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Introduction 
 

The World Bank’s Global Findex Database (2012) reports that in 2012, 2.5 billion 

people, approximately 35% of the worldwide population did not have an account in a financial 

institution and were considered unbanked.  Those 2.5 billion included 59% of the population in 

developing countries, as opposed to only 11% in high-income economies.  By contrast, in 2012 

Badiee (p.154) reported that 88% of the United States population 15+ years (approximately 277 

million) had an account in a financial institution.  Multiple recent studies and reports (2003 to 

2013) funded by financial institutions, think-tanks, non-governmental organizations (NGOs) and 

international development organizations advocate that unbanked individuals, microfinance 

groups, small and medium enterprises (SMEs) have been left out from economic growth because 

they cannot access financial services.  These unbanked individuals do not have bank accounts, 

cannot make or receive payments through the financial system, nor have they access to loans, 

credit cards or investment capital.  Leeds (2003) asserts in his book Financing Small Enterprises 

in Developing Nations - Learning from Experience, that the lack of investment capital for small 

enterprises is “one of the most formidable obstacles to long-term profitability and 

competitiveness” (p. ix). 

In recent years mobile banking 1 became a cashless alternative solution for many 

developing nations to transfer remittances, conduct business and handle financial transactions, 

mainly in Asia and Africa, where the cellular telephone2 service has exploded since the 1990’s.  

Specifically in Africa, Aker and Mbiti show in their study that “Mobile phone subscriptions 

                                                           
1	Money transfer system operated by mobile telephone; customers can access banking products such as savings and 
credit instruments. 
2	Throughout	this	project,	the	terms	cellular	telephone,	cell	phone	and	mobile	phone	is	used	indistinctively	to	
refer	to	cellular	telephone	service.	
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increased by 49 percent annually between 2002 and 2007” (2010, p. 207).   The majority of the 

population has a cell phone, even though most are unbanked and a cell phone may cost as much 

as half of a person’s monthly salary (Aker and Mbiti, p. 211).  Developing organizations such as 

USAID and the World Bank took notice of the arrival of mobile communication in developing 

countries, and its potential as a tool to offer financial services, reduce poverty, and tackle social 

problems.  According to studies from the World Bank and the London Business School cited by 

Perry and Wadhams “for every additional 10 mobile phones per 100 people in a developing 

country, GDP3 rose 0.6% to 1.2%” (2011, para. 6).  Mobile phone communication networks have 

had “a profound effect on economic growth” (Perry and Wadhams, 2011, para. 6). 

Mobile Banking and M-PESA 

 
Unbanked individuals and entrepreneurs depend on cash or expensive informal financial 

systems for every single operation that involves an exchange of monetary value, to conduct 

business transactions, or to obtain goods and services.  Unbanked individuals and SMEs are 

under constant physical and financial risks of being robbed or abused by employers, vendors, and 

trade intermediaries; the majority does not have the opportunity to access markets, build savings 

or access loans through financial institutions to help them create economic wealth and 

development.  Without a bank account, their opportunities of starting or expanding a business 

can be extremely limited. 

Other electronic payment methods of fund transfer such as Paypal4 have emerged as 

alternative solutions to cash in developed countries.  Paypal is becoming popular with online 

vendors and retail stores in the United States and other developed countries; however, this 
                                                           
3	Gross	domestic	product	
4	U.S.-based global electronic commerce business created by e-bay, with operations in countries such as India, 
Israel, England, and China.	
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method is used by banked consumers and funds are drawn from the users’ debit or credit cards.  

On the other hand, mobile banking allows unbanked individuals to conduct domestic and 

international cashless transactions fast, securely, and at reasonable cost.  Mobile banking has 

been widely adopted in Sub-Saharan African countries such as Kenya, a country with limited 

physical infrastructure and financial services.  According to Aker and Mbiti (2010), in 2009 only 

29 percent of roads were paved, one quarter of the population had access to electricity, and 

telephone landlines were extremely limited (p. 1).  This lack of infrastructure creates additional 

barriers for unbanked, rural populations to access domestic markets and financial services. 

M-PESA was established in Kenya in March 2007, as a money transfer system which is 

operated by Safaricom, Kenya’s largest cellular phone provider.  The system began as a method 

for microfinance groups to transfer funds to their members through the use of mobile phones, but 

very soon became a financial mechanism for banked and unbanked, urban and rural, individuals 

to send and receive remittances, and for organizations to pay for supplies and services.  Mbiti 

and Weil (2011) reported that in less than two years M-PESA grew from 1.1 million users and 

US$87 million transfers (November, 2007) to over 8.5 million registered users and US$3.7 

billion transfers (September, 2009).  The number of M-PESA service agents grew from 

approximately 450 in in 2007 to 18,000 by April, 2010, as opposed to a very limited number of 

financial institutions’ branches (p. 1). 

According to Kiringai (2010, p.7), international remittances between June 2009 and 2010 

in Kenya reached $1.9 billion.  One use of mobile banking that appears to have been overlooked 

is its use as an international payment method for trade, banking, and remittance submission. 

Cashless methods of transferring funds to pay for financial transactions and allow for 

international remittances without the need of formal banking institutions will be more important 
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in an increasingly integrated global economy.  However, new financial and banking policies 

must be in place, to ensure these transactions are legitimate and do not contribute to the 

international problem of money laundering and terrorism financing. Kenya’s government worked 

closely with Safaricom and M-PESA and made changes to the banking regulations to adapt them 

to mobile banking changing needs. 

This research project attempts to establish some key direct and indirect social and economic 

impacts of M-PESA in Kenya’s unbanked individuals, microfinance groups and SMEs, and 

attempts to establish if M-PESA has opened up social and financial opportunities for the 

unbanked groups mentioned above to access investment capital and financial services such as 

loans, mortgages, and savings.  Microfinance groups are included in this project because they are 

an important mechanism in developing countries such as Kenya that allows their members to 

access financial opportunities and services that they could not have individually due to their low 

economic income levels, such as microloans and insurance coverage.  The majority of 

microfinance members are women who are attempting to create additional income to support 

their households, but statistics from the World Bank’s Financial Inclusion Database (2013) and 

reports from GSMA (2013) show that there is a gender gap when it comes to banking services 

and mobile phone users.  I feel that it is important to discuss this gender gap, as women are 

important contributors to a community’s economy.  SMEs are included in the project because 

this sector is critical for most countries’ economic expansion.  According to Leeds (2003), SMEs 

dominate the private sector in most countries with free economies; they “account for 98% or 

more of all companies and are a major source of economic growth, job creation, innovation, 

exports and other key development indicators” (p. ix).   
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This research also took notice of studies (such as Shantayanan and Fengler, 2013) which 

question whether Africa’s economic growth can be attributed to M-PESA, and if M-PESA is 

hype or a platform that will be sustainable in the long term.  The researcher identified extensive 

secondary literary sources that report how M-PESA is shifting the financial markets in Kenya 

and its effects in the unbanked population, microfinance groups and SMEs.  The limitations 

section of this research project addresses two fundamental questions: Will M-PESA’s positive 

impacts prove to be sufficient to put Kenya on the ladder that will lift its population from 

extreme poverty?  Will M-PESA allow Kenya to have a higher participation in international 

trade? 

Interdisciplinary Rationale 
 

Mobile banking has become a growing financial tool in Kenya. M-PESA has been so 

successful that it is being studied exhaustively using varied angles and approaches, and through 

multiple disciplines and sciences such as economics, international affairs, business and finances, 

banking, international trade.  Some of the disciplines studying mobile banking, financial 

inclusion, globalization, and economic development are considered new themselves.  Therefore, 

this research project offers an excellent opportunity to use an interdisciplinary approach based on 

the two major disciplines that inform my concentration:  Business and International Affairs, and 

to some extent, socioeconomics and the non-profit sector.  

Business Discipline 

This research project combines knowledge from several disciplines that contribute to my 

Business concentration, such as business administration, financing, banking, and economics of 

the developing world.  Mobile banking is a relatively new method of cashless financial 
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transactions; the first mobile banking platform was established in the Philippines in 2003.  

Mobile banking is a fast, efficient, safe and inexpensive method which has provided 

opportunities of financial inclusion to unbanked populations in the developing world.  The most 

successful of all platforms has been Kenya’s M-PESA, which was created in 2007; the service 

allows users to transfer funds from their mobile bank account to other user, service provider, 

vendor, or business partner through their mobile phone.  All that is required is that an M-PESA 

registered user visits an M-PESA agent with an amount of cash that the agent uploads into the 

user’s mobile account, and then the user can direct the money transfer to another mobile phone 

number.  Within a few seconds, the party on the receiving end will get a simple text message 

indicating the money has been transferred into the account, and the money is available 

immediately.  The receiving party can keep the money in the account, cash it out, or transfer it to 

another user. The beauty of M-PESA is that none of its users is required to have a formal bank 

account to transfer money.  Figure 1 illustrates M-PESA’s start-up process. 

Figure 1 
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International Affairs discipline 

 M-PESA can also be studied from the discipline of international affairs, based on 

knowledge from fields such as international economics, trade and commerce, international 

banking policy, managing in a global economy (globalization), and socioeconomic development.  

Mobile banking has the potential to be transformational to international business, as more 

countries engage in trade agreements and billions of commercial and banking transactions among 

international business partners take place every day.  Those international business partners could 

benefit from more efficient, cost-effective, fast, and secure methods to conduct international 

money transfers among countries.  The assumption is that if mobile banking services were to be 

expanded to include international transactions as efficiently as they have in Kenya’s domestic 

markets, they could result in greater volumes of international trade.  Even though the concept of 

international mobile banking seems promising, new financial and banking policies must be in 

place to ensure these transactions are legitimate and do not contribute to the ever-growing 

international problem of money laundering and terrorism financing. 

The Nonprofit sector 

An additional area of study in my concentration is the Nonprofit Sector, which is why 

this research project includes the microfinance groups.  These groups provide social aid to the 

population at the bottom of the economic pyramid who do not have access to credits and other 

financial and social services on an individual basis; members are generally women.  These 

groups operate at the community level in rural or isolated areas which governments and the 

private sector cannot or are not interested in serving.  They create opportunities for individuals to 

have access to microcredits, sometimes as little as the equivalent of US$20, to start or grow 

businesses.  This research project explores M-PESA’s impact to Kenya’s microfinance groups 
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such as the opportunity for these groups to broaden their coverage and offer their members 

training in new skills which may result in sustainable, new and more productive business 

prospects.   

Socioeconomic impact 

Mobile phones have also become a tool to provide socioeconomic support and emergency 

response, which could also be considered under a multidisciplinary approach under health and 

social sciences, although these disciplines will not be discussed in this study.  During the 2011 

Haiti earthquake, humanitarian relief was delivered to the affected population through mobile 

banking services.  The United States Red Cross has used mobile phones to receive donations 

from the American public in response to emergencies such as the recent tornado devastation in 

Oklahoma.   

In Kenya, some uses of mobile phones are to support delivery of education and health 

care services and to ensure transparent elections.  I have identified studies conducted by GSMA 

and Finacle, both of which indicate that mobile banking is not targeting women, even though 

they are the main beneficiaries of some of the social services and of the remittances from 

husbands who work away from home.  Some of the socioeconomic questions this research 

attempts to answer are how mobile banking services will breach the gender gap to include 

women and men alike.  Additionally, evidence points out that women become more empowered 

through this technological device and financial tool, as they have more control of the 

household’s finances.  This study touches briefly on the social effects the use of mobile phones 

and mobile banking have had in Kenya’s social fabric and on the way family and group members 

interact with each other.  Sometimes it is easier to communicate via cell phone or to send 

remittances through M-Pesa than to visit relatives or attend meetings. 
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Even though M-PESA was initially designed for microfinance groups, when it was first 

introduced, the majority of its users were banked, young, educated and from urban areas.  I have 

so far identified an extensive amount of information and literature that reports how the number 

of M-PESA’s unbanked and rural users continues to grow.  I anticipate the research to produce 

statistics and measurable results on M-PESA’s impact in its unbanked users as a result of access 

to investment capital and financial services such as loans, mortgages, and savings.   

To summarize, even though mobile banking is mainly a financial tool, it is proving to be 

important in creating new models in business, trade, economics, social services delivery, human 

capital development, and financial inclusion.  M-PESA and similar methods of transferring funds 

without the need of formal banking institutions will be of great importance to create business 

opportunities in an increasingly integrated global economy.  Consequently, the combination of 

fields such as business, economics, and international affairs, have provided me with the tools to 

more thoroughly assess the phenomenon of mobile banking in Kenya to explain some of the 

impacts of M-PESA in its unbanked population. 

Literature Review 
The use of mobile telephones has grown dramatically in most countries in Africa in the 

last decade.  Aker and Mbiti (2010) explain that in 1999, only 10 percent of African population 

had mobile phone coverage5, and this coverage was mainly in North African countries (pp. 207 – 

208).  Cell phone coverage in Sub-Saharan countries grew to 60 percent by 2008, and Aker and 

Mbiti anticipated that most African villages would have coverage by 2012 (p. 209).  This rapid 

growth has been even more surprising in some Sub-Saharan countries such as Kenya, where 

                                                           
5Could get a mobile telephone signal		
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poverty is prevalent; in 2010 “approximately 300 million Africans [were] classified as poor 

(living on less than US$1 per day), with 120 million classified as “ultra-poor (living on less than 

US$0.50 per day)” (Aker and Mbiti, p. 210).  In contrast, the cheapest mobile phone in Kenya 

“cost half the average monthly income” (Aker and Mbiti, p. 211).   

Economic Growth and Technology 

In his book The End of Poverty - Economic Possibilities for Our Time (2005), Jeffrey 

Sachs included lack of innovation as one of the eight major categories that explain why countries 

fail to achieve economic growth (p. 56).  Sacks states that “economic growth and innovation 

proceed in a mutually reinforcing process” (p.61) and points out that even though poor countries 

do not have the economic freedom to invest in research and development, they can still benefit 

from the diffusion of technology created by developing countries, such as computers and cell 

phones, two important technologies that are now providing economic growth benefits to 

developing countries. 

The three most influential information and communication technology (ICT) products in 

the last thirty years have been the internet, personal computers (PCs) and mobile phones 

(Ondiege, 2010, p.2).  Prior to the arrival of mobile phones, ICT services and developments in 

Africa were extremely limited.  Mobile phones have had the highest usage growth among the 

three, and the highest increase was in African countries (Andrianaivo and Kpodar, 2010, p. 9).  

Kenya has been no exception; Ondiege (2010) reports that in a period of six years (2003 – 2009), 

mobile phone penetration grew “from 46.80 per 1000 to 486.52 per 1000 in Kenya” (p. 2); the 

World Bank Data Bank’s World Development Indicators show that the number of cell phone 

subscribers in Kenya grew from 1.5 million in 2003 to 28 million in 2011.  
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In 2006, David Porteous anticipated mobile banking’s impact in the unbanked when he 

stated mobile banking “has the potential to be transformational because it uses the mobile 

communication infrastructure which already reaches unbanked people” (p.3).  Dermish et al. cite 

several studies written between 2009 and 2011 which point out that M-PESA’s success may be 

linked greatly to “Safaricom’s market dominance (it has over 80 percent market share in mobile 

telephony in Kenya)”  (2012, p. 86). 

Uses of mobile phones in Africa 

Africa is still a continent with a very poor infrastructure; however, mobile phones, 

according to Aker and Mbiti, “have represented the first modern telecommunications 

infrastructure of any kind” (2010, p. 208).  Cell phones have also had tremendous social impact 

in the developing world, which is essential to improve people’s livelihoods and to eradicate 

poverty.  Microfinance groups are using them to reach out to distant group members who cannot 

attend meetings, and as an educational tool.  Some organizations are using cell phones as a tool 

to improve medical care through text messages, reminding HIV/AIDS patients about their 

medications and pregnant mothers about their upcoming doctor’s appointments.  The use of cell 

phones in the Arab Spring and most recently in Syria’s civil war has been instrumental to report 

civil rights violations.  

Origins of M-PESA 

M-Pesa was created in Kenya in 2006 as a microfinance pilot program partially funded 

by the British Government, to allow loan payments and repayments to microfinance groups’ 

members (Klein and Mayer, 2011, p. 4).  Within a few months, its creators Susie Lonie and Nick 

Hughes realized its commercial potential and how it could fill the gap in the financial and 

economic sector, mainly as a remittance mechanism to send money to household members.  At 
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the time remittance sending and receiving services were offered by the postal service, some bus 

companies and remittance services such as Western Union, but the services were expensive and 

not always reliable.  In 2007 M-PESA evolved into a money transfer system which is operated 

by Safaricom, Kenya’s largest cellular phone provider, in cooperation with three commercial 

banks.  As Johnson, Brown and Fouillet (2012) show, it has a wider use for interpersonal 

transactions such as paying for rent, school fees, insurance policies, labor, and cash loans (p. 3).  

The authors question whether “the rapid adoption of mobile phone based money transfer services 

(MMT) suggests a tectonic shift” in Kenya’s financial landscape and if it presents a new 

opportunity for formal financial sector inclusion” (p. 1).   

Uses of Mobile Banking and M-PESA 

Kenya is considered “the regional hub for trade and finance in East Africa” 

(www.indexmundi.com), with an estimated population of 43,013,341 and a total area of 580,367 

km2.  In spite of Kenya’s importance in the region, its financial services have been extremely 

limited.  According to Mbiti and Weil (2011, p. 3), there were only 491 bank branches, 500 

postbank branches and 352 ATMs in the whole Kenya in 2009.  In contrast, there were 18,000 

M-PESA outlets (as of 2010) spread throughout rural and urban areas.  In spite of mobile 

banking’s success, the majority of its population is still unbanked for many reasons, and the 

country depends almost entirely on a cash economy.  Through the introduction of mobile 

banking, small and medium enterprises (SMEs), microfinance groups and farmers are using cell 

phones to send and receive remittances, to pay salaries, as internet search engines, to conduct 

business transactions, to check the latest prices of their crops, among many other uses. 

In an interview with BBC (2010), Lonie and Hughes shared some examples of M-

PESA’s social and economic impact:  the family who used M-Pesa to complete the amount to 
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pay for a wife’s dowry, allowing tradesmen to make payments for the supply chain, women who 

have stalls in the markets pay for produce deliveries, and taxi rides (3:59). These examples are 

important in this research, as they present specific cases about how ordinary individuals are 

using the service. 

This literary research also suggests important indirect impacts of mobile banking in 

Kenyan society, such as increase in employment rates as more unbanked individuals have access 

to financial services and are able to start or grow SMEs (The Better than Cash Alliance website).  

M-PESA’s usage among Kenya’s SME sector is likely to be critical, since according to Calice et 

al. (2012, p. 6), data collected by the World Bank indicates that “SMEs in Sub-Saharan Africa 

are more financially constrained than in any other developing region.”  Tilman Ehrbek, CEO at 

CGAP6’, shared the diagram shown in figure 2 in his May 23, 2013 blog; the figure shows many 

emerging enterprises that are using mobile banking in Kenya and Tanzania to create financial 

innovations.  Most of these new enterprises are relying on M-PESA to offer health, energy, and 

transportation services through mobile banking.  Other initiatives such as access to microfinance, 

agricultural services, and for the first time ever agricultural insurance against risks of climate 

change are having positive social and economic impact and are helping the poor improve their 

lives (Ehrbek, 2013).   

  

                                                           
6 CGAP, a global consortium of 33 donors with the common objective to advance financial access for the poor 
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Figure 27 – Emerging businesses using M-PESA 

 

Gender Gap 

Several sources such as the report “Unlocking the Potential:  Women and Mobile 

Financial Services in Emerging Markets” (2013) commissioned by GSMAm Women Global 

Development Alliance highlight the existence of a gender gap in the design and use of mobile 

financial services.  The study by Johnson, Brown and Fouillet (2012) also shows evidence of a 

gendered difference in the use of M-PESA services, where women tend “…to use accounts more 

actively for saving than payments” (p. 4); therefore including them in the design of the services 

will ensure M-PESA growth and scalability. 

This gap in services is also very important, because there is sufficient evidence that 

proves that women’s financial inclusion is crucial in a country’s economic growth.  Mobile 

banking initiatives from the Better than Cash Alliance, GSMA and USAID are targeting women 

users in Kenya and other developing countries, with the goal of providing services and 

applications that meet their financial, security and social needs. 

 

                                                           
7 http://www.huffingtonpost.com/tilman-ehrbeck/how-financial-innovation_b_3321062.html 
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Electronic fund transferring and mobile banking 

Mobile banking is one of several methods of electronic fund transfers (EFTs) or e-

payments, which have become common in developed countries.  The main difference between 

mobile banking and other EFTs is that the former allows unbanked individuals to conduct e-

payments whereas the latter requires individuals to use financial institutions to conduct their 

transactions. Klein & Mayer (2011) attribute M-PESA’s success to its capacity to be used as an 

e-payment tool which has allowed the poor to have access to merchants and services they did not 

have in the past, for different reasons such as distance and risk of carrying large amounts of cash.  

They conclude that “The example of M-PESA in Kenya has demonstrated the power of 

unbundling traditional banking services in order to reach poor people (Klein & Mayer, 2011, p. 

24).”   The World Bank’s 2011 Global Findex showed that 68% of adults in Kenya reported 

using mobile banking; the service has been adopted by urban and rural populations of all socio-

economic levels. 

Paypal is an example of a successful EFT method created in the United States that has 

become popular for online transactions, and is starting to be used in retail stores such as Home 

Depot.  Like M-PESA, PayPal has been very successful in person to person (P2P) transactions 

and is very popular with online micro-sellers; unlike M-PESA, Paypal payments are made 

through bank accounts or credit cards (Mas and Radcliffe, 2011, p. 12).  Based on the evidence 

discussed so far, I can surmise that other methods of EFT would not be as successful and would 

not have the same social and economic impact in Kenya either, as they would continue to 

exclude the poor and the unbanked. 
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The Unbanked and Financial Inclusion 

According to the World Bank’s 2012 poster “Who are the Unbanked?  Uncovering the 

Financial Inclusion Gap” (Global Findex Demirgug-Kunt, Asli, and Klapper), “3/4 of the 

world’s poor do not have a bank account, not only because of poverty, but also due to costs, 

travel distance and paper work involved,” which is consistent with my research on Kenya’s 

unbanked.  M-PESA’s groundbreaking platform is simple, fast and reliable, important reasons 

why it has been accepted by so many in such a short period of time, and continues to grow and 

introduce new products to satisfy the market.  M-PESA’s registered users can now have savings 

accounts as well as send and receive money to other users for reasonable fees within minutes 

from any of M-PESA’s outlets as long as both ends have a cell phone. 

Financial inclusion is critical for a country’s poor population to grow out of poverty and 

reach economic growth, but when one billion individuals worldwide are unbanked, poverty 

reduction seems almost impossible to attain.  As Kendall pointed out at USAID’s Microfinance 

Conference (2012), “every poor person can be an entrepreneur and through that work their way 

out of poverty.” (Slide 4, 1:18).  

The future of M-PESA 

Mobile banking has only been around since 2003 when the first platform, SMART 

Money, was launched in the Philippines.  M-PESA has only been around since 2007.  

Approximately 83 platforms have been launched in the world since 2003 (Mas & Radcliffe, 

2011, p. 5), but only Kenya’s M-PESA has reached such degree of success both with the banked 

and the unbanked.  Some of the evidence discussed in this research shows that the majority of M-

PESA’s users are not the poor, as many would like.  Dermish et al. (2012, p. 85) express 

concerns about whether mobile money has “real traction or [is a] hype” for financial inclusion of 
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the poor.  They express that “many industry observers report a sense of unease at the magnitude 

of the expectations being laid on branchless banking8.”  There have been improvements in 

Kenya’s poverty levels; Devarajan and Fengler (2013) attribute Africa’s recent growth  to 

economic reform (p. xx), which in the case of Kenya, may be directly related to new banking 

policies  M-PESA, but this has not been easy to prove. 

In their conclusion, Dermish et al. point out that in order to positively determine if mobile 

banking and M-PESA will be a true tool of long-term financial inclusion more research needs to 

be done to answer these questions: 1) can M-PESA be successfully replicated in other countries; 

2) how can financial service providers be linked to mobile banking to increase the number of 

financial services; and most important, 3) if it is to be truly useful for the poor, will mobile 

banking providers be able to drop the service cost to a level that will allow for transactions as 

low as $1?  (2012, p. 93).  Mobile banking has become a successful and growing financial tool 

for the unbanked population in Kenya; however, as Eijkman, Kendall, and Mas (2011) point out, 

“Further work will be needed to determine whether these hypothesized benefits are indeed being 

conveyed by M-PESA as well” (p. 221). 

Methods of Analysis and Evidence 
 

This multidisciplinary research focuses on establishing direct and indirect social and 

economic impacts of M-PESA in Kenya’s unbanked individuals, microfinance groups and 

SMEs;9 it also examines the gender gap among M-PESA users.  Women are regularly in charge 

of managing the household’s finances even if they do not earn a salary and their husbands or 

                                                           
8	In this context, the authors use the term branchless banking as synonymous to mobile banking	
9	Small and Medium Size Enterprises	
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children earn the income.  The project attempts to establish if M-PESA has opened up social and 

financial opportunities for the unbanked groups mentioned above to be included in Kenya’s 

domestic economy, and whether M-PESA has allowed those unbanked individuals and groups to 

access financial services and investment capital.  The research is centered on primary and 

secondary sources from different disciplines, such as finance, economics, socio-economic, 

banking, development, microenterprises, and business.  The sources researched were produced 

by academic, private, public, and non-governmental organizations in the United States, Europe, 

and Africa.  Most of the analysis was qualitative, although some quantitative research was done 

in areas such as growth in mobile phone services, M-PESA users, and the volume of transactions 

and money transferred through M-PESA.  The diversity of sources was important, as it offered 

different perspectives about the importance and impacts of the introduction of mobile phones, 

mobile banking and M-PESA to Kenya’s unbanked population.   

Primary Sources 

Primary sources from websites such as the World Bank’s Financial Inclusion Database, Open 

Data for Africa, and the African Development Bank were important in this study to collect raw 

data about financial services, Kenya’s main import and export partners, and poverty levels.  

Audiovisual material included a 2010 BBC interview with M-PESA’s founders, which offered 

relevant historical data and stories about early uses of M-PESA. 

The websites researched offered data from organizations that have conducted direct research, 

or implemented projects on mobile phones, mobile banking or M-PESA.  The primary sources 

consulted validated concepts such as growth in the use of M-PESA by Kenya’s unbanked. These 

sources compensated for the researcher’s inability to conduct field work in Kenya.   
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Secondary sources 

Mobile banking is a relatively new EFT10 method that has revolutionized the financial 

services in developing countries and has been most successful in Kenya through M-PESA.  The 

system is evolving and being studied constantly; most of the information on the topic is available 

through electronic sources.  In order to ensure the information researched was current, reliable 

and had undergone a process of peer-review, many documents researched to produce this project 

came from scholarly papers retrieved from academic websites such as JSTOR, ProQuest, and 

SSRN. 

Other secondary sources included germane journal articles and websites from reliable 

institutions, universities, think tanks, financial and development organizations such as the Bill 

and Melinda Gates Foundation 11, Microlinks12, The Better Than Cash Alliance; international 

development organizations such as USAID; and international banks such as the World Bank, 

Blogs from subject matter experts in mobile banking, microenterprise and international 

development provided insight on trends, current uses of mobile banking, and the anticipated 

future of M-PESA and mobile banking.   

Also included in the research were academic books from renowned authors Jeffrey Sacks 

and Roger Leeds, who have written books related to economic growth, development, poverty 

eradication and microfinance.  Sacks presented the correlation between poverty eradication and 

introduction of new technologies; Leeds’ case studies centered on the need to search alternatives 

to financing small enterprises in developing nations. These books were relevant because they 

address obstacles and restrictions that unbanked SMEs and poor populations face in developing 
                                                           
	
11	A philanthropy organization that provides significant funding to research and projects implemented by different 
organizations, to reduce the use of cash and increase the use of EFT  methods in developing countries	
12	Microlinks captures new learning in microenterprise development, disseminates it among practitioners	
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nations, some of which M-PESA appears to be contributing to overcome in Kenya.  Other 

sources feel mobile banking is fairly new and more research is necessary to ensure it will truly be 

the panacea that so many are predicting; they still present doubts about M-PESA’s long-term 

sustainability, scalability, financial inclusion, and benefits to the poor (Johnson, Brown and 

Fouillet (2012), Dermish (2012));  This study also included several sources which point out M-

PESA’s weaknesses and shortcomings, such as ensuring the services can be made available to 

the poorest in the pyramid who live on US$1 a day.  These sources were important to offer 

contrasting points of view and to show that more research on M-PESA’s impact in Kenya’s 

unbanked is needed.   

All sources were selected with the purpose of validating the main claim in this research 

project:  M-PESA has created opportunities of financial inclusion to Kenya’s poor and unbanked 

population.  To summarize, the documentation I researched points to the fact that M-PESA and 

similar innovative methods of transferring funds without the need of formal banking institutions 

will be of great importance to integrate the unbanked into domestic economies.  Such cashless 

methods might increase international business opportunities, and will be critical in a growing 

integrated global economy where new international trade agreements are negotiated constantly. 

Data Analysis and Argument 
 

People in the United States and most developed countries are so used to conducting all types 

of financial transactions using the internet, credit or debit cards that they hardly realize 

transactions based on cash and checks have become an exception.   Economies in less developed 

countries still depend almost entirely on cash for every transaction that requires an exchange of 

money, whether it is to conduct business, purchase goods or services, pay salaries, receive 
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government pensions, or receive remittances.  According to statistics from the World Bank’s 

Global Findex (2012), the number of unbanked individuals in 2010 reached 2.5 billion; ¾ of the 

world’s poor did not have an account in a financial institution.  Approximately 77% of those 

unbanked individuals live on the equivalent of US$2 a day, which makes them a high risk from a 

financial point of view (Demirguc-Kunt, Asli, & Klapper, 2012).  Because of this exclusion from 

financial services, the unbanked have been deprived from participating in their country’s formal 

economy or have had limited participation. 

Mobile banking is a relatively new EFT method which has been successfully adopted in 

developing countries such as the Philippines, India, Kenya, Afghanistan, Colombia, and 

Tanzania.  Kenya’s M-PESA has been the most successful mobile banking platform both with 

the banked and the unbanked thus far.  The concept that unbanked individuals can transfer 

money through a mobile phone within seconds by a simple text message has become a 

revolutionary method to conduct business transactions for private and public organizations and 

unbanked individuals.  The government of Afghanistan is using mobile banking to pay 

government salaries, which has reduced corruption levels. Developing organizations such as 

USAID and UNDP13 are using mobile phones and mobile banking as a tool to offer financial and 

social services.  In the aftermath of Haiti’s 2011 earthquake, mobile phones allowed international 

organizations to distribute emergency relief directly to the affected population, even though the 

banking system was not fully operational. 

Through concrete examples and statistics, this research project attempts to determine that M-

PESA’s positive social and economic impacts in Kenya’s unbanked groups have resulted in 

economic growth and improved quality of life.  And yet, one fundamental question that remains 

                                                           
13	United	Nations	Developing	Programs	
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to be answered is whether M-PESA’s positive impacts will be sustainable in the long term and 

will be the push that will put Kenya on the ladder to lift its population from extreme poverty. 

Impact of technology in Kenya’s economic growth 

Kenya is located in Sub-Saharan Africa; it is considered “the regional hub for trade and 

finance in East Africa” (www.indexmundi.com), with an estimated population of 43,013,341 and 

a total area of 580,367 km2.  Kenya experienced an unexpected growth during the last decade; 

according to Kiringai, et al. (2010), “Since 2000, Kenya’s economy grew at an average of 3.7 

percent. Without information and communication technology (ICT), growth would have been a 

lackluster 2.8 percent.” (vii)  Africa is the world’s region where mobile phones and mobile 

banking have had the highest growth rate.  It is worth pointing out that according to the World 

Bank, the number of mobile phones in Kenya grew from 1.5 million in 2003 to 28 million in 

2011.  The statistics in Graphic 3 from the African Development Bank’s Open Data for Africa 

database show how the number of mobile lines, main telephone lines, and internet service 

changed between 2003 and 2010.  The numbers confirm how the number of cell phones 

exploded in seven years, whereas the number of telephone land lines decreased slightly.  The 

number of internet users at 2.9 per 100 inhabitants in 203 seems low; the number of users in 

2010 was not reported.  The researcher’s assumption is that the number of internet users may 

have stalled because more people access the internet through their cell phones since it is more 

cost effective. Therefore, the facts discussed in this section and the figure below seem to support 

the claim that mobile phones may be the strongest factor in Kenya’s economic growth. 
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Figure 3:  Kenya’s Telecommunications 
 
2003  2010 

Main telephone line 
per 100 inhabitants 

1.0  0.9 

Mobile line per 100 
inhabitants 

4.7  61.6 

Internet users per 
100 inhabitants 

2.9  25.9 

http://kenya.opendataforafrica.org/muzfxoe/kenya-quick-stats 

Farmers have found ICT to be valuable tools; they access the internet through their mobile 

phones to check the prices of their crops without going through unscrupulous intermediaries, use 

mobile applications to check the weather, and to sell their crops when the price is right.  Some of 

the mobile applications developed in Kenya are “providing opportunities for disseminating 

agricultural price information, monitoring health care, and transferring money” (Akers and 

Mbiti, p. 220). 

Most data researched highlighted the success of M-PESA; many wonder why mobile 

banking has been so successful in Kenya.  Dermish et al. also cite several studies written 

between 2009 and 2011 which point out that M-PESA’s success may be linked greatly to 

“Safaricom’s market dominance (it has over 80 percent market share in mobile telephony in 

Kenya)”  (2012, p. 86).  Devarajan and Fengler (2013) express concerns about the number of 

development challenges that African countries face in general, such as how to attain economic 

growth and reduce poverty levels.  Even though they see the use of mobile phones as a factor 

that will help solve those challenges, they also see other obstacles such as lack of economic 

policies, and a culture of corruption in most governments (paras. 16 and 17).   Even though the 

Kenyan government has created economic reforms that favored M-PESA in the beginning, they 

still need to do more work to ensure their policies adapt to the new uses of M-PESA and other 
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similar mobile banking platforms now available in the country.  Kenyans elected a new president 

recently; it is the hope that the new government will continue to support mobile banking, in order 

to be able to assess its long-term impacts in Kenya’s unbanked. 

The fact that Kenya’s growth can be attributed to ICT, and more specifically to mobile 

phones, reinforces Sacks’ (2003) predicament that “economic growth and innovation proceed in 

a mutually reinforcing process” (p.61) and that even though poor countries do not have the 

economic freedom to invest in research and development, they can still benefit from the 

diffusion of technology created by developed countries.   

Social and Economic Improvements 

Dr. Shanta Devarajan, Chief Economist of the World Bank’s Africa Region expressed in 

a conference at USAID on May 14, 2013 that Africa has been the fastest growing region in the 

world for the past ten to fifteen years.  Some specific socio-economic improvements in Africa 

that Dr. Devarajan highlighted are:  (1) the absolute number of poor people has declined since 

2005, (2) child mortality has decreased significantly, and (3) FDI14 has increased to the point that 

it exceeds the volume of development aid.  In Kenya, these positive changes may be attributed 

directly and indirectly to the extensive use of ICT, specifically mobile phones, and M-PESA, as 

discussed in section entitled “Economic Growth and Technology.” M-PESA is making important 

contributions to Kenya’s agricultural sector to the point that it may be contributing to increased 

productivity.  Kiringai, et al. (2011), cited a study by Plyler et al. which included this remarkable 

finding: “Many participants noted that agricultural productivity has gone up, even in areas 

experiencing drought, because M-PESA enabled the fast transfer of capital when it was most 

needed” (p.3).  The chart in figure 4 below was produced by the World Bank and shows the 

                                                           
14	Foreign Direct Investment	
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increase in financial inclusion among the poorer adults between 2006 and 2010 as the number of 

mobile phones increased.  

Figure 415:  Deepening financial access in Kenya 

 

Source: World Bank staff estimates 
Note: “Banks” also include other financial institutions 

 
Demombynes & Thegeya, (2012) report that “as of June 2011 the value of person-to-

person [mobile money] transactions alone exceeded 30 percent of GDP) (p.3);”  22 percent of 

Kenya’s adults send or receive money or pay a bill using a mobile phone; a substantial majority 

(73 percent) of all mobile money subscribers use mobile money at least occasionally (p. 3).   

As more users registered with M-PESA, it became evident that its impact on the 

unbanked has been both social and economic.  Some of the major economic impacts of M-PESA 

have been inclusive financial markets, contribution to the country’s economic growth, new or 

increased access to financial services, business opportunities for SMEs and microfinance groups 

which add jobs to the communities, and more cash flow in the local economy.  Thanks to M-

                                                           
15	Kiringai,	et	al.,	2011,	p.vi	
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PESA, pastoral farmers in the north of Kenya have access to drought insurance for the first time 

ever through a pilot program designed by the International Livestock Research Institute (ILRI) 

which has change the way pastoral farmers cope with unexpected climate change events which 

can result in loss or death of livestock and crops.  These insured individuals are less susceptible 

to risks resulting from droughts and can recover faster from their losses.  The social and 

economic impact from such insurance program will be very important since “Pastoralism 

contributes to the livelihoods of millions of people across Africa, in some of the poorest and 

most deprived areas. It is a critical source of economic activity in dryland areas, where other 

forms of agriculture are impossible” (IRIN, 2013, para. 4).   

Ekhbert’s May 2013 blog post is showing how financial innovation is helping the poor 

improve their lives through enterprises which have partnered with M-PESA to allow their users 

to pay for water services, which is critical to farmers in a country that depends almost entirely on 

agriculture, as well as improve hygiene and reduce waterborne diseases.  Another innovation 

Ekhbert discussed includes the ability to pay for solar panels to create energy in homes, 

substituting for the use of kerosene which has proven to be a health hazard.  The adoption of 

solar panels results in cheaper energy, and at the same time, it contributes to improve education, 

as children have more hours of light at home and are able to study longer hours.  These financial 

innovations are contributing to improved human capital accumulation (education and health), 

physical security as people travel with less cash and do not keep all their money at home, and to 

food security through programs such as the drought insurance for pastoral farmers. 

Some macroeconomic effects of mobile banking have been new banking and lending 

policies and innovative methods to deliver international aid and humanitarian assistance directly 

to the M-PESA accounts of aid recipients.  Unbanked groups and individuals now can have 
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interest-bearing savings accounts and receive microloans through Safaricom’s service called M-

Shwari; another transformational service which allows individuals to have investment capital and 

create a safety net to respond to emergencies without having to depend on friends and family.  

The expansion of financial services through mobile banking in Kenya is contributing to 

economic growth and is reducing poverty levels, as evidenced in several studies (Aker and Mbiti, 

2012, Kiiti, Mbiti and Weil, 2011).   The use of M-PESA has also had rippling effects in the 

communities with high number of users, such as the creation of small businesses, an increase in 

employment opportunities, a growing number of microfinance groups which mainly include 

women, and a growth in ICT companies that are creating new computer applications as new 

needs arise. 

This researcher had difficulty locating quantifiable data that links M-PESA to Kenya’s 

economic growth or benefits to the poor, and concurs with Dermish et. al (2012) that, “Yet most 

findings are only anecdotally supported, and those that are more quantitative have yet to 

demonstrate clear causal effects.” (p.87)  It is undeniable; however, that M-PESA has created 

financial opportunities for unbanked groups which they did not have prior to mobile banking, 

due to Kenya’s limited banking infrastructure, long distances to reach banks, and the high cost of 

formal banking among other reasons. 

Uses of M-PESA and mobile banking 

The number of M-PESA registered users grew from 9.48 million in 2010 to 19.7 million 

in March, 2013, according to a fiscal year 2013 results presentation accessed in Safaricom’s 

website.  M-PESA began as microfinance tool, but quickly evolved into a remittance service that 

replaced risky, inefficient and costly money transferring methods such as bus companies, money 

transferring services, and the postal service; M-PESA is replacing cash in retail transactions.  M-
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PESA added 26,000 agents in 2012, the number of agents in March 2013 was 65,547 (Safaricom 

website).  Financial inclusion has deepened as more users and agents were added.  M-PESA is 

“making it easier for people to pay for, and to receive payment for, goods and services” (Jack & 

Suri, 2011, p.11).  Figure 5 shows how people used to transfer money prior to M-PESA’s arrival 

and figure 6 shows M-PESA’s uses in 2010.  As figures 5 and 6 show, M-PESA has become the 

preferred method to send or receive remittances.  Prior to M-PESA’s adoption, most remittance 

methods were almost exclusively based on transporting cash by hand, which was a more 

expensive, risky, and lengthy process. 

Figure 516: Remittance methods prior to M-PESA
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Figure 617: The Uses of M-PESA

 
 

According to Camner, Pulves and Sjöblom (2012), in 2006, 59 percent of money 

transfers were sent by hand; by 2009, 47 percent of the transfers were done through M-PESA 

and transfers by hand had dropped to 32 percent (pp. 5 & 6).  This change has been important to 

Kenyans, because it means that people are safer when traveling without cash, they do not need to 

travel long distances, sacrificing money and valuable time to reach a bank, Western Union agent, 

or access financial services.  When people live on US$2 a day, they cannot afford to invest their 

valuable time and scarce money to travel to another village to either send or pick up money and 

risk being robbed along the way.  They could be using this time to work in their farms or small 

business and the money to invest in their household or business.  This concept may be difficult to 

grasp in more developed economies, where a person can use a debit card or access cash through 

any of the thousands of ATM stations and pay what many consider a minor service fee of $2.00 - 

$3.00 per transaction.  Kiringai, et al. (2011) pointed out the link between M-PESA, employment 

and business opportunities in farming;“  In instances of a farmer running out of seed or a family 
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needing to hire casual labor, M-PESA facilitated the fast and safe transfer of funds to deal with 

expenses”  (p.23).    

Jack and Suri (2011) conducted two rounds of studies in 2008 and 2009 among M-PESA 

non-users, early and more recent users.  The results show a growth in the percentage of users in 

the banked and urban population increased substantially, as well as a continued rise in the 

number of mobile phone users.  Specifically, the percentage of users in the unbanked population 

grew from 25 percent in Round 1 to 50 percent in Round 2, suggesting M-PESA's relevance as 

an alternative and, eventually, a path to formal financial services.  The percentage of users in 

rural areas grew from 29 percent to 41 percent (p. 14).  Jack and Suri’s studies documented the 

shift in demographics of M-PESA users; early adopters tended to have higher incomes and live 

in urban areas, but over time, adoption of M-PESA has happened more and more among the 

poor, in rural areas, and among the unbanked.  This data suggests that financial inclusion among 

the unbanked continues to deepen, with the expectation that social and economic benefits are 

multiplying. 

Small and Medium-Size Enterprises (SMEs) 

Small and medium size enterprises (SMEs) play a key role in the economic growth of 

developing countries.  This research is focusing on the importance of M-PESA as financial 

inclusion to SMEs because this sector represents “a major source of economic growth, job 

creation, innovation, exports and other key development indicators” (Leeds, 2003, p. ix).  In the 

United States, according to the US Small Business Administration, small businesses provide 

55% of the country’s jobs (www.sba.gov/content/small-business-trends) and 98 percent of the 

302,000 exporting companies in 2011 were SME’s (http://www.trade.gov/mas/ian/smeoutlook/). 
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SMEs in Kenya and Tanzania are taking advantage of mobile banking to expand their 

operations and offer much needed services to the unbanked, as evidenced in Ekhber’s May, 2013 

blog post.  Ekhber reports at least sixty new businesses which are using what he calls “innovative 

mobile financing” successfully to offer services in diverse areas such as agriculture, health, 

transportation, insurance, water and alternative energy. 

  As more SMEs are created or expanded, the research also suggests important indirect 

impacts of mobile banking in Kenyan society, such as increase in employment rates as more 

unbanked individuals have access to financial services (Finacle and The Better than Cash 

Alliance websites).  M-PESA’s usage among Kenya’s SME sector is likely to be critical to 

remove business and investment barriers and increase financial opportunities since, according to 

Calice et al. (2012, p. 6), data collected by the World Bank indicates that: 

“SMEs in Sub-Saharan Africa are more financially constrained than in any other 

developing region. Only 20 percent of SMEs in Sub-Saharan Africa have a line of 

credit from a financial institution compared, for example, with 44 percent in Latin 

America and Caribbean, and only 9 percent of their investments are funded by 

banks versus 23 percent in Eastern Europe and Central Asia.” 

Calice et al.’s study centers on bank financing to SME’s in Kenya, Tanzania, Uganda and 

Zambia.  Fifty percent of the banks working with SMEs in Kenya reported they are interested in 

the profitability of this sector, but they also reported that the lack of credit history makes it a 

challenge and a risk for them to work with SMEs (2012, p.11).  One of M-PESA’s benefits is 

that its users create a track record of transactions and a credit history, which has become very 

useful for those SMEs who were unbanked for so long; thanks to M-PESA, such users now can 
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access small loans.  Therefore, I see a clear link between financial inclusion, methods of mobile 

banking, new business opportunities, and job creation. 

Microfinancing 

International development organizations created the concept of microfinance to provide 

social aid to the population at the bottom of the economic pyramid in developing countries, 

usually women, and to those who could not receive credit on an individual basis.  M-PESA was 

created to serve the microfinance sector, and has proved to be very successful tool to assist these 

groups in the delivery of their services.  M-PESA is allowing microfinance groups to offer 

increasingly new services which their members accessed through costly informal services in the 

past.  Jake Kendall’s “From Microfinance to Inclusive Market Development” presentation at 

USAID’s Evidence Summit, included the fact that microfinance groups now serve 200+ million 

throughout the world and offer these individuals opportunities for financial services such as 

savings, loans, and insurance (2012, slide 4).  The results of a study of 21 microenterprise 

women groups conducted in 2011 (Kiiti and Mutinda) indicate that these groups relied on M-

PESA and mobile banking to conduct their transactions and deliver social, economic, educational 

and psychological services and support to its members.  “Many of the group members expressed 

that they couldn’t imagine not having access to M-PESA as a service.”  (2011, p. 3)   As Mbiti 

(2012) presents in her individual study of 21 women’s microfinance groups in Northern Kenya, 

microfinance groups also mentioned felt that “There was strong support for M-PESA as a service 

that promotes more economic transactions in the rural areas; thus leading to rural development 

and possibly, the reduction of poverty.”  Kendall pointed out that “every poor person can be an 

entrepreneur and through that work their way out of poverty.” (Kendall, 2012, slide 4, 1:18). 

Therefore, mobile banking and M-PESA must not lose sight of opportunities for financial 
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inclusion of the microfinance sector, as it is proving to be critical to reach rural communities and 

women, who are an underserved group. 

Gender Gap 

Women are usually in charge of managing the household’s finances; so it is critical that 

they be included in a society’s financial services.  Unfortunately, in developing countries, the 

inequalities between men and women tend to be huge; Mbiti (2012) presents data from a 2005 

publication by UNDP & UNIFEM which showed that “an estimated 95% of all land holdings in 

Kenya are owned by men; while women own only 5% (paragraph 2).  The report “Unlocking the 

Potential:  Women and Mobile Financial Services in Emerging Markets” (2013) commissioned 

by GSMAm Women Global Development Alliance highlight the existence of a gender gap in the 

design and use of mobile financial services.  This study was conducted in five countries in 

different continents, including Kenya; its authors assert that “A consistently overlooked theme in 

these discussions has been women, including their wants and needs for and use of mobile 

financial services, as well as their critical role in the success of any mobile financial services 

deployment” (p.1).  GSMA’s 2013 study mentioned above stresses the responsibility of women 

in the household; “the research found that women take on a substantial amount of responsibility 

for their families’ financial management, including remittances, emergency payments and daily 

household management” (p. 6).  If women were to have higher access to mobile phones and to 

M-PESA services, the effects could translate into higher economic inclusion, and more 

opportunities to enter the economy on an individual basis, like they are doing through micro 

finance organizations.  As women become more independent socially and financially, the 

assumption is that they will have more opportunities of contributing to the country’s economy. 
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Financial Inclusion  

Multiple sources included in this research project support the researcher’s assumption that 

M-PESA has allowed unbanked sectors to be included into Kenya’s domestic economy, as it has 

allowed those sectors to access financial services even though they continue to be unbanked.   

Statistically, in January, 2010, M-PESA cash deposits and withdrawals reached “USD650 

million per month, while the average transaction was only about USD33” (Onidiege, 2010, p.8).  

M-PESA was limited to money transferring, so Safaricom partnered with Equity Bank, Kenya’s 

largest bank, and other banks to create a new platform that is allowing unbanked users to open 

savings accounts and have available disposable cash for the first time; they are better prepared 

for unexpected events, such as medical emergencies, death in the family, or losses in their crops. 

 For decades financial institutions were not interested in investing their time and 

resources to offer their services to the poor, because they did not think this segment of the 

population would be profitable, but M-PESA has proven that the poor not only require financial 

services, but are creating economic growth in the country, even those living on $2.50 or less a 

day.   M-Pesa’s price structure allows for very small money transfers at a very low cost; Dermish 

et al. cite a 2009 ethnographic survey by Morawczynski & Pickenswas found that “most poor M-

PESA customers said that they chose the service because of its low cost.” Even though, there is 

evidence that the service has been more popular among “younger, wealthier, better educated, 

banked, employed in non-farm sectors” (Dermish et al., 2012, p.87) population than by the poor 

and unbanked, studies by Jack and Suri discussed in previous sections show that M-PESA’s 

growth has been higher in the unbanked. 
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Summary 
Banked, urban individuals have clearly benefitted from M-PESA, but, as shown in this study, 

unbanked individuals and groups are also attaining financial inclusion and are participating in 

Kenya’s formal economy for the first time through increased opportunities created by the 

ubiquitous and transformational presence of cell phones and mobile banking.  The social impact 

of M-PESA and mobile phones is undeniable, as Kenyans are able to access financial and basic 

services and make payments using their mobile phones even though many of M-PESA users 

continue to be unbanked.  An important benefit of M-PESA to SMEs is the establishment of a 

financial tracking system, which is allowing its users to access loans based on the individual’s 

transferring history. Safaricom has also created a savings service and offers micro-loans to M-

PESA users, which will contribute to business expansion and to create wealth.  Other uses of 

mobile phones to deliver medical and training services were not addressed in this study, but are 

providing important social benefits to groups such as pregnant women and HIV-AIDS patients.  

Mobile phones are also contributing to close the financial and social gender gap in Kenya, as 

more women are using cell phones and are registered M-PESA users. The physical risks to 

women have decreased as they can receive remittances through their phones without the need to 

travel with cash when collecting the money.  They can also store small amounts of cash in their 

phone and respond better to unexpected emergencies.  Figure 7 highlights some of the social and 

economic impacts that can be attributed to M-PESA.  Other positive effects of M-PESA have 

also been discussed in different sections throughout this research project. 
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Figure 7:  Summary of Social and Economic Impacts of M-PESA 

 

Limitations 
Even though this research project was limited to secondary sources, it revealed evidence 

of multiple positive social and economic effects in Kenya’s unbanked population as a result of 

the extensive and growing use of M-PESA and other mobile banking initiatives.  M-PESA’s 

success is undeniable. However; this research has revealed a lack of documents reporting on 

measurable evidence on whether or not M-PESA has really been successful in reaching out to the 

poorest unbanked individuals as the initial studies anticipated, in spite of extensive data available 

on mobile banking, M-PESA, microfinance, and unbanked population. Further research will also 

be necessary to identify more recent studies that measure M-PESA’s impact on the unbanked 

people's income and consumption levels as well as on creating new businesses and growing 

microfinance groups.   Jack and Suri (2011) also expressed that “the precise source of these 
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• Remittance	efficiency
• New	banking	policies
• New/expanded	businesses
• Employment	opportunities
• Bill	payments
• Financial	capital	accumulation	
(loans,	microfinances,	savings)
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benefits – i.e., the specific economic impacts of M‐PESA – is not easy to calculate” (p. 29).  This 

gap was important for this study, as the researcher was unable to establish M-PESA’s precise 

impact in reducing Kenya’s poverty, as anticipated. 

This study also included several sources which point out M-PESA’s weaknesses and 

shortcomings, such as ensuring the services can be made available to the poorest at the bottom of 

the pyramid that live on US$1 a day.  M-PESA’s price structure allows for very small money 

transfers at a very low cost; Dermish et al. cite a 2009 ethnographic survey by Morawczynski & 

Pickenswas which found that “most poor M-PESA customers said that they chose the service 

because of its low cost,” but also there is evidence that the service has been more popular among 

“younger, wealthier, better educated, banked, employed in non-farm sectors” (Dermish et al., 

2012, p. 87) than by the poor and unbanked.  In their conclusion, Dermish et al. point out that in 

order to positively determine if mobile banking will be a true tool of financial inclusion, it must 

meet several conditions, the most important in this research, if it is to be truly useful for the poor, 

will mobile banking providers be able to drop the service cost to a level that will allow for 

transactions as low as $1?  (2012, p. 93).   

Moving into the future, Safaricom should continue exploring future uses of M-PESA and 

its ability to reach out to the poorest population, expand financial inclusion and ensure long-term 

sustainability.  Additional studies are necessary to answer two fundamental questions from this 

research project: Will M-PESA’s positive impacts prove to be sufficient to put Kenya on the 

ladder that will lift its population from extreme poverty?  Will M-PESA allow Kenya to have a 

more efficient participation in international trade initiatives and capture international 

remittances? 
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Conclusion 
It may be too early to declare that Kenya’s economic boom is entirely attributable to M-

PESA, but the evidence of its positive social and economic effects in Kenya’s banked and 

unbanked population is undeniable.  There is enough evidence from sources such as the World 

Bank that links Kenya’s sustained and unexpected economic growth to mobile phones and more 

specifically to mobile banking.   On the other hand, there are many who feel mobile banking is 

fairly new and more research is necessary to ensure it will truly be the panacea that so many are 

predicting.  As the World Bank’s Global Findex reported in 2012, there are still 400 million 

adults in Sub-Saharan countries who are financially excluded (p. 2), so the researcher believes 

mobile banking must be expanded to close this gap, while formal banking services are capable of 

serving this group. 

The researcher believes that the use of M-PESA and mobile banking for international 

trade appears to have been overlooked in spite of this increasingly integrated global economy.  

Cashless alternative solutions and innovative fund transfers and initiatives such as mobile 

banking may be the fastest, safest, and more efficient methods for inclusion of unbanked 

individuals and SMEs in international trade, as well as for private citizens to send remittances to 

their relatives and friends.  During President Obama’s recent visit to Africa, he launched his new 

“Trade Africa Initiative”, a trade partnership between the United States and the East African 

Community (EAC) - Burundi, Kenya, Rwanda, Tanzania, and Uganda, “that seeks to increase 

internal and regional trade within Africa, and expand trade and economic ties between Africa, 

the United States, and other global markets.” (White House Fact Sheet, 2013, para. 1).  This and 

other newly established initiatives from the United States government, the World Bank, and 

organizations such as the Bill and Melinda Gates Foundation and the Better Than Cash Alliance 
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seek to help African countries grow their economies and depend less on international 

development aid.   

M-PESA and mobile banking have the potential to play an important role to conduct 

international trade, provided the services is regulated, and appropriate banking and financing 

policies and systems are in place.  Mobile banking is a relatively new transfer and payment 

method that has leapfrogged in African countries.  Time Magazine’s article Kenya’s Banking 

Revolution (Perry and Wadhams, 2011) cites a CEO from California-based Obopay saying that 

“The future of banking is being defined here [in Africa]…It’s going to change the world” 

(para.4).  Sachs (2006) affirms that “The main objective of economic development for the 

poorest countries is to help these countries to gain a foothold on the ladder” (p.73).  Even though 

there is a need for more studies that will offer concrete results of M-PESA’s services, the 

evidence obtained in this research project supports the researcher’s initial assumption that M-

PESA’s inclusion of the unbanked has started a transformational revolution in Kenya.  As more 

individuals, SMEs and microenterprise groups are now able to participate in the domestic 

economy and the country’s economic growth, mobile banking may provide the push the country 

needed to lift people out of poverty faster and more efficiently. 
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