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Executive Summary

YSTEMIC CRISES HAVE WELL-KNOWN
impacts on financial stability and economic

growth, but they can also reverse the hard-won

gains of financial inclusion. The effects of crises are
especially severe among vulnerable households and
micro-, small-, and medium-sized enterprises (MSME)
that have limited access to formal financing and few
assets to fall back on, thus eroding their ability to
absorb or even recover from shocks.

To mitigate impact, financial safety net authorities
(FSNA) have developed a comprehensive toolkit that
combines financial sector-specific interventions with
broader macroeconomic stabilization measures. The
tools are designed not only to support economic
recovery but also to prevent emergence of future
crises. Predictably, once a crisis occurs, instrument
selection aims to restore financial stability, in line with
authorities’ core mandate, frequently overlooking
financial inclusion, particularly when it is most critical.

This Working Paper challenges the prevailing notion
that the trade-off between inclusion and stability is
inevitable when in the throes of resolving systemic
crises. In fact, financial stability and inclusion can—
and should—~be addressed concurrently. Such
alignment, however, does not occur fortuitously.

To achieve it, FSNAs should deliberately integrate
inclusion considerations into their crisis response and
design interventions tailored to the specific needs of
vulnerable populations.

This Working Paper calls for a determined calibration

of the policy mix to ensure that it can support those
most affected following crises events. From an
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empirical analysis of 58 countries, microdata from more
than 300,000 individuals, surveys of various central
banks, and case studies from Indonesia, Lebanon, the
Philippines, and Thailand, this Working Paper offers
guidance to FSNAs when integrating inclusion into
crisis preparedness, response, and recovery efforts.
Key insights are summarized as follows:

Some tools and their combinations, once
strategically applied, can positively affect
financial inclusion. For example, capital injections
combined with lending programs or restructuring in
the post-crisis phase, can be leveraged to support
financial inclusion. While these interventions may
not uniformly affect financial inclusion outcomes,
they nevertheless can minimize the impact of crises
on the vulnerable while authorities are acting to
restore stability. Some of these measures, however,
may prompt moral hazard and demand increased
fiscal space for their credible implementation.
Moreover, determining the ideal policy mix will be
challenging and will require careful assessment of
country specifics.

Responding before a crisis unfolds will enable
authorities to contain financial distress without
undermining inclusion goals. The timing of
intervention, therefore, is as important as the
intervention itself. For instance, there are small or
even negative effects when liability and blanket
guarantees are combined with rules such as bank
holidays. However, when these tools are deployed
proactively in the case of milder events (e.g., prior to
a full-blown crisis and at a time when authorities can
contain financial distress), their effects can become
significantly positive.



Broad-based macroeconomic or sectoral policies
are generally ineffective in improving financial
inclusion among the most excluded populations.
Excluded individuals are difficult to reach, even
when applying the most effective interventions.

It therefore emphasizes the need for purposeful
policymaking, not only during the immediate
crisis-response phase but also throughout the
consolidation period, so that financial access for
the most vulnerable is not only preserved but also
actively expanded.

FSNAs have more power and more responsibility

than they may realize. They have the responsibility,
capability and means to apply the tools at their disposal
to support inclusion, as well as the ability to adapt

and innovate. As such, it is possible for them to set

the course with regard to systemic crises in ways that
will minimize their exclusionary impact. The following
insights aim to guide their efforts:

Consolidation strategies must specifically
account for the distributional consequences
of crisis response and the need for targeted
support. The often-inevitable short-term pain
of macroeconomic consolidation must be offset
with interventions that will cushion impact on
the vulnerable. This should include traditional
cash-transfer programs, liquidity support for
microfinance institutions, and credit for MSMEs.

Safeguarding Financial Inclusion During Crises

Some crisis events require innovative, context-
specific interventions beyond the traditional
toolkit. Responses that are delayed or narrow in
scope will reverse years of progress in terms of
financial inclusion. In certain cases, and in order to
sustain the credit flow to those who need it most,
ensuring the operational resilience of microfinance
institutions can be more cost-effective than
providing broad cash transfers. During the COVID-
19 pandemic, for example, authorities provided
innovative solutions to ensure that MSMEs and
households were able to keep afloat. However,
introduction of clear exit clauses, transparent
timelines, and emphasis on the extraordinary
nature of such measures are essential to contain
fiscal costs, limit moral hazard, and encourage
market discipline.

Granular and timely data are critical for
interventions to be effective. Access to real-time
and disaggregated information on households

and enterprises will generate well-targeted
interventions. With such knowledge at hand, the risk
of exclusionary outcomes will be reduced and crisis
management efforts will be enhanced.



Introduction

YSTEMIC CRISES POSE PRESSING

threats and jeopardize economic growth

and prosperity. These recurrent events
disproportionately affect vulnerable households as
well as micro-, small-, and medium-sized enterprises
(MSME), all of whose limited financial assets and
restricted access to finance hinder their ability to cope
with external shocks and manage uncertainty. Such
events not only undermine financial stability; they also
can reverse the hard-won gains of financial inclusion as
well as deepen inequality.

In typical response, financial safety-net authorities
(FSNA) draw on a comprehensive toolkit—one

which, depending on their objectives, may include
macroeconomic stabilization policies and financial
sector-specific interventions. The former are
introduced to smooth out the business cycle and set
the stage for steady recovery, while the latter typically
address issues within the financial sector and limit the
spread of financial distress throughout the broader
economy. These tools include recapitalizing financial
institutions, providing emergency liquidity support,
implementing government guarantees to enhance
confidence, restructuring insolvent firms, managing
distressed assets, and temporarily adjusting regulatory
requirements, among others.

Although crisis response aims to restore stability and
confidence, the implications on financial inclusion are
not systematically assessed and continue to remain
poorly understood. As such, the intention of this
Working Paper is to fill an important knowledge gap;
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that is, despite the fact that there is much literature

on the crisis-response toolkit in terms of its impact on
financial stability, its implications for financial inclusion,
however, remain largely unexamined.

This Working Paper represents an early effort in this
area, showcasing the fact that a crisis response to
restore financial stability can be effectively aligned
with efforts to maintain financial inclusion. Drawing

on an empirical analysis of 58 countries, microdata
from more than 300,000 individuals, surveys targeting
central banks, and real-world case studies from
Indonesia, Lebanon, the Philippines, and Thailand,

this document provides evidence that inclusion,
indeed, can be safeguarded and strengthened without
compromising financial stability. This will not occur by
chance; it will require authorities to act with intention
and in a coordinated manner.

The rest of the document is structured as follows:
Section 2 defines the meaning of systemic crises as
well as discusses the tools at the disposal of authorities
to mitigate them. Section 3 applies quantitative and
qualitative analyses, representing three insights, to
assist FSNAs in their efforts to integrate inclusion into
crisis response. Section 4 provides an overview of
policy considerations to embed financial inclusion into
crisis preparedness, response, and recovery efforts.



Understanding Systemic Crises:

Policy Toolkit

HILE THERE IS NO SINGLE

definition of systemic crisis, there is,

however, consensus around its features,
archetypes, and causes—most definitions of which
highlight the contagion and interconnectedness
effects. These can become sufficiently severe as to
affect any number of financial institutions, endangering
the stability of the financial system and thus impacting
the broader economy. Systemic crises have been
categorized into three archetypes: banking, debt,
and currency crises, and their multiple combinations,
including stand-alone, twin, or triplet crises. Such
episodes often reflect concurrent and multiple triggers
such as macroeconomic imbalances,' sudden stops,?

behavioral factors,? credit booms,* asset price bubbles,®
and policy paralysis.®

The task of selecting the optimal tools to contain

and resolve systemic crises is often dependent on

the financial safety net—a term referring to a set

of institutions and mechanisms that are meant to
safeguard the financial system by regulating and
supervising financial institutions, resolving failing firms,
providing emergency liquidity to the market as lender of
last resort, and protecting depositors by way of deposit
insurance (BIS 2022). An optimal response is selected
within the financial safety net from a broad policy
arsenal, taking into consideration their mandate, the

1 Fiscal imbalances, current account deficits, and unsustainable public debt have been identified as the critical factors behind the 2008-2009

Global Financial Crisis (Obstfeld and Rogoff 2009).

2 Amplification mechanisms (e.g., shocks to input prices and the real exchange rate in countries with relatively small tradable sectors; low
productivity; and large current account deficits) play an important role in exacerbating crises. Under this framework, crisis episodes in the late
1990s resulted from a reversal of capital flows triggered by increases in interest rates or changes in commodity prices (Calvo, Izquierdo, and

Mejia 2008; Milesi-Ferreti and Tille 2011].

3 Sovereign defaults and bank runs are common behavioral factors during systemic crises that have adverse economic consequences, including
currency clashes (Reinhart and Rogoff 2009). Bank runs exemplify a coordination problem whereby a self-fulfilling prophecy encourages further
cash withdrawals and increases the probability of default, both of which lead to liquidity, solvency, and reputational issues.

4 Crises typically have witnessed a period of greater risk-taking through rapid credit expansion, followed by a bust in credit markets and sharp
corrections in asset prices. Buoyant economic growth, a surge in financial flows, ample global liquidity, accommodative monetary policies,
bank capitalization, and financial liberalization are among the drivers behind the excessive leverage of borrowers (Kaminsky and Reinhart
1999; Gourinchas, Valdes, and Landerretche 2001; Mendoza and Terrones 2008, 2012; Lansing 2008; loannidou, Ongena, and Peydrd 2009;
Ciccarelli, Maddaloni and Peydré 2010; De Nicolo et al. 2010; Dell'Ariccia, Laeven, and Marquez 2010; Magud , Reinhart, and Vesperoni 2012;

Hirata et al. 2013; and Dell'Ariccia, Igan, Laeven, and Tong 2014).

5 Blanchard and Watson 1982; Kindleberger 1986; Garber 2001; Evanoff, Kaufman, and Malliaris 2012; and Scherbina 2013 conclude that sharp
increases in asset prices often precede a financial crisis. Microeconomic distortions, mispricing, or behavioral patterns, including asset fire sales,
are underlying factors behind asset bubbles. A classic example is a flight-to-quality event in which premiums to safety lead to financial turmail.

6 Institutional weaknesses typically aggravate the crisis and complicate crisis resolution.
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crisis phase, its triggers, and the overarching goals (e.g.,
reducing economic losses or minimizing fiscal costs).

To address systemic crises, financial safety-

net authorities (FSNAs) usually respond with
macroeconomic stabilization measures and financial
sector-specific interventions. Broadly speaking,
macroeconomic stabilization measures relate to
countercyclical fiscal and monetary policies’ to smooth
out the business cycle and limit extreme fluctuations

in aggregate demand and supply. Moreover, these
measures tend to help restore trust in the economy

as well as set the stage for steady recovery through
fiscal and monetary actions aimed at managing price
stability, exchange rate stability, and debt sustainability.
In contrast, financial sector-specific measures are
designed to address issues within troubled financial
institutions and the financial system. In other words,
authorities leverage monetary, fiscal, and financial
sector policies to address balance sheet issues and
stabilize financial conditions so as to, limit the spread
of financial distress throughout the broader economy.

Several financial sector-specific interventions have
been introduced in previous systemic crises, and to
objectively identify and categorize them, Metrick and
Schmelzing (2021) is considered as one of the most
comprehensive taxonomies of policy responses in past
systemic crises. They integrate the efforts of Reinhart
and Rogoff 2009; Schularick and Taylor 2012; Jorda et
al. 2017; Laeven and Valencia 2020; and Baron, Vermer,
and Xiong 2021. Their dataset classifies more than

20 interventions into six broad categories, targeting
specific components of a financial institution’s balance
sheet (Figure 1).

(i) Guarantees refer to government-backed assurances
protecting certain liabilities or assets. The liability side
includes account guarantees through new deposit
insurance or changes into an existing deposit insurance,

other liability guarantees, and blanket guarantees. Asset
guarantees have become more common since the
2008-2009 Global Financial Crisis (GFC) and, more
recently, during the Covid-19 pandemic, despite liability
or blanket guarantees having been previously used more
often. AlImost all interventions in this empirical exercise
correspond to liability and blanket guarantees rather
than asset guarantees.

(ii) Lending involves interventions that provide liquidity
assistance to the wholesale funding market as well as
to financial institutions in distress. More specifically,
this category provides broad-based emergency
liquidity to the entire or a major section of the banking
sector, as well as ad hoc emergency liquidity and
market liquidity assistance to specific intermediaries.

(iii) Capital injections refer to when a government
directly invests in financial institutions—typically
through equity ownership—targeting individual (ad
hoc) or multiple institutions (broad-based). Metrick
and Schmelzing (2021) include in this category broad-
based and ad hoc capital injections through bailouts.

(iv) Restructuring encompasses strategies to
reorganize, resolve, or liquidate troubled financial
institutions. The process may be led by public
authorities or involve private sector stakeholders
to absorb losses by converting debt into equity
or forfeiting assets, often in cases of insolvent
institutions.

(v) Asset management interventions involve the
authorities managing or transferring one part (ad
hoc) or a major share (broad-based) of distressed
financial institutions’ assets to either specialized
asset management vehicles or other public or private
financial institutions.

7 Countercyclical monetary and fiscal policies are implemented to provide stimulus to the economy during a recession or to cool down
economic activity and inflation during a boom. While countercyclical monetary policy includes interest rate hikes and cuts, changes in reserve
requirements, open market operations, and countercyclical fiscal policy comprise changes in government expenditure and tax cuts.

Safeguarding Financial Inclusion During Crises



FIGURE 1. Overview of Financial-Specific Interventions Using a Balance Sheet View
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Source: Authors, adapted from Metrick and Schmelzing (2021, p. 10).

Notes: Their dataset compiles 1,946 interventions spread over 911 crises in 143 countries from the Roman Empire to 2019. Major communication
events, stress testing, and other interventions beyond these six categories are excluded from this analysis due to their comparatively low occurrence.

(vi) Rules refer to administrative measures and
regulatory changes through market closures, bank
holidays, suspension of convertibility, or relaxation of
capital requirements or accounting rules. The dataset
in this empirical analysis does not include forbearance
and moratoria. These tools were intensively applied
during the Covid-19 pandemic, an episode that is not
covered in this taxonomy, and do not correspond to

a systemic crisis. These, however, will be addressed
separately in Section 3.

Instrument selection within these six categories often
depends on the stage of the crisis. The most immediate
intervention takes place during the containment stage,
when authorities focus on keeping the system liquid,
stabilizing bank liabilities, and restoring confidence

in the system through three types of interventions:
lending, liability guarantees, and rules (Figure 2).
Examples include injecting liquidity into the wholesale
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funding market, providing guarantees on deposits,
and/or introducing administrative measures such as
the temporary halting of depositor rights through

bank holidays. At the resolution stage, a broad range
of measures are taken to restructure the banks and
reignite economic growth, leading to interventions

on both sides of the balance-sheet through capital
injections, restructuring, asset management, and asset
guarantees (Figure 2). (Laeven and Valencia 2020,
Metrick and Schmelzing 2021)

Policy choices have shifted over time. Since 2000,
capital injections have been the most common tool,
making up more than a quarter of all interventions.
Guarantees have grown in importance over the past
two decades, overtaking lending during the GFC. Apart
from that peak, some measures, such as rules and
asset management, have become less common since
their prominence in the late 1990s. Bank holidays and



FIGURE 2. Financial Sector-Specific Interventions by the Crisis Stage
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deposit freezes have become rare, with the last major
cases having taken place in Cyprus in 2011 (Figure 3).

The choice of instruments is shaped by available policy
space. The most common interventions entail direct
fiscal costs and require close coordination across fiscal,
monetary, and exchange rate policies—the reason
why high-income countries often implement capital
injections and guarantees, the two comprising more
than half of all interventions in these countries (Metrick
and Schmelzing, 2021, p. 25). In contrast, lending

and rules are common in low- and middle-income
countries, accounting for almost two thirds of all
interventions (Laeven and Valencia 2020 and Metrick
and Schmelzing 2021) (Figure 4).

Policy space® also affects the credibility and feasibility
of policy choices. For example, recapitalization
represents the largest portion of fiscal expenses.
Laeven and Valencia (2020, p. 19) report that the
average government net recapitalization cost® was 6
percent of gross domestic product (GDP) across the
countries in their sample, although in countries such as
Indonesia, it reached 37.3 percent of GDP during the
1997 episode. Lending interventions as well as blanket
guarantees require fiscal contingencies to be credible
(Honohan and Klingebiel 2003; Laeven and Valencia
2020). Furthermore, large-scale lending programs can
be constrained in fixed exchange rate regimes since
authorities may need to simultaneously respond to

8 While policy space is often linked to fiscal space, its broader definition encompasses a country’s capacity to effectively implement monetary,
exchange rate, and structural policies to achieve desired objectives (Gaspar et al. 2016).

9 The net recapitalization cost reflects the sum after deducting recovery proceeds from the sale of assets.
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FIGURE 3. Frequency of Policy Responses, 1996-2019
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Note: The figure presents the annual aggregate of interventions, categorized by tool, throughout the sample period.
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FIGURE 4. Policy Interventions by Country, 1996-2019
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Note: The figure reports episodes as well as interventions. For example, the Russian Federation reported frequent capital injections (green bar) equal to 6; this corresponds to not only ad hoc capital
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counter international sanctions impact); and 2017 (PSB, Otkritie FC Bank, and B&N Bank).
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currency attacks, sudden stops, and financial distress'
(Metrick and Schmelzing 2021 p. 27).

Policy choices also are informed by consensus and
global benchmarks in terms of the appropriateness
and efficacy of specific instruments. While blanket
guarantees were common in the past, deposit
insurance is now the preferred mechanism, as it clearly
defines the responsibilities of the authorities and
helps to control the cost of resolving the failed banks
(BIS 2022, IADI 2025). Following the GFC, it has been
recognized, in general, that the aim of a resolution
framework should be to reduce potential taxpayer
costs from bank failures and to address the negative
feedback loop between sovereign debt and bank
exposures to public debt, thus reflecting a shift from

the approach of a bailout to that of a bail-in (FSB 2024).

10 In fixed exchange regimes, large-scale programs are limited, since monetary policy subordinates the needs of maintaining the peg and, thus,

fiscal policy must be sufficiently flexible to mitigate the shock.
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The Toolkit and Financial Inclusion:
Three Key Insights for Authorities

URING TIMES OF CRISES, FSNAS

prioritize restoring stability, sometimes

overlooking financial inclusion. Their main
aim is to return to the proper functioning of the
financial system as mandated by legislation. While
generally taken into consideration, financial inclusion,
though generally practiced, falls beyond the statutory
responsibilities of most FSNAs, including central banks
(Figure 5 and Kirakul et al 2021"). Furthermore, it is
generally considered that alleviating crises effects on
the vulnerable should fall under the responsibility of the
social protection agencies rather than be incorporated
into financial policy responses.

The literature on crises and inclusion often focuses on
the interaction of “financial stability” and “inclusion.”?
It only identifies optimal interventions to restore
financial stability in distressed markets rather than
examines their impact on secondary goals [Honohan
and Klingebiel 2003, Veronesi and Zingales 2010,

Laeven 2010, Gropp et al. 2010, Philipon and Schnabl
2013, Laeven and Valencia 2013]. Furthermore, most
studies tend to explore the effects of certain tools on
the credit channel, representing only one of the various
dimensions that can be applied to evaluate spillovers
on inclusion [Bruno et al. 2017; Gambacorta and Murcia
2017, Takats and Temesvary 2019; Altavilla et al. 2020;
Kirti et al. 2023, 2024].

This working paper challenges the prevailing notion
that the trade-off between inclusion and stability is
inevitable when resolving systemic crises. To this end,
the existing toolkit for restoring financial stability is
examined to establish whether it may also have an
effect on financial inclusion. It is crucial to identify the
tools that have proven effective in restoring financial
stability and supporting inclusion so as to mitigate the
uneven effects of crises on the vulnerable.

n

12

Kirakul et al (2020, Table 1, p. 5) report that financial stability is legally mandated in 24 of the 27 respondent jurisdictions. In contrast, financial
inclusion is legally mandated in only 8 jurisdictions. Additionally, 13 countries undertake this function without explicit legal mandate, while 6
do not consider inclusion an institutional goal.

The consensus view is that wider access to financial services contributes to financial stability, conditional on the business cycle (Becker et

al. 2020) and the institutional framework (Dell'Ariccia and Marquez 2006).Theoretically, a broader penetration from the liability and the asset
sides leads to stabilizing effects resulting from risk diversification (Adasme et al. 2006; Hannig and Jansen 2010; GPF| 2012; Morgan and
Pontines 2014; Brei et al. 2020; Han and Melecky 2017; Lopez and Winkler 2019) and reduced information asymmetries (Banna et al. 2021,
Yang and Masron 2024). However, beyond a certain threshold, increased inclusion may exacerbate instability following an inverted U-shaped
pattern (Sebai et al. 2025) that appears to be mediated by institutional features such as the soundness of prudential oversight (Sahay et al.
2015). Synergies between stability and inclusion also have been vastly documented (Hannig and Jansen 2010; GPFI 2012; Sahay et al. 2015,
Cihék et al. 2016; Han and Melecky 2017; Morgan and Pontines 2018; Lépez and Winkler 2019; Brei et al. 2020; Wang and Luo 2022; Duan and
Ni 2024; Vukovic et al. 2024; Yang and Masron 2024; Sebai et al. 2025).
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FIGURE 5. Core Mandates of Central Banking

Authorities’ mandates

Price stability @ Resolution
1 ®®® 57%

Exchange rate @ﬂ Financial inclusion
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r8'| management

A A J50%

M Statutory M Non-Statutory

but performed

Not applicable

Source: Authors.

Note: The figure reports aggregated responses to Question 2:
“Please indicate whether the following mandates and responsibilities
align with your institution’s statutory goal in legislation, are non-
statutory but performed, or are not your institution’s responsibility.
The term mandates, responsibilities, goals and objectives are

used interchangeably and refer to all statutory and non-statutory
objectives of financial authorities.” See Appendix 3.

Three practical insights are outlined for policymakers
seeking to integrate inclusion into their crisis responses.
Conclusions in this Working Paper are drawn from
empirical and qualitative analyses described in the
Introduction and detailed in the Appendix.

Safeguarding Financial Inclusion During Crises

Insight 1: Some tools and their
combinations, once strategically
applied, can positively affect
financial inclusion.

Although financial sector-specific interventions are
designed specifically to address systemic crises,
FSNAs can consider financial inclusion as one of the
complementary pillars of financial stability other than a
competing priority. Synergies between the two policy
goals will vitally depend upon recognizing that there is
no need to reinvent the wheel. Instead, the tools that
already are in place can well serve the dual interest of
inclusion and stability.

Empirical findings suggest that some of the tools
described in Section 2 and their combinations can
positively affect financial inclusion. For example, a
pairing of lending with restructuring, or implementing
capital injections along with rules, will yield positive
outcomes in terms of financial inclusion (Box 1 and
Appendix A.1). Historically, such combinations often
have been applied to restore financial stability by
providing liquidity and preventing depositor run-offs
and credit crunches, ultimately impacting financial
inclusion outcomes. Moreover, a broader set of
government interventions, including conventional and
unconventional monetary policies as well as fiscal tools,
may help to prevent market gridlock and sustain credit
flows. These actions can stabilize not only the real

and financial sectors but also simultaneously preserve
financial inclusion.



BOX 1. Cross-Country Evidence on Financial Sector-Specific Policies and Inclusion

The first set of empirical results in this Working Paper
explores how policy responses to systemic crises can
influence financial inclusion across a wide range of
countries. Using a large and diverse dataset covering
58 countries from 2004 to 2019, the impact of six
sector-specific interventions on people’s access to
and use of financial services is examined (e.g., having
a bank account, using debit or credit cards, or being
granted a loan).

To track financial inclusion at a country level, the
outcome variables are retrieved from the Financial
Access Survey of the International Monetary Fund.
Focus rests on two main types of indicators: (i) access
(including the number of bank branches, ATMs,

and insurance providers); and (ii) usage (e.g., loans,
deposits, and card ownership).! Control variables cover
a broad range of country characteristics, including
macroeconomic indicators, institutional quality, crisis
intensity, and financial system features.

For the core analysis, a two-way fixed effects

panel regression model is applied, which allows for
tracking changes within each country over time while
controlling for general trends and idiosyncratic fixed
effects. Significantly, not only are the stand-alone
tools examined but also the policy packages by using
the available combinations of tools deployed during
systemic crises and episodes of financial distress
(Appendix A1 provides a detailed description of the
data, modelling strategy, and some caveats).

The key takeaway is that crisis interventions do not
affect these outcomes uniformly; however, they

can be designed or calibrated to support financial
inclusion while FSNAs are restoring financial stability.
Among the intervention categories, capital injections,
combined with lending programs or restructuring,
stood out as the most consistently beneficial to
financial inclusion. The three were linked to large
increases in household loans, total bank lending, and
the number of people with bank accounts, debit cards,
or ATM penetration (Table B1.1.)

Liability and blanket guarantees were associated with
less positive—sometimes even negative—impacts

on financial inclusion, particularly when paired with
rules (e.g., bank holidays). Results show, however,

that liability guarantees have a positive effect when
implemented in milder episodes, where a full-blown
crisis has not yet materialized but authorities have
acted proactively to contain financial distress (referred
to as “candidate crisis”) (Appendix A1, Table A .4).

In such cases, blanket guarantees supported

an increase in deposit activity, highlighting the
importance of timing and context. While guarantees
on the liability side help halt depositor run-offs,

they also may lead banks to favor safer or more
established borrowers. This highlights the need to
prioritize financial inclusion early in the crisis response
process—ideally before a crisis unfolds—so that
policymakers are able to manage instability without
undermining inclusion goals.

T While the health/well-being dimension of financial inclusion is crucial, measuring it remains in its early stages (OECD 2024). Accordingly,
the analysis focuses on access and usage indicators, for which sufficient data over time and space allow for more reliable quantitative

inferences.
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BOX 1. Cross-Country Evidence on Financial Sector-Specific Policies and Inclusion (continued)

TABLE B1.1. Summary of the Sign and Significance of the Effects of Policies and Their Interactions

(13 ACCESS

Bank Bank ATMs per
Insurance Branches/  Branches/ 100,000
Corp. km2 Pop km2

Dep. Loans

Credit
Cards

House
(% GDP)

Loans
(% GDP)

of House
(% GDP)

Dep others Dep
(% GDP) Accounts

Deposits
(% GDP)

Lending +
Capital + + + e
Guarantees - -
Restructuring

Asset Management

Rules -

ATMs per
100,000
Adults

Lending*Capital +
Lending*Guarantees -
Lending*Restructuring - + +
Lending*Asset Management - -
Lending*Rules - + -
Capital*Guarantees + -
Capital*Restructuring

Capital*Asset Management

Capital*Rules - +
Guarantees*Restructuring + -
Guarantees*Asset Management
Guarantees*Rules - - = o -
Restructuring*Asset Management + +

Restructuring*Rules +

Asset Management*Rules

Source: Authors.

Note: The table summarizes the results of the models reported in Appendix 1.6. Only significant effects at the 95-percent confidence level are highlighted; positive effects are marked in blue with a

cross, while negative effects are marked in orange with a minus sign.
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While the empirical analysis reveals that some tools
have positive spillovers on inclusion, each tool has

its own caveats. While some measures can benefit
stability and inclusion (e.g., capital injections), they may
also prompt moral hazard if not carefully designed.
Specifically, the shift from the bailout toward the bail-in
approach reflects consensus around the relevance of
limiting taxpayer costs from bank failures. Others, such
as blanket guarantees—often implemented during
episodes of severe loss of confidence—may lead to
exclusionary outcomes if retained too long and not
paired with early interventions and complementary
measures to restore market confidence.

The feasibility of applying certain tools largely

depends on available fiscal and monetary space, level
of inflation, and whether or not the crisis overlaps

with or stems from a deterioration in public finances.
Joint sovereign and banking crises have a potentially
devastating impact on populations that are financially
excluded because the most effective tools demand
fiscal space and may not be available if the government
becomes insolvent.

Empirically, evidence in this Working Paper shows that
there are, in fact, some existing tools that could bear

Safeguarding Financial Inclusion During Crises

a positive impact on financial inclusion; nevertheless,
the question remains whether or not the authorities are
aware of their effect. In response, a survey of central
banks was made to establish whether they track any
progress relating to financial inclusion outcomes and,
if so, to what extent they believe their respective
toolkit could be considered intentional on inclusion.
Not surprisingly, the survey illustrated that authorities
believed that their toolkit could affect the credit
channel as well as the payments system. Outcomes,
such as account ownership and lending access for
women-led businesses, are less closely tracked and
are considered unlikely to be influenced by their crisis
response toolkit (Box 2, Figure B2.1).

Subsequently, an evaluation was made of whether

or not the analysis matched what authorities would
have expected. In contrast to what was discovered,
capital injections and lending interventions, including
liquidity support, tend to be viewed as somewhat
effective in preserving access to lending for MSMEs
and households. There were also other targeted
interventions not included in the taxonomy assessed,;
these included subsidized loans, considered as the
most effective tool in supporting access to MSME and
household lending (Box 2, Figure B2.3).



BOX 2. To what Extent are Authorities Aware of the Effects of their Toolkit in Terms of Inclusion?

FSNAs were surveyed via central banks, to learn how
often they monitor financial inclusion, how much they
think their tools affect inclusion outcomes, and which
instruments they found most effective in supporting
such outcomes in past systemic crises.

Since their core responsibilities are preserving
financial stability and ensuring the smooth functioning
of the payments system, they mainly collect data

on financial inclusion outcomes related to the credit
channel and the payments system (Figure B2.1). As a
result, only those outcomes that are tracked regularly
are perceived as the most likely to be affected by their
policy responses. This makes the perceived impact of
their response to previous crises less significant for
account ownership and access to lending for women-
led businesses, which are less likely to be monitored
(Figure B2.1).

Authorities in those countries surveyed deployed

a comprehensive set of instruments to address
their latest systemic crisis episode. Respondent
jurisdictions predominantly leveraged conventional
monetary policy and financial sector-specific
interventions, particularly through lending (e.g.,
collateralized lending), and capital injections
(recapitalization using public funds and bailouts)
(Figure B2.2).

The survey confirms that a large number of authorities
believe that most of these tools have a relatively low
impact in maintaining the flow of credit to households
and micro-, small-, and medium-sized enterprises. A
few measures, such as introducing bank holidays to
prevent depositor run-offs and targeted interventions
via subsidized loans were perceived as the most
effective tools to sustain credit (Figure B2.3).

! Loan restructuring refers to changes in the terms of the loan, such as rescheduling the dates of principal and/or interest payments;
granting additional grace periods; changing the collateral; and changing the interest rate and fees on the loan. While forbearance
corresponds to cases whereby a restructuring is considered and where the borrower is experiencing financial difficulties, loan restructuring
also comprises those cases in which the borrower is not in financial difficulty and the value of the loan is not reduced. Moratoria typically
cover the suspension of the principal and interest payments for a predetermined period as well as a prohibition on banks charging penalties
and fees on those loans to which the suspension applies. See Coelho and Zamil (2020) for further details.
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BOX 2. To what Extent are Authorities Aware of the Effects of their Toolkit in Terms of Inclusion? (continued)

FIGURE B2.2. The Policy Toolkit Deployed in the Last Systemic Crisis Episode

Frequency of usage

Guarantees Guarantees on deposits/liabilities

Guarantees on loans

15.4%

15.4%

Liquidity support (e.g. collateralized
lending, emergency lending)

Lending

Support for short-term wholesale funding markets

53.8%
23.1%

Capital injections Recapitalization, capital injections

using public funds

Bailouts

30.8%

38.5%

Restructuring Bail-ins

Asset
Management

Purchases of nonperforming illiquid assets

Securitization of troubled assets

0.0%

15.4%

Rules Bank holidays
Deposit moratoria
Flexibilization of capital ratios, provisioning rules

Loan moratoria, forbearance, or debt restructuring

30.8%

23.1%

Other Open market operations, reserve

requirements, operational targets

Direct support to troubled debtors

Subsidized loans

76.9%

7.7%

7.7%

Source: Authors.

Note: The figure reports responses to Question 8. “Please select the policy toolkit that authorities deployed during the latest financial crisis
confronted by your jurisdiction, excluding the Covid-19 shock (select all that apply, even if deployed by other authorities).” The tools are
organized into six categories based on the framework by Metrick and Schmelzing (2021). The questionnaire incorporates additional instruments in
the rules category (e.g., loan moratoria, forbearance, debt restructuring) and collects information on other tools such as conventional monetary
policy, direct support to debtors, and subsidized loans. This approach allows for a comparison with instrument choices made during the Covid-19

pandemic, as documented in Box 6.
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BOX 2. To what Extent are Authorities Aware of the Effects of their Toolkit in Terms of Inclusion? (continued)

FIGURE B2.3. Perceived Effectiveness on Micro-, Small-, and Medium-Sized Enterprises and Household Financing
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Source: Authors.

Note: The figure reports aggregated responses from country authorities into a Likert scale. Question 9(10): “From your authority’s perspective, how
effective were these policy measures in addressing the financial needs of micro-, small-, and medium-sized enterprises (households) during this
crisis? Select N/A if the policy tool was not intended to address the financial needs of micro-, small-, and medium-size enterprises (households)?”
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Insight 2: Even the most
effective measures often fail
to reach the most excluded;
intentional policy design should
account for the distributional
consequences of the response.

Systemic crises demand coordinated action

across various policy domains and involve multiple
stakeholders, including fiscal/monetary authorities,
the financial safety net, social protection agencies,
the private sector, and multilateral institutions. Beyond
deciding the optimal policy mix discussed in the above
first insight, policymakers must carefully calibrate
instruments to manage the inherent tensions between
macroeconomic consolidation and financial inclusion
during and after a systemic crisis.

Monetary and fiscal authorities face the dual

challenge of mitigating the immediate impact of the
shock—on the broader economy and particularly on
vulnerable groups—while fostering resilience to future
disruptions. In the containment as well as consolidation
stages, it is crucial to add financial inclusion as a lever
of crisis management without jeopardizing the broader
objectives of adjustment and stabilization.

Designing such a policy framework is inherently
complex. During the acute phase of a crisis,
macroeconomic stabilization must provide rapid
countercyclical support to sustain demand and ensure
the flow of credit. This prevents negative feedback
loops at times when financial institutions exhibit

heightened risk aversion, lending is curtailed, and firms
postpone investment due to high macroeconomic
uncertainty, with negative effects on employment
(Bordo et al. 2016; Baker et al. 2016; Bernanke 2023).
At the same time, authorities must restore confidence
among domestic stakeholders and international
markets by addressing the structural vulnerabilities at
the root of the crisis.

Restoring credibility often requires fiscal consolidation,
adoption of fiscal rules, and a commitment to prudent
monetary policy to prevent inflationary spirals and
exchange rate instability.® However, fiscal consolidation
can impose significant social costs, particularly on
lower-income households. The 1997-1998 Asian
Financial Crisis provides a conventional example.

As highlighted in Box 3, uncoordinated fiscal and
financial tightening, paired with structural imbalances,
actually amplified economic distress (Carriére-Swallow
et al. 2021; Banerjee and Zampolli 2019; Jorda and
Taylor 2016). This underscores the importance of
aligning macroeconomic adjustments with micro-level
safeguards.

Since then, crisis responses from multilateral
institutions incorporate strategies to make
consolidation politically feasible. For example, today’s
IMF seeks to reduce the human and economic toll

of crises by providing financial support, encouraging
targeted social spending as well as tailoring loan
conditions to each country’s circumstances (Furusawa
2017). While some short-term pain is often unavoidable,
it is nevertheless necessary to protect vulnerable
groups through social safety nets, cash transfers,

13 Recent financial turbulence in Egypt offers a reminder of the risks posed by an unbalanced policy mix, whereby a fixed exchange rate regime
interacted with structural imbalances in the balance of payments, ultimately generating instability (Agarwal and Mazarej 2024).

14 The literature offers a mixed assessment of the effectiveness of International Monetary Fund (IMF) support in crisis management and,
in general, the role of fiscal consolidation in long-term growth. Beginning with Stiglitz (2002), the IMF has faced criticism for promoting
austerity measures during periods of demand weakness, thereby making it harder for recipient countries to emerge from crises (Jorra 2012).
More recent studies suggest that IMF programs can have a net positive effect on macroeconomic stabilization (Kuruc 2022). These two
perspectives converge on a key point: austerity measures, even when they contribute to overall stabilization, tend to fall disproportionately
on the most vulnerable groups, undermining public trust and political support for the governments implementing them.
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BOX 3. Why Context Matters—Macroeconomics, Institutions, and Structural Factors in Shaping Effective
Policy for Stabilization and Inclusion: The Case of Indonesia

Experience of Indonesia during the 1997-1998 Asian
Financial Crisis was examined by applying the synthetic
control method, which allows for an estimation of what
might have happened in Indonesia if the crisis had not
occurred as well as the related policies that were in
place at the time. To do this, a “synthetic” version of
the country was constructed by combining data from
similar countries that did not experience the crisis in
the same way. This allowed for a comparison of the
real-world outcomes and a credible “counterfactual,”
which offered a means to isolate the effects of crisis
response on financial inclusion (Appendix A.2 offers a
complete overview of the exercise and methodology
used to build the counterfactual).

The impact of the toolkit described in Section 2
was analyzed on two dimensions: depth (e.g., how
many people use financial services, such as private
credit or insurance premiums, as a share of gross
domestic product); and access (e.g., how available
financial services are based on the number of bank
branches and ATMs per adult population). These
indicators were retrieved from the Global Financial
Development dataset of the International Monetary
Fund (IMF).

In 1997, the Indonesian economy went into free fall:
the banking sector collapsed, the rupiah lost over
80 percent of its value, and inflation skyrocketed.
The crisis not only devastated the economy but also
triggered major political upheaval, culminating in the
fall of President Suharto. This episode exposed deep
structural weaknesses in Indonesia’s financial and
corporate sectors, including poor governance and
inadequate regulatory oversight. Recovery was slow

and painful, relying heavily on assistance from the IMF,
bank bailouts, and broad institutional reforms.

The literature—Soesastro and Basri 1998; Hill 1999;
Stiglitz 2002, 2017; IMF 2003; and Pempel and
Tsunekawa 2015—interprets the Indonesian and

the broader Asian crisis as cases of insufficient
coordination between macroeconomic stabilization
and sector-specific measures, particularly in the
context of IMF conditionality programs that prioritized
fiscal austerity with negative impacts on inclusion.

Closing 16 banks without offering a sufficient
deposit guarantee resulted in bank runs and a further
deterioration in financial inclusion outcomes (Figure
B3.1). Panel A shows a substantial post-crisis decline
in financial depth relative to its synthetic control,
suggesting a negative impact on credit provision
and the availability of financial products. The Access
Index (Panel B) exhibits a more modest divergence
in the initial years following the crisis, indicating

that basic financial access was less immediately
affected. However, the gap between the observed
and synthetic access trajectories widens over time,
suggesting a growing longer-term impact.

Since then, greater attention has been given to policy
coordination and to the use of expansionary measures,
as seen during the 2008—-2009 Global Financial Crisis
(GFC) and the COVID-19 pandemic, especially in
emerging market economies.! This evolution reflects a
recognition that effective crisis management requires
aligning macroeconomic stabilization with supportive
sectoral policies to avoid the suboptimal outcomes
witnessed in Indonesia.

1 Basri, M. C. (2018) shows that the GFC and the taper tandrum had much smaller impacts on the Indonesian economy than did the Asian
Financial Crisis (AFC). According to this author, Indonesia was more successful in overcoming the GFC, which was by far bigger in scale than
the AFC. Indonesia remained relatively unscathed from the GFC and taper tandrum due to a series of institutional reforms implemented since
1998, including banking (e.g., prudential regulation), fiscal (e.g., fiscal rule), and exchange rate reforms (e.g., introduction of flexible exchange
rate regime). See Appendix A.2 for a detailed analysis using the synthetic control method (SCM) in the AFC and the GFC.
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BOX 3. Why Context Matters—Macroeconomics, Institutions, and Structural Factors in Shaping Effective
Policy for Stabilization and Inclusion: The Case of Indonesia (continued)

FIGURE B3.1. Assessing Policy Impacts of the Toolkit in Indonesia during the 1997-1998 Asian Financial Crisis
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Note: Each panel displays the results of a synthetic control estimation, whereby the solid line represents the observed trajectory of financial
inclusion in the treated country and the dashed line represents the counterfactual scenario constructed from a weighted combination of
similar countries (the synthetic control) that did not experience the crisis in the same way. The vertical orange lines indicate the timing of the

Asian Financial Crisis. Divergence between the treated and synthetic lines after the crisis signals the estimated impact of the event on financial
inclusion, measured through the Financial Institution Depth Index and Financial Access Survey.
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debt moratoria, debt restructuring, or forbearance.”®
Currently available multilateral lending tools focus

on key steps needed for stabilization and recovery
rather than broad or rigid requirements (IMF 2024). By
allowing policy flexibility, offering gradual adjustment
financing, and monitoring risks to prevent future
shocks, the IMF aims to help countries restore stability
and lay the groundwork for sustainable, financially
inclusive growth (Moretti et al. 2020).

Beyond the reach of multilaterals and donors, the
design of consolidation strategies must explicitly
account for distributional consequences of crisis
response and the need for targeted support.
Adjustment measures can constrain microfinance
institutions (MFlIs), MSMEs, and vulnerable
households. Effective adjustment requires
complementary interventions to buffer the adverse
effects of macroeconomic tightening. Targeted
interventions could include cash-transfer programs,
targeted liquidity support for MFls, and credit
guarantees for MSMEs (Insight 3).

Empirical evidence reinforces the need for targeted
support. Econometric analysis for this study using
microdata from the World Bank Global Findex
database, shows that broad-based macroeconomic or
sectoral policies are generally ineffective in improving
financial inclusion among the most excluded
populations (Box 4 and Appendix A.1.5 and A.1.7).

This appears intuitive, as individuals do not uniformly
respond to the same tools. The analysis suggests that
the effectiveness of financial sector-specific policies
depends heavily on the individuals' levels of financial
inclusion; that is, those who already are well integrated
into the financial system tend to benefit the most
while the underserved remain largely unaffected.
During the immediate crisis-response phase as well

as throughout the consolidation period, policies must

ensure that financial access for the most vulnerable is
not only preserved but actively expanded.

Preserving financial inclusion and restoring stability
requires deliberate coordination. It does not occur

by chance; intentional action is essential, including
leveraging multiple stakeholders. Donors and
multilateral partners can provide resources to protect
the most vulnerable through social policies once

fiscal consolidation is underway without undermining
macroeconomic stability. Such measures may include
expanding government-backed guarantee programs
and invoking escape clauses to fiscal rules. This way,
fiscal policy can respond to unforeseen events without
jeopardizing the government'’s long-term commitment
to fiscal discipline.

By adopting these strategies, fiscal consolidation can
be made less burdensome for low-income households
and MSMEs. Reducing uncertainty and ensuring the
continued flow of credit to sectors and firms most in
need not only cushions immediate hardship but also
enhances their capacity to withstand future shocks.

15 Coelho and Zamil (2020) and Ehrentraud and Zamil (2020) encourage supervisors to continuously monitor whether bank loan restructuring
processes and loss estimates reflect macroeconomic conditions as well as the borrower's condition post-crisis, together with relevant
forward-looking information that affects the expected collectability of the bank’s lending expenditure.
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BOX 4. From Countries to Individuals: Is the Crisis Resolution Toolkit Equally Effective for the Most and Least

Financially Included?

In the micro-level analysis, a fresh look is taken

into how various sector-specific interventions and
macroeconomic stabilization policies, implemented
at the country level, impact financial inclusion at the
individual level. To do so, granular survey data from
over 300,000 people across more than 144 countries,
was retrieved from the World Bank Global Findex
database. Data from the 2011 and 2014 waves were
used, when numerous countries had implemented
financial sector-specific measures in contrast to
other survey waves (Appendixes A.1.5 and A1.7 offer
a complete description of the data, methodology,
results, and caveats).

The impact of policy measures on financial inclusion
was examined by considering individuals separately.
The main aim was to establish whether the same toolkit
affects everyone in the same way, ranging from those
who are entirely excluded from the system to those
who are highly included, this rather than focusing on
the overall impact on the average individual.

It is important to characterize individuals, since certain
personal traits consistently shape their likelihood

of being financially included. For instance, women

are generally less included than men, and this gap

Safeguarding Financial Inclusion During Crises

becomes even wider among people who are already
financially active. Older individuals also tend to be less
included than their younger counterparts. Education
and income contribute to existing disparities, as
individuals with higher schooling and income levels
are more likely to use financial services, especially if
they are already somewhat included.

Consistent with the results in Box 1, the analysis
suggests that capital injections, restructuring, and
rules generally had positive effects on financial
inclusion. However, not all individuals are affected

in the same way. Positive effects mostly went to
people who were already somewhat included. Those
underserved or excluded did not experience much
improvement (Figure B4.1).

What emerges is a clear message: when designing
interventions to stabilize the economy during a crisis,
it is not only about acting fast; it also is about acting
intentionally. Tailoring policies to support financial
inclusion, even before the crisis hits, will prevent a
widening of existing gaps and can even bring more
people into the formal financial system at a time when
they need it most.
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BOX 4. From Countries to Individuals: Is the Crisis Resolution Toolkit Equally Effective for the Most and Least

Financially Included? (continued)

FIGURE B4.1. Effects on the Quantiles of the Financial Inclusion Score, 2011
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Note: The figure presents the effects on the quantiles from 0.2 to 0.95 of the financial inclusion score, considering individual-level variables,
financial sector specific interventions, and macroeconomic stabilization policies. In each plot, the vertical axis represents the effect (i.e., the
quantile regression slope), while the horizontal axis represents the quantiles, ranging from individuals with low levels of access to and usage

of financial services (left) to those with higher levels of access and usage (right). The solid black line in each plot illustrates how these effects
vary across the distribution; the shadowed areas are bootstrapping confidence intervals at 95 percent of these effects, while the OLS slopes—
constant across all levels of financial inclusion—and their respective analytic confidence intervals are also presented for comparison, both in red.
This method highlights the heterogeneities captured by the methodology for this study, which traditional linear regressions fail to detect.

Insight 3: Targeted policies

go beyond conventional

methods and play a critical
role in preserving inclusion and
protecting the vulnerable in
times of crisis.

Preserving inclusion and strengthening resilience
in crises demand approaches beyond conventional
methods. Recent episodes of distress offer valuable

lessons for unconventional thinking in crisis

resolution. The Lebanese experience underscores

the importance of adopting innovative strategies to
protect the vulnerable, which can extend beyond
expanding the social protection network. Specifically,
strengthening the capacity of MFls can be considered
a complementary strategy that can outweigh the costs
of expanding social protection programs'® (Box 5).

While MFls have a critical role in serving the

vulnerable, ensuring their operational resilience in

crises presents significant challenges. Unlike banks,

16 CGAP (2020) suggests six key steps to be taken at the level of regulation and policy to account for the special features of microfinance and
the diversity of institutions offering microfinance services.
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BOX 5. Lebanon: Delayed or Absent Crisis Policy Responses Reversed Hard-Won Financial Inclusion Gains

Between 2019 and 2025, Lebanon experienced

a systemic banking crisis that sharply reversed
financial inclusion gains; this was triggered by a
slowdown in foreign currency inflows that had
long sustained government borrowing through the
banking system. By 2019, public confidence had
weakened, prompting temporary bank closures
and informal withdrawal limits. The government’s
2020 sovereign default impaired bank assets while
the COVID-19 pandemic and Beirut Port explosion
deepened institutional distress.

Policy responses prioritized managing liquidity
pressures over restoring bank solvency. Banque du
Liban, the central bank, capped access to foreign-
currency deposits, often allowing withdrawals only

in local currency at below-market rates, causing
significant depositor losses. Moreover, a divide
emerged: individuals receiving “fresh” foreign
currency, such as remittances, could freely deposit
and withdraw funds while others faced strict limits on
accessing legacy deposits held before the crisis. To
ease pressure on the exchange rate, the central bank
supplied cash dollars through its foreign exchange
platform, Sayrafa; this, however, did not restart
lending. Structural reforms were delayed or absent.

A bank restructuring law was passed only in 2025,
with decisions on loss allocation still pending. No
asset-management vehicle was created to offload
impaired bank assets and public recapitalization

was not attempted. Deposit insurance remained in
place nominally, but currency depreciation eroded
value, offering little meaningful protection. The
government'’s main crisis mitigation efforts leaned

on social protection, primarily government cash
transfers of nearly US$500 million to shield more than
160,000 poor and vulnerable individuals. Although this
provided some consumption smoothing, it did little to
restore formal credit flows.

These delays and gaps in policy response led to
sharp and sudden reversals in financial inclusion.
Account ownership fell from 45 percent in 2017 to
23 percent in 2024 and digital payment usage more

than halved, as many individuals exited the formal
system. Micro-, small-, and medium-sized enterprises
(MSME) lost access to formal credit and increasingly
relied on cash, supplier finance, or informal channels,
raising costs and reducing data trails. Private sector
credit flows fell by 22 percent—about US$12.5
billion—in the first eight months of 2020 alone. The
economy became increasingly cash-based, with
physical dollar transactions estimated at 46 percent
of gross domestic product by 2022, preserving
short-term liquidity for households and firms, while
expanding informality.

One notable exception came from donor-led efforts.
The World Bank’s B5 Fund provided nearly US$20
million in grants to microfinance institutions (MFI)

and MSMEs, sustaining a network of nearly 170,000
clients. It enabled MFIs to continue lending in “fresh”
dollars and preserving last-mile credit capacity,

even as commercial bank lending remained frozen.
Although not part of the standard crisis-response
toolkit, this support proved highly cost-effective,
indicatively at a cost of US$118 per client compared to
the cost of cash transfers at approximately US$3,500
per beneficiary. At the institutional level, leading MFI
Al Majmoua scaled a new U.S. dollar portfolio from
zero to over 26,000 clients in one year at an estimated
US$230 customer acquisition cost compared with
US$1,200 on its original portfolio—five times more
cost-effective and 10 times faster.

Lebanon offers a clear example of the need for timely,
inclusion-friendly policy responses in crisis recovery.
Delayed restructuring and liquidity rationing froze
formal lending, pushing MSMEs toward informal
channels. The experience also highlights the potential
for pairing conventional social protection measures
with targeted and complementary interventions such
as donor-led microfinance support, which can deliver
high reach at lower cost, preserve credit access, and
facilitate recovery. Without broader solvency support,
financial institutions could not scale lending, thus
stalling credit recovery and reversing inclusion gains.

Sources: Authors, based on Bangue du Liban (2020); IMF (2022); World Bank (2022, 2023, and 2024); and Fawaz et al. (2024).
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MFIs may be regulated or unregulated, can take
various legal forms, and are sometimes outside the
scope of prudential oversight by the financial safety
net.” This fragmented landscape complicates the
application of a single support strategy and the
conventional thinking of crisis response.

Alternative approaches could protect regulated as well
as nonregulated sections of the market. For regulated
MFls, authorities can leverage their policy arsenal and
introduce regulatory flexibility to ensure operational
resilience during crises, incentivize lending, and protect
distressed debtors. For unregulated MFls, authorities
may encourage commercial banks to support MFI
funding or even mobilize donor resources and
multilateral assistance for targeted rescue packages.

The COVID-19 episode offers another practical
illustration of how FSNAs can think outside the box

in order to protect the vulnerable in times of stress.
While the pandemic’s nature and triggers differed
from those of a typical systemic crisis (e.g., a public
health emergency of international concern'®), it
immediately inflicted a severe dual shock on supply
and demand worldwide. The global financial system
was under considerable strain and governments around
the globe not only acted faster and at a much larger
scale compared to prior systemic crises, but they also
designed more targeted responses.

During the pandemic, policy responses supported
lending to households and MSMEs by enhancing banks’
balance sheet capacity and creating incentives for
banks to use this capacity (Casanova et al. 2021).”° To
expand lending capacity, authorities relaxed capital

and liquidity requirements, granted flexibility in the
calculation of expected losses and the classification

17 See CGAP (2020) for a taxonomy of Microfinance Providers.

of nonperforming loans, implemented capital payout
restrictions, and facilitated moratoria on loan payments.

To incentivize lending, authorities designed loan
guarantees, used cash transfers, and provided funding
for lending. Available empirical evidence indicates that
comprehensive policy packages and the relatively
new measures supported the flow of credit to MSMEs
and households (e.g., Acharya and Steffen 2020;
Altavilla et al. 2021; Li et al. 2020; Bachas et al. 2021;
Budnik et al. 2021; Casanova et al. 2021; Jiménez et

al. 2022; Acosta-Henao et al. 2023; Kirti et al. 2023).
This is consistent with the view of authorities on the
effectiveness of their response (Box 6).

The COVID-19 experience suggests that in large,
economy-wide shocks, authorities benefit from
embedding an inclusion lens into their response. The
pandemic proved that it is possible to preserve the
stability and soundness of the financial system and
mitigate unintended exclusionary effects. However,
increased flexibility should avoid distorting markets,
promoting balance-sheet opacity, or encouraging
excessive risk-taking. Clear exit clauses and an
emphasis on the extraordinary nature of such measures
can limit fiscal costs, minimize moral hazard, encourage
risk revelation, and safeguard market discipline (IMF and
World Bank, 2020).

FSNAs need not wait until the next crisis hits to use the
existing tools to restore stability and preserve financial
inclusion. They can start by proactively implementing

a comprehensive approach that increases resilience

to unforeseen shocks, improves the ability to respond
to such shocks, and enables the conditions to access
contingency funds (Box 7).

18 A public health emergency of international concern is “an extraordinary event which is determined to constitute a public health risk to other
states through the international spread of disease and to potentially require a coordinated international response” (WHO 2019).

19 Casanova et al (2021) suggest policy measures supported bank lending during the pandemic through two mechanisms. First, authorities
increased bank’s capacity to lend by expanding their capital and strengthening their liquidity position. Second, authorities incentivized banks
to use this capacity by improving the risk-return trade-off for granting new credit.
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BOX 6. Innovative Approaches: Lessons Learned from the COVID-19 Pandemic

Although not a conventional systemic crisis, the
CQOVID-19 pandemic was a once-in-a-generation
shock that severely disrupted economies, households,
and businesses. Financial authorities were surveyed
for this study to understand which areas were most
adversely affected, the policy tools they deployed,
how effective they perceived the tools to be, and

the main challenges to preserving credit flows to
households and micro-, small-, and medium-sized
enterprises (MSME).

Authorities reported that economic activity, loan
collection, and credit demand were among the most
severely affected areas, with asset quality concerns
close behind. With increased liquidity support,
wholesale funding was not seen as significantly
impacted by the shock (Figure B6.1).

Compared to prior systemic crises, during Covid-19,
sustaining credit flows proved challenging amidst
operational disruptions. Not surprisingly, liquidity
shortages were less burdensome and credit standards
were less stringent than in past crises. Notably, during
the pandemic, it became harder to differentiate viable
borrowers from nonviable borrowers, highlighting the
need for granular and timely data (Figure B6.2).

Policy responses reflected macroeconomic
stabilization as well as financial sector-specific levers,
from conventional measures such as open-market
operations and reserve requirements to borrower-
focused relief through loan moratoria, debt
restructuring, and regulatory flexibility on capital
ratios, provisioning rules, and liquidity buffers. In
several cases, these were complemented by targeted
programs to troubled debtors and subsidized loans,

Safeguarding Financial Inclusion During Crises

pointing to the value of a well-sequenced mix of tools
that address not only supply-side but also demand-
side pressures (Figure B6.3).

Some lending tools, such as liquidity support, were
crucial for MSME finance, although less for sustaining
access to credit for households. The pandemic
highlighted that regulatory flexibility and loan
moratoria helped maintain credit to both segments.
Asset guarantees and subsidized loans mainly
benefited MSMEs, with limited impact on household
credit (Figure B6.4).

The COVID-19 experience suggests that in large,
economy-wide shocks, authorities benefit from
applying their interventions with flexibility, working in
close coordination with a wider set of stakeholders
and embedding an inclusion lens in crisis measures.
This means not only stabilizing the supply of finance
but also addressing demand-side conditions so that
households and firms can continue to participate in
the financial system.

Additionally, COVID-19 challenged authorities to
strike a balance between immediate support and
the risk of generating lasting scarring effects on the
financial system and the wider economy. Clear exit
clauses and an emphasis on the extraordinary nature
of such measures can limit fiscal costs, minimize
moral hazard, reduce balance-sheet opacity, and
safeguard market discipline (IMF and World Bank,
2020). In this way, the pandemic proved that

crisis policy responses can preserve stability and
soundness of the financial system as well as mitigate
unintended exclusionary effects.

28



Not impact Slightly Moderately
atall adverse adverse

Safeguarding Financial Inclusion During Crises 79



BOX 6. Innovative Approaches: Lessons Learned from the COVID-19 Pandemic (continued)

FIGURE B6.2. Challenges to Sustain the Flow of Credit: Covid-19 versus Prior Systemic Crises
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Notes: The figure reports responses to Question 11 (17): “From your authority’s perspective, how important were the following challenges in
preserving the flow of credit to MSMEs and households during this crisis episode (the pandemic)?” MSME = micro-, small-, and medium-sized
enterprises.

Safeguarding Financial Inclusion During Crises 30



BOX 6. Innovative Approaches: Lessons Learned from the COVID-19 Pandemic (continued)

FIGURE B6.3. Frequency of Usage of Policy Instruments during Covid-19

Frequency of usage

Guarantees Guarantees on deposits/liabilities 15.4%
Guarantees on loans 38.5%
Lending Liquidity support (e.g. collateralized 69.2%
lending, emergency lending) ’
Support for short-term wholesale funding markets 38.5%

Capital injections Recapitalization, capital injections

using public funds

7.7%
7.7%

Bailouts
Restructuring Bail-ins _ 7.7%
Asset Purchases of nonperforming illiquid assets 15.4%
Management
Securitization of troubled assets
Rules Bank holidays

Deposit moratoria
Flexibilization of capital ratios, provisioning rules

Loan moratoria, forbearance, or debt restructuring

84.6%

Other Open market operations, reserve
requirements, operational targets

Direct support to troubled debtors

Subsidized loans

38.5%

92.3%

Source: Authors.

Note: The figure reports aggregate responses to Question 14: “Please select the policy toolkit authorities deployed during the Covid-19 episode

(select all that apply, even if deployed by other country authorities).”
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BOX 6. Innovative Approaches: Lessons Learned from the COVID-19 Pandemic (continued)

FIGURE B6.4. Perceived Effectiveness on Micro-, Small-, and Medium-Sized Enterprises and Household Financing
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Notes: Responses to both questions are aggregated into a Likert scale. Question 15(16): “From your authority’s perspective, how effective were
these policy measures in addressing financial needs of MSMEs (households) during the Covid-19 shock? Select N/A if the policy tool was not
intended to address the financial needs of MSMEs (households).” MSME = micro-, small-, and medium-sized enterprises.
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BOX 7. Three Priority Areas to Improve Resilience before the Next Crisis Hits

Three priority areas can improve the capacity of
authorities to respond to the next crisis:

mitigation (Figure B7.1).

In terms of the second dimension, authorities agreed

()  Strengthen individuals’ capacity to cope with and
recover from unforeseen shocks.

that collecting real-time and granular information on
individuals at risk of financial vulnerability should be a
top priority. They also highlighted the need to develop
metrics of over-indebtedness, establishing prudential
requirements on debt service to income ratios,
building up countercyclical buffers in good times,

and leveraging stress test and sensibility scenarios to
inform policymaking (Figure B7.1).

(I Enhance the readiness of financial safety-net
authorities to detect early warning signals and
calibrate scenarios that account for the impact on
the vulnerable.

(Il) Create the conditions to ensure the country can
access emergency response and budget support

in case of crisis. Despite its potential to enhance flexibility by enabling

countries to access contingent resources during
shocks as well as to provide immediate funds for crisis
response, the third dimension is not regarded as a high
priority by those authorities surveyed (Figure B7.1).
This result underscores the need to raise awareness
about the diverse contingent resources multilateral
institutions offer for rapid financing during economic
shocks, disasters, and health emergencies.

For this study, the survey asked respondents to identify
the relative importance of each of these strategic
actions. Regarding the first dimension, authorities are
convinced of the importance of enhancing financial
capabilities among households and micro-, small-,

and medium-sized enterprises through informed
understanding of financial services beyond credit, as
well as the strategic use of insurance for effective risk

FIGURE B7.1. Three Priority Areas to Increase Resilience for the Next Crisis

v Perceived effectiveness on MSME finance
L
perception
1 2 3 4 5
Priority areas to increase resilience
Increase awareness of, support the safe use of, and build trust toward - 408 m
financial services (savings, credit, insurance, payments, pensions)
Encourage households and MSMEs to acquire greater financial
capabilities (managing finances, building up savings, understanding [ 4.31 .
and mitigating risks, understanding credit agreements)
Collect and monitor granular data on individuals at risk of financial
vulnerability (granular metrics of overindebtedness, debt/loan-to [ 4.08 »
income ratios)
Leverage from stress test and sensibility scenarios to inform - 4715 m
forecasting, early warnings and targeted measures ;
Access to financing for emergency support in case of crises [ . 3.54 i

Source: Authors.

Notes: The figure reports responses to Question 21: “From your institution’s perspective, how relevant are the following measures to improve
households’ and MSMEs' financial resilience against the next systemic crisis?” MSME — micro-, small-, and medium-sized enterprises.
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Conclusions

ESPITE THE BEST EFFORTS OF THE

authorities, there will be more systemic crises

in the future. Evidence from previous crises
highlights the importance of developing a deeper
understanding of available tools, their interplay, and
their potential impact on financial inclusion.

FSNAs have more power and more responsibility

than they may realize. By using existing tools with an
intentional focus on inclusion and being willing to adapt
and innovate, it is possible to navigate financial crises

in ways that minimize their exclusionary impact. The
message is clear: stability and inclusion are not rivals.
With the right approach, they can—and should—go
hand in hand; however, this alignment does not occur
by chance.

The three insights presented in Section 3 provide
actionable recommendations for FSNAs during crises,
supplementing best practices for effective crisis
response and resolution. These practical insights can
guide FSNAs seeking to integrate inclusion into crisis
preparedness, response, and recovery efforts. Figure 6
summarizes key actions for each stage of the crisis.

Safeguarding Financial Inclusion During Crises

A. Preparedness: Do not wait
for the next crisis; prepare
early warning systems and
ensure access to contingent
emergency funds

The analysis in this Working Paper offers evidence
that supports the widely accepted view that the
effectiveness of crisis response is largely determined
by the specific conditions within each country.

The case studies undertaken, detailed in Box 3 and
Appendix A.2, demonstrate that the same toolkit may
lead to varied financial inclusion outcomes, depending
on macroeconomic conditions and institutional
frameworks. This is why it is important to strengthen
the system before the storm begins. Consolidating
“macrofoundations” in normal times will reduce the
likelihood of painful and costly interventions when a
crisis strikes. This finding is aligned with the prevailing
consensus that credible, predictable policies in fiscal,
monetary, and exchange rate management will help
maintain access to contingency funds.

34



FIGURE 6. Integrating Inclusion in Crisis Preparedness, Response, and Recovery

A. Preparedness

+ Consolidating macrofoundations in normal times to limit
exclusionary effects in crises (Insight 1, Box 3).

Use complementary tools such as preventive resilience
(Insight 3, Box 7).

Increased granularity of data on MSMEs and households
to enhance early warning systems and inform decision
making (Insights 1and 3).

B. Response

« Include financial inclusion as a lever of crisis

C. Recover A. Preparedness
v/ P management (Insight 2).

Mitigation

Use existing tools (Insight 1)and supplement the
response with targeted measures on the vulnerable
(Insight 2).

Use complementary tools that can be cost effective in
B. Response reaching the vulnerable (e.g. supporting MFIs) (Insight 3).

C. Recovery/Mitigation

+ Comply with exit clauses and timelines to unwind relief
measures to prevent households and MSMEs become
reliant of indefinite support (Insight 3, Box 6).

-+ Foster collaboration between the financial safety net,
social protection agencies, the private sector and funders
(Insights 2 and 3).

Source: Authors.

Note: MFI = microfinance institution; MSME = micro-, small-, and medium-sized enterprises.

Crisis preparedness is not only a matter of Crisis preparedness and timely response rely on
macroeconomic stabilization policies and financial granular and real-time data. By using information
sector-specific responses. Authorities also should from multiple sources, including enterprise records,
prioritize complementary policies, such as preventive transactional data, and the credit repayment patterns
resilience as well as risk mitigation mechanisms such of individuals, authorities will be able to seamlessly

as insurance. To encourage insurance penetration, zoom from a highly aggregated level all the way down
authorities can use a mix of regulatory and market- to that of households and MSMEs. A flexible “zoom-in”
based tools to increase affordability, availability, and will enhance early warning systems and fuel targeted
understanding of insurance products.?® interventions on households and MSMEs, effectively

reducing the risk of exclusionary outcomes.

20 To this aim, authorities can consider expanding public insurance programs; establishing disaster insurance programs; simplifying regulatory
frameworks for microinsurance; encouraging the development of microinsurance products tailored to the needs of low-income customers;
promoting the usage of advanced tools to reduce underwriting costs; promoting financial literacy; and encouraging insurers to simplify policy
documents; among others.
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B. Response: When crisis hits,
use proven tools intentionally

The empirical analysis suggests that financial
inclusion should be actively integrated as a lever of
crisis response. Existing financial sector-specific
interventions, when strategically applied, can yield
positive outcomes for financial inclusion. The
country-level analysis demonstrated that lending,
capital injections, and effective restructuring in the
post-crisis phase can be all leveraged to support
financial inclusion.

Microdata estimates also indicated, however, that
applying the same toolkit to heterogeneous groups
could result in varying financial inclusion outcomes
and potentially exacerbate exclusionary effects.
Consequently, authorities must supplement existing
tools with targeted measures focused on the
vulnerable. Indeed, this in-depth, individual-level
analysis of financial inclusion shows that excluded
individuals are difficult to reach, even when the most
effective financial sector-specific interventions are
applied, thus emphasizing the need for intentional
policy design.

Since sector-wide interventions often fail to reach the
most excluded, financial inclusion should be treated
as a key element for resolving crises and promoting
long-term financial stability. To advance in this area,
section 3 outlined some potential approaches. For
example, in some specific crisis episodes, supporting
MFls could be more cost-effective than simply
expanding social protection networks. Furthermore,
donors and multilateral institutions play a key role in
supporting the safety net when the crisis initially hits,
establishing rescue packages to MFls, and introducing
incentives to lend during the consolidation phase.

Safeguarding Financial Inclusion During Crises

C. Recovery and Mitigation:
After the storm, coordinate
exit strategies and work with
multiple stakeholders to avoid
long-term exclusionary effects

Although Covid-19 does not qualify as a systemic
crisis, it offers valuable lessons regarding the need

for decisive action and clear communication on

the temporary nature of relief measures. In some
circumstances, temporary interventions in the
financial sector are unavoidable and even optimal.
However, these should be carefully calibrated to avoid
distorting markets, promoting balance-sheet opacity,
or encouraging excessive risk-taking in the future. Clear
exit clauses, transparent timelines, and an emphasis
on the extraordinary nature of such measures can limit
fiscal costs, minimize moral hazard, and safeguard
market discipline.

Supporting financial inclusion requires close
collaboration between the financial safety net, social
protection systems, and the private sector. Leveraging
comprehensive registries and the geospatial mapping
of MSMEs and vulnerable households can accelerate
the delivery of targeted subsidies or concessional
credit. Microfinance institutions—given their reach
and community knowledge—are valuable partners

in extending support to underserved populations. By
leveraging their existing expertise, governments can
potentially reduce the burden of social protection
networks and improve the targeting of beneficiaries
before the next crisis emerges.
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Appendix

A.l. Empirically Testing the
Effects of the Available Toolkit
on Financial Inclusion

To evaluate the potential effects of the toolkit
described in Section 2 on financial inclusion, the
empirical exercise in this Working Paper encompasses
two units of analysis: countries and individuals. Causal
inference at the macro level remains challenging, as is
often the case in observational studies where policy
interventions occur at the national level, measuring
their effects is prone to reverse causality and omitted
confounders. In this playing field, to strengthen the
credibility of the macro-level findings in this study
and to address the identification challenges, they are
complemented with a microeconomic perspective.

The macroeconomic approach analyzes the effects
of six tools on eight financial usage and five access
indicators at the country level, retrieved from the
Financial Access Survey (FAS) of the International
Monetary Fund (IMF) (Kendall et al. 2010). Two-way
fixed effect panel regressions are applied for a dataset
of 58 countries over the period 2004 to 2019. The
specification deliberately excludes fiscal stimulus and

monetary easing, which are treated as control variables,
due to the methodological challenges associated

with isolating the aggregate effects of stabilization
policies—a well-documented issue in the literature

on monetary and fiscal shocks (Nakamura et al.,, 2017).
These broader policies are, nonetheless, examined in
the microeconomic analysis.

The microeconomic approach uses conditional
quantile regressions (Koenker and Bassett, 1978;
Koenker 2005) to contrast the findings at the
country level and examine differential impacts of
crisis-specific interventions and broader stabilization
measures on individuals, conditional on their degree
of financial inclusion. To this aim, an individual-

level indicator is calculated, with 13 recurring
questions retrieved from the World Bank Global
Findex database.?’ Given the number of crises and
interventions reported during 2011 and 2014 the
analysis focuses on these two waves.

Naturally, both approaches incorporate a
comprehensive set of control variables that could
simultaneously influence not only the financial
inclusion outcomes but also the likelihood of a given

21 This indicator measures the frequency of access to and usage of financial services drawing from micro-level data from the World Bank Global
Findex database. A common set of questions across waves were identified and responses were normalized to a range from O to 10. Higher
values indicate the individual responded affirmatively to a higher number of questions, reflecting a more intensive access to and usage
of financial services (eg., debit cards, credit cards, loans, deposit withdrawals, mobile payments, electronic payments). The indicator was
introduced in Quevedo-Vega and Uribe (2025), “The power of Microdata from Global Findex.”

Safeguarding Financial Inclusion During Crises

31


https://www.cgap.org/blog/power-of-microdata-global-findex?utm_source=newsletter&utm_medium=email&utm_campaign=Sept2025

policy being implemented.?? The rationale behind

their selection draws from existing literature and a
data-driven causal search strategy of over 70 variables
that could act as confounders. This approach enhances
the accuracy of the estimations in this study, accounts
for the multiple dynamics at play during the unfolding
of a crisis as well as in the periods preceding it,
including its severity, the institutional factors, and the
macroeconomic environment in which policies are
implemented. The estimates of this study should be
interpreted as direct policy effects rather than total
effects. Larger total effects might emerge if one were
able to exclude all variables that potentially mediate the
relationship between policies and financial inclusion
outcomes. However, this conservative approach to
prioritize identification of direct effects and intuitive

economic interpretation has been deliberately adopted.

A.1.1 DATA AT THE COUNTRY LEVEL

On the macroeconomic side, the FAS (Kendall et al.
2010) database provides detailed data on access to
and usage of financial services spanning from 2004 to
2023. The dataset includes 121 original series and 70
standardized indicators for cross-country comparisons.

After merging the financial inclusion indicators with
the policy response database, the analysis covers 58
countries from 2004 to 2019.2 The sample comprises
26 advanced economies (Australia, Austria, Belgium,
Canada, Cyprus, Denmark, Estonia, Finland, France,
Germany, Greece, Iceland, Ireland, Italy, Japan,
Luxembourg, Netherlands, New Zealand, Norway,
Portugal, Republic of Korea, Slovak Republic, Spain,
Sweden, Switzerland, and the United Arab Emirates);
23 emerging markets (Argentina, Azerbaijan, Brazil,
Bulgaria, China, Colombia, Croatia, Hungary, India,
Indonesia, Kazakhstan, Latvia, Malaysia, Mexico, Poland,

Qatar, Romania, Russian Federation, Saudi Arabia,
Thailand, Trinidad and Tobago, Turkey, and Ukraine);
and 9 developing countries (Costa Rica, Dominican
Republic, Guyana, Honduras, Kenya, Moldova,
Mongolia, the Philippines, and Tunisia).

To mitigate the impact of missing data, the analysis
was restricted to financial inclusion indicators that
have at least 66 percent data availability (Figure A1).
These include the following: number of commercial
bank branches per 100,000 adults and per 1,000

km?, number of ATMs per 100,000 adults and per
1,000 km? number of insurance corporations per
100,000 adults; outstanding deposits with commercial
banks (as a percentage of gross domestic product
(GDP)); outstanding loans from commercial banks

(as a percentage of GDP); outstanding deposits

of the household sector with commercial banks

(as a percentage of GDP); outstanding loans from
commercial banks to the household sector (as a
percentage of GDP); and number of credit cards and
debit cards per 1,000 adults. Regarding the other
indicators included in this dataset, over one third of the
data points are not available (Figure A2).

Most significant data limitations are particularly evident
in the early years of the sample and there is notable
heterogeneity in the missing values across countries.
Some countries, such as Canada, exhibit poor
information for four indicators (credit and debit cards,
loans, and deposits to households). A similar issue,
though to a lesser extent, is observed for countries
such as the Philippines, the United Arab Emirates, and
others, particularly at the beginning of the sample
period. However, no country has missing data for all
access or use indicators (Figure A3)

22 Note that isolating the impact of policies on financial inclusion does not require, nor is it recommended to fully describe, all the determinants
of financial inclusion or policy implementation. Instead, focus was on the variables that, in principle, may influence not only outcomes
(financial inclusion) but also treatment variables (policy implementation). This approach aligns with the causal search algorithms employed, as
well as the use of potential outcomes and directed acyclic graphs in causal inference literature (Pearl 2009).

23 The sample excludes countries with limited data availability such as Guatemala, Guinea-Bissau, Kuwait, Nicaragua, Taiwan-China, the United

States, the United Kingdom, and Venezuela.
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FIGURE A.1. Number of Missing Observations for Selected Financial Access Survey Indicators, 2004-2019
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FIGURE A.2. Number of Missing Observations for Financial Access Survey Indicators, 2004-2019
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FIGURE A.3. Number of Missing Observations by Country

RUS CHN AZE
Numher of credit cards per 1,000 adults

mber of debit cards per 1:000 aduits

Outstanding deposits of household sector with commercial banks (% of GDP;
Outstanding rom commercial banks o househald sector (% of GDP!
lumber of insurafice corporalicns per 100,000 adults

fer of AT per 100000 adits

of ATMs per 1,000 km2

Number of commercial bank hranl:hes er 100,000 adults

Number of commercial bank branches per 1,000 kmz

utstan: ? Io: rom commercial banks (% of GDP;

Outanang Seboats wilh Gommer ol banks (% of GDP

year

.
.
.
.
.
.

m
123
o

BRA

.
.
.
BEL
Numher ul credit cards per 1,000 adults ———————=
Num| lebit cards per 1,000 ar ults —_——
Outstanding deposits of household SeCtor with commarcial BANKS (% of GO
OQutstanding s from commercial banks to household sector (% of GDP
Number of insurance CDI‘DDraIIDns Der 100,000 adults ®
Number of ATMs_per 100,000 adults ————¢
P
.
.
.
.
.

i

Numbe of A MspEr 1,000 km2

Number Df commercial bank branchas per 100,000 adults
niber of commercial bank branches per 1,000 km2
Outstanding loans from commercial banks (% of GDP;
Oulstanding deposits with commercial banks (% of GOP!
ea

.lﬂ.'.'. 1 esssesssecse
2 z
o @

sssscasseses ."..li...ll

GRC

T
=
z
s
z

Humber of credit cards per 1,000 adults

imber of debit cards per 1,000 adults

Outstanding deposits of household sector with commercial banks (% of GOP,
Outstanding rom commercial banks fo housenald sector (% of GDP!
lumber of insurafice corporalions per 100,000 aduts

iger of ATH per 100,000 aduits

Number of commercial bank hram:hes er mu 000 adults
umber of commercial bank branches per 1,000 km2
Outstanding loans from commercial banks (% of GDP,
Outstanding deposits with commercial banks (% of GDP’

onq-“-llo- sssccnse

3
[

5L

.
-
.
.
.
-
-
.
.
.
-
.
Hurmber of credit cards per 1,000 aduls 3
umber of debit cards per 1:000 adults —
omstanmnug sposits of housshold ssctor with commercial banks (7 of GOE)
Outstanding oans from commercial banks to housenald sector (% of GDP) ¢
mber of insurafice corporalions per 100000 adults  ————
mger of ATM par 100,000 adults &
umber of ATMs per 1,000 km2 &
Number of commercial bark Drancnes per 100,000 s o
of commercial bank branches per 1.000kmz
e o e T o .
Outstanding deposits with commercial banks (% of GOP) ®
year #

IRL

[ —
P —-4
.

.

.

.

.

.

-

.

.

.

LVA MEX

.

.

S S S S S
.

.

.

.

.

-

.

.

.

POL PRT

— e
4
.
.
.
.
.
.
.
.
.
.

o
2

NZL

Variables
2
z
o

umber of credit cards per 1,000 adus ————————%
ebit cards per 1,000 adults ———————=
Outstandin ﬂe osits of hausshold St s Sbreia) D (5 ofGDR] ——
Outstanding loans from commercial banks to household sector (% of GOP) ———e
Number of insuranioe corporalions por 100,000 aduts
ier of ATHS per 100,000 aduts ———
ber of AThs per 1,000 kmZ ——e
Number of commercial barts nrancnes er 100,000 aduits ¢
= of commercial bank branches per 1.000 kmz
.
.
QAT
I N -4
.
.
.
-
-
.
.
—_—
—
-

Outstanding loans from commercial banks (% of GOP,
Outstanding deposils with commercial banks {% of GOP!
y

i i

23
=
=

a
=
3
=
=
@

SWE

umber of credit cards per 1,000 adults
of debil cards per 1,000 adults
Oulstanding deposits of Hausshold Soor s o ereia) e (5L of Sl
Ouistan m ns from commercial banks to household sector (% of GO
lumber of insurafice corporalians per 100,000 acuite
e of ATHS per 100,000 aduits
mber Ms per'1,000 km2
Number of commercial barts nrancnes er 100,000 adults
umber of commercial bank branches per'1.000 km2
Outstanding loans from commercial banks (% of GOP,
Outstanding deposils with commercial banks {% of GOP!
year

...11... . ..........ll sssssssssses c-co-oo-n.\
£ g z

ssssssscssse

[}
&
=
I
z
]

Number of credi cards per 1,000 aduits
of debit cards per 1:000 adults
Oulstanding deposits of housshold setion yalh cpmimercis bk % of GOP,
Oulstanding loans fi household sector (% of GOP.
Nusnber of kussnce corporations per 106, 30D adra
iger af ATHS per 100,000 aduits

of AThs per
Numper of commercial bank hranches o mo DDD adults

umber of commercial ba

uieTanding loans ot cammercial banke (0 o1 Bb
Ouistanding deposits with commercial banks (4 of GOP
year ®

.

.

.

-

.

.

.
—e
—

.

.

.

.

.

.

-

.

.

.
—s
—

.

.

.
—.
—-

.

-

.

.

.

.

.

.

.

.

.

.

.

-

.

.

.

.

.

»

.

.

.

.

.

.

.

.

.

.

.
e
.

.

.

.
—
—
.

.

.
—
—e

3” ol

*L".l* to-oooouoool seesesscee es0sesssense oon-coo-ooll ooo”‘lluollu esssesssecse

1

o ssssssssss
o ssssssses

© sseee

@«
=
o

@*

Number of credit cards per 1,000 adults =8 —

umber of debit cards per 1.000 adults  —#
Oulstanding deposits of houszhald sectar with Chmotreaal Sanis (5 of el

Oustan m ns from commercial banks to household sector (% of GOP!

Number of insuranice corporations per 100,000 aduts

ber of ATMs per 100,000 adults

mber of AThs per'1.000 km2

Numper of commercial bank branches per 100,000 aduits

of commercial bank branches p
uieTanding loans ot cammercial banke (0 o1 Bb
Outstanding dbposis with commeraial banks (% of GDP

# Missing

Source: Authors and Financial Access Survey of the International Monetary Fund.

Safeguarding Financial Inclusion During Crises



A.1.2 DATA AT THE INDIVIDUAL LEVEL

The World Bank Global Findex database (Demirgic-
Kunt et al. 2013, 2015, 2018, 2021) was used to estimate
effects at the individual level. Every three years Gallup,
on behalf of the World Bank, surveys individuals aged
15 and older across more than 140 countries, each
wave?* on how they access and use financial services,
focusing on bank account ownership, credit, savings,
payments, and digital financial services.

The analysis is restricted to the 2011 and 2014 waves
where a sufficiently large number of crises and
interventions have been recorded. The remaining
waves were excluded—specifically in 2017 when there
are only candidate crises and 2021 when all countries
were affected simultaneously by the pandemic—, thus
impeding the identification of the marginal effects of
policy interventions.

An indicator was created to measure the frequency of
access to and usage of financial services, drawing from
individual responses to 13 recurring questions in the
four waves of the Global Findex. The more questions

a respondent answered affirmatively—indicating the
usage of or access to a financial service (e.g., debit
accounts, debit cards, credit cards, loans, deposits,
withdrawals, mobile payments, electronic payments,
etc.)—the higher the score assigned to that individual.
The indicator is normalized to range from O to 10, with
higher values indicating greater financial inclusion.
Table A1 lists the questions retrieved for this Working
Paper and their respective code in each wave.

The score is plotted in Figure A.4. In all three cases the
score exhibits a large proportion of zeros, representing
individuals who answer negatively to all questions.

For those with a score greater than zero, the levels of
financial inclusion can vary significantly. This score is
used in the cross-sectional quantile regressions.

TABLE A.1. Questions Retrieved to Build the Financial
Inclusion Score

Code
Question Code 2011 2014
Has a debit card g3a q2
Has a credit card q3b a5
Paid utility bills using an account  g8b g31b
Received wage payments into
account q9a g36bc
Received government transfers
into account q9b q40bc
Received remittances q9c g29b
Sent remittances qod q27b
Saved in a financial institution ql3a q18a
Borrowed money from a financial
institution ql4a g2l1a
Has a loan for home purchase ql5a q20

Paid utility bills using mobile

phone ql5ala g3lc

Sent money through mobile

phone q15alb qg27¢
Uses financial services for health
purposes q15d g22b

Source: Authors.

Note: The maximum of the indicator is normalized every year to be 10
and the minimum is zero by construction.

24 The sample size varies across countries but often reaches thousands of respondents in each jurisdiction. In 2011, 149,761 people were
surveyed across 148 countries, with 53 questions asked. In 2014, the survey covered 146,688 individuals in 146 countries and included 86
questions. In 2017, the survey reached 154,923 respondents across 144 countries, with 105 questions posed. Finally, in 2021, the survey was
conducted with 143,887 individuals across 115 countries, featuring 125 questions. The methodology emphasizes a representative sample of
the adult population, ensuring that data reflects financial aspects of individuals across various income levels and demographic groups.
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FIGURE A.4. Financial Inclusion Score 2011, 2014
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Source: Authors, with microdata from the World Bank Global Findex. To exemplify the distribution data is reported for the 2011 and 2014 waves.

A.1.3. CONTROL VARIABLES

The analysis leverages from a comprehensive set of
potential covariates, drawing from existing literature.
These 79 variables encompass a broad range of
country characteristics, including macroeconomic,
institutional, financial, technological, and
developmental frameworks, as well as external sector
factors. All of these are sourced from the World Bank
Group and the International Monetary Fund. In addition,
the Financial Openness Index was retrieved from
Chinn-1to and the Economic Complexity Indicator from
Harvard Kennedy School’s Growth Lab.

Missing values in the covariate set amount to 8.69
percent of the total for the period 2004 to 2019. To
maximize the available information and retain as much
data as possible for the main analysis, the dataset

of covariates is balanced using Machine Learning.
Specifically, Random Forest is employed, a Machine
Learning technique known for its robustness in
handling complex and nonlinear relationships in the
data. This approach follows the methodology outlined
by Stekhoven and Bihlmann (2012), where missing
values are treated as the target variable in a predictive
modeling framework. The strength of Random Forest

Safeguarding Financial Inclusion During Crises

lies in its ensemble nature (i.e., bagging) which reduces
overfitting while also being less sensitive to noise. It
outperforms other methods such as linear models or
factor-based approaches like the Tall-Wide estimator
(Cahan et al. 2023) and latent factor models (Xiong
and Pelger 2023), which are more suited for linear data
relationships and cannot capture nonlinear features.

This method was not applied to the outcome variables,
as they are used as originally provided in their
respective datasets.

A.1.4. MACRO-LEVEL ESTIMATIONS:
TWO-WAY-FIXED EFFECT PANEL
REGRESSIONS

Given that policy interventions are often implemented
in packages with multiple policies being applied
simultaneously, there is significant correlation

among the categorical variables that measure these
interventions over time. As a result, deciding whether
to include all policies and their interaction effects in
the model simultaneously or whether to include only
one policy at a time is not a trivial matter. Given the
richness of the cross-country dataset, it is feasible and
preferable to include all policies and their interactions
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in the same model. This strategy enables one to isolate
marginal policy effects. In contrast, including only one
policy at a time fails to capture the distinct effects of
individual policies and policy packages.

A panel data model for each financial inclusion
indicator is employed, with two-way fixed effects and
Newey-West robust standard errors described by the
following equation:

Fl;; =a; +w; -/-ﬁPOLPOLit +ﬁX¢t + w;z, (1)

where F'I;; is the financial inclusion outcome of
interest. This indicator can be either a financial
inclusion access indicator such as Bank Branches
per 1,000 km2 or 100,000 Adults; ATMs per 1,000
km? or 100,000 Adults or the Number of Insurance
Corporations; or a usage indicator such as Number
of Deposit Accounts; Deposits as a percentage of
GDP; Household Deposits as a percentage of GDP;
Deposits with other non-bank financial institutions
as a percentage of GDP; Loans as a percentage of
GDP; Loans to Households as a percentage of GDP;
Number of Credit Cards per 100,000 Adults; Number
of Debit Cards per 100,000 Adulits.

a;,wy represent the individual (country) and time
(year) fixed effects that must be accounted for in the
empirical specification. Meanwhile, BPOL is a vector of
parameters that measures the effect of the six policy

interventions: Lending, Guarantees, Capital Injections,

Restructuring, Rules or Asset Management. In the
policy vector (POL;.), the six stand-alone intervention
categories are included and all possible interactions
among them.?®

uj represents an idiosyncratic error term, while X;;
includes the control variables, which are treated as
nuisance parameters in the model specifications.
This set of controls is selected based on theoretical
considerations to identify country characteristics
that could act as potential confounders, thereby

influencing not only the likelihood of a policy
intervention but also the financial inclusion outcome.
The set of control variables also includes a dummy
variable indicating whether a crisis qualifies as a
candidate crisis according to the classification by
Metrick and Schmelzing (2021), along with all possible
interactions between this binary classification and
the various policies. This approach ensures that the
estimated effects in the baseline scenario correspond
to confirmed crises, while also allowing one to
observe how policy impacts may differ when a crisis
does not fully materialize but a policy measure is
nonetheless enacted.

Regressions were conducted using two different sets
of regressors: a reduced set and an enhanced set. The
enhanced set includes additional variables identified
through causal search algorithms applied to the full
dataset (which contains approximately 79 potential
confounders). The Hill-Climbing algorithm was applied,
which is a popular score-based method for learning the
structure of Bayesian networks (Koller and Friedman
2009). This method operates by iteratively exploring
the space of possible causal network structures,
starting from an initial configuration and moving toward
a better model using BIC or AIC as reference. At each
step, the algorithm evaluates small changes—such as
adding, deleting, or reversing an edge—and selects
the move that most improves the network score.
Implementation in R, is available from the bnlearn
package (Scutari 2010). Hill-Climbing is widely used
because of its simplicity, computational efficiency,
and good empirical performance for medium-sized
networks (Koller and Friedman 2009), as is the case for
this particular study.

Following the preliminary causal search, only the
variables (e.g., population growth, expenditure on
research and development, and the percentage
of the working population that is self-employed)
were retained. These can be economically linked
to the financial inclusion outcome variables which

25 Excluded are cases where there is no intervention or where interventions are labeled as “Other” in the Metrick and Schmelzing's (2021) dataset.
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consistently influence several of these outcomes.

Not included were the policy variables in the search;
instead, variables from the “parents” set of financial
inclusion indicators were selected, which also are

likely to impact policy realizations. This approach
appears more conservative than simply relying on the
optimization of the Hill-Climbing algorithm and, indeed,
it enabled identification of some variables, described in
Table A.2, that were originally absent from the control
set but are potentially relevant to this study.

The panel regression results reported in Box 1
correspond to the enhanced model, as specified

in Equation (1). Results for the restricted model are
not shown but are similar to those presented here.

It is important to note that some of the variables are
expressed as ratios, while others are growth rates,
ensuring that this model accounts not only for cross-
sectional differences between countries but also for
time variations in how a crisis may develop.

A.1.5. MICRO-LEVEL ESTIMATIONS:
QUANTILE REGRESSION MODELS

In traditional linear regression, the model is expressed
as in Equation (1), with By; = EfBz; =y, where yis the
conditional mean of y; given x;. In contrast, quantile
regression assumes the #-th quantile of y; conditional
onz;as Qy,z, = xiB(6) where Qy, |, represents the
0-th quantile of the outcome variable ¥y;; €; denotes the
policy variables and the control variables, and 3 (9) is
the coefficient measuring the association between the
explanatory variables and the 6-th quantile of outcome.

Formally, the model in Equation (1) is expanded to explain
the entire conditional distribution of financial inclusion
scores F'I; in each wave of the Global Findex Survey. To
this end, it is generalized (1) in the following way:

Q%‘I,-t =af + 6?30LtPOLit + ﬂg(tXit. ()
Vt € {2011,2014}, where o is the intercept
corresponding to year t and quantile 8 or, in other

words, the 6th conditional quantile of F'I; in year
t given treatment and control variables on the
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TABLE A.2. Control Variables in a Restricted
and an Expanded Model

Indicator

IMF Financial Stress Indicator
Financial Openness Indicator
Economic Complexity Indicator

Foreign Direct Investment-
Net Outflows

Control of Corruption

Bank Nonperforming Loans to
Total Gross Loans (%)

Bank Capital to Assets Ratio (%)

Bank Liquid Reserves to Bank
Assets Ratio (%)

Broad Money (% Of GDP)
Broad Money Growth (Annual %)
Inflation

Research and Development
Expenditure (% of GDP)

Government Effectiveness

Exports of Goods and Services
(% Of GDP)

Gross Fixed Capital Formation
(Annual % Growth)

Gross Domestic Product Growth
(Annual %)

Rule of Law

Self-Employed (%)

Population Growth (Annual %)
Voice and Accountability

Financial Institutions
Efficiency Index

Government Debt (% GDP)

Source: Authors.

Restricted
Model

X
X
X

>

X
X
X

X X X X

X X X X X

Enhanced
Model

Note: GDP = gross domestic product; IMF = International Monetary

Fund.
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right-hand side (RHS) of the equation. Note that

QY%y, =inf {FI; : C; (FI|[POLy, X;) > 0} where
C; () is the cumulative distribution function of FI ;.
Note that Equation (2) does not contain a random term
because Q%‘I,;t is deterministic. The coefficients on the
RHS have superscripts because they change for each
value of 6. Therefore, the following:

(o, Bbor,s Ry,) = argminy s,,, 5 E oo (Fu — o — BporPOL — Bx X ), (3)
where po (+) is a loss function, given by

Po (6) = (1 — G)I{e<0} ]e] + GI{E>0} ]e
is an indicator function that is equal to 1 when the

. where I.g

subscript is true and O otherwise. As is well known,
the formulation in Equation (3) leads to the solution
of a linear programming optimization problem. See
Uribe and Guillen (2020) for a short introduction to
the topic, while the basic structure of the problem
and the counterpart algorithm solution can be found
in Koenker (2005). To estimate the models in Equation
(2) and Equation (3), the widely used specification for
conditional quantile estimation, proposed by Koenker
and Bassett (1978), is adopted. Specifically, separate
cross-sectional quantile regressions for each wave

of the Global Findex Survey (2011 and 2014) were
conducted and the coefficients are reported for policy
and control variables in the results section A.1.7. The
set of regressors differs between the two survey
waves, as the policy mix varied in both years. Similarly,
interactions with the candidate crisis variables are
subject to the same restriction.

A.1.6. MACRO-LEVEL RESULTS

The results from the macro model of this study,
outlined in Equation (1), are presented in Tables
A.3—A.5 and Figure A.5. Table A.3 summarizes the
main effects and their statistical significance at the
95 percent confidence level. The first column lists the
individual policy interventions along with all possible
interactions among the six policy measures. Column 2
through Column 14 correspond to the 13 dimensions
of financial inclusion considered in this analysis: eight
usage indicators (Column 2 to Column 9) and five
access indicators (Column 10 to Column 14). For each
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indicator, a panel regression is estimated, based on the
enhanced specification of Equation (1). Statistically
significant positive effects are indicated with a

plus sign and highlighted in blue, while statistically
significant negative effects are represented with a
minus sign and highlighted in orange.

Figure A.5 also reports significant as well as
nonsignificant effects of all policy interventions with
their corresponding 95-percent confidence intervals
across each financial inclusion indicator in individual
subplots. Panel A focuses on the usage dimension,
while Panel B shows the access indicators.

Table A.4 provides an overview of the interaction
effects between the candidate crisis variables and
policy interventions, illustrating how the estimated
effects change when a crisis does not materialize but
the policies are implemented. Finally, Table A.5 includes
point estimates for statistically significant effects.

A general observation from Table A3 is that financial
access indicators are, overall, less sensitive than usage
indicators, particularly when policies are implemented
alone. This may reflect that access indicators exhibit
greater responsiveness to demographic factors,
broader structural transformations in the economy,
and technological variables—as noted by Espinosa-
Vega et al. (2020)—than stand-alone responses to
systemic crises.

By integrating the general patterns observed in Table
A.3 and Figure A.5 with the numerical estimates in
Table A.5, several insights emerge regarding the impact
of financial crisis interventions on financial inclusion
outcomes. Capital injections stand out as the most
consistently positive policy, increasing household bank
deposits by 3.86 percent of GDP, boosting household-
sector lending by 6.06 percent of GDP, and raising total
loans by 11.13 percent of GDP.

While combining capital injections with other
interventions mostly generate additional benefits,
these interactions might involve trade-offs. For
example, pairing capital injections with guarantees
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increases nonbank deposits by 5.87 percent of GDP
but reduces household deposits by 3.77 percent of
GDP. Similarly, combining capital injections with rules
raises bank deposits by 9.91 percent of GDP while
decreasing nonbank deposits by 4.29 percent of GDP.

One particularly favorable combination is capital and
lending, which expands debit card penetration by 431
cards per 100,000 adults and significantly increases
ATM availability. Overall, implementing capital injections
alone or alongside other interventions yields positive
effects across 9 of the 13 financial inclusion dimensions
analyzed, with exceptions being the number of credit
cards, insurance corporations, bank branches per
100,000 adults, and ATMs per 1,000 km?, which are not
impacted by capital injections in a significant way.

These findings align with prior studies showing that
capital injections can positively affect welfare—in this
case, through financial inclusion—outweighing their
cost to taxpayers. For example, Veronesi and Zingales
(2010) find that the large-scale U.S. government
recapitalization following the 2008 subprime crisis
significantly reduced the probability of bankruptcy
among major financial institutions and generated
billions of dollars in value, exceeding the costs borne by
the government and taxpayers.

In contrast to capital injections, liability and blanket
guarantees are consistently associated with negative
outcomes for financial inclusion, even after controlling
for variables that capture the crisis severity, as
demonstrated in this study. Guarantees reduce
household loans by 8.41 percent of GDP and debit
card adoption by 737 cards per 1,000 adults, with
these adverse effects worsening when guarantees
are combined with other policy measures, particularly
rules-based approaches. For example, combining
guarantees with lending policies leads to a decline in
the number of bank branches per 1,000 km2 When
paired with capital injections, guarantees increase
deposit accounts with nonbank intermediaries by
5.87 percent of GDP but simultaneously decrease
household bank deposits by 3.77 percent of GDP with
respect to the base category.
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The combination of guarantees with rules-based

policies is associated to the most negative outcomes for
financial inclusion, a reduction of deposits with nonbank
intermediaries by 4.18 percent of GDP, household bank
deposits by 4.56 percent, and debit card issuance by
1,090 cards per 1,000 adults. It also adds a significant
decrease in the number of bank branches per 1,000 km?
(-6.52) and per 100,000 adults (-4.96).

Demirgiic-Kunt et al. (2015) highlight the role of
deposit guarantees as an effective tool for preventing
banking runs, noting that insured deposits remained
largely stable during the global financial crisis, with
few exceptions worldwide. However, they caution
against the unintended consequences of increasing
reliance on liability guarantees—specifically due

to the potential strain on government finances,
questioning whether governments can adequately
support existing commitments while minimizing moral
hazard risks. The first concern is especially relevant
today, as the health of financial institutions and public
finance has become increasingly interconnected—a
phenomenon known as the “doom loop” in the
literature, which underscores the nexus between
banking and sovereign risk. This dynamic is particularly
acute in contexts of high public debt, as seen
currently in many emerging market economies.

Laeven and Valencia (2012) find that while blanket
guarantees are generally effective in restoring
domestic depositor confidence, they have little impact
on limiting capital outflows by foreign creditors.
Similarly, Honohan and Klingebiel (2003) report that
such guarantees often carry significant fiscal costs,
largely because they are typically deployed during
periods of particularly severe financial crises.

A similar argument could be made for combinations
involving capital injections and rules, as both
interventions are typically deployed in deep financial
crises. Moreover, capital injections often occur in later
stages of a crisis, once liquidity support measures have
been exhausted (Laeven 2011).
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Lending interventions are positively associated with
an increase in the number of deposit accounts per
1,000 adults (by 512 accounts). When combined with
capital injections, lending is also positively linked to

an increase in the number of debit cards (430.77 per
1,000 adults) and in ATM density (14.14 additional ATMs
per 100,000 km?). The combination of lending with
restructuring produces positive net effects, notably
boosting household loans (by 6.89 percent of GDP)
and increasing the number of credit cards (by 343.92
per 1,000 adults), although it also results in a decline in
household deposits (-6.55 percent of GDP). In contrast,
combinations of lending with asset management

and with rules-based policies yield mostly negative
outcomes. Lending combined with asset management
significantly reduces the number of credit (-510.27)
and debit cards (-440.83). Meanwhile, lending
combined with rules decreases deposits with nonbank
intermediaries (-3.75 percent) and the number of bank
branches per 100,000 km?2 (-6.05), although it does
lead to an increase in total deposits as a share of GDP
(by 7.67 percent).

The effects of restructuring programs are mixed but
generally positive. When implemented on their own,
restructuring measures are associated with increases in
household deposits as a share of GDP (6.09 percent),
the number of debit cards (1,108.87 per 1,000 adults),
and the number of insurance corporations (1.01 per
100,000 adults), while negatively affecting only the
number of credit cards per 1,000 adults (-840.24).
When combined with other policies, restructuring
continues to show a generally positive impact on
financial inclusion. For example, the combination of
restructuring and asset management increases loans
as a percentage of GDP (13.13 percent) and raises the
number of bank branches per 100,000 adults (7.31).
Similarly, when combined with rules-based policies,
restructuring positively affects total deposits as a share
of GDP (9.42 percent) and household deposits (4.05
percent), with the only negative effect being a decline
in the number of debit cards (-794.54 per 1,000 adults).
Even in combination with guarantees, the effects

are balanced—negative for the number of insurance
corporations (-0.55 per 100,000 adults) but positive
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for debit card issuance (487.12 per 1,000 adults). When
paired with capital injections, however, restructuring
does not seem to provide additional benefits beyond
those already associated with capital injections alone.

Rules are statistically associated with a negative

effect on deposits as a percentage of GDP, which is
consistent with their purpose: to delay rather than
prevent the risk of depositor run-offs. The interactions
of rules with lending and capital injections, previously
discussed, also appear balanced—showing one
positive and one negative effect in the case of lending,
and two positive and two negative effects in the case
of capital injections. The only remaining combination,
between rules and asset management, shows no
significant effects on either access or usage indicators
of financial inclusion.

Among all the policies analyzed, asset management
interventions show the fewest significant effects on
financial inclusion. On their own, these measures are
not significantly associated with any dimension of
financial inclusion. However, as discussed earlier, asset
management positively complements restructuring
efforts and negatively interacts with lending policies.
All other combinations are also nonsignificant.

Overall, the results complement previous literature
by highlighting the generally positive effects of
certain interventions, such as capital injections,
restructuring, and lending, while drawing attention to
the less favorable outcomes associated with liability
guarantees. Rules-based policies tend to produce
more balanced effects, while asset management
interventions mostly show no significant impact on
financial inclusion.

Turning attention to the results reported in Table A .4,
the analysis reveals significant variation in how policy
interventions affect financial inclusion, depending

on whether the episode is classified as an actual

crisis or a candidate crisis. This distinction proves
analytically valuable, as systematic differences in
policy effectiveness are observed across these
scenarios (Table A.4 and Figure A.5). Notably, financial
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inclusion metrics related to usage (e.g., deposits and
loans) are more sensitive to the candidate/actual

crisis distinction than access indicators (e.g., branch
networks). Guarantee-based policies perform relatively
better during candidate episodes, showing improved
outcomes for household deposits and lending.

This suggests that blanket guarantees are not
inherently harmful but tend to become more
detrimental when deployed during severe crises.
Nevertheless, the positive interactions observed during
candidate crises only partially offset the negative
effects on household loans (—8.41 percent of GDP
versus +7.35 percent of GDP) and do not reverse the
negative impact on the number of credit cards. Positive
effects associated with guarantees, instead, are found
in broader financial inclusion dimensions, such as loans
to all sectors and deposits as a percentage of GDP.

Safeguarding Financial Inclusion During Crises

Overall, these findings offer a more nuanced
understanding of guarantee-based interventions:
their negative effects are most pronounced when
market disruptions, such as increased moral hazard
and adverse selection between consumer segments,
undermine financial inclusion. Conversely, interventions
such as capital injections and asset management tend
to weaken or even turn negative when implemented
beyond the crisis context, while restructuring and
lending policies display a more even effect across
indicators during candidate episodes. The findings in
Table A.4 highlight how crisis timing and identification
fundamentally shape the financial inclusion impacts of
stabilization policies.
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TABLE A.3. Summary of the Sign and Significance of the Effects of Policies and Their Interactions

USE ACCESS

Bank Bank ATMs per
Insurance Branches/  Branches/ 100,000
Corp. km2 o) km2

Dep. Loans
of House Loans House
(% GDP) (% GDP) (% GDP)

Credit
Cards

Dep others Dep
(% GDP) Accounts

Deposits
(% GDP)

Lending i
Capital + + + +
Guarantees - -
Restructuring

Asset Management

Rules -

ATMs per
100,000
Adults

Lending*Capital +
Lending*Guarantees -
Lending*Restructuring - + +
Lending*Asset Management o -
Lending*Rules - + -
Capital*Guarantees + -
Capital*Restructuring

Capital*Asset Management

Capital*Rules - +
Guarantees*Restructuring + -
Guarantees*Asset Management
Guarantees*Rules - - = o -
Restructuring*Asset Management + +
Restructuring*Rules +

Asset Management*Rules

Source: Authors.

Note: The table summarizes the results of the models presented in Box 1. Only significant effects at the 95-percent confidence level are highlighted: positive effects are marked in blue with a cross

while negative effects are marked in orange with a minus sign.
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FIGURE A.5. Responses to Policies and Policy Packages (Enhanced Model)

Panel A. Financial Access Survey-Use Indicators
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FIGURE A.5. Responses to Policies and Policy Packages (Enhanced Model) (continued)

Panel B. Financial Access Survey- Access Indicators
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Source: Authors.

Note: The figure shows the results of the model presented in Equation (1) for different financial inclusion outcomes. Only policy variables are
included. Cl = Confidence Interval; GDP = gross domestic product.
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TABLE A.4. Summary of the Sign and Significance of the Effects of Policies Interactions with Candidate Crises

USE ACCESS
Dep. Loans Bank Bank ATMs per ATMs per
Dep others Dep Deposits of House Loans House Credit Debit Insurance Branches/  Branches/ 100,000 100,000
(% GDP) Accounts (% GDP) (% GDP) (% GDP) (% GDP) Cards Cards Corp. km2 Pop km2 Adults

Candidate*Lending + -
Candidate*Capital o -
Candidate*Guarantees + + +
Candidate*Restructuring = + -

Candidate*Asset Management - -

Candidate*Rules +

Source: Authors.

Note: The table summarizes the results of the models presented in Box 1 regarding interactions with the candidate crisis variable. Only significant effects at the 95-percent confidence level are
highlighted: positive effects are marked in blue with a cross while negative effects are marked in orange with a minus.
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TABLE A.5. Summary of Significant Effects

Dependent Variable

Number of commercial bank branches per 1,000 km2

Number of commercial bank branches per 1,000 km2

Number of commercial bank branches per 1,000 km2

Number of commercial bank branches per 100,000 adults

Number of commercial bank branches per 100,000 adults

Number of commercial bank branches per 100,000 adults

Number of commercial bank branches per 100,000 adults

Number of commercial bank branches per 100,000 adults

Number of ATMs per 100,000 adults

Number of insurance corporations per 100,000 adults

Number of insurance corporations per 100,000 adults

Number of deposit accounts with commercial banks per 1,000 adults
Outstanding deposits with commercial banks (% of GDP)

Outstanding deposits with commercial banks (% of GDP)

Outstanding deposits with commercial banks (% of GDP)

Outstanding deposits with commercial banks (% of GDP)

Outstanding deposits with commercial banks (% of GDP)

Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits of household sector with commercial banks (% of GDP)
Outstanding deposits with other deposit takers (% of GDP)

Outstanding deposits with other deposit takers (% of GDP)

Safeguarding Financial Inclusion During Crises

Independent Variable
Capital

Guarantees:Rules
Lending:Rules
Candidate:Restructuring
Candidate:Rules
Guarantees:Lending
Guarantees:Rules
Restructuring:Asset_Management
Lending:Capital
Restructuring
Guarantees:Restructuring
Lending

Rules

Candidate:Rules
Lending:Rules
Capital:Rules
Restructuring:Rules
Capital

Restructuring
Candidate:Guarantees
Candidate:Capital
Candidate:Restructuring
Candidate:Rules
Guarantees:Capital
Guarantees:Rules
Lending:Restructuring
Restructuring:Rules
Candidate:Lending

Guarantees:Capital

Coefficient
3.23
-6.52
-6.05
-6.57
13.86
-4.85
-4.96
7.31
1414
1.01
-0.55
512.41
-33.57
2917
7.67
9.91
9.42
3.86
6.09
3.79
-3.41
-8.44
17.53
-3.77
-4.56
-6.55
4.05
12.02
5.87

Std_Error
1.62
291
25
2.86
6.47
212
2.49
2.57
6.12
0.41
0.28
197.19
12.99
10.65
3.64
3.44
427
194
2.66
1.6
175
2.67
6.9
1.54
224
1.79

505
244

P_Value
0.05
0.03
0.02
0.02
0.03
0.02
0.05

0.02
0.01
0.05
0.01
0.01
0.01
0.04

0.03
0.05
0.02
0.02
0.05

0.01
0.01
0.04

0.04
0.02
0.02

Observations
905
905
905
905
905
905
905
905
893
883
883
621
927
927
927
927
927
720
720
720
720
720
720
720
720
720
720
597
597
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TABLE A.5. Summary of Significant Effects (continued)

Dependent Variable

Independent Variable

Coefficient

Std_Error

P_Value

Observations

Outstanding deposits with other deposit takers (% of GDP)
Outstanding deposits with other deposit takers (% of GDP)
Outstanding deposits with other deposit takers (% of GDP)
Outstanding loans from commercial banks (% of GDP)
Outstanding loans from commercial banks (% of GDP)

Outstanding loans from commercial banks (% of GDP)

Outstanding loans from commercial banks (% of GDP)

Outstanding loans from commercial banks to household sector (% of GDP)
Outstanding loans from commercial banks to household sector (% of GDP)
Outstanding loans from commercial banks to household sector (% of GDP)
Outstanding loans from commercial banks to household sector (% of GDP)
Outstanding loans from commercial banks to household sector (% of GDP)
Outstanding loans from commercial banks to household sector (% of GDP)
Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of credit cards per 1,000 adults

Number of debit cards per 1,000 adults

Number of debit cards per 1,000 adults

Number of debit cards per 1,000 adults

Number of debit cards per 1,000 adults

Number of debit cards per 1,000 adults

Number of debit cards per 1,000 adults

Number of debit cards per 1,000 adults

Source: Authors

Guarantees:Rules
Lending:Rules
Capital:Rules

Capital
Candidate:Guarantees

Candidate:Asset_Management

Restructuring:Asset_Management

Guarantees

Capital
Candidate:Guarantees
Candidate:Capital
Candidate:Rules
Lending:Restructuring
Restructuring
Candidate:Lending
Candidate:Capital
Candidate:Restructuring
Candidate:Asset_Management
Guarantees:Restructuring
Lending:Restructuring
Lending:Asset_Management
Guarantees

Restructuring
Candidate:Guarantees
Guarantees:Rules
Lending:Capital
Lending:Asset_Management

Restructuring:Rules

-4.18
-3.75
-4.29
ni3
1.57
-17.97
13.63
-8.41
6.06
7.35
-6.59
14.07
6.89
-840.24
-256.64
-32397
631.18
-560.74
487.12
34292
-510.27
-736.82
1108.87
968.84
-1090.08
430.77
-440.83
-794.54

2.07
17
1.81
2.63
4.58
6.36
6.13
2.76
2.04
3.03
2.51
77

344.41
82.51
146.9
290.55
258.89
251.64
104.63
197.88
31423
540.68
474.65
465.77
220.37
209.18
404.21

0.04
0.03
0.02

0.01

0.03

0.02
0.01
0.05

0.02

0.03
0.03
0.03
0.05

0.01

0.02
0.04
0.04
0.02
0.05
0.04
0.05

597
597
597
927
927
927
927
750
750
750
750
750
750
654
654
654
654
654
654
654
654
686
686
686
686
686
686
686

0.25
0.25
0.25
0.54
0.54
0.54
0.54
0.41
0.41
0.41
0.41
0.41
0.41
0.33
0.33
0.33
0.33
0.33
0.33
0.33
0.33
0.27
0.27
0.27
0.27
0.27
0.27
0.27

Note: The table shows the significant effects for all Financial Access Survey (International Monetary Fund) indicators considered. Standard errors and p-values were calculated using a robust error

matrix. Adjusted R2 is reported in the last column.
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A.1.7. MICRO-LEVEL RESULTS

The individual-level estimations are designed to
complement the panel regression findings at the
country level. Following Equation (2), the financial
inclusion score is used as the dependent variable
in a series of quantile regressions, with the policy
variables as treatments and the controls outlined in
the previous section.

Figures A.6 and A.7 report the main outputs. Each figure
has three panels and several subplots. In each subplot,
the vertical axis represents the effect (i.e., the quantile
regression slope), while the horizontal axis reports the
quantiles, ranging from individuals with lower financial
inclusion (left) to those with higher financial inclusion
(right). The solid black line in each plot illustrates how
these effects vary across the distribution, the shadowed
areas are bootstrapping confidence intervals of these
effects at 95 percent. For comparison purposes, the
OLS slopes are reported in red, constant across all
levels of financial inclusion, as well as their respective
confidence intervals. This highlights the heterogeneities
captured by the methodology, which traditional linear
regressions fail to detect.

Regarding the effects of individual-level variables,
such as age, education, gender, and income on
financial inclusion, asymmetric impacts are observed
across the distribution of financial inclusion scores.

For example, consider the variable Female, coded

as 1if the respondent is female. Its coefficient is
consistently negative across all quantiles, indicating
that women—consistent with the existing literature
(e.g., Attanasio et al. 2015; Allen et al. 2016; Angelucci
et al. 2023; Chen et al. 2023)—are systematically

more financially excluded than are men. Moreover,

the negative effect is significantly stronger for higher
quantiles, suggesting that the gender gap becomes
more pronounced among individuals with higher levels
of financial inclusion. A similar pattern emerges for age:
although the overall impact of age is negative across
the full conditional distribution of financial inclusion
scores, the magnitude of the effect varies substantially,
ranging from near zero to -0.015. This indicates that
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the negative effect of age on financial inclusion also
intensifies at higher levels of financial inclusion.

Conversely, the variables Education and Income quantile
show consistently positive effects, meaning that higher
education and better financial resources are always
associated with greater financial inclusion. However,
these effects become more pronounced at higher levels
of inclusion, particularly for individuals with financial
inclusion scores above 60" percentile, where the effect
plateaus, underscoring nonlinear relationships.

The 2011 wave provides the best opportunity for
estimating the effects of policies on financial inclusion,
as a wider range of interventions were implemented.
This allows one to focus on the cross-sectional
variation in policy implementation across countries. In
contrast, for 2014, the analysis is more restricted, as
there are few combinations, whereby interactions can
only be considered for Lending.

Focusing on 2011, the effects of Capital, Restructuring,
and Rules are consistently positive, while the effect of
Guarantees is negative, consistent with the macro-level
results in this study. Notably, all these effects exhibit
strong asymmetries, as they are more pronounced for
individuals with higher levels of financial inclusion. In
contrast, financial inclusion among the least included
individuals shows little to no reaction to policy
interventions. The asymmetry in the effect of Rules is
less pronounced than that of Capital or Restructuring,
as the former plateaus after the 30th percentile,
whereas the latter continues to increase across

the entire distribution of financial inclusion scores.
Additionally, a more accommodative fiscal stance—
measured by the Debt-to-GDP ratio— is negatively
associated with financial inclusion. Meanwhile, an
accommodative monetary policy—measured by the
Broad Money-to-GDP ratio—has a positive effect on
financial inclusion, particularly for individuals who are
already more financially included.

The model once again accounts for whether the

observed effects are driven by a Candidate Crisis
episode (see Panel C of the figure) and it also considers
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interactions between this variable and all policy
interventions. However, some policy interventions,
such as Lending and Asset Management, cannot

be identified using data from 2011. Notably, when
Guarantees are implemented in the absence of a crisis,
their effect is positive, contrasting with the previously
detected negative effect but in agreement with the
macro-level results here. Additionally, the effect of
Restructuring becomes even more positive in these
instances and more linear. However, when Capital
Injections and Rules are implemented during Candidate
Crisis episodes, their effects are less pronounced—
remaining positive but with a smaller magnitude, as the
interaction coefficients are negative.

Similar patterns are observed in the 2014 wave of the
survey (Figure A7), particularly for capital injections
and rule-based interventions. Guarantees could not
be identified in this wave, while lending—which

was absent in the first wave—now appears with a
negative effect. Restructuring interventions, which
previously showed mixed effects, are predominantly
negative this time. However, the effects of Capital and
Restructuring are more homogeneous across financial
inclusion quantiles in 2014 than in 2011, whereas

the asymmetries previously discussed are more
pronounced for Rules and Lending. Regarding fiscal
and monetary policy stances—proxied by the public
debt-to-GDP ratio and the broad money-to-GDP ratio,
respectively—public debt is found to generally exert
a negative effect while broad money has a positive
effect, confirming this research findings from 2011.
These effects are again nonlinear across the quantiles,
with both reaching a peak toward the right, near the
middle of the distribution.

Overall, the general patterns observed in 2011 and
2014 reinforce the macro-level findings in this
study: capital injections have an overall positive
impact; blanket guarantees tend to be associated
with a negative effect; and restructuring and rules
display a more balanced mix of positive and negative
effects. Asset management interventions, being less
frequently employed than the other policy tools,
could not be properly analyzed in either wave. It is
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important to recall that estimating the impact of
asset management and other policies requires actual
crises events within the dataset, not only candidate
crises. Interestingly, the micro-level approach allows
detection of a general pattern.

Among the broad set of additional covariates—which
are not the primary focus of this study—several
patterns stand out. Overall, variables such as bank
efficiency, the ratio of nonperforming loans to

total loans, financial openness, rule of law, inflation,
investment, economic complexity, and share of exports
tend to have positive effects on financial inclusion.
There are some exceptions, such as bank efficiency
in 2011, which shows mixed effects across quantiles.
Other variables, such as FDI outflows and the bank
capital-to-assets ratio, generally exhibit a negative
impact on financial inclusion.

Some variables do not display consistent effects
across the two waves of the Global Findex analyzed,;
their effects shift from positive to negative depending
on the year. These include government effectiveness,
control of corruption, voice and accountability, R&D
investment, GDP growth, population growth, and the
share of self-employed individuals.

Broadly speaking, for most variables, the effects are
highly nonlinear across the distribution, with a few
exceptions, such as government effectiveness and
foreign direct investment outflows in 2011 and money
growth in 2014. This nonlinearity typically manifests
as stronger effects for individuals with higher levels of
financial inclusion compared to those who are more
excluded. However, there are important exceptions to
this pattern, for example, government effectiveness
and control of corruption in 2011, voice and
accountability in 2014, and investment in 2011, where
the opposite dynamics are observed.

It is important to note that there is caution in
interpreting the causal effects of these covariates,

as they were included primarily as control variables

to better isolate the effects of policies. Thus, the
possibility of collider bias cannot be entirely ruled out.
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Nevertheless, the general direction of the estimated
effects aligns with prior expectations, particularly for
the 2011 results.

The magnitudes of the effects also vary considerably,
as some variables are binary or semicategorical while
others are continuous. Additionally, some variables

are expressed as ratios, others as growth rates, and
others in their original units. Therefore, interpreting the
policy variables and emphasizing the general patterns
discussed earlier are prioritized rather than focusing on
the specific point estimates.

Safeguarding Financial Inclusion During Crises
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FIGURE A.6. Effects on the Quantiles of the Financial Inclusion Score 2011
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Note: Effects on the quantiles from 0.2 to 0.95 of the financial inclusion score, considering individual-level variables, crisis policies, and stabilization policy stances.
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FIGURE A.6. Effects on the Quantiles of the Financial Inclusion Score 2011 (continued)
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FIGURE A.6. Effects on the Quantiles of the Financial Inclusion Score 2011 (continued)
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FIGURE A.7. Effects on the Quantiles of the Financial Inclusion Score 2014
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Note: Effects on the quantiles from 0.2 to 0.95 of the financial inclusion score, considering individual-level variables, crisis policies, and stabilization policy stances.
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FIGURE A.7. Effects on the Quantiles of the Financial Inclusion Score 2014 (continued)

Panel B: Control Variables 1: Banks, Institutions, Inflation and Growth
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FIGURE A.7. Effects on the Quantiles of the Financial Inclusion Score 2014 (continued)

Panel C: Control Variables 2: External Sector, Structure, and Candidate Episodes
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Note: Effects on the quantiles from 0.2 to 0.95 of the financial inclusion score, considering economic-, population-, and labor-related variables.
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A.2. Country Deep Dives:
Comparing Similar Tools under
Various Episodes

Policy interventions during crises are best understood
within the institutional framework and economic
structure in which countries operate. These macro-
level factors shape how the banking sector and
financial inclusion indicators respond to crises and to
the policies implemented to address them.

The study focuses on three countries: Indonesia, the
Philippines, and Thailand, all of which were affected by
two major crises: the 1997-1998 Asian Financial Crisis
(AFC) and the 2008-2009 Global Financial Crisis (GFC).

Indonesia presents a particularly compelling case. The
country experienced a sharp and negative impact on
financial access and usage indicators during the AFC,
yet responded more positively and resiliently during the
GFC, despite employing a similar set of policy tools in
both instances regarding banking crisis resolution. The
Philippines and Thailand also offer valuable insights for
comparative analysis.

This exercise hypothesizes that the contrasting
responses to the two crises can be attributed to
improvements in institutional frameworks and/

or economic structures. This hypothesis has been
documented in existing literature (Basri 2018). In
Indonesia, enhanced regulatory quality, rule of law,
political stability, and control of corruption may have
contributed to its stronger performance during the
GFC. In the Philippines and Thailand, advancements

in macroeconomic fundamentals and economic
structure—as reflected by indices such as economic
complexity and export quality—played a key role.

The study identifies certain challenges in the access
indicators of the Philippines following the GFC. Among
the three, Indonesia offers the clearest example for
understanding crisis resolution and its implications for
financial inclusion.

Safeguarding Financial Inclusion During Crises

A.2.1. DATA

The financial development indicators introduced

by Svirydzenka (2016) are gathered from publicly
available information regularly updated by the IMF. This
dataset measures the multifaceted nature of financial
development across countries through two broad
components (e.g., financial institutions and financial
markets) and three key dimensions (e.g., depth, access,
and efficiency). This framework aims to capture the
multifaceted nature of financial development, offering
a detailed view of how financial systems operate. The
underlying dataset covers 183 countries annually, from
1980 to 2021, according to the latest update available
on the IMF data portal.

Focus is placed on the financial institutions category,
which encompasses banks, insurance companies, and
other financial intermediaries that play a central role
in economic activity. Within this category, the depth
dimension refers to the size and liquidity of these
institutions. Depth is measured using variables such
as private sector credit, pension fund assets, mutual
fund assets, and insurance premiums, all expressed as a
percentage of GDP. These indicators reveal the extent
to which financial services permeate the broader
economy and the scale of financial intermediation.

The access dimension, in contrast, focuses on the
availability and outreach of financial services to
the population. It is quantified by the number of
commercial bank branches and ATMs per 100,000
adults, serving as proxies for the physical and
geographic accessibility of the financial system.

Missing data are addressed by the original

authors through interpolation or extrapolation
techniques to maintain the index’s continuity and
comprehensiveness. Higher index values reflect more
developed financial systems.

In constructing the donor pool for the synthetic control
analysis, the following countries are included: Colombia,
Costa Rica, Ecuador, Guatemala, India, Kazakhstan,
Kenya, Malaysia, Mexico, Moldova, Mongolia, Myanmar,
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Nigeria, Paraguay, Peru, Tunisia, Ukraine, Uruguay, and
Vietnam. For each case study (the Philippines, Thailand,
and Indonesia), the country of interest is excluded from
the donor pool while retaining the others. This approach
ensures that the donor pool consists of countries with
comparable levels of economic development, financial
sector characteristics, and productive structures to
those of the treated units. Including a broad set of
potential donor countries will also enhance the ability to
replicate the pre-treatment trajectories of the treated
countries as closely as possible, which is essential for the
credibility and accuracy of the synthetic control method.

A.2.2 METHODOLOGY

The primary empirical tool for the case studies is the
synthetic control method (SCM), originally introduced
by Abadie and Gardeazabal (2003) and later expanded
by Abadie et al. (2010) to evaluate the causal impact
of policies on macroeconomic aggregates, using
observational data. While the aim of the study is not
purely causal, it is sought to isolate the combined
effects of financial crises and policy interventions as
implemented by three East Asian countries, namely,
Indonesia, the Philippines, and Thailand, during

the 1997-1998 AFC and the 2008-2009 GFC. This
approach allows for a comparison of the relative
post-crisis performance of these countries and
identification of policy-relevant mediating factors
that may underlie changes in financial inclusion—
specifically, access and usage indicators.

The key strength of SCM lies in its capacity to
introduce a counterfactual scenario—a synthetic
version of the treated unit—Dby creating a weighted
combination of untreated units. This synthetic control
serves as a credible approximation of the trajectory
that would have occurred in the absence of the crisis-
policy combination, thereby enhancing the robustness
of the analysis.

One of the key challenges in observational research is
finding a suitable comparison group. SCM addresses
this by ensuring that the treated unit and its synthetic
counterpart closely match pre-intervention trends,
which reduce bias and strengthen credibility.
Additionally, SCM is well-suited to small-sample
applications and can draw on a large donor pool

to improve estimation precision. By synthesizing
information from multiple control units, the method
enhances generalizability while minimizing bias.
Finally, the clear visual output generated by SCM
supports effective communication of these findings to
policymakers.

Formally, let Yziv represent a financial inclusion
indicator for country % at time ¢ in the absence of

the crisis and the policy interventions, for countries
1=1,...,J + 1, andtime periodst = 1,...T. Let
Ty denote the number of periods before the crisis
and the interventions, which satisfies 1 < Ty < T
_Let Y;! be the outcome (financial inclusion) that
would be observed from country ¢ at time ¢ if country
1 is exposed to the treatment from Ty + 1to T'* It is
assumed that the crisis/intervention pair had no effects
before 1997 in the case of the AFC nor in 2008 in the
case of GFC. In other words, it is assumed there were
no “anticipation effects” prior to these years.

Define the treatment effect as oy = YltI — Yliv and let
D;; be an indicator that equals 1if country ¢ observed
to crisis at time ¢, and O otherwise. The observed
outcome is then given by:

Vi =Y +auDi. (1)

If only country (1) receives the treatment starting after

period T, then:
1 if i=1andt>T,
D, - {0 if 1 an ) 2)

otherwise’

26 Since the focus is on comparing post-crisis trajectories, it is assumed that the treatment persists over time. This assumption is essential for
interpretation, as the treatment variable does not represent a conventional, discrete policy action, but rather a sustained combination of

policy effects and interventions.
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The objective is to estimate (e sry+1, - - -, @ yr). For

t > T, this can be expressed as:
ay =YL -YY =Y,-Y}).3)

As Yf; is observed, estimating a z; requires only an
estimate of Y. Following Abadie et al. (2010), it is
assumed that the untreated potential outcome follows
a factor model:

YN =6 +6:Z; + Aipi +eip, (4)

Here, d; is a time-varying common factor with constant
loadings, Z; is a (r x 1) vector of covariates which,

in this case, consist only of one lag of the outcome
financial inclusion indicator, 8y is a (r X 1) vector of
parameters to be estimated, Ay, is a (F' x 1) vector

of unobserved common factors, p; are unit-specific
factor loadings, and €4 are idiosyncratic disturbances.

Following the same framework, consider a (J X 1)
weight vector W = (wyg, .. ., ’LUJ./.])7, where w; > 0
forallj=1,...,J + 1and ij = 1. Each possible
W defines a synthetic control as a weighted average
of untreated units. In the context of this study, the
synthetic financial inclusion indicator path follows:

J+1 J+1 J+1 J+1

Z ’UJijjt = 5t + Ot Z ij]-+)\t Z Wi + Z WE jt. (5)
j=2 j=2 j=2 Jj=2

Let (wz, ceey wf}”) denote the optimal weight
vector that minimizes the discrepancy between

the treated unit and the synthetic control in the
pre-intervention period. When the number of
pre-treatment periods is sufficiently large relative to
the magnitude of disturbances, one can estimate the
treatment effect as:

J
ay =Yy — Z’ijjt (6)
=2

fort € {Ty + 1,...,T}. Inpractice, these relationships
hold approximately, as no combination of donor units
can perfectly replicate the treated unit's pretreatment
dynamics. Accordingly, the optimal weights for the
control units, as well as the predictors (lags of the
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outcome in this case), are selected to approximate this
match as closely as possible. For implementation, the
“synth” package in R is applied to compute the required
weights and carry out the estimation.

In the case studies, the pretreatment periods for
model training are defined as 1986-1996 for the

AFC and 2004—-2007 for the GFC. These periods

were selected to closely replicate the trajectories of
financial inclusion outcomes. This approach, however,
should be understood primarily as a descriptive tool
for comparative purposes rather than a method for
causal inference, given the unique trajectories of some
indicators during specific periods of the sample.

A.2.3. RESULTS

The first case study is Indonesia. Figure A.8 presents
synthetic control estimates of the impact of two
major financial crises and the accompanying policy
responses on financial inclusion in Indonesia. In each
panel, the solid line represents the observed trajectory
for Indonesia, while the dashed line corresponds to
the estimated counterfactual path from a synthetic
control. The top two panels focus on the AFC. The left
panel shows a substantial post-crisis decline in financial
depth relative to its synthetic control, suggesting a
negative impact on credit provision and the availability
of financial products. The Access Index (top right)
exhibits a more modest divergence in the initial years
following the crisis, indicating that basic financial
access was less immediately affected. However, the
gap between the observed and synthetic access
trajectories widens over time, suggesting a growing
longer-term impact.

The bottom panels assess the effects of the GFC. In
contrast to the AFC, the Depth Index (bottom left)
remains closely aligned with its synthetic counterpart,
showing no significant post-crisis deterioration.
Similarly, the Access Index (bottom right) displays
limited divergence after 2008. In fact, financial
access in Indonesia appears to improve more steeply
than its synthetic control. According to Metrick and
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Schmelzing (2021), Indonesia employed a consistent
policy toolkit in response to both crises, including
guarantees, liquidity provision, capital injections, and
restructuring. Despite using a similar policy mix, the
outcomes differed markedly. While the AFC had a
clearly negative impact on not only financial depth but
also on access relative to the counterfactual, the GFC
appears to have had a much smaller effect—or even
a positive one—especially in the access dimension,
where Indonesia outperformed its synthetic
counterpart in the years following the crisis.

However, according to Basri (2018), Indonesia’s
responses to the AFC and the GFC, varied significantly
in significant ways. During the AFC, IMF-advised
interest rate hikes worsened nonperforming loans
and triggered the banking crisis, exacerbated by
missteps such as closing banks without adequate
deposit guarantees—Ieading to financial panic and
capital flight. In contrast, the response to the GFC
was more proactive and stabilizing. The Bank of
Indonesia lowered interest rates, ensured liquidity,
and implemented strong financial sector safeguards,

FIGURE A.8. Indonesia: Response to the 1997-1998 Asian Financial Crisis and 2008-2009 Global Financial Crisis
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including a deposit guarantee increase and the bailout
of Bank Century to maintain market confidence. A
substantial fiscal stimulus in 2009 further cushioned
the poor from the downturn. Unlike 1998, political
stability in 2008 also helped avoid compounding
economic turmoil, underscoring the critical role of
governance and public trust in crisis management.

Figure A.9 presents synthetic control estimates of the
impact of the AFC and the GFC on financial inclusion

in the Philippines, using again the Financial Institution
Depth Index and the Financial Institution Access Index
as outcome measures. In the top left panel, the Depth
Index diverges from the synthetic control following
the AFC, indicating a deterioration in financial depth
relative to the expected path in the absence of the
crisis. The top right panel, which tracks Access, shows
a similar post-crisis divergence, although the treated
trajectory partially recovers over time, suggesting a
more limited or transitory effect on financial access.

FIGURE A.9. Philippines: Response to the 1997-1998 Asian Financial Crisis and 2008-2009 Global Financial Crisis
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In contrast, the bottom panels, which focus on the
GFC, reveal a different pattern. The Depth Index
(bottom left) remains consistently below the synthetic
trajectory in the post-crisis period, indicating a
persistent negative effect. The Access Index (bottom
right) also lies below the synthetic path; however,

the divergence appears to begin before the crisis,
complicating causal interpretation. These results
suggest that while both crises adversely affected
financial depth in the Philippines, the AFC had a more
concentrated and short-lived impact, whereas the
effects of the GFC were more persistent, although
potentially influenced by pre-existing trends.

According to Metrick and Schmelzing (2021), the
Philippines implemented liquidity support measures
in response to both crises. Notably during the

GFC, the policy response included more targeted,
rule-based interventions, which were absent during
the AFC. This differing policy approach may partially
explain the variation in outcomes across the two
episodes as rule-based policies are generally linked to
more severe episodes.

Figure A10 presents the case of Thailand. Following the
AFC, there is a noticeable decline in both the Financial
Depth Index and the Financial Access Index, although
the gap between the treated and synthetic units
remains relatively modest. In contrast, the post-GFC
period shows stronger performance in the observed
data relative to its synthetic control.

According to Metrick and Schmelzing (2021), Thailand
deployed a broad policy toolkit in 1996, prior to the
formal onset of the crisis in 1997, including guarantees,
liquidity provision, capital injections, restructuring, asset
management initiatives, and rules-based policies. By
contrast, the response to the GFC in 2008 was more
limited, involving primarily guarantees and liquidity
provision. Interestingly, despite a more constrained
policy response, Thailand'’s financial inclusion outcomes
performed comparatively better after the GFC than
following the AFC. This suggests that a smaller, possibly
more targeted intervention during the GFC may have

Safeguarding Financial Inclusion During Crises

been more effective in supporting financial inclusion
than the earlier, broader efforts.

A.3. Survey Technical Note

CGAP conducted the survey, “Inclusive Finance

in Times of Crises,” which examines the impact of
policy responses to past systemic crises on inclusive
finance outcomes. The exercise targeted the financial
stability net and channeled the survey through the
financial stability departments of central banks. Out
of 58 countries included in the empirical study, 38
central banks received invitations to participate. The
following 13 countries submitted responses: Colombia,
Costa Rica, Greece, Honduras, Hungary, Latvia,
Mexico, Mongolia, Nicaragua, Panama, the Philippines,
South Africa, and Thailand. Results were anonymized,
ensuring that no specific attributions to country
authorities were made.

The 28 questions posed were designed to gather
information on the concrete actions and policy
instruments that financial authorities had selected

to address past systemic crises in their jurisdictions.
The survey collected views on the effectiveness of
the policy toolkit in sustaining the flow of credit to
households and micro-, small-, and medium-sized
enterprises. Specifically, the following was carried out:

Creation of sentiment indicators on the
effectiveness of policy responses in sustaining
credit flows.

Identification of the institutional constraints that
may have hindered a speedier resolution of the
crisis.

Development of a scale assessing authorities’ views
on how their actions impacted inclusive finance
outcomes in past systemic crises.

Collection of authorities’ views on how they might
manage future crises differently.
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FIGURE A.10. Thailand: Response to the 1997-1998 Asian Financial Crisis and 2008-2009 Global Financial Crisis
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