
Financial Market Regulation and Intermediation Program 
Subprogram 2 (RRP PHL 38276-02) 

 
 

Summary Poverty Impact Assessment 
 
A. Introduction 
 
1. This Poverty Impact Assessment (PovIA) describes, in general, how financial sector 
development reduces poverty, as well as how FMRIP is expected to contribute to poverty 
reduction in the Philippines. The assessment starts with a brief review of the international 
evidence on the nexus between financial sector development, stability and poverty reduction. 
Empirical evidence of this relationship for Southeast Asian economies is presented. The 
assessment then describes the transmission channels through which FMRIP will contribute to 
poverty reduction in the medium to long term, including; economic growth, inclusiveness and 
access to financial services, and enhanced financial sector stability.  
 
B. Background 
 
2. Financial sector development helps reduce poverty through at least three 
channels; higher economic growth, financial sector inclusiveness of the poor and 
financial sector stability (Figure 1).  Economic growth alleviates poverty indirectly.  Financial 
sector development supports economic growth, in a number of ways. First, developed financial 
systems are more effective at pooling the savings of individuals, exploiting economies of scale, 
and overcoming investment indivisibilities. As a consequence, rates of private investment and 
household consumption increase over time leading to higher economic growth and poverty 
reduction. Financial sector development also produces intermediaries that reduce information 
costs through specialization and economies of scale and thereby improve resource allocation 
and accelerate growth. A developed financial system will provide risk diversification benefits 
which encourage long-run economic growth by improving resource allocation. Finally, the 
financial sector facilitates trading of goods and services, and promotes specialization and 
technological innovation.  
 
3. The second channel, access to finance, is direct. Financial sector development reduces 
information and transaction costs and, therefore, (i) allows more entrepreneurs, especially those 
less well-off, to obtain external finance, (ii) improves the allocation of capital, and (iii) exerts a 
particularly large impact on the poor.  By expanding the access of the poor to financial services, 
they can increase their lifetime income through the use of basic savings products such as bank 
accounts, and special purpose savings products such as pre-need and pensions.  
 
4. The third channel is indirect in that financial sector development generally increases 
financial sector stability. Poor households are much more vulnerable than the rich to instability 
in the financial sector, and any related negative macroeconomic impacts that normally 
accompany a financial crisis as the poor have fewer and less diversified financial assets than 
the rich.  For example, rich households are more likely than the poor to have assets indexed to 
inflation.1 Often times, instability in the financial sector arises during the earlier stages of 
financial sector development as the financial regulatory and enforcement architecture is not fully 
effective. The resulting policy responses such as large scale bank closures tend to hurt the poor 
the most by exacerbating problems with the payments system and through a loss of deposits.  

                                                 
1 G. Jeannwney, S. and K Kpodar (2008), Financial Development and Poverty Reduction: Can there be a benefit 

without a cost?. IMF Working Paper #62. Washington DC. The authors estimated quite large coefficients on the 
financial sector development variable – a 10% increase in the broad money (M3) to GDP ratio raises the incomes 
of the 20% poorest households by between 3 and 5%.  
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Thus, financial sector reforms that aim to enhance financial sector stability also help reduce the 
vulnerability of the poor or near poor falling into poverty arising from financial sector crises. 
 
 
 

Figure 1: Transmission Channels from Financial Sector Development to Poverty 
Reduction 

 

 
 

GDP = gross domestic product, M3 = broad money supply. + refers to positive impact and – refers to negative impact 
Source: Asian Development Bank. 

 
 
5. A number of empirical studies have supported the direct relationship between 
financial sector development and poverty reduction.  For example, a recent IMF working 
paper lends support to this assessment. The study estimated the quantitative impact of financial 
sector development on poverty in 65 developing countries and found that: (i) financial sector 
development raises economic growth and reduces poverty; (ii) financial sector development 
directly reduces poverty by raising the investment and interest incomes of the 20% poorest 
households; and (iii) financial sector instability directly reduces incomes of the poor thereby 
raising poverty. 
 
6. Similarly, a study by Beck, Demirgüç-Kunt, and Levine (2004) using data for 58 
developing countries over 1980 to 2000 showed that countries with better-developed financial 
intermediaries (measured as the ratio of private credit to GDP) experience faster declines in 
both poverty and income inequality by disproportionately boosting the incomes of the poor. 
These studies confirm the earlier findings of Li, Squire, and Zou (1998) that financial depth 
(measured as the ratio of broad money supply [M2] to GDP) is associated with lower inequality 
and also higher income of the lower 80% of the population. The regression results suggest that 
a one standard deviation increase in financial depth would result in an increase of US$3,000 in 
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the incomes of the poor but only an increase of US$1,600 in the incomes of the rich.  Another 
study by Honohan (2004a) appeared to confirm that a 10 percentage-point increase in the ratio 
of private credit to GDP would lead to a 2.5–3.0 percentage-point reduction in poverty 
incidence. 
 
 

 
 
7. The experience of Asian economies is consistent with international empirical 
findings as regards the link between financial sector development, growth and poverty 
reduction. Figure 2 illustrates the strong positive correlation between financial sector 
development and economic advancement in East Asia (the correlation coefficient between the 
two indicators is high at 0.95). At one end of the spectrum, Cambodia and Lao PDR have low 
per capita incomes and low financial sector development. At the other end, Korea, Rep, and 
Malaysia have higher per capita incomes and more advanced financial sectors. Figure 10 
illustrates that poverty rates are much lower in economies with more advanced financial sectors 
(the correlation coefficient between the two variables is -0.88).  
 
C. Contribution of FMRIP-02 to Poverty Reduction in the Philippines 
 
8. FMRIP-02 will increase economic growth, and in turn reduce poverty by deepening 
the financial markets and increasing investment. FMRIP-02 will provide an enabling 
environment through legislative changes. At the same time, FMRIP-02 will improve investor 
confidence by strengthening the regulatory architecture and provide new financial products 
aimed at bringing lower income investors into the capital markets. These actions will increase 
rates of savings and investment which, in turn will stimulate economic activity and deepen the 
financial markets.   
 
9. Increased economic activity and deeper financial markets will drive poverty reduction in 
several ways. First, there is strong empirical evidence that deepening financial markets 
contributes to economic growth. One cross-country study has noted that by increasing financial 
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Figure 2 –Financial sector development 
and per capital incomes

Figure 3– Financial sector development 
and the incidence of poverty 

Source: CEIC and ADB staff estimates Source: CEIC and ADB staff estimates 
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depth2 from the mean of the slowest growing quartile of countries to the mean of the fastest 
growing quartile of countries, a country’s per capita income growth rate would increase by 
almost one percentage point per year (King and Levine [1993a, 1993b]). In fact, some studies 
indicate that the deepening financial markets in developing markets, such as the Philippines, 
have a greater impact than in developed markets.   
 
10. A second impact on poverty reduction arises out of increased access to the 
financial system by the poor and under-served.  As illustrated in Figure 4 below, GDP per 
capita is highest in those countries exhibiting ease of financial access.  Figure 5 confirms the 
correlations in Figure 4 in that access to finance is one of the top 5 constraints to doing 
business in the Philippines. FMRIP-02 includes measures to improve the flow of credit, 
particularly for small businesses through the development and eventual launch of a credit 
bureau.  In addition, FMRIP-02 includes measures to strengthen the rural banking sector, which 
in the Philippines represents a primary source of credit to the poor.  A study by Beck, Demirgüç-
Kunt, Laeven, and Levine (2004) shows that industries composed of smaller firms grow faster in 
countries with a better-developed financial sector. This reflects the fact that small firms such as 
SME’s generally face greater barriers to raising funds than large firms, and thus, financial 
development is particularly important for their growth.  
 
 

 
 
 
11. FMRIP will also introduce a variety of new savings products that are expected to have a 
proportionally greater impact on small savers and investors. Specifically, FMRIP-02 will open 
the real estate sector to the small investor through the passage of the Real Estate Investment 
Trust Act. This Act will lower the barriers (e.g. down payment, credit and income) that had 
previously prevented small savers and investors from accessing the real estate market for 
investment purposes. In addition, FMRIP will support the creation of a means for individual 
savers to shelter investment income from taxes until retirement through the passage of the 

                                                 
2 Measured by the ratio of liquid liabilities to GDP 

Figure 4 –Ease of financial access and the 
level of GDP per capita
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Personal Equity Retirement Act (PERA).    
 
12. Finally, FMRIP will reduce poverty by contributing to financial sector stability.  
Research highlights the importance of maintaining sound macroeconomic management and 
effective financial regulation and supervision.  There is a view that financial sector development 
also increases the opportunities for speculation, increasing volatility and the risk of financial 
crises.  In fact, one study (Arner; 2007) argues that financial crises in emerging economies 
around the world over the past 20 years highlight the dangers inherent in financial liberalization 
without first addressing institutional weaknesses in the financial sector such as poor regulation 
and supervision and weak corporate governance.   
 
13. Thus, FMRIP will seek to minimize the possibility of stress in the financial sector which, 
as noted in Section B, tend to have a much higher negative impact on the poor.  To achieve this 
goal, FMRIP-02 will sequence significant reforms over time in both of the non-bank financial 
sector regulators; the Securities and Exchange Commission and the Insurance Commissioner.  
These reforms will seek to reorganize the agencies to achieve a measure of fiscal and 
operational independence, as well as strengthen their capacity for regulation and enforcement.   
 
14. FMRIP-02 also contains measures to strengthen the Government’s public debt 
management capacity with the intent of reducing the possibility of a debt or foreign exchange 
crisis.  Specific actions include the development of a debt management office, improved debt 
management practices, and publication of a debt management strategy and debt sustainability 
assessments.  
 
 


