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		Abstract

		Payments are the connective tissue of an economic system. They enable people to buy goods, purchase water and electricity, and send money to friends, family, and business partners. They enable governments to collect taxes and disburse social payments. And they enable suppliers to collect payments from buyers. When these transactions are costly and inconvenient, economic activity is impeded.     

Wealthy households live their financial lives embedded in a digital financial system which â€œgreases the wheelsâ€� of their economic activity by making it cheap and easy for them send and receive payments. Their money sits in a virtual account as ones and zeroes on a server where it can be transferred with the click of a button. In contrast, 2.5 billion people â€“ most of them poor â€“ are cut off from that system. They store and transfer value through physical assets, such as cash, jewelry, or livestock.      

We describe how the cash-digital divide creates stark inequities in the financial lives of poor households. We depict what digital financial inclusion would look like and present a growing body of evidence which suggests that connecting poor people to an integrated digital financial system will generate sizable welfare benefits. We argue that countries will not bridge the cash-digital divide in one giant leap. Instead, they will likely pass through four stages of market development along the pathway to an inclusive digital economy. The commercial assets required to navigate this pathway vary across the four stages. Financial regulations and business models must therefore be calibrated to harness those assets at each stage. 
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