banks. Mobile network operators (MNO) requested the government to develop
mobile money-specific regulations, but the government required them to be licensed as banks. In
contrast, the Kenyan regulators permitted the emergence of payments services operated by MNOs,
subject to arrangements to hold counterparts to deposits in trust with the banking system. As a result,
the Mexican MNOs have not been able to extend similar low-margin/high-volume services to the un-
banked population.

Recent regulatory changes may help to address the current barriers to entry. The FinTech Law of
2018 was passed to promote innovation and define capital requirements and transaction limits, as
well as to create regulatory sandboxes—limited testing grounds that allow fintechs to innovate new
approaches without having to comply with, or be supervised by, all regulatory institutions (Perez,
2018; Harris and Barr, 2019). Early signs from a survey of fintech firms suggest that over half of their
customers are unbanked/underbanked consumers and small- and medium-sized enterprises (Pe-
rez, 2018). Simultaneously, the central bank recently launched the Cobro Digital System (CoDi), an
interoperable payment switch, although this requires users to have an account with a formal bank
and a smartphone to scan QR codes (Eschenbacher and Irreratest, 2019; Mexicanist, 2019). While the
long-term goal is to facilitate competition with the banks by fintech platforms, the initial rollout may
still face some of the existing bottlenecks.

Kenya provides an interesting comparison case. Ndung’'u (2019) describes four stages of digitiza-
tion of financial services. Stage one involved the emergence of a widespread mobile platform for
person-to-person transfers built on 2G technology and a nationwide MNO agent network for cash-
in-cash-out services. The second stage saw the mobile platform integrated with commercial banks,
which benefited from easy deposit-making through the mobile payments platform. Stage three add-
ed virtual savings accounts and credit facilities to the mobile payments platform, while the fourth
stage incorporated cross-border payments. Mexico’s FinTech Law of 2018 appears to extend through
the third stage, but two key differences stand out as potentially exclusionary. First, requiring a bank
account to access a payments platform limits the potential fintech market to people who can already
access finance. Second, the technical requirements of the CoDi switch suggest that a smartphone will
be the minimum level of technology required to access its functionality—which excludes cheaper 2G
mobile phones. While there are some encouraging signs that the regulatory context is loosening in a
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way that will allow for mobile-driven platforms to contribute more substantially to financial inclu-
sion, there still seem to be some bottlenecks to be resolved.

Substitute financial products. Financial inclusion, as generally defined, involves ownership of a
transacting account where a consumer can deposit, withdraw money, make payments, and poten-
tially be able to access credit facilities. In Mexico, however, 62 percent of adults access credit without
a transacting account via retailer-issued credit cards (an increase from 49 percent in 2006), almost
twice as many as those who use bank credit cards—see Figure 6 (Caskey, Ruiz Duran, and Maria Solo,
2006). Credit is used to finance purchases at the retailer who issues the line of credit. The cards come
with lower minimum income and ID requirements than bank-issued credit cards.

These retailer credit cards are important because they are designed specifically to meet the credit
constraints of middle- and lower-income segments of the population who have been otherwise ig-
nored by the banks. Marambio-Tapia (2017) describes how they function in the Chilean household
context, where department stores, supermarkets, and other retailers tap into unbanked populations
and offer them what is often their first formal financial product. Beyond simply targeting lower-in-
come strata, retail stores offer a more convenient option than banks because they carry a wide variety
of items that customers need and offer longer working hours. Marambio-Tapia additionally notes
that when banks did begin to provide competing financial products to these customer segments, they
did so via separate brands that differentiated high-status customers from previously unbanked cus-
tomers. He suggests that “[t]his brand stretching helped banks increase their scope without affecting
their brand. It avoided mixing new customers with old customers, as the former could alienate the
latter.” These dynamics resemble many of those observed in Mexico and the experience is suggestive
of a similar pattern.

Figure 6. Formal credit products used by adult population (percentage)
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Bank creditcard NN 34%
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Source: ENIF 2018.

In both the Mexico and Chilean cases, it is important to keep in mind that these retailer credit cards
are not designed as social enterprises. They involve higher fees and interest rates than banks, as well
as other, hidden costs, and occasionally they bundle services of dubious legality (Perez and Reichow,
2017; Marambio-Tapia, 2017). Likewise, the limited nature of these credit cards means that custom-
ers can only use them to purchase items at the issuing retailer—they are not general-purpose pay-
ment cards. As such, they cannot be used for business credit, to pay for education, or to cover health
expenses. It appears that these retailer credit cards are meeting some of the demand for financial
services in Mexico of the lower-income population; nevertheless, they should not be considered ad-
equate for financial inclusion. The lack of even a savings product negates their flexibility for con-

6 THE PUZZLE OF FINANCIAL INCLUSION IN MEXICO



sumption smoothing or dealing with sudden shocks, which severely reduces their utility as a financial
instrument. In other words, it appears that retailer credit cards are closing one narrow component
of the financial gaps left by banks, but not enough to be considered financially inclusive instruments.

POLICY RECOMMENDATIONS

Mexico has several policy levers and vectors to promote financial inclusion, but first the government
needs to ensure that the market fundamentals are correct.

Level the financial playing field. Mexico’s financial sector model has historically been bank-led and
needs to encourage more competition and innovation to extend coverage to poorer customers. The
interoperable CoDi switch ought to be a step in the right direction, but it still requires a smartphone
to scan QR codes and an account with a formal bank, which leaves potential customers subject to
all the constraints discussed above. The FinTech Law of 2018 could introduce more competition, al-
though the relative lack of oversight could backfire if firms take on excess risk and expose customers
to losses. Simultaneously, fintech firms are handicapped by the inability to take deposits and thereby
rely on banks for this component of their services (Perez, 2018). Finally, fintechs need to also extend
their services to mobile money (not just internet-enabled mobile banking), which can be built on
minimal technologies like 2G mobile. Balancing regulatory priorities with enough space for innova-
tion is always a delicate task but leveling the playing field so that small players can enter and compete
should be a near-term priority.

Policy interventions. Governments have proactive policy levers at their disposal to promote financial
inclusion. India boosted adult financial inclusion by almost 45 percentage points from 35.2 to 79.9
percent over six years, in part due to the government’s push to open bank accounts under the Jan
Dhan Yojana program (Demirgiic-Kunt et al., 2018). Mexico appears to have a risk-based KYC regula-
tory framework in place to ease access to bank accounts, but there still seems to be a dearth of will on
the part of the banks themselves to participate.

Absent substantial private sector buy-in, the government might have to make a push itself to see
gains in financial inclusion. The Mexican government has an admirable record for delivering social
transfer programs, suggesting that it has the capacity to achieve ambitious financial inclusion goals.
The current administration has taken steps to route several cash transfer programs via the banking
system and thereby promote bank account uptake. However, these initiatives will be constrained by
all the access limitations of the incumbent bank-led model unless the FinTech Law of 2018 leverages
technology to lower entry barriers and level the playing field.

CONCLUSION

While Mexico has a long way to go to close its enormous financial inclusion gap, we are optimistic
about the direction of change in the policy environment. Understanding why the gap exists is an
important first step. We argue that it comes from a combination of demand factors (lack of trust in
banks, low incomes, a large informal economy) and supply factors (sparse physical infrastructure,
lack of interest in poor customer segments, discrimination, and too narrowly targeted government
social transfers). We find that mobile money has so far not contributed substantially to financial in-
clusion because it has been handicapped by bank-centric regulation and possibly also the presence
of restrictive credit substitutes. Even so, we remain open to the possibility that recent legislative and
regulatory moves will provide the space necessary for fintech and mobile money operators to rapidly
scale up their services as we have seen elsewhere in the world.
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