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FINANCIAL CAPABILITY DEVELOPMENT
AS THE RESPONSIBLE FINANCE INSTRUMENT
COUNTERACTING FINANCIAL EXCLUSION

Abstract: Financial exclusion is manifested by difficulties encountered in accessing
indispensable financial products and services in an adequate form and adjusted to the needs of
particular individuals. One of its underlying reasons is the low level of public financial
literacy. In many countries diversified inclusion activities are undertaken among which also
these focused on financial capability development are conducted. The objective of the hereby
paper is an attempt to identify and present the role to be played, in this area, by major
stakeholders of responsible finance, i.e. the government and financial institutions.

Keywords: financial exclusion, responsible finance, financial capability.

1. Introduction

Sustainable development was defined in the report issued by the World Commission
on Environment and Development. It states that sustainable development means
such “development which meets the present generation needs without compromising
the ability of future generations to meet their own needs.” H. Rogall extended this
thought by adding his comment that sustainable development is manifested in
pursuing opportunities to provide all contemporarily living generations, as well as
the future ones, with sufficiently high ecological, economic and socio-cultural
standards, within nature tolerance limits, by implementing the principle of justice
both within and between generations [Rogall 2010, p. 25]. On the other hand,
referring to the ideas presented by the recognized scientists J. Rawls and A. Sen,
sustainable development economy considers the principle of justice being
implemented in a society if its population experiences equal chances for a happy life
and all its members are guaranteed human rights being observed and living needs
being met [Rogall 2010, p. 45]. However, there are certain obstacles in following the
above presented goals, such as social inequality and social exclusion manifested by
difficulties in accessing indispensable financial products and services in an adequate
form and adjusted to the needs of particular individuals. Both in national and
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international scale diversified inclusion oriented activities are carried out, aimed at
financial exclusion reduction. Some of them focus on raising financial literacy of the
public. In the perspective of phenomena occurring in financial system the purpose of
the paper is to identify and present the role to be played by major stakeholders of
responsible finance in the area of financial capability development.

2. Low financial literacy as the reason of financial exclusion

Financial exclusions refers to the process in the course of which citizens experience
problems in accessing and/or using financial products and services, at the mainstream
market, adequate to their needs and allowing to live a normal life in a society
[Financial Services... 2008, p. 9]. The scale of this phenomenon is measured, among
others, by banking penetration ratio which, in case of Poland, amounts to about 70%
and its global level is 50% [Demirgii¢c-Kunt, Klapper 2012, pp. 11, 52]. This measure
illustrates how many people (population percentage aged 15+) do not, in fact, have
their personal bank account — 30%, however, does not identify the underlying
reasons, while there is a whole spectrum of causes responsible for the absence of
such bank account. They are for instance certain physical barriers preventing it, i.e.,
no bank branch close to the place of residence, however, it can also result from the
lack of willingness to open it motivated by reluctance to enter into cooperation with
a bank, or a negative balance of benefits and costs resulting from having a bank
account. Voluntary resignation from active participation in the financial market is
referred to as financial self-exclusion.

Certain social groups are less, while others more, vulnerable to become financially
excluded. The research ordered by the European Commission confirms that the latter
group consists of poor or homeless people, women, senior citizens, youth, rural
inhabitants, individuals presenting low education level [Financial Services... 2008,
p. 30]. Nevertheless, I. Newton, a wealthy and well educated man, which should
make him resistant to financial exclusion, ran into financial difficulties by investing
a vast amount of his assets in pyramid schemes. The presented history confirms the
significance of low financial literacy in determining financial exclusion. Apart from
this one, more financial exclusion causes can be listed: low income, age, gender, no
access to financial institutions branches, no cash dispensers, etc.

The level of financial literacy in many societies is unsatisfactory. This conclusion
can be drawn after analysing survey results ordered by OECD and carried out in 14
countries at four continents, among others, in the Czech Republic, Malaysia,
Germany, Peru, Poland, the Republic of South Africa.' The respondents were asked
questions about their financial knowledge, behaviours and attitudes referring to
diversified aspects of personal finance (Table 1).

! Research results regarding the level of Polish population financial awareness are also presented
in [Iwanicz-Drozdowska 2011] and [Maison 2013].
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Table 1. The results of financial literacy measurement in selected countries
(percentage of correct answers)
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: author’s compilation based on [Atkinson, Messy 2012, pp. 7-9].

Concerns are raised by the fact that 40% of adult Poles do not know how to
calculate the amount of interest payable on deposits using simple percentage and as
many as 73% of respondents do not know what the capitalization of interest is and
how it can influence interest levels. Additionally, research results confirm that the
majority of people undertake hasty decisions regarding a particular financial product
purchase without making any comparisons of the market available financial offer.
Such attitudes put consumers at a disadvantage of choosing an unsuitable product,
inadequate for their needs. Only 2% of Poles confess to taking advantage of services
provided by financial consultants, which may seem surprising, since a person lacking
sufficient knowledge should, in the first place, refer to specialists for advice. Such
behaviour can be explained by the belief shared by many people that the financial
knowledge they actually present is fully sufficient. The results of studies conducted
by D. Maison in 2009 (see [Maison 2013, pp. 183-201]) indicate a substantial gap
occurring between objective, actual, subjective and intentional knowledge presented
by Polish population.

Low financial literacy results mainly from high level of financial market
development which is difficult to follow by average consumers. The level of financial
products/services complexity increases, accompanied by technical progress, whereas
electronic distribution channels have extended their spectrum of possibilities in
accessing financial institutions offer. What is more, many people do not have the



Financial capability development counteracting financial exclusion 159

skill of planning their financial future effectively, or choosing products which meet,
as opposed to those which do not meet, their needs. All these factors finally take their
toll and make consumers get into financial problems or, for fear of the unknown,
surrender to financial self-exclusion. It should also be mentioned that poor financial
literacy deepens the phenomenon of information asymmetry, considered as one of
the reasons for market failure, i.e. the situation in which market mechanism does not
guarantee the optimal allocation of resources. The representatives of sustainable
development economy accept market failure as standard and reject the idea of market
self-healing forces, thus arguing that government has a vital role to play in reducing
information asymmetry (more in [Solarz 2011, pp. 313-315].

3. The concept of responsible finance

The idea of responsible finance originates from the concept of responsible lending as
the reaction to predatory lending sanctioned in many countries in the 60s and 70s of
the 20™ century. Currently the adjective “responsible” is more and more often used
not only with reference to lending, but also to rendering other financial services by
the financial institutions.

Responsible finance is perceived in various ways. Owing to the fact that this
concept is still at its early stage of development there is no single, generally accepted,
interpretation of this theory. The World Bank report published in 2011 informs that
the paramount objective of responsible finance concept is its contribution to the
promotion of sustainable development idea and thus the activities performed within
its framework should bring about beneficial results for economy, society and natural
environment in the scale of individual countries and in an international perspective,
while access to an extensive spectrum of financial services, covering also these
referring to savings, insurance, credits offered to households and enterprises in
a responsible manner, presents one of the most important components of sustainable
growth and development [Advancing Responsible... 2011, p. 1].

According to the authors of the quoted above study, responsible finance is
manifested in coordinated activities undertaken in the financial system by public and
private entities aimed at influencing financial institutions and their clients in the way
which ultimately contributes towards establishing more inclusive and fair financial
market. Basic areas, in which responsible finance oriented activities are conducted,
refer to the following ones: consumer protection, a responsible financial services
provider and the development of financial literacy among consumers (see Figure 1).

In 2003 OECD initiated an international programme for financial education,
which consists in organizing extensive activities aimed at popularizing knowledge
and creating positive habits among citizens resulting in proper decisions related to
their personal finance management, as well as their ability to take advantage of their
financial means according to their current and future needs [Iwanicz-Drozdowska
2011, p. 13]. One of the after-effects of this programme was the document, published
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Areas of action 1. Consumer Protection (regulations): A regulatory framework for
financial consumer protection, at both national and international levels

2. Responsible Providers: Voluntary commitments, practices, standards,
and initiatives in the financial sector

3. Financial Capability: Interventions aimed to build and enhance
financial capability of financial institutions clients — the consumers of
financial products and services

T e

Key
i Regulators (central Consumers —
Stakehold Providers of . _Con
akchoiders financial banks, financial 1nd1V1f1uals and
services regulators) businesses
Cross-Cutting Financial markets stability, poverty reduction, access to finance, job creation
Issues and SME development, health and education, sustainable development

Figure 1. The concept of responsible finance

Source: [Advancing Responsible... 2011, p. 7].

in 2005, which presents principles and good practices in the field of financial
education [The Recommendation on Principles... 2005, pp. 1-7], among which the
following were listed:

1) financial education should be actively supported and available as a life-time,
ongoing and continuous process;

2) financial education programmes should be adequately adopted to particular
needs of individuals who take advantage of them;

3) consumers should acquire knowledge about financial matters relatively early,
adequate national authorities should consider including such knowledge into
education curricula as a compulsory subject;

4) financial education programmes should cover tools raising their participants’
literacy about the need to improve their financial knowledge and extend their skills
in risk assessment;

5) knowledge in financial issues offered by financial institutions should be
provided in fair, transparent and unbiased manner;

6) persons responsible for financial education should receive sufficient means
and obtain adequate practical skills in order to carry out effective trainings;

7) coordination of interested parties, at national level, should be enhanced in
order to establish clear division of tasks and facilitate the exchange of experiences;

8) entities offering financial education programmes should periodically evaluate
and, if necessary, update the implemented programmes so that they can always offer
the best possible solutions.
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Three years later the International Network on Finance Education (INFE) was
established, which promotes and facilitates cooperation in financial education
worldwide. This organization was bringing together over 200 institutions from 90
countries in 2012. Its activities focused on raising literacy regarding the vital role of
financial education in fighting financial exclusion resulted in developing, in many
countries, national strategies for financial education, among others in Austria
(introduced in 2011), Brazil (2010), the Czech Republic (2010), Ghana (2009), India
(2006, 2010), Japan (2005), Great Britain (2003), the U.S.A. (2006, 2011) [Grifoni,
Messy 2012, p. 12].

4. The government and its role in developing public
financial capability

One of the entities playing crucial role in developing financial capability of citizens
is the state understood as the government, local authorities, central banks, regulators
or consumer protection agencies. Their involvement in undertaking inclusion-
oriented activities takes the form of, e.g., nationwide literacy campaigns. For
example, the purpose of a large-scale action “Before you sign” is to attract public
attention to risks associated with signing financial contracts, including mainly
“instant cash,” high-interest loans and using financial services not subject to any
public regulations. This initiative is organized with media support, i.e. radio, TV,
press and the Internet. The following public institutions co-organize such actions:
Bank Guarantee Fund, Polish Financial Supervision Authority, the Ministry of
Finance, the Ministry of Justice, the National Bank of Poland, Police and the Office
of Competition and Consumer Protection. Another program focused on education
and enhancing financial capability of Polish citizens is entitled “The Academy —
Available Finance.” It has been planned by the central bank for the period of 2012—
2015. In the first year of its functioning senior citizens were its main addressees and
beneficiaries.

The government, and in fact the Ministry of Education, has a chance of introducing,
as part of school syllabuses at different education stages, certain elements of personal
finance knowledge. Teachers find “Dolceta” portal very useful, which functions under
the auspices of the European Commission. The tab “financial education” offers ready
to use sets including lesson plans, games or quizzes adequate for different age groups.
Additionally, adult individuals can use this website as a self-learning facility since it
includes a lot of information explaining crucial financial issues.

The necessary condition to make correct, knowledgeable financial decisions is
consumers’ access to reliable information about a particular product. It should be
offered to a client by financial institutions in the way which facilitates comparisons.
The government, as the regulatory authority, can impose the obligation on financial
sector entities to inform their clients in a proper manner about their offer, e.g. the
Consumer Credit Act in force in Poland (DzU 2011 nr 126, poz. 715).
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Summarizing the role played by the government in developing public financial
capability, attention should be paid to both strengths and weaknesses of these
activities (see Figure 2).

—| Strengths ’

+ The possibility to influence public educational programmes

» Broad nationwide range of impact

s Impartiality of information offered

» The possibility of influencing financial institutions by adequate legislation

—| Weaknesses

* Costs of educational activities
* Excessive regulations of the financial system

Figure 2. Strengths and weaknesses of inclusive activities aimed at developing financial capability
carried out by the State government

Source: author’s compilation.

The government has much work to do in the area of financial capability
enhancement. Its undisputable advantage is the possibility of introducing changes in
educational syllabuses. Social campaigns usually earn much public confidence as
being objective and not including components which encourage the purchase of
particular financial products. On the other hand, costs of educational activities are
listed among weaknesses, but it is obvious that any initiative has to incur costs and
should be referred to as investment in the future. The increase of financial literacy
among citizens can, in the long-term perspective, prevent e.g. excessive indebtedness
which pushes people outside the mainstream market of financial products and
services and results in their turning to shadow banking institutions offering high-
interest loans. In time they become trapped in a debt loop, their poverty escalates,
they have to be covered by social benefits which, beyond any doubt, constitute
a burden for the State budget.

S. Financial institutions and their role in developing
public financial capability

Responsible finance, interpreted from the perspective of financial products and
services providers, refers to the implementation of Corporate Social Responsibility
(CSR) concept. The European Commission published Green Paper on CRS in 2011
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where Corporate Social Responsibility is defined as the concept following which
enterprises voluntarily implement strategies incorporating public interest,
environment protection, as well as relations with stakeholders [ Green Paper... 2001,
p. 6]. Therefore, social responsibility is manifested in business not only by meeting
formal requirements resulting from legal and economic rules, but also in undertaking
socially expected and desirable activities. While observing market active financial
entities it is noticeable that more and more of them incorporate CRS strategy in their
business strategies. Among the initiatives they undertake there are also these focused
on financial capability, which thus enhances fighting against financial exclusion (see
Figure 3).

Bank Foundation, memorial

of L. Kronenberg e programmes entitled: “My finance” or “From class to

cashbox” addressed to young people

L (at City Handlowy) b,
( 1 +“A woman in the world of finance” campaign aimed at
BPH Bank educating and supporting women in achieving financial
" | independence )
( N )
o T 3 0/ % a . _ g
PZU Group Life at 100%” campaign covering long-term savings,

pension funds, investment, insurance protection education

r
\_
J\

s T - N
Association for the Promotion

. . . «“Live financially!, i.e. how to manage personal finance”
of Financial Education Yo gep

project addressed to secondary schools students
L (at SKOK) ) )
( N N\
PKO BP *“Today I save in SKO — tomorrow in PKO” project
addressed to young people
\. v J

Figure 3. Selected CSR initiatives undertaken by financial institutions in Poland aimed at developing
financial capability of society

Source: author’s compilation.

Projects implemented by financial institutions take the form of presentations,
workshops, competitions, cover all personal finance areas, i.e. current household
budget management, lending, saving or investing. These initiatives are addressed at
different groups of clients exposed to financial exclusion, e.g. women — BPH Bank
campaign, young people — e.g. “Today I save in SKO — tomorrow in PKO” project.
School Savings Banks (SKO — Szkolna Kasa Oszczedno$ci) represent the oldest
financial education programme in Poland. Its history goes back to the 20s of the
previous century. New SKO is identified with: a product offer dedicated for schools,
for parents’ councils, the form of practical learning how to use a bank account
addressed at pupils under 13 years of age, the set of educational materials for teachers,
students and parents, safe, graphically attractive and suitable for children online
banking service. At the end of March 2013 about 150 000 pupils from almost 2000
schools, all over Poland, were using SSB facility.
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Summarizing the role played by financial institutions in developing financial
capability of society strengths and weakness of these activities should be identified
(Figure 4).

Strengths

+Being close to the customer, especially while making financial decisions
« Self-regulation (codes of good practice)
« The improvement of financial institution image

—| Weaknesses l

. 1ntitiati:/es are not always adjusted to consumer needs owing to the conflict of
1nterests

Figure 4. Strengths and weaknesses of inclusive activities aimed at developing financial capability
carried out by financial institutions within the framework of CSR

Source: author’s compilation.

Financial institutions have direct contact with consumers, especially in the
crucial moment of making financial decisions, namely while purchasing a particular
financial product/service. If the service provider implements the idea of responsible
finance he/she should offer advice and support to clients while making their choices,
as well as take due care of the provided financial services quality. Such attitude is, by
all means, justified if it refers to a product offered by a given bank, however, one
cannot expect a financial institution employee to recommend his/her competitor’s
products to his/her clients, even if it is more adequate for a particular household. The
occurring conflict of interests results in the fact that banks fulfil their role, as
financially responsible entities, by presenting their offer in a reliable way leaving the
ultimate product choice to a client.

6. Conclusions

In summary of the above presented discussion it has to be emphasized that financial
exclusion can constitute an actual barrier in accessing financial institutions’ offer, or
may be of voluntary nature when people themselves resign form taking advantage of
such facility. If the decision about self-exclusion it taken up independently and
knowledgeably and is accompanied by an undisturbed access to the underlying
information, then it does not constitute the area for inclusion-specific activities.
However, if it represents the effect of lacking knowledge about the advantages
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resulting from active usage of financial products and services, presents the
consequence of previous incorrect financial decisions, or the reaction to bad
experiences in contacts with financial intermediaries, then it should be identified as
the problem worth taking care of. Developing financial capability of society is one
of'the activities listed among instruments applied in the course of inclusive activities.
An important role, in the area of responsible finance, is also played by the government,
providers of financial products and services and clients themselves who must be
willing to extend their knowledge and financial skills. In order to achieve the intended
effect, i.e. the establishment of an inclusive and fair financial market, requires
coordinated efforts of all entities which are not indifferent to the problem of financial
exclusion.
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KSZTALTOWANIE ZDOLNOSCI FINANSOWYCH
JAKO INSTRUMENT ODPOWIEDZIALNYCH FINANSOW
PRZECIWDZIALAJACY WYKLUCZENIU FINANSOWEMU

Streszczenie: Wykluczenie finansowe przejawia si¢ trudnosciami w dostepie do niezbednych
produktéw i ustug finansowych w odpowiedniej dla poszczegodlnych oséb formie. Jedna
Z jego przyczyn jest niski poziom $wiadomosci finansowej spoteczenstwa. W wielu krajach
podejmowane sa wielokierunkowe dzialania inkluzyjne, a wérdd nich takie, ktore zwiagzane sa
z ksztattowaniem zdolnosci finansowych. Celem niniejszego artykutu jest proba zidentyfiko-
wania i przedstawienia roli, jaka moga odegra¢ w tym obszarze gldwni interesariusze odpo-
wiedzialnych finansow, tj. panstwo oraz instytucje finansowe.

Stowa kluczowe: wykluczenie finansowe, odpowiedzialne finanse, zdolno$ci finansowe.





