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Introduction

Naoyuki Yoshino, José Anson, and Matthias Helble

Postal financial institutions have historically been the largest financial
inclusion channels in human history. Back in the 19th century, the Postal
Savings Bank in the United Kingdom and the Japanese Post played a
critical role in the development of the economy of their countries, giving
access to savings accounts to millions of citizens for the first time in their
entire lives. The savings were then channelled into enabling investment
in the development of key infrastructure of the two countries. The
global reach of postal networks then quickly became an opportunity for
governments to facilitate the introduction of the first ever global stand-
ardized system for international remittances, under the auspice of the
Universal Postal Union’s (UPU) international treaty on postal payments
(1880s).

Today, more than 2 billion people are still considered unbanked
or underbanked. What role have postal networks played in tackling
this challenge in a digitally connected 21st century? While a number of
postal companies in developed countries have progressively spun off
their postal savings branch to other financial institutions, the opposite
is true in developing and emerging countries where a considerable
number of postal financial institutions have substantially contributed to
expanding access to accounts, insurance and payment systems over the
last decade. The case of Brazil, the Russian Federation, India, and the
People’s Republic of China, collectively known as the BRIC economies
is particularly striking in this respect, and the potential for supporting
economic growth and development is well documented in the different
chapters of this book.

However, unlike in the 19th century, new information and commu-
nication technologies also offer new ways for the unbanked to start
using financial services. The emergence of mobile telephony has led
to the surge of mobile payments in the developing world given the
increasing population access to mobile telephony in most developing
countries. The provision of these mobile payment and savings services
requires a vast physical network of agents for cashing in and out. More
informal savings and credit schemes, such as rotating savings and credit
associations, are still widespread around the world in spite of financial
technological progress.
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While mobile telephony has given a new voice and communication
channels to several billion people today, internet communication has
spurred the development of e-commerce at a global level. Today millions
of Micro, Small and Medium-Size Enterprises (MSMESs) in any given
country are empowered to trade with the rest of the world in a more
seamless manner than ever before. The delivery of online purchases of
physical goods requires adequate and reliable global logistics.

Be it for holding one of the largest physical networks in the world
with over 650,000 post office branches, or handling about half of the
world e-commerce related parcels, postal sector enterprises remain
potentially relevant for facilitating physical access to billions of
customers exchanging money through their mobile phones or deliv-
ering what is ordered online. Being at the crossroads of logistics and
payments, post services can leverage their unique geographical network
capillarity, physical reach and institutional trust among the population
to ease access, for the underbanked, to an increasing variety of savings,
insurance and credit products in the era of fintech and cryptocur-
rencies. Central to seizing these new opportunities is the redefinition
of the systemic role that postal financial institutions can play in the 21st
century digital economy ecosystem. This is where the challenge lies for
most of them, given that outdated legacy systems built for the economy
of the last fifty years must be replaced by leaner, more creative and
inclusive ways of effectively providing the right digital-physical mix of
ever more customized financial services to billions of citizens over the
next decades. This book revisits postal financial inclusion, combining
economic research and policy experience, and shedding new light on
the way postal financial institutions can remain innovative, inclusive
and relevant.

The reader will be taken on a journey to assess the potential and
impact of postal financial inclusion throughout the different chapters of
this book. After providing a global overview of postal financial inclusion
and the role of the post office, the most recent outcomes of the UPU
Panorama of Postal Financial Inclusion are presented. These analyses
are completed by a detailed description of the interaction between
postal savings and macroeconomic stability.

The promotion of postal financial inclusion must take into account
the lessons from past reform and how to build sound regulatory
framework that are supportive of postal financial inclusion goals.
Two extensive chapters cover these issues and benefit from the wide
experience of top practitioners in the field.

Another part of the book evaluates the impact of postal financial
inclusion on economic and social development. The Japanese
experience is presented in this respect. Postal financial inclusion is a way
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of protecting the most vulnerable parts of the population. In this sense,
the non-discriminatory behavior of postal financial institutions towards
women opening accounts and handling their own finance through postal
services is highlighted in a dedicated chapter. Another chapter deals
with the econometric estimation of the local economic development and
trade impacts of postal financial inclusion in more than 5,000 commu-
nities in Brazil. The last two chapters of the book deal with the future
of postal financial inclusion. Building on the past in order to better look
into the future is necessary, although the current context of fintech is
truly disruptive for both banks and postal financial institutions.

In conclusion, postal companies could again be a major contributor
to today’s global financial inclusion agenda and support, and to the UN
2030 Agenda for Sustainable Development. Their extensive record of
past contributions to financial inclusion and their provision of financial
services to the most vulnerable segments of the population is the best
proof of their potential. Moreover, countries supporting postal financial
inclusion have benefited from greater economic development and growth
as a result. Nevertheless, for postal organizations, yesterday’s achieve-
ments are no guarantee of success in “banking the unbanked” in the
coming decade, particularly if these institutions are not going through
a faster process of digital transformation. Unlike in the 19th century, the
postal service cannot provide, on its own, all the key elements and ingre-
dients for successful postal financial inclusion. They increasingly need
to cope with the surge of an ever more decentralized digital economy,
smartly partner with all relevant stakeholders in tomorrow’s financial
ecosystem, and should definitely focus on adding value to their services
for the unbanked where they cannot be easily replaced or substituted.
Reinventing postal financial inclusion is just starting. It needs more
harmony and collaboration between all relevant stakeholders than ever
before, and it requires postal financial institutions to revisit their value
proposition for the unbanked.
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Financial Inclusion and
the Role of the Post Office

José Ansdn, Alexandre Berthaud, Leora Klapper, and
Dorothe Singer'

1.1 Introduction

Post offices (or “posts”) can play a leading role in advancing financial
inclusion. In Brazil, for example, more than 10 million accounts were
opened between 2002 and 2011 after the post established Banco Postal
under a partnership model with an existing financial institution (Ansén
and Bosch Gual 2008). Yet little is known about the type of clients that
posts reach through their financial service offerings as compared to
clients of traditional financial institutions (such as commercial banks).
Moreover, the role of the post may vary depending on the business model
that a government pursues in providing financial services via the postal
network. The lack of systematic data has hindered efforts to understand
the role of the post in providing financial services in most economies.
This chapter documents and analyzes account ownership patterns
at posts, in comparison to traditional financial institutions such as
banks and regulated microfinance institutions (MFIs). We use the
global financial inclusion indicators (“Global Findex”) database, which
provides indicators measuring how people in 148 economies around the
world save, borrow, make payments, and manage risk based on inter-
views with more than 150,000 nationally representative and randomly
selected adults. For 60 countries these new indicators distinguish
whether adults have an account at the post, a financial institution, or

We thank Isabelle Huynh, Atisha Kumar, and Douglas Randall for helpful comments.
This chapter’s findings, interpretations, and conclusions are entirely those of the
authors and do not necessarily represent the views of the Universal Postal Union nor
the World Bank, their Executive Directors, or the countries they represent.
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both.? Controlling for a host of individual characteristics and country
fixed effects, we find that posts are relatively more likely than traditional
financial institutions to provide accounts to individuals who are most
likely to be financially excluded such as the poor, less educated, and
those out of the labor force.

Using newly collected data from the Universal Postal Union (UPU),
we also explore the degree to which different postal business models
and the size of the postal network help explain differences in account
ownership patterns across institutions (posts versus traditional financial
institutions) and countries. Partnerships between the post and other
financial institutions coincide with higher bank account penetration,
suggesting that the contribution to financial inclusion through the post
is potentially larger than what we can measure using the share of post
accounts. We also find that the size of the postal network matters. The
larger the network—both relative to the network of traditional financial
institutions and to a country’s population—the more likely it is that
adults have an account at the post.

A formal account provides individuals with a safe place to save and
creates a reliable payment channel to transact with family members, an
employer, businesses, or the government. It can also facilitate formal
savings and credit, which may be used to invest in education or starting
a business. As such, account ownership is often the first step towards
inclusion in the formal financial sector.

The first postal account was opened in 1861 when the post in the
United Kingdom established a postal savings bank to encourage the poor
to save. Postal services in many other countries soon followed suit in
offering savings accounts. In some countries posts operated as agents
for private savings institutions before becoming postal savings banks.
For example, in the Netherlands the post served as an agent based on
a royal decree from 1875 that regulated the connection between posts
and existing savings banks before the Royal Postal Savings Bank was
established in 1881 (Universal Postal Union 1879). For over a century,
the business model of postal savings banks around the world remained
essentially unchanged. In 1970, Finland was one of the first countries to
convert its postal savings bank into a full-fledged postal bank reporting
to the central bank. This move was taken by the Finnish government
to allow the post to provide a wider range of services across its more
than 3,000 posts. The increasing use of digital communication technol-
ogies in the 1990s and their substitution for mail, however, forced post
operators to rethink their overall business strategy and to diversify

2 Account ownership is the only indicator for which a breakdown by institution is
available.
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product offerings. As a result, some postal operators decided to leverage
their existing post network and expand the number of financial services
provided. While posts in some countries such as Brazil chose to partner
with existing financial institutions, other posts decided to convert their
postal savings banks into full-fledged postal banks (Berthaud and Davico
2013).

The rest of the chapter is organized as follows. Section 1.2 presents
the data both at the individual and country level. Section 1.3 intro-
duces the empirical methodology. Section 1.4 shows the econometric
estimation results according to individual (demand-side) and country
(supply-side) characteristics. Section 1.5 concludes.

1.2 Data
1.2.1 Individual-Level Data

Our data on account ownership comes from the first round of the
Global Findex database.® The Global Findex data was collected over
the calendar year 2011 by adding a questionnaire on financial inclusion
to the annual Gallup World Poll. The 2011 World Poll surveyed at least
1,000 individuals in 148 economies using randomly selected, nationally
representative samples.* The target population was the entire civilian,
non-institutionalized, adult population (age 15 and over) in each country.
The questionnaire included a question on ownership of an individual or
joint account at a formal financial institution. For 62 countries in which
post savings accounts are offered, the questionnaire also included a
question on ownership of an individual or joint account at a post.® In our
sample, we focus on the over 65,000 individuals who were interviewed
in 60 of these countries.® Appendix 1.1 lists all the countries included in
our sample.

3 See Demirguc-Kunt and Klapper (2012) for a description of the database.

4 Detailed country-level information about the data collection dates, sample sizes,
excluded populations and margins of error can be found at: http://www.worldbank
.org/globalfindex. In BRIC countries, the sample size ranges from 2000 to 4000
individuals.

5 For seven countries (Algeria, Republic of Congo, Arab Republic of Egypt, Greece,
Morocco, Tunisia, and Republic of Yemen) the data is for 2012 instead of 2011 because
of data quality issues in the 2011 round.

o We drop Madagascar from our sample because more than 20% of the population is
not sampled and Taipei,China because no economy-level post office information is
available.
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The Global Findex data allows us to distinguish between three types
of account ownership: an account at a financial institution only, accounts
at both a financial institution and a post, and an account at a post only.
Within our sample of countries that offer postal accounts, we find that
49.9% of adults have an account at either or both institutions, 11.6% of
adults have an account at a post, and 2.8% of adults have an account at a
post only (5.6% of account holders).

Figure 1.1 shows a wide variation in overall account ownership
between high income and developing countries. While account
penetration is close to universal in the developed countries included
in our sample (90%), on average, only 44% of adults in developing
countries offering postal financial services report having an account.
However, beyond account penetration, we are interested in the types
of accounts owned by individuals. In most of countries in our sample,
account ownership at a formal financial institution only is the most
common type of account ownership, followed by account ownership
at both a financial institution and a post. Having a post account only is
typically the least common.

One exception to that general pattern is Japan, where 80% of adults
in Japan report owning an account at the post. Japan is also the only
country where owning an account at both a financial institution and
the post is the most common type of account ownership (77%). The gap
between the share of post account ownership in Japan and the countries
with the next highest levels of account ownership illustrates that the
Japanese case is indeed an exception. In Ireland and Luxembourg, a
little over 30% of adults report owning a post account. Furthermore,
in most countries, fewer than 10% of adults have a post account. With
respect to the percentage of adults who only own an account at a post,
Italy stands out with 16% of adults who report owning an account at a
post only. In contrast, in most other countries, less than five% of adults
have a post account only. We report the percentages for all three types of
account ownership by country in Appendix 1.1.

In addition to sharp differences in account penetration across
countries, there are also important disparities in account penetration
by individual characteristics. Allen et al. (2012) document that men and
more educated, wealthier, and older adults, as well as adults residing
in urban areas, are more likely to own an account. We test whether
demographic characteristics also matter for the type of account that
adults own. Table 1.1 reports the univariate statistics of type of account

7 This compares to 89% account penetration in high income countries and 41%
account penetration in developing countries for the full sample of countries in the
Global Findex database. The data are population weighted.
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Figure 1.1 Account Ownership by Type and Country, 2011
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by individual demographics that were included in the Gallup World
Poll Survey.

Because there are three account types—financial institution only,
both financial institution and post, and post only—we present two sets
of statistics. First, we compare individuals with an account at a financial
institution or both financial institution and post to those with an account
at a post only. We find that individuals with an account at a post only
tend to be significantly poorer, older, less educated, less likely to be
married, and less likely to be employed. This suggests that posts may
play an important role in providing financial services to segments of the
population that might be particularly likely to be financially excluded.
Notably, we find no statistically significant gender or rural-urban gap
between adults with an account at a financial institution or financial
institution and post, and adults with an account at a post. Second, we
compare adults with an account at a post only to those with no account.
We find that individuals with an account at a post only are relatively
more likely be male, richer, older, reside in urban areas, more educated
and employed by an employer. They are less likely to be unemployed
or self-employed. This suggests that the postal service may provide
financial services to vulnerable parts of the population if we restrict
ourselves to the universe of account owners. However, relative to the
unbanked, adults with a post account only may not represent the most
vulnerable segment of society.®

1.2.2 Country-Level Data

We combine individual-level data from the Global Findex database and
the Gallup World Poll with country-level information on the adopted
business model of posts and the types of financial services provided.
The data on the different business models pursued by posts with regard
to providing financial services was collected by the UPU, a United
Nations specialized agency that is the primary forum for cooperation
between governments and postal sector players.” Appendix 1.2 provides
an overview of the included business models. First, we identify dummy
variables (0/1) on whether posts have a postal bank license, provide
unlicensed postal savings (usually referred to as a post savings bank),
or offer financial services through various partnership models with

8 For the most vulnerable segment of society owning an account might not make
economic sense due to costs related to opening and maintaining an account. However,
those individuals may use the post for transactional financial services such as sending
remittances.

o See Berthaud and Davico (2013) for a description of the database.
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Table 1.2 Overview of Postal Business Models

Countries
Business Models All High Income Developing
Licensed postal financial 7 12% 3 16% 4 10%
services
Unlicensed postal savings 29 48% 5 26% 24 59%
Partnership with a 24 40% n 58% 13 32%
financial service provider
Total 60 100% 19 100% 41 100%
Cash Merchant for
Remittances 43 72% 18 95% 25 61%
Government payments 40 67% n 58% 29 71%

Source: Authors.

other financial institutions.’® Because few countries have fully licensed
postal financial services, we combine the licensed and unlicensed
financial services in the regression analysis and create one dummy
that equals 1 if posts provide financial services through partnerships
and O if the post provides licensed or unlicensed financial services
directly. Second, we identify dummy variables (0/1) if the post acts as
a cash merchant for (i) remittance service providers or (ii) government
payments. Note that the latter two categories are not necessarily
mutually exclusive. Appendix 1.1 includes data on the post bank business
models by country.

Table 1.2 summarizes the number of countries that adopt each
business model. Overall, seven countries® in our sample of 60 countries
have a licensed post bank. In 29 countries, the post offers unlicensed
postal savings. Posts have entered a partnership with a financial service
provider in the remaining 24 countries. In developing countries,
unlicensed postal savings are the most common business model. In
contrast, in high income countries the dominant model involves partner-
ships with financial service providers. In addition, in many countries
the post offers cash merchant services. In 43 countries (72%), the post
offers such services on behalf of remittance service providers and in

10 TLicensed in this context refers to the fact that the post has been issued a banking
license by the banking supervisor (typically the central bank) and falls under its
supervision. Unlicensed here refers to the fact that the postal savings bank does not
fall under the supervision of the banking supervisor. Instead, it falls under the super-
vision of its line ministry or the postal regulator.

B People’s Republic of China, France, Gabon, Japan, Kazakhstan, Morocco, Poland.
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40 countries (67%) the post offers services to facilitate government
payments. While the postal service in nearly all high-income countries
acts as a cash merchant for remittance service providers, it only does so
in 61% of posts in the developing world (25 countries).

In addition to data on postal network business models in providing
financial services, we also use data on post access points both relative to
the total number of post and financial institutions contact points as well
as the proportion of access points per 1,000 inhabitants. We hypothesize
that a larger presence of post branches compared to financial institutions
or a denser postal branch network in general increases the convenience
ofhavinga postaccount. This may in turn influence an individuals’ choice
of account type in favor of postal accounts. Data on post access points is
collected by the UPU. The IMF’s Financial Access Survey provides data
on financial access such as branch penetration. Data on GDP per capita
come from the World Bank’s World Development Indicators database.
Appendix 1.3 provides detailed descriptions of all indicators and their
sources.

1.3 Empirical Methodology

To examine the determinants of an individuals’ choice of the type
of account owned, we specify a multivariate estimation model. In
particular, we fit a multinomial logit regression model to the response
variable account ownership since it has four distinct categories: 0 if an
individual does not have an account, 1 if the account is at a post only,
2 if the individual owns an account both a post and a financial insti-
tution, and 3 if the account is at a financial institution only. We choose
no account (0) as our baseline category.

V=X Brzy+e, @

where y, is account ownership type of an individual i residing in country
J. The variables x;, and z, are the vectors of country- and individual-level
characteristics, respectively. Their corresponding vectors of parameters
are given by fand y. g denotes the error term.

Among the individual-level characteristics we include in x, are the
following socioeconomic variables that may be associated with account
ownership. We include dummies for gender, income quintiles based on
the income of respondents in a country, whether a respondent lives in a
rural area, and the respondent’s marital status, educational attainment,
and employment status. We also include age and age squared in years
and the logarithm of household size in our regression. In the first set of
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regressions, we focus on the explanatory role of individual character-
istics and replace the vector z, of country characteristics with country
fixed effects.

In the second set of regressions, we test the explanatory power of
the different postal business models and the relative size of the postal
branch network on the type of account owned. To do so, we replace
country fixed effects with the logarithm of GDP per capita and include
the several country-level characteristics that might influence choice
of account type. As discussed in the data section above, we include
a dummy variable for the different business models with respect to
offering financial services at a post. We also include variables measuring
the number of post access points relative to the total number of post and
financial institution access points and post access points per 1,000 inhab-
itants. Appendix 1.3 provides detailed descriptions of each indicator and
its source.

1.4 Results

1.4.1 Account Ownership and Individual Characteristics

Table 1.3 examines the relationship of individual characteristics and the
odds of falling into one of four account ownership categories: no account,
account at a post only, account at both a post and a financial institution,
and account at a financial institution only. Our baseline category is no
account. Thus, the coefficient estimates represent the log-odds ratio
of each of the three account owning categories relative to not having
an account. We report our results for the entire data set in panel A and
separately for high income and developing countries in panel B. Each
regression controls for country fixed effects.

The results in panel A indicate that the log-odds of having any of
the three types of accounts relative to not having an account decrease
for women compared to men. This drop is statistically the same for both
post only and financial institution only account holders. The relative
log-odds of having any kind of the three types of accounts compared to not
having an account also decrease as one moves from the highest income
quintile to the lowest, and decreases by a larger amount for accounts
at a financial institution only versus none than for post accounts only
compared to none for the bottom 60% of the population. This suggests
that posts are relatively better in reaching lower income individuals. As
expected, an increase in age leads to an increase in the relative log-odds
of having an account both at a post only and at a financial institution only
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Table 1.3 Individual-Level Regressions
Panel A: All Countries

All Countries

Milogit (Base Category: No Account)

Post Office Post Office p-value
Account and FI Fl Account diff (1)
Only Account Only and (3)
Female (0/1) -0.131% -0.280*** -0.166***
(0.049) (0.000) (0.000)
Income: poorest 20% -0.892** -1.350** =1.214%* e
©/m
(0.000) (0.000) (0.000)
Income: second 20% -0.577*** -1.055*** -0.845* o
o/
(0.000) (0.000) (0.000)
Income: middle 20% -0.326*** -0.720** -0.578** >
©/M
(0.007) (0.000) (0.000)
Income: fourth 20% -0.373"* -0.402*** -0.278***
©/M
(0.000) (0.000) (0.000)
Age 0.047** 0.097*** 0.085** e
(0.000) (0.000) (0.000)
Age squared -0.000** -0.007*** -0.007*** ok
(0.037) (0.000) (0.000)
Rural (0/1) 0.040 -0.234*** -0.2471%** e
(0.620) (0.003) (0.000)
0-8 years of -1.355%** -2.153%* -1.854*** ok
education (0/1)
(0.000) (0.000) (0.000)
9-15 years of -0.668*** -0.981** -0.972* e
education (0/1)
(0.000) (0.000) (0.000)
Household size (In) -0.103 -0.305** -0.274%* >
(0.145) (0.000) (0.000)

continued on next page
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Table 1.3, Panel A continued

All Countries

Mlogit (Base Category: No Account)

Post Office Post Office p-value
Account and FI Fl Account diff (1)
(0]11)% Account Only and (3)
Married (0/1) -0.068 0.415** 0.238** oo
(0.419) (0.000) (0.000)
Divorced/separated 0.030 0.255* 0.020
©m
(0.860) (0.038) (0.801)
Employed for 0.285** 0.476*** 0.489*** *
employer (0/1)
(0.018) (0.000) (0.000)
Unemployed (0/1) -0.436% -0.613** -0.629%
(0.006) (0.000) (0.000)
Out of workforce -0.454* -0.670*** -0.699** b
©m
(0.000) (0.000) (0.000)
Constant -1.726%* -3.616* -2.243%
(0.000) (0.000) (0.000)
Country fixed effects YES
N 59,550
Number of countries 55

FI = financial institution.
**=p<0.01,*=p<0.05%*=p<0.1
Note: P-values reported in parentheses.



19

Financial Inclusion and the Role of the Post Office

28pd 1xaU U0 panu1uod

(000°0) (0000 (06L'0) (000°0) (000°0) (9000)
#0070~ «xl00°0- 0000- . #0070~ w0070~ «xl00°0-
(000°0) (000°0) (Zoo0) (000°0) (000°0) (0000
x€80°0 «xC80°0 x8€0°0 #9010 0 9800
(000°0) (000°0) (000°0) Lo (lz6'0) (eve0)
« wx60€°0- «ELG0- «x0LG 0= 8700 9100 860
(000°0) (000°0) (500°0) (€10°0) (580°0) Ury0)
o +xx665°0- cefSlB 0= «x0OLE0- »00€0- +8970- 9/1'0-
(0000 (000°0) (000°0) (000°0) (1000 (€99°0)
«xl98°0- w8T L= #8190~ . w150 «x8LG0- LoLo-
(000°0) (000°0) (000°0) (000°0) (000°0) (zzLo)
o VL TAE #x869'L- 00 1= - w06 0= €990~ 85€°0-
(000°0) (000°0) (690°0) oo (08z°0) (5660)
wx0PT0- wxCCE0- «LELO- 8500 660°0- 1000

13 (4 L

(g) pue Ajuo Junody Aluo (g) Aluo junoddy Aluo
(Wmp  3unody |4 1 pue junoxy  pue ()P  IUNODY |4 14 pue 3unody
anjea-d dYJ0Is0d D10 350d anjea-d DO IS0d YO Isod

(3unodoy o\ :A10833e) asegq) 3So|W (aunodoy o\ :A10833e) aseq) 3So|W

saiiuno) Suidoparag SaL13UN0) swodu| YsiH

saliuno) suidojaaag pue awoduj YSiH Ag :g |oued

pasenbs a8y

a8y

(1/0) %07 Yyainoy :awioou|

(L/0) %0z @Ipp!w :dwodu|

(L/0) %0z puo2as :awoou|

(1/0) %0z 152400d :awodu|

(L/0) areway




20 Postal Savings - Reaching Everyone in Asia

(000°0) (000°0) (g210) (200°0) (9000) (1lz00)

o »x697°0 9TV 0 €810 #9050 8750 wSTLO 1ohojdws 10} _o&o_m_mw
(60) (68%°0) (8z6'0) (€r50) €Lo (866°0)

LLO0- 9610 0200 880°0 S62°0 L0000 (1/0) paresedas/pasiong
(0000 (000°0) (0£50) (000°0) (100°0) (959°0)

x0T 0 »x087°0 §S0°0- »iPSE0 +#x90%°0 0800- (1/0) paureny
(000°0) (000°0) LlLoo (000°0) oo (998°0)

wr€ET0- wELE0- «EVL0- v xGCE0- +«092°0- £20°0 (up) az1s pjoyasno
(0000 (000°0) (000°0) (000°0) (000°0) (5€0°0)

/o

= xxl660= »x€96'0- wxCELO- o k€80~ #x888°0- 05’0~ uoneINpa Jo s1eak Gl-6
(0000 (000°0) (0000 (000°0) (000°0) (0000

/o)

L6l wl V0T~ wx96E L~ v ol 6L wxl86'L- sl 160 u0IeINP3 4O SIBdA 8~
(000°0) (€50°0) ©L120) (¥650) (668°0) (6t71'0)

conlliS O $SET0- 6200 €700 #10°0- #0270 (1/0) reany

€ (4 L

(g) pue Ajuo Junody Aluo () Aluo JUNnoddyY Aluo
(Wmp  3unody |4 14 pue junoxy  pue ()P  IUNoDY |4 14 pue 3unody
anjea-d dYJ0Isod  dIPO 150d anjea-d DO ISOd O I50d

(3unoddy o :A10833e) aseq) ugojw (3unoddy o :A10833e) asegq) ugo|W

saliuno) Suidopaag saliuNo0) awodu| ysiH

panunuod g [oued ‘€°L d1qel



21

Financial Inclusion and the Role of the Post Office

(0000)
€80T~
(000°0)
«x0CL0-
(000°0)
#2090~

L€

v/0Cy

S3A

(000°0)
087 °€-
(000°0)
€890~
(zoo0
«x865°0-

(100°0)
»x68T L~
(000°0)
#xGTS0-
(o100

wllP0-

*¥

(0000)
88T
(000°0)
sxClL 0=
(000°0)
780~

8l
UYL
S3A
(0£9°0)
8570
(000°0)
#x899°0-
(zooo
«x08°0-

'Sio0yiny :@2In0g
'sasayjuaied ul pariodal sanjeA-d 910N
10>d=,500>d=,,100>d=
‘uolinisul [elduUeUl = |4

S9l41UN0d JO JaquinN

N
1239}J2 paxiy Aipuno?d)
(800°0)
w0~ eIsuo)
(699°0)
£TU0- (1/0) @210p10m Jo INO
(So10)
¥/5°0- (1/0) pakojdwaun



22 Postal Savings - Reaching Everyone in Asia

compared to not having an account. However, the relationship between
age and account ownership is not linear; the statistical significance of
the included square term means that account ownership eventually
diminishes with an increase in age. The estimates on the coefficients
suggest that an increase in the log-odds associated with age is smaller
for accounts at a post. Living in a rural area has no significant impact
on the relative log-odds of having an account at a post only compared to
having none. However, it does have a significant impact on accounts at a
financial institution only; it decreases the log-odds of having an account
at a financial institution relative to not having an account. This suggests
that posts could play a role in bridging the gap in account penetration
between rural and urban areas that we typically observe (Allen et al.
2012).

The relative log-odds of having any kind of the three types of
accounts compared to none decrease as one moves from more than
15 years of schooling (masters degree or more) to fewer years. The
negative effect is larger for accounts at a financial institution only
relative to no accounts than for post accounts only compared to not
having an account. Household characteristics such as household
size and marital status significantly impact the relative log-odds of
having an account at financial institutions but not at a post. Finally, as
expected, employment status is an important determinant of account
ownership. Our results indicate that the relative log-odds of having any
kind of the three types of accounts compared to none increase as the
employment status changes from self-employed to being employed by
an employer but decrease as the status changes to being unemployed
or exiting the workforce. The results are stronger in magnitude for
both increases and decreases for accounts at a financial institution only
compared to individuals with accounts at a post only. Overall, the results
thus seem to suggest that posts may be relatively better at providing
accounts to groups that are often most likely to be financially excluded,
such as the poor, less educated, unemployed, or those out of the labor
market.

In panel B, we report regression results separately for high income
and developing countries. We find three main differences in how
individual characteristics influence account ownership in the two
groups. Unlike in our sample of developing countries, gender and rural
residency no longer have a statistically significant impact on the three
log-odds ratios. Furthermore, in high income countries the log-odds
ratio of having an account at a post versus not having an account does
not significantly change moving from the highest income quintile to
the lowest one. The log-odds ratio of having an account at a financial
institution, however, does change when moving from the richest income
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quintile to one of the lowest 60% income quintiles. Similarly, moving
from self-employed to unemployed or exiting the workforce does not
affect the log-odds of owning a post account compared to not having an
account, while there is a significant impact on accounts at a financial
institution only compared to no account. This suggests that, in high
income countries, posts are not only relatively better at providing
financial services such as accounts to some segments of the population
most likely to be financially excluded, such as lower income individuals
and those unemployed or out of the labor force, compared to financial
institutions, but that there is actually no significant difference in
providing account services to them.

1.4.2 Account Ownership and Country Characteristics

In Table 1.4, we explore the explanatory power of the different postal
business models and the relative size of the postal branch network
on the choice of account type. To do so, we use the same specification
as in Table 1.3 but instead of country fixed effects we now control for
GDP per capita and one postal variable at a time. In the interests of
space and readability the coefficients for the individual characteristics
are not reported. They are of similar size and sign as those reported in
Table 1.3.

Our results in panel A indicate that the relative log-odds of having an
account at a post relative to not having an account decrease if a country
moves from an unlicensed or licensed postal savings model (omitted
category) to a partnership model. At the same time, the log-odds of
having an account at a financial institution increase. This finding is in
line with evidence from Brazil where Ansén and Bosch Gual (2008) show
that, in municipalities with certain characteristics, the launch of Banco
Postal attracted other bank branches not previously present in these
municipalities. This suggests that the contribution to financial inclusion
through the post is potentially larger than what we can measure using
the share of post accounts alone.

Our results also indicate that, regardless of whether posts offer
financial services as a (un)licensed institution or in partnership with
a financial institution, the log-odds of having an account at a post
increase if posts serve as cash merchants for remittances or government
payments. Notably, posts serving as cash merchants for remittances also
increases the log-odds of individuals having an account at a financial
institution only compared to none, albeit to a smaller degree. While this
may at first seem counterintuitive, remittances need both a sender and
receiver. If remittances can be received at other financial institutions,
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posts providing remittance services can also increase the log-odds of
having an account at only a financial institution. When we only consider
the sample of high income and developing countries (panel B), we find
that there is actually no statistically significant difference between the
increase in the log-odds ratios for post accounts only and financial insti-
tutions accounts only compared to none for remittances and government
payments.

Finally, we control for the size of the postal network. As expected,
the log-odds of having an account at a post only relative to having no
account increase as the size of the postal branch network increases
relative to the sum of post and financial institutions access points. At
the same time, the log-odds of having an account at a financial insti-
tution only versus not having an account decrease. When we consider
the number of post branches per 1,000 inhabitants, we find that the
log-odds of having an account at a post increase compared to none. This
time, however, we do not measure a statistically significant impact on
the relative log-odds of having an account at a financial institution only.

1.5 Conclusion

Using data from the Global Findex database, which collects data on
account ownership at posts for 60 countries where postal accounts
are offered, this Chapter documents and analyzes account ownership
patterns at posts in comparison to traditional financial institutions such
as banks to help clarify the role that posts can play in advancing financial
inclusion. Controlling for a host of individual characteristics and country
fixed effects, we find that posts are relatively more likely than traditional
financial institutions to provide accounts to individuals who are most
likely to be financially excluded, such as the poor, less educated, and
those out of the labor force.

We also use data from the UPU to explore the degree to which
different postal business models and the size of the postal network help
explain differences in account ownership patterns. The results suggest
that posts can boost account ownership—perhaps at both a post and other
financial institutions—and that the size of the postal network matters.
The larger the network—relative to the network of traditional financial
institutions—the more likely it is that adults have an account at a post.

Overall, our results suggest that posts can play an important role
in advancing financial inclusion. However, more research is needed
to better understand under which circumstances and under which
business models posts can best expand financial inclusion.
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Appendix 1.1 Summary Statistics of Account Penetration and
Post Bank Business Model, By Country

Account Penetration by Type Post Bank Business Model
Partnership
Licensed witha
Postal Financial
Financial Unlicensed Service
Account  Account Services Postal Provider

Accountat atboth Fl at Post (bm 5a, 5b, Savings (bm 3¢, 3d,
Country FI Only and Post Only and 5c) (bm 4a) 3e, and 3f)
Algeria 0.10 0.16 0.19 0 1 0
Austria 0.84 0.10 0.02 0 0 1
Bangladesh 0.30 0.01 0.01 0 1 0
Belgium 0.82 0.09 0.01 0 0 1
Benin 0.08 0.01 0.01 0 1 0
Bosnia and 0.52 0.02 0.01 0 0 1
Herzegovina
Botswana 0.21 0.05 0.04 0 1
Brazil 0.53 0.01 0.00 0 1
Burkina Faso on 0.02 0.00 0 1 0
Burundi 0.04 0.01 0.02 0 1 0
Cameroon 0.12 0.00 0.01 0 1 0
Chad 0.06 0.02 0.00 0 1 0
China, 0.38 0.21 0.04 1 0 0
People’s
Republic of
Comoros 0.09 0.05 0.06 0 1 0
Congo, 0.12 0.02 0.02 0 1
Republic of
Croatia 0.78 0.05 0.03 0 0 1
Czech 0.68 0.04 0.08 0 0 1
Republic
Egypt, Arab 0.04 0.02 0.04 0 1 0
Republic of
Estonia 0.94 0.00 0.02 0 0 1
France 0.73 0.19 0.04 1 0 0
Gabon 0.07 0.04 0.08 1 0 0
Greece 0.66 0.12 0.00 0 1
Hungary 0.70 0.02 0.00 0 1

continued on next page
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Appendix 1.1 continued
Account Penetration by Type Post Bank Business Model
e Partnership
Licensed with a
Postal Financial
Financial Unlicensed Service
Account  Account Services Postal Provider
Accountat atbothFI at Post (bm 5a, 5b, Savings (bm 3c, 3d,
Country Fl Only and Post Only and 5¢) (bm 4a) 3e, and 3f)
India 0.28 0.04 0.03 0 1 0
Indonesia 018 0.01 0.00 0 0 1
Ireland 0.63 0.29 0.01 0 1 0
Israel 0.87 0.02 0.01 0 1 0
Italy 0.50 0.03 0.16 0 1 0
Japan 0.16 0.77 0.03 1 0 0
Kazakhstan 0.32 0.06 0.04 1 0 0
Kenya 037 0.03 0.02 0 0 1
Korea, 0.63 0.26 0.04 1 0
Republic of
Latvia 0.81 0.04 0.05 0 1 0
Lesotho 0.13 0.03 0.02 0 0 1
Luxembourg 0.62 0.28 0.02 0 1 0
Malawi 0.14 0.00 0.01 0 0 1
Mauritania 0.10 0.02 0.02 0 1 0
Mauritius 0.70 0.09 0.01 0 0 1
Morocco 0.13 0.02 0.04 1 0 0
Nepal 0.23 0.00 0.01 0 1 0
Pakistan 0.10 0.00 0.00 0 1 0
Poland 0.68 0.00 0.01 1 0 0
Rwanda 0.30 0.01 0.00 0 1 0
Senegal 0.05 0.00 0.00 0 1 0
Serbia 0.46 0.05 0.10 0 0 1
Sierra Leone 0.13 0.02 0.01 0 1 0
Slovak 0.69 0.06 0.04 0 0 1
Republic
Slovenia 0.84 0.06 0.02 0 0 1
South Africa 0.48 0.03 0.02 0 1 0
Spain 0.87 0.04 0.01 0 0 1

continued on next page
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Appendix 1.1 continued
Account Penetration by Type Post Bank Business Model
Partnership
Licensed with a
Postal Financial
Financial Unlicensed Service
Account  Account Services Postal Provider

Accountat at both FI at Post (bm 5a, 5b, Savings (bm 3¢, 3d,
Country Fl Only and Post Only and 5c) (bm 4a) 3e, and 3f)
Sri Lanka 0.62 0.05 0.00 0 0 1
Sudan 0.06 0.01 0.00 0 1 0
Tanzania 0.13 0.01 0.01 0 0 1
Togo 0.08 0.00 0.00 0 1 0
Tunisia 0.16 0.06 0.12 0 1 0
Turkey 0.55 0.03 0.00 0 1 0
United 0.84 0.09 0.03 0 0 1
Kingdom
Viet Nam 0.16 0.02 0.00 0 0 1
Yemen, 0.03 0.01 0.08 0 1 0
Republic of
Zimbabwe 0.31 0.04 0.04 0 0 1

FI = financial institution.
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Appendix 1.2 Postal Business Models for Financial Services

Variable

Code Short Variable Descriptions

bmO Real estate provider
Busi'ness model 1: cash merchant (CM) for transactional financial
services

bmla CM for remittance service provider

bm1b CM for government payments

bmlc CM for bill collection

bm1d CM for insurance companies—collection of premiums, payout of insured
amount

bmle CM for mobile network operator—registration, cash-in, cash-out

bm1f CM for MFls and banks—loan disbursement and repayment

bm1lg CM for MFls and banks—deposit and withdrawal from accounts

Business model 2: proprietary transactional financial services
bm2a Proprietary domestic transfers
bm2b Proprietary international transfers

Business model 3: partnership with a financial service provider

bm3a Partnership model with an insurance company to offer its services
bm3b Partnership with a mobile network operator for financial services
bm3c Partnership model on a regional basis

bm3d CM for multiple banks but partnership for savings accounts

bm3e Partnership model with a bank

bm3f Partnership model with a post bank or a government savings bank

Business model 4: unlicensed postal savings and financial services
bm4a Unlicensed post bank
bm4b Unlicensed postal insurance
Business model 5: licensed postal financial services
bmb5a Microfinance license
bm5b Limited post bank license

bm5c Universal post bank license
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Variable

Account (0/T)

Post office
account (0/1)

Account at Fl

©/m

Female (0/1)

Income: poorest
20% (0/1)

Income: second
20% (O/1)

Income: middle

20% (0/1)

Income: fourth
20% (0/1)

Income: richest
20% (0/1)

Age
Age squared
Rural (0/1)

0-8 years of
education (0/1)

9-15 years of
education (0/1)

Appendix 1.3 Variable Definitions

Description Source
Panel A: Individual Characteristics

Respondent reported to currently have, possibly together Gallup
with someone else, a bank account at a formal financial

institution—a bank, credit union, cooperative, post office, or
microfinance institution. This includes having a debit card.

Respondent reported to currently have, possibly together Gallup
with someone else, a bank account at a post office.

Respondent reported to currently have, possibly Gallup
together with someone else, a bank account at a formal

financial institution—a bank, credit union, cooperative or
microfinance institution.

Dummy that takes the value 1if the respondent is female Gallup
and O otherwise.

Dummy that takes the value 1if the respondent falls in the Gallup
lowest income quintile and O otherwise. Income quintiles are
based on the incomes of the respondents in a country.

Dummy that takes the value 1if the respondent falls in the Gallup
second lowest income quintile and O otherwise. Income

quintiles are based on the incomes of the respondents in a

country.

Dummy that takes the value 1if the respondent falls in the Gallup
middle income quintile and O otherwise. Income quintiles
are based on the incomes of the respondents in a country.

Dummy that takes the value 1if the respondent falls in the Gallup
second highest income quintile and O otherwise. Income

quintiles are based on the incomes of the respondents in a

country.

Dummy that takes the value 1if the respondent falls in the Gallup
highest income quintile and O otherwise. Income quintiles
are based on the incomes of the respondents in a country.

Age in years Gallup
Age in years, squared Gallup
Dummy that takes the value 1if the respondent lives in Gallup

arural area and O otherwise. A rural area is defined as a
town or rural village with less than 50,000 inhabitants. If
this information is unavailable, a rural area is based on the
interviewer’s perception of whether a respondent lives in a
rural area, on a farm, in a small town, or in a village.

Dummy that takes the value 1if the respondent completed Gallup
elementary education or less (up to 8 years of education)
and O otherwise.

Dummy that takes the value 1if the respondent completed Gallup
secondary education and some education beyond secondary
education (9-15 years of education) and O otherwise.

continued on next page
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Appendix 1.3 continued

Variable

>15 years of
education (0O/1)

Household size
(In)
Married (O/1)

Divorced/
separated (O/1)

Employed for
employer (0/1)

Unemployed
©/M

Out of
workforce (0/1)

Employed for
self (O/1)

GDP per capita
(In)

Licensed postal
financial services

Unlicensed
postal savings

Partnership
with a financial
service provider

CM for
remittance
service providers

CM for
government
payments

Post branches as
% of total Fl and
post branches

Post branches
per 1000
inhabitants

Description

Dummy that takes the value 1if the respondent completed
four years of education beyond high school and/or received
a 4-year college degree and O otherwise.

Logarithm of household size.

Dummy that takes the value 1if the respondent is married
and O otherwise.

Dummy that takes the value 1if the respondent is divorced
or separated and O otherwise.

Dummy that takes the value 1if the respondent is employed
for an employer, either full or part time, and O otherwise.

Dummy that takes the value 1if the respondent is
unemployed and O otherwise.

Dummy that takes the value 1if the respondent is out of the
workforce and O otherwise.

Dummy that takes the value 1if the respondent is self-
employed and O otherwise.

Panel B: Country Characteristics

Logarithm of GDP per capita in USD.

Dummy that takes the value 1if post office has a post bank
license (bm 5a, 5b or 5¢) and O otherwise.

Dummy that takes the value 1if post office offers unlicensed
postal savings (bm 4a) and O otherwise.

Dummy that takes the value 1if post office partnership
with financial services provider (bm 3c, 3d, 3e or 3f) and O
otherwise.

Dummy that takes the value of 1if the post office acts as
a cash merchant for remittance service providers and O
otherwise.

Dummy that takes the value of Tif the post office acts as a
cash merchant for government payments and O otherwise.

Post branches as a percentage of total number of post
branches and financial institutions.

Post branches per 1000 inhabitants.

35

Source

Gallup

Gallup

Gallup

Gallup

Gallup

Gallup

Gallup

Gallup

WDI

UPU

UPU

UPU

UPU

UPU

UPU
IMF
FAS

UPU
WDI

FAS = Financial Access Survey, Fl = financial institution, GDP = gross domestic product, UPU = Universal
Postal Union, WDI = World Development Indicators.
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Global Panorama of Postal
Financial Inclusion

Nils Clotteau and Bsrat Measho

2.1 Postal Financial Inclusion: An Introduction

Since the creation of the first postal savings bank in the United Kingdom
in 1861, postal operators have been key players in financial inclusion
worldwide, in small and large countries alike. This is the case in Namibia
for example, a country with 2.2 million inhabitants, where 39% of the
adult population (600,000 people) has an account with the post office
(post). The same is true for the People’s Republic of China, where 43%
of adults (490 million people) have an account with the Postal Savings
Bank of China. At the global level, out of a total adult population of
approximately 5.4 billion people worldwide, 1.5 billion—or 28%—have
access to some form of financial service (remittances, government
payments, insurance, current accounts, savings, etc.) through a postal
operator (Ansén and Toledano 2010). Among these, 1 billion people—or
19% of the world’s adults—hold a current or savings account with a post.

At the worldwide level, 183 posts out of the 201 we studied—or
91%—provide at least one type of financial service. Apart from Northern
Europe, where five posts have chosen to focus on logistics, mail and
parcels services (all of them used to offer financial services), we observe
a quasi-universality of postal financial services. The few exceptions are
mostly linked to specific national contexts. For example, Mongolia had
a postal bank (Mongol Post Bank), which was taken over by another
public bank along with all the financial services of the post.

Recent studies reveal that posts are comparatively better than other
financial institutions in banking segments of the population that tend
to be excluded, such as women (Rao 2015), the poor, the less educated
and those in the informal economy (Ansén et al. 2013). Posts are thus
key financial inclusion players at the global level and postal networks
should therefore be an integral part of discussions when governments,

36
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policymakers and international organizations design strategies for
fostering financial inclusion.

2.1.1 Methodology

This chapter is based on research developed by the Universal Postal
Union (UPU) for its flagship publication on financial inclusion, the
Global Panorama on Postal Financial Inclusion 2016 (Clotteau and
Measho 2016). Data for this study were gathered by various means:

e A detailed questionnaire was sent to all UPU designated
operators (DOs)' and was answered by 161 of them from all
around the world. It contained 82 questions on topics such as
regulatory framework, staff training, network, operations, cash
management, partnerships, products offered, business models,
and revenues. We also took into account the latest UPU statistics
available for topics such as the size of the network, the connec-
tivity, and the profitability of posts (UPU 2008).

e Desk research was conducted on 201 DOs from the UPU’s 192
member countries.

e Interviews were conducted with a number of postal financial
services stakeholders, with experts, managers in charge of
financial service units, and CEOs of postal operators.

2.1.2 Definition of Postal Financial Inclusion and the
Main Challenges Addressed

We define postal financial inclusion as the process by which people and
enterprises excluded from the formal financial system are provided with
access to financial services through the postal network. This does not
necessarily mean that the post must offer its own financial services to the
unbanked, as postal financial inclusion also applies to cases where postal
operators provide the unbanked with access to the financial services of
partner financial institutions through a postal channel.

Posts are well positioned to address the three main challenges of
financial inclusion—access, eligibility and affordability—as detailed below.

DOs are postal operators that are officially designated by their government to provide
a number of postal services and ensure the implementation at national level of
various international treaty obligations referring to postal affairs. DOs can be state-
owned institutions or private entities. Countries can designate one or more DOs on
their territory.
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2.1.2.1 Access

The first and most obvious barrier to accessing financial services is the
physical barrier. The lack of contact points in outlying areas is one of the
main reasons why large proportions of populations are not banked. With
661,000 posts worldwide, posts have one of the largest retail networks
in the world. Furthermore, posts, unlike bank branches, are located in
regions with a scarcity of other businesses, including rural areas, less
populous areas, and impoverished regions. A study led by the UPU in
2008 in the Sub-Saharan Africa region showed that 82% of posts were
located outside the three main cities of each country, in areas where
80% of the population lived (Ansén and Toledano 2008). This is because
posts have developed as a public network with a strategy to connect
each part of a country to the whole, unlike other financial institutions
that generally tend to congregate in profit centers such as the larger and
wealthier cities.

Yet, based on the latest International Monetary Fund data,> we
estimate there are now 928,000 bank branches and agents worldwide,
roughly 40% more than postal branches. This situation is a complete
reversal of what it was 10 years ago, when the postal network was larger
than the bank network. One of the main reasons for this is that banks
have been developing agent networks in various countries, especially
in the Latin America and Caribbean region. For example, in Colombia,
there are now 1,158 post offices, compared to 5486 bank branches, and
a staggering 85,600 bank agents. Figures are similar in Peru and Brazil.
If we look at the regional level, only South Asia and Europe and Central
Asia have more posts than bank contact points. In all other regions, the
bank network dominates. However, as presented in Figure 2.1, which
shows the percentage of financial access points by type of financial
institution, posts still have the second largest network worldwide, and
constitute a valuable tool for facilitating access.

We can expand the scope of the analysis by adding to these numbers
other potential financial access contact points:

e Mobile money agents: the GSM Association (GSMA) estimates

there are 3.2 million mobile money agents, of which approxi-
mately half (1.6 million) are active (GSMA 2016).

e Postcarriers: there are 1.4 million postcarriers worldwide,

visiting hundreds of millions of households daily.

Figure 2.2 is a clear illustration of that new paradigm, with posts now
representing 30% of total potential financial access contact points, and
mobile money agents representing 46% (including inactive agents).

2 IMF Financial Access Survey 2015. http://fas.imf.org.
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Figure 2.1 Percentage of Total Financial Access Branches by
Type of Financial Institution

2%

B MFls

B Coop
Others

B Banks

Post
offices

MFI = microfinance institution.
Source: Authors.

In countries such as Afghanistan, Bangladesh, India, Indonesia,
Kazakhstan, and Viet Nam posts are extremely well positioned to break
the access barrier for unbanked populations.

2.1.2.2 Eligibility

The second main financial inclusion challenge is that of eligibility.
In many cases, banks, deliberately or not, focus on higher-income
customers. To do so, they charge customers for opening an account, set
minimum deposit amounts, or only accept customers able to present
proof of employment. As a consequence, more fragile (i.e., less profitable)
customers have de facto been excluded from banking services.

By contrast, most postal operators are double-bottom-line insti-
tutions. As public corporations (in most cases), they need to be
profitable—to ensure the sustainability of their operations—while
bringing about social impact by providing services that other institutions
are not willing to provide. This emerged from a study (Ansén et al. 2013)
led by the UPU and the World Bank in 2013, which showed that “post
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Figure 2.2 Percentage of Total Financial Access Contact Points
by Type of Financial Institution

1%

B MFls

B Coop
Others

M Banks

I Post offices
& Postcarriers

B MMO agents

MFI = microfinance institution, MMO = mobile money operator.
Source: Authors.

offices are more likely than traditional financial institutions to reach
out to individuals at the greatest risk of financial exclusion, such as the
poor and less educated, and those in the informal economy”. Similarly,
another piece of research by Rao, published in 2015 jointly with UN
Women (Rao 2015), demonstrated that, in developing countries, posts
offering account-based services have twice as many female customers as
banks, whereas the financial inclusion rate of women worldwide is still
7% lower than that of men (according to the Global Findex 2014).

Asaconsequence of its unique public-oriented mission and universal
service obligation, we observe, almost universally, that posts are willing
to accept all customers—be they rich or poor, employed or not, male
or female. Interviews conducted by the UPU illustrate this repeatedly,
showing that posts, in general, do not discriminate against any segment
of the society. Indeed, posts are often the only institution with such an
egalitarian mission among its competitors.

2.1.2.3 Affordability
The issue of cost is the last main barrier to financial inclusion. Having
a bank account or sending a money transfer can be expensive, not only
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because of the various associated costs (monthly fees, overdraft fees,
ATM fees, transaction fees, foreign exchange fees, etc.), but also because
of indirect costs, such as the time and cost of travelling to a bank.

Posts generally have a traditional business model based on large
volumes and low margins. In a recent book on the unbanked in the
United States, Baradaran discusses how postal banking in that country
could lead to economies of scale and of scope: “The size and reach of
the Post Office can lead to lower costs [...]. This ability to offer more
at a lower cost is the reason large banks now dominate the market.
‘Economies of scale’, or control of a large market of a single product,
could bring down the costs for financial services [...]. ‘Economies of
scope’, costs saved when an institution can sell a variety of products,
could mean, for example, lower costs on loans because the Post Office
is attracting more deposits, cashing more checks, or wiring more
funds. We know economies of scale and scope work; they are the reason
banks conglomerated and rushed to form banking supermarkets.”
(Baradaran 2015).

In addition, posts are not required by their shareholders to maximize
profits. As a consequence, they usually offer well-priced financial
services, for example with no, or small, minimum amounts charged for
opening accounts. One type of product for which global comparisons
can be made is international remittance, the costs of which are tracked
quarterly by the World Bank. In this ranking, postal operators are
repeatedly classified as the most affordable channel for sending money
internationally, well in front of banks. Another important issue is that
posts do not generally charge their customers for cash out, unlike mobile
money operators, who usually charge a low fee for sending money but a
much larger one for cashing it out.

2.2 Business Models and Institutional
Arrangements

The range of products and services provided by postal operators is
extremely large, and postal financial institutions are quite heterogeneous,
from posts only offering basic remittance services to posts operating as
full-fledged banks. A number of posts have a very long financial services
tradition dating back to the 19th century, while others are just starting
to venture into the financial services industry. Also, some posts are
still an administrative department within a ministry, while others are
independent public or private entities operating in a fully competitive
environment.
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Such diversity implies that posts have deployed almost as many
different business models as there are operators. In addition, with the
range of services, and the number and scope of partnerships, postal
operators have a business model that is evolving constantly, making it
difficult to identify clear-cut models that have been set for a long period
of time.

2.2.1 Business Model Typology

The UPU established a business model (BM) typology for the provision
of financial services by postal operators. In all models, there is a varying
level of operational complexity and involvement of the postal operator
in the provision of financial services. Six main BM families have been
identified and are presented below in basic terms, with more detailed
information being available in the first opus of the Global Panorama on
Postal Financial Inclusion (Berthaud and Davico 2013):

e BMO: real estate provider. The post enters into an arrangement
with an external financial services provider whereby this
partner uses space rented in a postal branch to install an office
or a window, and provides its own services with its own staff.
Unlike the following five models, in this case the post plays
no role in the provision of the services. This commercial
arrangement is a source of rental revenue for the post, but
has limited impact on financial inclusion as such partnerships
usually have a limited scale and mainly focus on urban areas
where posts have well-positioned estate.

e BMI: cash merchant. The post acts as a cash-in/cash-out agent
for one or various partners (money transfer operator (MTO),
mobile money operator, government entity, utility company,
financial institution, etc.). The services facilitated by the post
are transactional financial services such as remittances, bill
payments, mobile payments, account withdrawals/deposits,
etc. BM1is the easiest model to deploy for posts that are starting
to offer financial services as it does not require much know-how
and is relatively inexpensive to deploy. However, the fees
collected can be low and posts need to ensure the availability
of cash throughout their network, which can be challenging in
some countries.

e BM2: proprietary domestic and cross-border payments. The
post operates its own domestic payments or international remit-
tances (for the latter, in partnership with other posts). This can
be done in posts using paper-based money orders—a model that
is progressively disappearing—or electronic transfers, which
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are now the norm. 88% of the 150 posts that operate under this
model provide electronic services.

BM3: partnership with a financial services provider. The post
partners with a financial services provider, such as a bank,
an insurance company, a mobile network operator (MNO),
or a microfinance institution (MFI), to provide the partner’s
financial services. The main difference to BM1 is that the posts
is not merely providing cash-in/cash-out services, but is much
more involved in the provision of the services. Products can be
developed jointly with the partner and adapted to the postal
clientele. In a number of such partnerships, the postal brand is
used to sell the product. This is typically the case in Brazil where
the commercial name of the partnership between the post and
Banco do Brasil is “Banco Postal”, the Portuguese for postal bank.

In BM3 models, the post is fully involved in all front-

office aspects and postal staff have an important role to play in
promoting the service. In some cases, some of the back-office
operations can also be led by the post, although this generally
falls under the responsibility of the partner.
BM4: postal savings bank. The post offers its own insurance
and/or account-based services (savings or current accounts)
under a regulatory framework that is specific to the post. In
most cases, limited monitoring is ensured by the communi-
cations regulator and/or basic reporting is provided by the
post to the financial regulator, but without the latter actually
performing any regulatory function.

As is the case for payment services mentioned in BM2,
postal accounts have been modernizing in recent years, from the
old paper passbook to electronic accounts accessible through
multiple channels (ATMs, cards, internet or mobile phones). Of
the 39 postal operators worldwide that operate under BM4, 32
have already discontinued paper passbooks.

Normally, for BM4 the post is not allowed to offer loan
services or any other sophisticated financial product, which is
often one of the main reasons why posts are willing to transition
to BM5.

BMS5: full-fledged postal bank. In this last model, the post offers
its own insurance and/or account-based services, but under the
supervision of the financial services regulatory authority. In
some cases, postal banks still have some limitations either on the
type of product they can offer (not all types of loan for example)
or the clientele they can target (in Morocco, for example, the
postal bank has to focus on middle- and low-income customers).
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The above business models are not mutually exclusive. For example, a
postal operator can offer the remittance services of an MTO (BML), its
own domestic payment services (BM2), and savings accounts (BM4). In
our sample of 201 posts, we identified a total of 420 different instances
of BMs, meaning that, on average, each post operates a little over two
different BMs simultaneously.

In addition, it should be noted that a post’s BM does not always
evolve in a linear manner. A postal operator willing to develop its range
of financial services or to increase its financial services revenue does not
need to go through all the models from BMO to BM5. A post can, for
example, go from BM1 to BM3, or from BM3 to BM5.

Of course, the six BMs are not sufficient to fully characterize the
different operational and institutional arrangements set up by posts to
offer financial services. Therefore, each BM can, in turn, be divided into
subgroups, as described in Figure 2.3.

In terms of frequency of adoption of the various BMs, as indicated in
Figure 2.4, the most common are BM1 and BM2, which are used by 79%
and 75% of posts, respectively. In terms of sub-models, BM2a (propri-
etary domestic transfers) has the most observations, with 132 postal
operators, followed by BMla (CM for domestic or international remit-
tances—126 posts) and BM2b (proprietary international transfers—121
posts).

2.2.2 Institutional Arrangements and Ownership

2.2.2.1 Institutional arrangements

In the BM typology outlined above, little mention was made of the
positioning of the entity providing the financial services within the
postal company and the relationship between the financial services
entity and the rest of the post. As is the case for BMs, various institu-
tional arrangements are possible, from complete integration within
the post to full separation between the postal and the financial service
entities. These various arrangements are presented below (see Figure 2.5
for their respective frequencies).

e Full integration: in this case, the postal financial services entity
is a department or a directorate of the postal operator. The top
management of the postal operator oversees both the financial
and the non-financial services, and processes are very much
integrated. This is the most common model encountered in the
postal sector, with 76% of postal operators using it to provide
financial services.

e Subsidiary: this model is becoming increasingly popular, with
almost 12% of posts now using it compared to less than 10% four
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Figure 2.3 Typology of Business Models for Posts to
Offer Financial Services

BMO: real estate provider

BM1: cash merchant (CM)

BMT1a: CM for domestic or international remittances (P2P)
BM1b: CM for government payments (G2P and P2G)
BMTc: CM for collection of bill payments (P2B)

BM1d: CM for insurance companies—collection of premiums, pay-out of insured
amounts

BM1e: CM for MNO or FinTech—registration, cash in, cash out

BM1f: CM for MFls and banks—disbursement and repayment of loans, deposit and
withdrawal from accounts, cash-in and cash-out bank transfers

BM2a: proprietary domestic transfers
BM2b: proprietary international transfers
BM2c: partnership with an MNO or a FinTech to deliver proprietary payment services

BM2d: set up of own subsidiary to offer remittances (United Arab Emirates,
Morocco)

BMS3: partnership with a financial service provider

BM3a: partnership model with an insurance company to offer its services
BM3b: partnership with an MNO or a FinTech for financial services

BM3c: partnership model with a bank for the provision of account-based services,
loans, and/or insurance

BM4a: postal giro center and savings bank

BM4b: unlicensed postal insurance

BM5a: microfinance license (possibly through a subsidiary, as is the case in Zambia)
BM5b: limited postal bank license

BM5c: universal postal bank license

BM5d: licensed postal insurance

BM = business model, G2P = government to person, MFI = microfinance institution, MNO = mobile
network operator, P2B = person to business, P2G = person to government, P2P = person to person.

Source: Berthaud and Davico (2013).
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Figure 2.4 Frequency of Business Model Adoption by Posts
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years ago. In this case, the entity offering the financial services is
spun off from the entity offering other postal services to give it
more independence and flexibility. The financial services entity
remains a part of the postal group but has its own management
and, usually, separate accounting. Service-level agreements are
often established between the entity operating the network and
the entity offering the financial services. Most of the time, the
postal staff and the postal branches belong to the entity offering
the physical postal services (mail, parcels, etc.) and the financial
services entity pays a certain amount (either fixed or usage
based) to use this network.

There are numerous examples of this subsidiary model and,
in several instances, subsidiarization has been a first step in the
transition from BM4 to BMS5 to prepare for the creation of a
full-fledged postal bank.

e Dispersion: this model is a hybrid between the previous two
models. Some postal operators have decided to separate their
financial services offering into various entities. This relatively
uncommon model can be observed in Senegal and Zambia. Posts
in both countries offer money transfer services as part of the
mother company (La Poste and ZamPost, respectively) and have
set up a separate subsidiary for other services. Postefinances
in Senegal provides savings and checking accounts, while
ZamPost Microfinance Ltd provides various types of micro-loan
throughout its parent company’s network of branches.

e Joint venture: in this model, the post establishes a joint venture
with a bank or regulated financial institution to offer financial
services through the postal network. bpost bank in Belgium is
one of the few examples of this model. It was established under
the name “Banque de La Poste” in 1995 as a 50/50 partnership
between the Belgian Post (now bpost) and a private bank,
Générale de Banque (now BNP Paribas Fortis). bpost is the
exclusive distributor of the products of the company, which has
1.1 million customers or 10% of Belgium’s total population. bpost
bank positions itself as a bank that is “simple, safe, and for all”.
The partnership between the two owners was last renewed in
December 2013 for the period January 2015 to December 2021.

Each postal operator is a distinct case and needs to adapt the institu-
tional arrangement between the financial services entity and the rest of
the postal group to its own local context. One fundamental issue is that
the financial services entity should work hand in hand with the rest
of the postal group. The two biggest assets of the post are its network and
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the trust the population has in it. The financial services arm has to make
full use of that physical network, without establishing its own network
on the side to “compete” with the regular posts, and to try as much as
possible to make financial services available throughout the postal
network, not only at selected posts. Maintaining the trust that customers
have in the Post, its second main asset, should be viewed as a priority
for the group as a whole. All failures and shortcomings in the delivery
of physical services have an impact on financial services and vice versa.
Indeed, for customers, any service provided at a post office is a service of
the post, regardless of the relation between the financial services entity
and the rest of the post.

2.2.2.2 Ownership

As presented in Figure 2.6, posts where the financial services entity is
state owned represent 90% of all posts. Only 3% of posts report that the
entity offering financial services is privately held. CTT Correios (the
Portuguese Post) was privatized in 2013 and 2014 as a consequence of the
financial difficulties experienced by Portugal. These operations allowed
the Portuguese government to raise a total of €922 million. Similarly, the
Italian Government sold 38% of Poste Italiane at the end of 2015, raising
€3.4 billion, and announced a further sale of capital at the end of 2016

Figure 2.6 Ownership of the Entity Offering Financial Services
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to reduce the country’s debt; as a result the company is majority owned
by private shareholders. It will be important to monitor this trend in
the coming years as it could have a strong impact in terms of financial
inclusion. Indeed, we can assume that posts that become too focused
on generating profits might be willing to reduce their social impact to
increase the shareholders’ return on investment.

The last category, “other”, includes the 7% of posts that have
developed partnerships with other financial institutions, such as a joint
venture (the case of bpost in Belgium) or a full-fledged partnership (e.g.
Brazil’s Correios with Banco do Brasil). In these cases, the ownership is
mixed and therefore cannot be classified as either public or private.

2.2.3 Business Models for Mobile Financial Services

2.2.3.1 The rationale for posts to become actors in mobile
financial services
According to the GSMA, (GSMA 2016) at the end of 2015:
e there were 411 million mobile money accounts globally;
e 271services had been deployed in 93 countries;
e there were 3.2 million mobile money agents (with approxi-
mately 1.6 million being active).

This reflects the growing importance of mobile money worldwide. Of
course, if we compare mobile money accounts to current/savings accounts
held by postal operators worldwide, which stood at about 2 billion in 87
countries at the end of 2015, postal accounts still represent almost five
times the number of mobile money accounts. However, if we look at the
number of agents then, for example, MNOs have a clear edge over postal
branches (about five times more agents than posts). Mobile money is
therefore clearly becoming a major factor in many developing countries
and postal operators have to develop strategies to address this new reality.

For postal operators, banks, and non-bank financial institutions,
mobile financial services are not products per se but rather another
channel for delivering financial services, just like physical branches, the
internet, ATMs, or payment cards. However, the arrival of new players,
such as MNOs or FinTech, has changed the rules of the game. These new
players tend to focus on products such as domestic money transfers,
bill payments, government payments, or remittances, all of which are
products that were traditionally the most widely offered by posts. One
of the best examples of the threats that new entrants represent is the
Postal Corporation of Kenya (PCK), which had a 27% market share for
domestic transfers in 2006. This market share has now shrunk to a mere
1.1% with the emergence of M-Pesa and others (Berthaud 2012).
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All of this leads to one logic conclusion for many posts: become part
ofthe mobile financial services ecosystem or be left out. In this ecosystem
we can identify three groups of actors: users (individuals, businesses,
governments), providers (banks, posts, MNOs, MFTs, etc.), and support
services for providers (FinTech, agent networks, switch, etc.).® Postal
operators have been playing the roles of both direct providers of mobile
financial services and as support services for other providers.

2.2.3.2 Description of business models
The following describes in greater detail the various business models
adopted by posts in this field.

Posts as support services

Posts can act as partners of digital financial services (DFS) providers
such as banks, FinTechs, or mobile money providers, and help them
offer or distribute their financial services. In this regard, posts have
implemented a variety of BMs, which are all variations of the BM1 and
BM3 models described above.

e Cash merchant for a mobile financial services provider (BML1).
Posts from 27 countries or territories have signed agreements with
banks (8 posts), FinTechs (5 posts), or MNOs (14 posts) to provide
cash-in/cash-out services for the provision of mobile-enabled
services. Under this model, the role of the post is mainly to ensure
that liquidity is available throughout the network.

For the bank, FinTech or MNO partner, the benefit of
signing up a postal operator as an agent is to have immediate
access to a large number of agents covering the entire national
territory, often with good cash availability. Given the experience
of various postal operators in managing a network of agents for
their own postal services (financial or not), posts could also act
as super/master agents, but this has not been observed so far for
mobile financial services.*

For the post, however, this model has some limitations. First
of all, the fees are relatively low compared to the costs of ensuring
liquidity availability throughout the network. Also, most postal
operators offer their own electronic money orders, which

3 Adapted from the work of the ITU Focus Group on Digital Financial Services on DFS
Ecosystem.

In Kenya, PCK has super-agent status with Airtel, but all its agents are posts. PCK
does not manage other entities external to the post and does not offer liquidity
management services to non-postal agents.
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Figure 2.7 Areas of Responsibility of the Partners

Postal Shared or to be MNO
Operator - agreed upon N
.~ ¢ Marketing A
e Customer care \
/7
cljco / ¢ Product
network

1 development
\

L Float holdin
Liquidity \ ¢ Regulatory ¢
Management engagement 7
‘. ¢ Back office ’

MNO = mobile network operator.

Note:" In this graph, CI/CO stands for cash-in/cash-out, i.e. the conversion of actual money into
e-money and of e-money into actual money, respectively. Float holding refers to the amount of
money, which mirrors the electronic money in circulation, that has to be held in the accounts of a
licensed institution, typically in a trust account. Float holding is generally done by third-party banks,
but in some cases can be done directly by the post.

Source: Authors.

means that mobile products often come as competitors to their
own products and could potentially cannibalize these.

e Partnership model with one or various MNOs or FinTech (BM3).
In this model, there is a real partnership between the MNO or
FinTech and the post. The partners share the responsibilities
(and the revenues), based on their respective strengths and
competitive advantages. Figure 2.7 allows this to be visualized.

Tunisia Post is the best example of BM3 with an MNO, as
the post has concluded partnerships with the three MNOs in the
country (Tunisie Télécom, Ooredoo, and Orange). In Tunisia,
MNOs are not allowed to offer mobile financial products on their
own and therefore need to have a financial institution as a partner.
Tunisia Post, which is not a bank per se, is nevertheless the
largest financial institution in the country in terms of number of
customers, which explains why all three MNOs decided to select
it as a partner. Compared to the cash merchant model, the post
has more control over product design, operations and revenues.

Posts as Direct Providers
Under BM2, BM4, and BM5 postal operators offer their own financial
services: payment services, current accounts, savings products, loans,
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etc. Nowadays, a large number of posts are leveraging electronic and
mobile networks to offer their services digitally. Here are a few examples
of business models deployed by posts to offer mobile financial services.

Apostofferingits own transactional services viaamobile channel
(BM2). There are various examples of posts that offer this type
of service; those that do so generally also have account-based
services, all (accounts and payments) linked to their mobile
platform, which in our definition classifies as BM4 or BM5. So
there are very few examples of BM2s with a mobile channel. One
interesting example, though, is the “simple automated machine”
(SAM) service designed by SingPost. SAM was first launched in
the 1990s when the post deployed payment kiosks throughout
Singapore for customers to pay bills. SAM was progressively
updated and enhanced, and has now become an electronic
platform for SingPost, where customers can receive digital mail,
buy tickets, and make payments. SAM is still available at posts
and kiosks, but, more interestingly, also on the internet and via
mobile applications, making services available 24 /7.

Post offering its postal savings or current account via a mobile
channel (BM4). There are eight examples of posts operating under
BM4 and linking their account-based services to a mobile channel.
One innovative example of this emerged in 2015, in Senegal, when
the post joined forces with a start-up called Numherit to launch a
service that is available through various channels. All customers of
the service get two separate accounts: a current account at the post
and an e-wallet, with transfers possible from one account to the
other. Payments to and from the e-wallet can then be processed
through the Visa International Service Association, VISA, the
internet, feature phones or smartphones. The post, which handles
anumber of social transfers on behalf of the government, transfers
these cash payments to the new platform, and 200,000 people
were benefiting from the system only three months after its launch.
The interesting point in relation to this alliance is that both organ-
izations were involved in the development of the service, with
special focus being placed on the development of the merchant
ecosystem. Retail shops, drugstores, restaurants, and gas stations
were all actively targeted to ensure acceptance of mobile and card
payments. It will be interesting to monitor the development of
the service going forward as currently the mobile service is made
available to new customers only, whereas customers who already
have a postfinances account do not get automatic access to the
new system. Ensuring adequate repartition of both responsibil-
ities and revenues in the venture will go a long way to determining
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the long-term success of the partnership. Numherit is already in
discussions with the posts of various West and Central African
countries to replicate this model.

e Post offering licensed postal financial services via a mobile
channel (BM5). ABB in Morocco provides banking services to 6
million customers. All 1,800 post offices in the country are inter-
connected and financial services are offered in a fully digital
form. In mid-2014, ABB launched a suite of mobile banking
services available on both smartphones and feature phones.
Customers can manage their postal accounts, pay bills, send
money, etc. To develop this offering, ABB did not enter into any
partnerships with the MNOs as mobile networks are considered
as channels to carry data only. At the end of 2015, ABB had
150,000 customers registered for its mobile service, 75% of
whom were active. In terms of financial inclusion, it should be
emphasized that 42% of mobile customers are new, previously
unbanked, customers. After less than two years of operation,
the results continue to be modest, but ABB’s management is
confident that they will steadily improve.

The three BMs presented above are all ways for posts to offer their
financial services through a new channel: the mobile phone. Some
posts have gone even further by becoming mobile virtual network
operators to control their own mobile channel. In this model, the post
buys capacity from a telecom operator to offer its own communication
services, including its own SIM cards. The post is then able to offer all
of its financial services via a digital platform, under its own postal brand.
This model was adopted successfully by Poste Ttaliane, the Italian postal
operator, in 2007. Poste Ttaliane now has 3.3 million customers actively
using Poste Mobile, its mobile telephony services. Among these, 75% use
their Poste Mobile phone subscription to access postal financial services
(payments, mobile top-ups, account management, etc.). This model is
hard to replicate as it requires substantial know-how and significant
investment, but it illustrates the capacity of posts to innovate and find
new ways of bringing financial services closer to the population.

2.3 Financial Products and Services Offered
by Posts
Financial inclusion is the process of providing financial services to those

who are excluded from them. These services are usually classified into
four broad families: payments, savings, insurance and credit.
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2.3.1 Payment Services

Payment services comprise all domestic and cross-border payments,
from person to person (P2P) (including domestic and international
remittances), person to business (P2B), person to government (P2G),
government to person (G2P), business to business (B2B), etc. We
estimate that posts worldwide have a total of 1.5 billion customers for
their payment services (Ansén and Toledano 2010). This figure includes
all channels (post offices, internet, cards, mobile, ATMs) and all
products (remittances, bill payments, government payments, business
payments, etc.).

2.3.1.1 International Remittance

80% of posts provide international remittance services. This is by far
the most widespread postal financial product, which is not surprising
considering that posts have been exchanging paper-based money orders
since 1878 when the first UPU international treaty on postal payment
services was adopted. Nowadays, traditional money orders have almost
completely disappeared and posts have implemented two strategies to
deploy such services (posts often use both simultaneously).

e Electronic postal money orders. 132 posts offer their own
domestic money transfer service, and 121 their own international
money transfer service. For domestic money transfers, posts
deploy their own electronic solution, sometimes in partnership
with a technology provider. For international remittances, two
main systems are available for posts to exchange with each
other: the UPU’s International Financial System (IFS), and
Eurogiro, both of which are interconnected.’

e Partnerships with banks and MTOs. 126 postal operators
worldwide partner with banks or MTOs to offer money transfer
services as their agents.

2.3.1.2 Government Payments and Bill Payments

55% of posts provide government payment services and 57% provide bill
payment services. It should be mentioned that these numbers are under-
estimated, since most posts that are connected to the national payment

5 Both platforms allow posts to offer money transfer services. The IFS is a technical
solution developed by the UPU’s Postal Technology Centre and first launched in
1999. The development of the IFS network is ensured by a group of posts called the
“Postransfer Group”. Eurogiro was launched in 1993 by a group of European posts
willing to develop cross-border payments. It has since expanded to become a global
network of posts and banks.
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infrastructure perform these services but do not have specific contracts
with government agencies or utility companies.

The share of posts providing government payment services is
extremely interesting as it demonstrates the willingness of a number of
governments to use their postal network as a tool for deploying their
public policies.

2.3.2 Checking and Savings Accounts

Worldwide, 92 posts are offering current or savings accounts under
three different models.®
e Limited partnerships for cash-in/cash-out (BML). 19 posts
act as non-exclusive agents for banks, providing deposit and
withdrawal services for bank customers. In these cases, the
products are not branded as postal products and posts generally
provide this type of service for various banks at once. Examples
of this model include the posts of Kenya, Thailand and Australia.
e Full-fledged partnerships with a bank to offer account-
based services (BM3). 36 operators have concluded advanced
partnerships with banks to offer their services. With this
type of agreement, there is deep involvement of the post in
the operation, and products are very often branded as postal
products. Typical examples of this model are observed in Brazil
(since 2002) and the Russian Federation (since the start of
2016).
e Posts offering their own account-based services (BM4 and 5):
52 posts in the world do so, with a large proportion in North,
West and Central Africa, Central Asia, and South Asia.

Altogether, 87 posts that have implemented one or both of the latter two
models hold 1.96 billion accounts for a total of about 1 billion customers.

2.3.3 Insurance

As described in an International Labour Organization-UPU study on
posts and insurance (Suedekum 2016), 38% of posts provide insurance
services. Proportionally, more posts in developed countries provide
insurance (39%) than in developing countries (34%). There is therefore
huge potential for insurance companies to partner with postal operators
for the distribution of their products.

° Note: many posts are using various models simultaneously.
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A number of posts worldwide have a very large number of customers.
Japan Post Insurance, for example, boasts 38 million customers, while
India Post has a combined total of 30 million customers in its various
insurance schemes. However, insufficient data are available to quantify
the actual outreach of insurance provided via postal networks at the
global level.

2.3.4 Credit

Postal financial institutions could rightfully view credit as the “last
frontier”. Indeed, there are only five posts worldwide with a full banking
license and the ability to provide loans to their customers. An additional
eight posts hold a banking license but with no or limited possibility
of providing loan services. Of course, providing savings services is
completely different from providing loans, as the latter requires different
capacities and organization. Credit is also a more profitable sector, with
high market demand in many countries for small loans. For this reason,
posts deploy various strategies to penetrate this more profitable market
segment.
e Partnership with banks. This is the option chosen by the largest
number of posts. In this case, the postal operator partners with
a licensed financial institution and acts as an agent to offer the
partner’s product. The posts of Namibia and Senegal, for example,
have adopted this model. Some posts even push the model
further by offering a bank’s product under their own brand. Such
is the case in Switzerland, where PostFinance has partnered with
Valiant Bank and Miinchener Hypothekenbank eG to offer their
mortgages under its own brand (white-label approach).
e Unlicensed loans. For customers whose salaries are paid into
a postal account, a number of postal operators have started to
offer small loans, even though they do not have a formal banking
license issued by the Central Bank. These products are often
reserved for civil servants, which gives the postal institution
some level of security as to the probability of reimbursement.
In Benin, for example, at the end of 2015, the post had $1.7
million in outstanding loans, and earned $850,000 in interest
revenue during the year, with a default rate of 1.5%. Various
West African posts have adopted this strategy, which they view
as a way of gaining experience and expertise until they can find
aregulatory model that will allow them to extend those services
to a larger clientele.
e Microfinance institution. In this case, the post sets up an entity
outside the postal operator to offer microfinance services,
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under a microfinance license. Even though various posts are, or
have been, considering this model (Benin, Togo and Tunisia, for
example), only one has managed to develop it thus far: Zambia
Postal Services Corporation, with its Zampost Microfinance
Limited subsidiary.” This entity provides loans to individuals,
small groups, and large groups, and distributes its products and
collects loan repayments solely through the postal network.

e Licensed credit, supervised by financial services authorities.
This “postal bank” model is currently used in 13 countries. For
a majority of these posts there are certain restrictions, such
as the maximum loan amount or the type of credit they can
provide. A case in point is La Poste (France), which adopted a
step-by-step approach. It first obtained a license for property
loans in 2005, then approval to offer consumer credit in 2007,
and corporate loans in 2010. To gain knowledge and experience,
La Poste chose to partner with external specialized companies
for certain products but to offer other products itself, thereby
allowing it to accelerate its learning curve while limiting its risk
exposure.

2.4 Key Success Factors for Postal Financial
Inclusion

To have an impact in terms of financial inclusion, posts need to offer
financial services that are both inclusive, i.e. addressing the needs of the
unbanked or underbanked, and profitable, so that they can be offered
sustainably. To do so, the UPU identified nine key success factors: the
network, the staff, financial capacity, trust, digitization of processes, risk
management, support of public authorities, legal and regulatory frame-
works, and marketing (Clotteau and Measho 2016). In the section below,
we present five of these factors.

2.4.1 The Network

A wide and well connected network is crucial when providing financial
services as it addresses one of the three main challenges of financial
inclusion: accessibility. Access is especially important in rural areas
where a large share of the unbanked population lives. Indeed, according

7 There are various reasons that explain the lack of success in developing this model—
one being the reluctance of regulators to allow posts to offer credit without having
the appropriate structure and skills in place.
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to the Global Findex 2014, 43% of the world’s rural population is
unbanked compared to 39% globally (Demirguc-Kunt et al. 2015).
This is where the postal network can play an important role, with its
presence in rural areas promoting the integration of individuals into
the formal financial system. This has been highlighted in a joint UPU-
World Bank paper (Ansén et al. 2013). that shows that the size of the
postal network is positively associated with the number of adults having
a postal account.

2.4.1.1 Capillarity

At the end of 2015, the postal network consisted of 661,000 outlets
worldwide. Postal density can be defined either in terms of surface (i.e.
the number of square kilometers covered by a postal outlet) or in terms
of human density (i.e. the number of inhabitants served by a postal
outlet). The density of this network, however, is quite heterogeneous, as
illustrated by Figure 2.8.

Globally, one post covers an average area of 206 km?. South Asia has
by far the highest density with 29 km? per post. India, with more than
155,000 posts, has a density of 21 km? per post office, which is remarkable
given the size of the country (3.3 million km?). With 2.4% of the world’s
territory (and 18% of the world’s population), India is home to 24% of
the world’s posts. At the other end of the ranking, Sub-Saharan Africa
lags far behind with 1,798 km? covered per post. In this region, it is inter-
esting to compare the number of post offices to the number of agents
working for MNOs offering mobile money. For example, in Kenya,
Safaricom reported having 85,756 agents for its M-Pesa operation at the

Figure 2.8 Postal Density by Region: Average Area Covered by
Permanent Posts (km?)
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end of 2015 (Safaricom 2016). PCK, at the same time, had 623 posts, or
0.7% of Safaricom’s financial service footprint.

When it comes to density by inhabitants, as illustrated by Figure 2.9,
the world average is one post office serving 10,871 inhabitants. This time
Europe and Central Asia (4,683) leads, followed by OECD high-income
economies (5464) and South Asia (9,576). It is worth noting that highly
populated regions such as South Asia and East Asia-Pacific (19,003) are
doing much better in terms of postal density by area than postal density
by inhabitants.

Even though the UPU does not set any specific standard for postal
density, it is obvious that a certain level of physical presence is necessary
to ensure an actual impact on financial inclusion. For posts with a small
network various actions could be undertaken.

A first option is to leverage the huge potential of postal delivery staff.
Indeed, 1.4 million postmen worldwide go door to door five or six days
a week, throughout entire countries. Very few of them currently deliver
financial services, but equipped with smartphones or POS devices,
they have the potential to significantly increase the postal footprint.
This model has already been adopted by Bangladesh Post, which uses
its postmasters to deliver money transfers directly to the homes of its
customers.

Another way forward for postal operators with a small network
is to create an agent network. One of the best examples of this is PT
Pos Indonesia, which has less than 5,000 self-operated post offices,
but has built a large network of 30,000 agents to distribute its products
and services. This allows the post to have a much larger presence,
throughout the country, at a lower cost than if it were operating its own
network of posts. In addition, there are usually shorter queues in agents’

Figure 2.9 Postal Density by Region: Average Number of Inhabitants
Served by a Permanent Post
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branches and opening hours are more flexible than for regular posts. In
order to remain relevant as financial service providers, and taking into
account the growing footprint of mobile money agents, posts need to
extend their networks by developing agent partnerships, just like banks
or mobile money providers.

Lastly, an option that will soon become unavoidable for all posts
is to create new digital distribution channels. This is something that
low-income countries have not done enough so far, but which numerous
posts in more advanced countries are pursuing by developing multi-
channel strategies, offering their products at posts (at the counters
and via automated machines), as well as through mobile channels,
cards, ATMs, and the internet. While the costs for developing posts
are relatively high, this can nevertheless be done successfully through
appropriate partnerships, as the experience of Senegal has shown (see
section 2.2 on business models).

2.4.1.2 Full Use of the Network

As far as possible, posts should offer their financial services throughout
their network and not only in a portion thereof. Indeed, for customers,
it is very confusing not to have the same range of services offered at
two different post offices. Only 61% of posts offer financial services
throughout their network. One of the reasons for this low figure is that
posts are increasingly offering real-time electronic services and discon-
tinuing paper-based money orders and passbooks for accounts. As a
consequence, the posts that are offering financial services do so only in
the portion of their network that is connected.

2.4.2 Connectivity and Digitization of Processes

There are two main reasons why posts should focus on offering digital
financial services. First and foremost, it is a necessity if they are to offer
services that are affordable to low-income customers on a large scale. It
is also a requirement in order to compete with other financial service
providers. This includes shifting from paper-based to digital financial
services, as well as modernizing the back office.

2.4.2.1 Connectivity
Inorder to fully reap the benefits of a vast network, post offices, including
agents, need to be interconnected through an electronic network.
Otherwise, there is no possibility of exchanging and processing infor-
mation with other posts and headquarters in real time.

Figure 2.10 shows the percentage of posts connected to an electronic
network. The global average is 58%. The East Asia and Pacific (EAP) region
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Figure 2.10 Percentage of Posts Connected to an
Electronic Network by Region
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stands at 76%, while South Asia is the region with the lowest level of connec-
tivity; only 13% of posts there are connected to an electronic network. It is
worth noting that India Post embarked on a major $750 million, five-year
modernization project at the end of 2012, as a result of which 25,000 out
of 156,000 posts are now connected (i.e. a connectivity rate of 16%). The
project aimed to connect the rest of the network by the end of 2017, which
would certainly have a very positive impact on the entire region’s connec-
tivity rate, given the sheer size of India’s postal network.

2.4.2.2 Automation (IT)

As illustrated by Figure 2.11, 83% of posts in high-income OECD
countries have fully automated back offices. Elsewhere, the situation
is much worse: only 42% of posts in the EAP region report having an
automated back office for financial services and none in South Asia (80%
of posts there report having a semi-automated one).

77% of postal operators have a management information system
(MIS) for financial services in place. Over the last few years, various
examples have been reported of posts launching new systems, such as
Campost (Cameroon) in 2016, or Benin Post, which adopted anew MIS for
its financial services in 2015. Increasingly, posts worldwide, regardless of
their development level, have understood the importance of digitization
and automation in offering successful financial services.

2.4.3 Support of Public Authorities

In the previous sections, we emphasized that capacity is a very
important factor when offering financial services. However, willingness
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Figure 2.11 Levels of Automation of Back Office by Region
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to foster financial inclusion is also fundamental. Most posts have
traditionally been assigned public service missions and are nowadays
double-bottom-line institutions, meaning that they have to reach the
parallel objectives of being profitable while achieving social impact.
Posts cannot achieve these objectives without the support of public
authorities.

There is nothing new about governments leveraging their postal
network to collect savings and bring financial services to large portions
of their populations. In the United States, for example, President Taft,
who gave the final approval for the launch of the US postal banks in
1910, “felt that it is to these poorer people in the United States that the
Postal Banks will appeal and that it will encourage the saving of money
by them” (New York Times 1910).

More recently, various governments have implemented voluntarist
public policies to foster financial inclusion through their postal network.
This is the case in Brazil where the government promoted a set of policies
at the end of the 1990s to ensure that its postal network would constitute
a strong lever for socio-economic development. This included “Exporta
Facil”, a program aimed at simplifying export procedures for MSMEs
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with a view to using the postal infrastructure in rural and less developed
areas of the country (Ministry of Communications, Brazil and UPU 2011).
Another program consisted in strengthening the agent banking model
initiated in 1973 by adopting a new resolution in 1999 that provided for
an expansion of the range of services agents can offer.

Correios, Brazil’s national postal operator, was viewed by the
government as one of the main agent networks that could be used by
banks to improve access to financial services throughout the country.
However, the Postal Law, approved in 1969 and revised in 1978,
limited the services that the post was authorized to offer. The Ministry
of Communications, convinced of the potential positive impact of the
post entering into a partnership with a bank, authorized Correios to
offer banking services as an agent, which allowed the post to initiate
contacts with potential partners. Of course, this launched one of
the biggest postal financial inclusion success stories, with the post
bringing banking services to 95% of Brazil’s municipalities within
around three years.

2.4.4 Legal and Regulatory Framework

Another important success factor for posts is the legal and regulatory
framework, which determines whether the post can offer financial
products and, if so, what type of products and how (e.g. through partner-
ships). Therefore, it also determines the BM under which the post
operates.

2.4.4.1 Oversight/Supervision

91% of postal operators that responded to our questionnaire stated that
they were regulated. As shown by Figure 2.12, half of the respondents
declared that they were regulated exclusively through financial
regulators/supervision entities, i.e. the Central Bank, the Ministry
of Finance, or the Banking Commission. Another large group (35%)
indicated that they were regulated both by financial and communication
regulators. This includes the aforementioned financial regulators plus
the Ministry of Communication (or the ministry responsible for postal
affairs) and/or the postal and communication regulator. This situation
can raise some coordination issues if the respective responsibilities
of the different entities are not explicitly defined. The third group,
which represents 14% of posts, is regulated exclusively by communi-
cation regulators. This can lead to potentially risky situations as the
regulation and supervision of financial services is very different from
that of postal services, and requires specific competencies. To ensure
sound regulation and supervision, it is strongly recommended to at
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Figure 2.12 Financial Services Regulation
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least establish a line of reporting from the communications regulator
to the financial supervision entity in order to ensure a minimum level
of control.

Some posts might feel that it is better for them to remain outside the
purview of financial supervisors, but being regulated should ultimately
allow them to strengthen their internal control and risk management
processes while opening up access to new opportunities.

On the other hand, various banking regulators are also opening up
to non-bank financial institutions and starting to award “light” banking
licenses. In 2015, in an effort to foster financial inclusion, the Reserve
Bank of India selected 11 institutions, including India Post, to become
“payment banks”. This allowed the post to strengthen its financial
services offering in the field of deposits and payments, even though it is
still prevented from offering loans directly to its customers (it will need
to partner with full-fledged banks to do so). This model represents an
innovative approach that more posts could pursue to expand their range
of financial services.

2.4.4.2 Agents for Other Financial Service Providers
Postal operators have two options for offering financial services. They
can either develop their own services (if they have the capacity and
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willingness to do so), or partner with other financial service providers to
act as their agent and offer their services. 76% of posts that offer financial
services (139 out of 183) have concluded at least one partnership with a
bank, mobile money operator, MTO, MFI, insurance company, or with
other non-bank financial institutions to offer financial services on their
behalf. To be able to do so, however, an enabling regulatory framework
is essential.

One specific partnership model is the agent banking model, where a
bank is allowed by law to partner with a non-bank (i.e. a postal operator,
but also drugstores, supermarkets, gas stations, etc.) for the distribution
of its products (savings, loans, etc.). Depending on the country there are
variations in the model, with agents being allowed to perform different
types of services, from merely providing cash-in/cash-out services to
account opening, pre-screening of loan applications, or even customer
advisory services.

89% of posts believe there are agency banking guidelines in their
country (which does not imply that posts are explicitly allowed to act as
bank agents under these guidelines). However, a relatively small share of
posts do act as agents for banks. As presented in Figure 2.13, if we exclude
posts that already offer their own account-based services (i.e. those that
might not be interested in offering the products of a competing bank),

Figure 2.13 Share of Posts with Potential to Become Agents for Banks

B Posts with own accounts
B Post acting as agents for banks
Post not offering financial services
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Source: Authors.
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posts that do not offer any financial services (i.e. those that might not
be interested in offering financial services at all), and posts that already
have partnerships with a bank, we still have 43% of the posts in our
sample that could potentially become agents for banks, depending of
course on the legal framework.

Taking into account the difference between the number of countries
with agent banking guidelines and the number of posts that could poten-
tially become agents, it appears that posts need to be more proactive
if they want to achieve that potential. This implies engaging with
regulators to ensure they are included in agency banking guidelines. It
also means that posts have to become more attractive as partners for
banks, working for example on improving the connectivity of posts and
on staff training.

2.4.5 Marketing

Most postal operators used to be postal administrations operating as
monopolies. Customers were then called “users” and postal staff did
not need to develop sophisticated marketing approaches. Times have
changed, though, bringing two major phenomena: liberalization and the
advent of new technologies.

Liberalization, which has been taking place at various degrees in
many parts of the world, has introduced competition in postal markets,
whether we are talking about mail, logistics, or financial services
markets. Posts, therefore, need to stand out from their competitors
by offering products that are attractive to their customers in terms
of intrinsic quality of the product, price, quality of service, customer
service, etc. The second factor having a profound impact on postal activ-
ities is technological change, which is impacting mail services in that
e-mail is gradually substituting traditional mail. It is also transforming
financial services, as customers can perform all their operations online,
or via cards, mobile phones, etc. Again, this is not without consequences
for posts. To face competition, postal operators need to meet customer
expectations, to be innovative, and also make their products and services
known to potential customers.

2.4.5.1 Understanding Customer Needs

As financial service providers, posts need to understand the needs of
both their current and prospective customers. For current customers,
posts need to have a customer database and to use all the data in
their possession: gender, age, occupation, address, spending habits,
preferred distribution channels, etc. With the information that postal
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operators have at their disposal (both from the financial services side
and from the mail side), they should be able to at least deploy customer
segmentation activities, which are necessary to better serve specific
groups of customers. Additional information can also be gathered
through focus groups, market research, polls, etc. More advanced posts
can use data analytics tools to get to know their customers better, and
to offer them the products and services they really need. Even though
some posts are developing such strategies, there is still much room for
improvement.

Regarding prospective customers, especially when talking about
the unbanked, posts need to understand prospective customers’ actual
needs in order to develop the appropriate products. Such customer-
centered approaches are becoming increasingly popular in the financial
inclusion space, but are yet to be widely adopted by posts. These
new approaches include understanding current financial tools used
by the unbanked, identifying their needs, creating various product
concepts that could potentially address those needs, testing the
concepts with small groups, and adapting them based on feedback from
customers. Various iterations are necessary before the products can be
scaled up.

2.4.5.2 Promotion of Products and Brands

In most countries, there is very good general awareness of the postal
brand, which is often classified as what marketers call “top-of-mind”
awareness. However, if almost everybody knows of the post, very few are
aware of all the products it has to offer. For financial services especially,
posts need to make specific efforts to promote their range of services.

There are various examples of posts leading successful promotion
campaigns. In Gabon, the post invested considerably in developing the
“Mandat Express”, a domestic and international express remittance
service. This investment included radio and TV campaigns, advertise-
ments on billboards and postal vehicles, and the sponsoring of various
events. These efforts led to a tripling of sales in five years (2009-2014), a
remarkable result in a very competitive environment.

ABB in Morocco also devotes significant resources to promoting its
products and services. Various channels are used (TV, radio, Internet,
billboards and, of course, posts). In 2016, ABB launched specific social
media campaigns for young adults and women, presenting new services
targeting these populations. The results of these campaigns are not yet
known, but similar efforts have allowed the post to significantly increase
its customer base and to open 500,000 new accounts each year from
2013 to 2015.
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2.5 Financial Inclusion Capacity Index and
Regional Snapshots

On the basis of the success factors listed in section 2.4, we quantified the
capacity of postal operators to advance financial inclusion by computing
a financial inclusion capacity index. This index takes into account the
following elements.

» Density and level of connectivity of the postal network:

- number of postal branches compared to bank branches;

- share of postal contact points connected to an electronic
network;

- postal network density in terms of the number of people
and the average area covered by a post office (including
agents).

e  Staff capacity: estimated based on computer literacy rates and
levels of training in the field of financial services.

e Level of profitability.

e Level of automation of operations:
- availability of an MIS;
- automation of the back-office.

e Security of post offices and cash logistics capacity:

- availability of security features at post offices;

- availability of an automated cash management system;

- time needed to deliver cash to posts in the case of a cash
shortage.

e Enabling a legal framework:

- regulation of postal financial services;

- possibility of acting as an agent for other financial institutions;

- access to a national payments system.

All these factors were then graded and weighted with a maximum total
of 100 points. It is important to emphasize here that a high score on
this index does not represent the post’s actual contribution to financial
inclusion, but rather shows its capacity to be a strong contributor.

2.5.1 Financial Inclusion Capacity Index: The Global
Leader Board

We computed the financial inclusion capacity index for 156 of the 161
posts that answered our questionnaire.® The world average stands at

A number of posts did not answer all the questions in our survey. For five posts, we
did not have enough data to compute their capacity index. For the others, we made
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Figure 2.14 Ranking of the Top 10 Posts According to the Financial
Inclusion Capacity Index
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59.9, and the median at 62.22. The best-ranked post, Swiss Post, achieved
a quasi-perfect score of 99.18. The top 10 posts worldwide in terms of
financial inclusion advancement capacity are presented in Figure 2.14.

Swiss Post, La Poste Group (France), and Japan Post top this
ranking. All three operators have established their own postal banks,
offer a full range of financial services, and have been assigned a strong
financial inclusion mission by their respective governments. Belpochta
(the Belarus Post) ranked an excellent fourth, and, along with Morocco’s
Barid al Maghrib, is one of only two posts from non-high-income
countries ranked in the global top 10. One of the big surprises is Canada
Post, which ranks fifth, even though it offers only a limited range of
financial services. SingPost (the Singaporean post), ranked ninth, is in a
similar situation with strong financial inclusion potential, even though
financial services are not a priority area for this post.

If we look at the top 10 for developing countries, as presented in
Figure 2.15, PE Post (Serbia) ranks third, behind the above-mentioned
Belpochta and Barid al Maghrib. While these three operators have

estimates when possible, and left the answer blank when not. This means that some
posts could potentially have achieved a much better index than they currently enjoy.
The Postal Savings Bank of China, in particular, stands out as a Post that has a much
stronger capacity than we were able to calculate.




70 Postal Savings - Reaching Everyone in Asia

Figure 2.15 Ranking of the Top 10 Posts from Developing Countries
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very different business models, they have all placed a strong focus on
financial services, with a large share of their revenues coming from
this area.

A number of posts on the leader board operate in countries where
financial inclusion rates are quite high. To highlight what could be
defined as quick wins, i.e., countries where the financial inclusion rate
is low and where the postal operator has a good financial inclusion
capacity index, Figure 2.16 presents countries with financial inclusion
rates below 85% where posts have a capacity index above 65, which
we estimate to be a level that is sufficient to provide quality financial
services. To mention but a few, Armenia, Indonesia, Kazakhstan, the
Kyrgyz Republic, and Viet Nam stand out as countries where there is a
strong potential for posts to advance financial inclusion.

2.5.2 Rankings by Income Group

The rankings by income group are presented in Figures 2.17-2.21.
These will allow posts to compare their respective potential for
advancing financial inclusion with posts from countries with similar
levels of economic development and, hopefully, to identify areas for
improvement.
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Figure 2.16 Financial Inclusion Capacity Index Compared
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Figure 2.18 Financial Inclusion Capacity Index for
Upper-Middle-Income-Country Posts
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Figure 2.20 Financial Inclusion Capacity Index for
Low-Income-Country Posts
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2.5.3 Snapshot for Regional ADB Members
(Asia and the Pacific)

In this section, all financial inclusion data is extracted from the Global
Findex 2014 (Demirguc-Kunt et al. 2015). Population and postal data
come from UPU statistics for 2014.

% of adults with accounts 69% in EAP, 46% in South Asia
% of women with accounts 67% in EAP,37% in South Asia
% of posts offering financial services 93%

Postal density (area) 1 post covers 103 km?

Postal density (inhabitants) 12,191 inhabitants per post
Number of postal accounts 1,799 million

Financial inclusion capacity index average 58.46
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Figure 2.21 Financial Inclusion Capacity Index for
ADB Regional Member Posts
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Source: Global Findex (2014).

100

We have been able to compute a capacity index for 31 posts out of
the 48 ADB members located in Asia and the Pacific (Figure 2.21). Their
average score, at 58.46, is almost the same as the world average (59.9).
What stands out in this group is its extreme heterogeneity. Eight posts
have scores around or below 40, which is extremely low, while six posts
have scores above 85, which is very strong. Japan Post is ranked third
worldwide and is one of the success stories of postal financial inclusion.
Indonesia’s performance, with an index of 87.89, shows that there is
remarkable potential in a country where the financial inclusion rate
stands at only 36%. The People’s Republic of China score, at 66.85, would
be higher if some data were not missing.

Posts from regional ADB member countries account for 90% of
all postal accounts worldwide, led by Postal Savings Bank of China




Global Panorama of Postal Financial Inclusion 77

(PSBC), India Post, and Japan Post. PSBC is the largest financial insti-
tution in the world in terms of number of customers, with 490 million
account holders.

Key issues

38 of the 41 posts in the region for which we have data offer
financial services. In terms of business models, 87% of these
posts have adopted either BM1 or BM3, i.e. variations of
partnership models. Interestingly, almost 1/3 of posts in the
region offer account-based services, a ratio that is much higher
than the world average.

One of the region’s strengths is its vast postal network, which
accounts for 50% of the global network and comprises 330,182
branches. It has a high density in terms of geographic coverage,
with one post covering an average of 103 km?, which is two
times better than the world average of one post covering 206
km?. In particular, posts in South Asia, led by India Post, have a
density by area of one post per 29 km?.

When it comes to modernization and digitization, the picture
is mixed. In South Asia, only 15% of posts are connected to an
electronic network. On the other hand, the posts in the Republic
of Korea, Thailand, and Kazakhstan have all launched innovative
digital financial services on their own or in partnership with
other institutions.

Cash logistics, which are often linked to the geographic condi-
tions (small island states, large archipelagos), is an issue in various
countries of the region (Philippines, Solomon Islands, etc.)

In Central Asia, posts have traditionally focused on transactional
services such as remittances, G2P payment and bill payment
services. However, the posts of Azerbaijan and Kazakhstan have
both established licensed postal banks in the last few years. In
particular, the reform carried out in Azerbaijan, with support from
the World Bank, has been very successful, with revenues more
than tripling since 2008 and break-even being reached in 2015.
The vast postal network and the experience in providing
financial services on a large scale provide a solid platform for
posts to foster financial inclusion in the region. In particular,
the launch of the India Post payment bank in 2017 will be inter-
esting to monitor, as it has the potential to significantly boost
financial inclusion in India. India Post will need to modernize
its operations to be able to provide the scale of services that are
both affordable for customers and profitable for the post.
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e Another interesting story to follow in the coming years will be
that of PSBC, which was listed in the Hong Kong stock market
in September 2016, raising $7.4 billion in the process. How PSBC
balances the requirement to maximize profits with its mission
to provide banking services to inhabitants and SMEs of rural
areas will be fascinating.
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Postal Savings Bank and
Macroeconomic Stability in Asia

Anwar Nasution

3.1 Introduction

This chapter suggests modernizing and deepening the financial system
through building or rebuilding the postal savings banks (PSBs) in
developing Asian countries. The PSB provides a third channel of inter-
mediation between saving and investment in the economy in addition
to the existing bank-based system, and nascent financial and capital
markets. As in Japan (Cargill and Yoshino 2003), a PSB can, for example,
mobilize domestic savings, through obtaining deposits and selling life
insurance to the general public and low-income households, promoting
financial inclusion. The existence of a well- developed PSB will mobilize
domestic savings for financing budget deficit and economic growth.
To avoid currency mismatch, the PBS uses domestic savings to absorb
government bonds that are in local currency and sold in local markets.
This avoids the volatility of currency that happened in Asia in 1997-1998.
At the same time, the PSB can be used to achieve two other objectives.
First, to provide liquidity for developing bond and capital markets.
Second, to widen financial inclusion by providing modern financial
products and services to the low-income group.

When promoting the PSB, however, caution must be taken, particu-
larly in countries where central banks adopt financial repression
policies with subsidized interest rates and programs of lending. It is
also difficult to promote PSBs in countries that adopt low or negative
interest rate policies to propel the economy from deflation, and where
economic growth is promoted through private sector investment and
household consumption on durable goods. The low interest rate directly
reduces the net interest income of the PSB, particularly as most of their
investment is in sovereign bonds. The low or negative interest rate
policy is not only adopted in advanced economies such as that of Japan,

80
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the European Union, Denmark, Sweden, and Switzerland, where there
is persistent deflation. Cheap credit policy is also adopted in the People’
Republic of China (PRC) as part of the plan to replace an export-led
economic development strategy with the expansion of domestic
absorption through domestic investment and private consumption
expenditure.

In a bank-based system, banks mobilize savings and provide credit
to the economy. In a market-based system, economic units raise funds
in the capital market by selling bonds and equity shares. The PSB is
a narrow bank not a full-fledged bank. It stores financial assets by
collecting deposits and selling insurance to its customers. It also plays a
partin the payment system through the transfer of money and it also acts
as a payment point to many institutions. The PSB also only channels the
credit through government programs, banks or capital market. Unlike
shadow banks, the PSB do not carry out maturity transformation, credit
as well as liquidity of the funds.!

The mobilization of domestic savings and the development of an
efficient market-based financial system require the preservation of social
and political stability, the removal of distorted government policies
and improvements in legal and judicial systems. The governments
of Malaysia and Indonesia have introduced numerous government
programs and offered lucrative economic rents and subsidized credit
programs to promote the pribumi (native people of the country) in
business and modern sectors. The rents include special access to
government jobs and procurements as well as for the exploitation of
natural resources. Malaysia gives special privileges to pribumi in land
ownership, education as well as preference to buy shares in the capital
market. It turns out that many policies had been used by government
leaders as tools for corruption, collusion and nepotism that created
distortions, and encouraged flight of both capital and professional
human resources. Improvements in the legal and judicial systems
protect private property rights and minimize transaction costs, which
are the essence of a modern financial system.

! According to Pozsar et al. (2012) and Claessens et al. (2012), shadow banks are
financial institutions that conduct maturity, credit, and liquidity transformation
without explicit access to central bank liquidity or public sector credit guarantees.
The institutions of shadow banks include finance companies, asset-backed
commercial papers conduits, structured investment vehicles, credit hedge funds,
money market funds, securities lenders, Limited-purpose finance companies and
state-owned or government sponsored enterprises.
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The rest of this chapter is divided into five sections. Section 3.1
reviewstheneedtobuildawiderand deeperfinancialmarkettoimplement
the market-based macroeconomic and financial policies in ASEAN+3
(10 members of Association of Southeast Asian Nations, + People’s
Republic of China, Japan, and Republic of Korea) countries. Section 3.2
analyzes the macroeconomic policies of emerging Asia, particularly the
monetary policies following the Asian financial crisis (AFC). Section 3.3
discusses fiscal reform. Section 3.4 analyzes the structure of the financial
system in some emerging countries in Asia. Section 3.5 discusses the
twin objectives of the creation of PSBs, namely: (i) to provide financial
services that mobilize savings and to sell insurance to households and
low-income groups, among others; and (ii) to use domestic savings to
buy sovereign bonds that are issued to finance the government’s budget
deficit and reduce the reliance of budget financing on volatile short-term
capital inflows.

3.2 The Need to Build Wider and Deeper
Financial Markets

Building a wider and deeper financial market is particularly needed after
the AFC in 1997-1998. To stabilize their economies, in terms of monetary
policy, many Asian countries moved to a more flexible exchange rate
system, ended financial repression and adopted market-based inflation
targeting. The execution of market-based monetary policy through open
market operations, using overnight interest as an instrument, requires
a developed interbank and money market system, a strong banking
system, and a disciplined fiscal policy. Monetary and fiscal policies also
need support from supply side structural reforms that would improve
the business environment to promote economic growth and raise
productivity.

Some countries, such as Indonesia, adopted a free capital account.
Those countries with capital account control gradually relaxed the
system to allow independent movement in capital flows and increase
competition in the financial sector. On fiscal policy, many emerging
Asian countries adopted strict debt and fiscal rules. Due to the shortfall
in government revenue, most of the developing countries financed their
budget deficits either through selling sovereign bonds, in both domestic
and international financial markets, or seeking foreign aid and loans.
Part of the government debt was used to recapitalize the domestic banks
that financially collapsed during the AFC. The PRC is the only emerging
Asian economy that was able to recapitalize its financially distressed
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banking system, and clean up their books from non-performing loans,
through depletingits substantial foreign exchange reserves. Due tounder-
development of the financial market and institutional investors, most of
the sovereign bonds were sold in international markets. The objective
of selling bonds in the international market is to avoid overheating in
the narrow domestic financial market. Liquidity of the domestic bond
market depends heavily on volatile short-term capital inflows that are
prone to currency and maturity mismatches. Many countries, including
Indonesia, ended monetary financing in 1966 to stop inflation.

The central bank’s operating target of monetary policy under the
inflation targeting is through the control of interest rates. Modeling
themselves after the Bundesbank of Germany, many emerging Asian
economies, such as Indonesia, granted independence to their central
banks. Central banks are mainly focused on systemic stability to preserve
the stability of the payment system and monetary policy by stabilizing
both the internal and external balances of the economy. The objective
of an internal balance policy is to focus on stabilizing the inflation rate.
Alow inflation rate reduces the regressive inflationary tax. The objective of
external balance is to stabilize the external value of the domestic currency
and to provide stability to the balance of payments. Economic growth
is promoted through a combination of low interest rates, positive real
effective exchange rates, pro-growth fiscal policy, and structural reform.

In many emerging Asian countries, the move towards a more
market-based monetary policy and well-disciplined fiscal policy were
not accompanied by liberal trade and investment policies. In line with
the progress of the World Trade Organization and various regional trade
arrangements, the Asian countries have simplified and reduced tariff
rates and eliminated many non-tariff barriers. Nevertheless, some forms
of non-tariff barriers are still intact, such as trade facilitation, custom
clearance and technical standards. Similar to financial safety nets, the
international trading system is also highly fragmented, inefficient and
susceptible to high opportunity costs. Because of this, the composition
of international capital inflows to many Asian countries is dominated by
volatile short-term capital flows and not more stable long-term private
sector investment. The AFC showed that volatile short-term capital flow
requires high external reserves that can be used as insurance to stabilize
risky capital outflow and financial contagion.

The structural reforms in emerging Asian economies include
business licensing systems, public administration, legal and judicial
systems, education, labor markets, state-owned enterprises (SOEs).
The reforms were made to promote private investment, raise produc-
tivity and improve market competition. Reforms in the legal system
strengthened and protect private property rights, which is the essence
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of the market system. At the same time, the legal system improves
enforcement of contract to reduce transaction costs that subsequently
increase both efficiency and productivity. Investment in infrastructure,
such as toll roads, telecommunications, and electric generating plants
that were previously reserved for the public sector are now open to
private investment. To speed up the structural reforms, a number of
emerging economies in Asia are joining regional trade initiatives to
promote globalization. Trade and investment liberalization allows many
Asian countries to benefit from global supply chains.

3.3 Macroeconomic Stabilization Policy in
Emerging Asia After the Asian Financial Crisis

The emerging countries in Asia were forced to adopt stringent macro-
economic policies during the AFC in1997 to restore internal and external
stability and promote economic growth. The policies consisted of three
components: (i) strict monetary policy, (ii) prudent fiscal policy with
minimal budget deficit and manageable public debt, and (iii) structural
adjustment to improve economic efficiency and productivity (Table 3.1).
The first two policies affect the demand side of the economy while
structural reform affects the supply side. At the same time, exchange
rates and interest rates can be used as tools for supporting economic
growth. In Japan, under the present Abe administration, the three
pillars of the macroeconomic stabilization framework are called the
three arrows economic program.

The emerging economies end the financial repression and rebuild
the banking systems that financially collapsed during the AFC. The move
towards market-based monetary policy replaced the fixed exchange rate
with a more flexible exchange rate system, relaxed capital control, and
adopted (soft) inflation targeting. The end of the fixed exchange rate
system ended the use of exchange rate targets as a nominal anchor for
monetary policy. The operating mechanism of inflation targeting is the
interest rate. The central bank sets the short-run policy interest rate to
influence economic activities, according to Taylor’s rule (Taylor 1993),
as follows:

Short-term interest rate = inflation rate + real equilibrium
interest rate + a(inflation gap) + b(output gap) o

where a and b are the response coefficients for, respectively, inflation
and output, and a + b = 1. The inflation gap is equal to the actual
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inflation rate and the inflation target, and the output gap is equal to the
percentage deviation of real or actual GDP from its potential level or full
employment output. The inflation rate in Taylor’s rule is core inflation,
which is measured as the headline consumer price index minus the
price of volatile foodstuffs (which are subject to external shocks such
as cyclical weather conditions) and state-vended products (such as
petroleum products and electricity, whose prices are subsidized in many
countries and adjusted based on political considerations). Only the
prices of core inflation product are perceived as being directly affected
by monetary policy.

By utilizing the Phillips curve and Okun’s law (Okun 1981), Taylor’s
rule says that the monetary policy rate responds to the deviation of the
inflation rate from the central target and real output from its potential
level. Excessive inflation and capacity utilization are to be countered
by higher short-term interest rates. When inflation rises beyond the
target level, monetary policy needs to be raised to the real interest rate
in order to slow down the economy and reduce inflation pressures. The
real interest rate should also be raised when real output rises above its
potential and reduced when the real GDP falls below its potential. When
the economy is in a steady state, with the inflation rate equal to the target
and the output gap close to zero, then the real interest rate (the nominal
rate minus the expected rate of inflation) equals the equilibrium real
interest rate or the neutral real interest rate.

The primary instruments of the central bank to control liquidity and
achieve the inflation target are through selling short-term papers and
exchange rates in open market operations. In addition, the central bank
also uses macro-prudential policy tools to conduct monetary policy
(Figure 3.1). The tools of this macro-prudential policy can be divided
into three groups (Claessens 2014). The first group limits the capability
of all financial systems, or an individual financial institution, to create
credit. The tools include the debt-to-income ratio and the loan-to-value
ratio, which are generally used to limit credit to real estates and for car
loans. The second group affects the liquidity of the financial system
such as the net-open-position and reserve requirement. The net-open-
position regulation limits the access of the domestic banking system to
international financial markets. The third group affects the capital of the
financial institutions such as the capital adequacy ratio and the counter-
cyclical buffer.

Under the inflation targeting regime, the monetary authority pays
close attention to three variables, namely: (i) the inflationary gap or the
deviation of the real inflation rate from its target, (ii) the output gap or
the deviation of the actual output from its potential, and (iii) the changes
in policy interest rate from one period to the next.
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Figure 3.1 Policy Tools to Conduct Monetary Policy

Tools for Monetary Policy

Loan to Deposit Legal Lending R Loan to Value Open Market St iz Net Open
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Currency in Government Check Other
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factors

Total Demand for Deposit Balance at Bank Indonesia

Total Supply of Deposit Balance at Bank Indonesia

Overnight Interest Rate

Sources: Monetary Policy Tools (2015), Calvo and Reinhart (2002), Ruiz-Arranz and Zavadijil (2008).

The single period loss function to the economy (L) can be written as:
L=(m-m*)?+ (y-y*)*+ A 2

where T is the actual inflation rate, * is the inflation target, y is the actual
output, y* is the potential output, and Ai is the change in the short-run
policy interest rate of the central bank.

Interest rate determination in emerging economies in Asia can
be reduced through four mechanisms. First, following Taylor’s rule,
by reducing the inflation rate and/or employment rate. Second, by
accepting more short-term capital inflow that increases the monetary
base, appreciating the domestic currency and reducing the domestic
interest rate. Third, by improving market competition in the banking
sector and reducing the monopsony power of the state-owned banks and
by allowing greater penetration of foreign banks in the domestic market.
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Fourth, by improving the efficiency of the banking system, particularly
in the dominant state-owned banks.

Okun’s law is more relevant to developed advanced economies
with adequate stock of capital and shortage of labor force. As a result,
economic activity is a positive function of the availability of workers
or the unemployment rate that can enter the labor market. In contrast,
emerging economies have a labor surplus with minimal education and
low technical capability but unable to work because of the scarcity of
capital.

Orphanides (2007) points out that the design and operational
implementation of Taylor’s rule is dependent on the reliability of data,
particularly, the measures of inflation and economic activity that the
policyruleisintended torespond to. The appropriate conceptand sources
of information to be used in the analysis in many emerging economies
in Asia are very crucial as some of the variables are unobservable, such
as the real equilibrium interest rate, inflation target, and output gap.
It is difficult to estimate the potential output in emerging economies
because of the unavailability of data on the labor market, financial
market, as well as capital stock and utilization. The marginal produc-
tivity of the labor force is close to zero in labor surplus economies such
as the PRC, India, Bangladesh, and Indonesia where there are low level
of education and minimum technical skills. In addition, both the factor
and product markets are segmented because of the combination of poor
transportation systems and distorted government regulations. The
calculation of price indexes in emerging economies are urban biased
as they mainly measure the expenditure needed for optimizing living
in those urban areas to maintain a specified level of utility as prices
change. In addition, the indexes do not capture non-marketable trans-
actions such as owner-occupied housing and mutual help that are still
large in emerging economies. Moreover, the effect of monetary policy on
inflation outcomes lasts for much longer in emerging economies.

The sole objective of monetary policy under the exchange rate
regime is to maintain a constant nominal exchange rate. To control domestic
inflation, the government can maintain the price of imported goods or
lower it by appreciating the exchange rate. Domestic monetary policy or
domestic credit expansion is subordinated to maintain a fixed nominal
exchange rate. The PRC has one of the largest foreign exchange reserves
in the world at over $3.2 trillion (November 2016). The country needs the
reserves to defend its pegged exchange rate system and to maintain control.
The resources are also being used to recapitalize the country’s banks and
clean up their non-performing assets. Over time, the country has relaxed
the fixed exchange rate, liberated its capital account and allowed inter-
nationalization of the Renminbi, its national currency.
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In theory, a flexible exchange rate requires a smaller amount of
foreign exchange reserves as the system reduces the need for market
intervention. The flexible exchange rate system also provides a greater
degree of monetary policy autonomy, and better protects output from
real external shocks, because the exchange rate can adjust and stabilize
demand for domestic goods through switching expenditures. The
flexible exchange rate is expected to reduce one-way bets against the
domestic currency thereby discouraging short-term capital inflows.
The need for self-insurance is also reduced as it discourages a buildup
of large un-hedged foreign exchange currency positions by reducing the
implicit exchange rate guarantees resulting from the pegged system.
The flexible exchange rate system also stimulates the development of
the foreign exchange market as market participants are encouraged to
apply prudent risk management and hedge against potential exchange
rate risks.

In theory, the need to build up external reserves was reduced in
ASEAN+3 countries after the Chiang Mai Initiative (CMI) agreement in
May 2000. The CMI established currency swap facilities between the
central banks of ASEAN+3 countries. In addition, there was also a network
of bilateral swap arrangements between central banks in this region. In
addition to the CMI, other sources of liquidity in Asia, as a measure of
their own self-defense and insurance against financial crisis, include facil-
ities from the IMF, the World Bank, Asian Development Bank, and the
New Development Banks of Brazil, Russia, India, China, and South Africa
(known as BRICS), and also the use of own foreign exchange reserves. The
currency swap facilities add up external reserves of the recipient countries.

The members of ASEAN+3 countries are the ten members
of ASEAN: Thailand, Malaysia, Singapore, Indonesia, the Philippines,
Brunei Darussalam, Viet Nam, Cambodia, Lao People’s Democratic
Republic, and Myanmar, and three East Asian countries: Japan, the
PRC, and the Republic of Korea. A meeting of the 13 ASEAN+3 Finance
Ministers CMI in Madrid in 2008 resulted in an agreement to multilat-
eralize the CMI to become the Chiang Mai Initiative Multilateralization
(CMIM). At the same time, the ministers agreed to enlarge the size of
the facility and increase the portion that was non-linked to the IMF
programs. In March 2012, the size of the CMIM was doubled to $240
billion, and the money is to remain at each respective country’s central
banks. Each member country has access to the amount it has committed
times a multiple (5 for poor countries, 2.5 for better ASEAN members,
1 for the Republic of Korea, and 0.5 for the PRC and Japan). The CMIM
facility is, however, very small in comparison to the 1997 bailouts of
Indonesia ($42.3 billion) and Thailand ($17.2 billion). In addition, the IMF
and other international and regional financial institutions have relaxed
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their loan conditionality and now offer flexible credit lines to meet the
liquidity needs of those countries with good track records and sound
macroeconomic policies. In addition to the CMI, the central banks of the
ASEAN+3 countries also established their own bilateral swap facilities.

The fragmented international financial safety net, however, is
inefficient. Regional swap arrangements, such as the bilateral swap
agreements, may be more flexible but are highly selective in terms of
its recipients, have higher moral hazard problems and are less effective
when crises afflict multiple countries. The fragmentation creates
challenges for the coordination of crisis response. In addition, imposing
conditionality is more politically sensitive and difficult for neighboring
countries. Regional swap arrangements are expensive as the cost of
raising capital is greater for regional institutions.

In reality, all emerging countries in Asia have continued to
accumulate large international reserves since the AFC (Calvo and
Reinhart 2002; Ruiz Arranz and Zavadjil 2008). Large external
reserves are difficult to manage and their opportunity costs are
expensive. They accumulate external reserves through the surplus in
both current and capital accounts. Up to late 2011, the current account
of the Asian emerging economies was in surplus due to the rapid growth
in their export of primary products as well as manufactured goods. Up to
that time, primary products were booming due to high economic growth
in this region, particularly in the PRC and India. The rapid industri-
alization, mechanization, and urbanization in those countries drove
up demand as well as prices of primary commodities, which benefited
their producers such as Indonesia, Thailand, Brunei Darussalam, Papua
New Guinea, and Australia. Countries with a surplus labor force in
Asia received remittances from their workers working outside their
countries. Labor surplus countries, such as India, Pakistan, Bangladesh,
Thailand, Indonesia, and the Philippines were recipients of large remit-
tances from their labor force working overseas. The surplus in the
capital account in this region was not only because of the inflow of long
term private sector investment, at the same time there was a massive
inflow of short- term capital that was encouraged by the high interest
rate differentials between Asian countries and the United States, the
Eurozone, and Japan, which suppressed the interest rate to boost the
economy through quantitative easing of monetary policy.

There are many reasons to accumulate external reserves under
the floating exchange rate system. First, to establish an insurance to
enable governments avoid extreme fluctuations of external value of
their currencies in a relatively shallow foreign exchange market, and
thus prevent the adverse impacts on the economy. The foreign exchange
market intervention is particularly needed to stabilize the volatile



92 Postal Savings - Reaching Everyone in Asia

short-term capital inflows. A less volatile exchange rate minimizes
currency risks and provides incentive for overseas borrowings, particu-
larly when international interest rates are lower than domestic rates.
Strong financial sector policies with strict implementation of prudential
rules and regulations, such as the net open position of the banking system
and other macroprudential policies encourage banks and the corporate
sector to hedge risks, avoid currency mismatches and address systemic
risks in the financial sector. Second, less volatile exchange rates avoid
harmful balance sheet effects on economic units, including the banking
system. The third reason is the fear of inflation from exchange-rate
pass-through under greater exchange rate flexibility, particularly given
the limited technical and institutional capacity of the central bank to
implement transparent inflation targeting. By lowering the price of
imports, an appreciating exchange rate suppresses inflation.

The fourth reason is that exchange rate policy is one of the principal
policy instruments to pursue export-led growth as it affects both the
international competitiveness of the economy and its efficiency. It is
also a very powerful tool for attaining the inflation target of the central
bank. There are two ways of measuring exchange rates, namely the
nominal exchange rate with trading partners (NEER) and the real
effective exchange rate (REER). NEER refers to the nominal price of
foreign currency, while REER is the relative price, measured in the same
currency, of a bundle of goods in a foreign country compared with the
same bundle of goods in the domestic market. On the external front, a
rising REER provides financial incentives to help improve the external
competitiveness of the domestic economy in international markets,
and hence promote exports. This, along with the fiscal discipline and
structural reforms that increase productivity, helps improve external
competitiveness.

On the domestic front, a rising REER gives an incentive for economic
resources to migrate from the less productive non-traded sector of the
economy to the more efficient traded sector. Productivity can also be
raised through the transfer of technology, economic-wide deregulation
and structural reforms. Prior to the AFC, strong domestic currencies in
many emerging economies triggered an asset bubble in the non-traded
sector of the economy, such as the land-based sector, including the
property market and infrastructure projects.

The fifth reason for the accumulation of foreign exchange reserves
is to hedge speculation and foreign exchange instability resulting from
shortfalls in exports and capital flow reversals. This is particularly
important for exporters of primary commodities whose prices are inher-
ently volatile and cyclical. It is also true for the recipients of volatile
short-term capital inflows. Nearly 40% of liquidity in the shallow and
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narrow capital and bond markets in country like Indonesia is volatile
short- term foreign capital. The sixth reason for accumulating foreign
exchange reserves in emerging Asia is to maintain adequate fiscal space
during a time of crisis. Asian countries are quite reluctant to turn to
the IMF for help as they were treated improperly when they sought
help during the AFC. This is one of the reasons why nearly all member
countries established their own regional financial safety nets, including
the Latin American Reserve Fund or Fondo Alasinoamericano de Reserva
and the European Financial Stability Mechanism.

Depreciation of the exchange rate will raise inflation due to the
increase in prices of imported products, including raw materials, com-
ponents, and spare-parts that are needed in global supply chains.
The currency depreciation will also reduce spending power, which
causes a negative output gap. The exchange depreciation, however,
provides a financial incentive for exports that will add to aggregate
demand. During the AFC in 1997, the economic growth of the crisis-hit
countries in Asia dropped sharply, inflation rates rose and currencies
sharply depreciated. Economic growth and inflation rates quickly
recovered in this region because of the rise in their exports due to large
devaluation of their currencies.

3.4 Fiscal Policy

The inflation targeting required support from prudent and well-
disciplined fiscal policy, healthy banking systems and growth friendly
consolidation to promote economic growth. The government budget
constraint can be written as follows:

G=T+P+A+AM+ AD 3)

where G is government expenditure, T is the revenue from tax and
non-tax sources, P is the profit from state-owned enterprises, A is the
revenue from sales of state assets, including privatization of state-
owned enterprises and leasing of state assets, D is the government debt
both from domestic and foreign sources, M is the money supply, and 4 is
a difference operator.

The emerging economies of Asia have ended the long practice
of inflationary finance that funded budget deficits by printing money.
To control the growth of government debt at a sustainable level, many
emerging economies in Asia adopted the fiscal and debt rules of the
Maastricht Treaty of the European Monetary Union of 1 November
1993 that limits the budget deficit to 3% of the annual GDP and the
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outstanding public sector debt should not exceed 60% of GDP. These
fiscal and debt rules limit the use of fiscal policy as an instrument to
promote economic growth and to counter the economic business cycle.

Prior to 1966, sovereign bonds in Indonesia were directly sold to
the central bank in the primary market. The practice of monetization
of public debt was stopped in 1966 to suppress the inflation rate. During
the 32 years of President Suharto’s administration, between 1966 and
1998, Indonesia financed its entire budget deficit through long-term
concessionary official development aid (ODA) from the consortium
of its Western creditors. Following the AFC, ODA dried up and the
government shifted its strategy to floating short-term and long-term
sovereign papers to domestic and foreign financial markets. The
government floated medium term sovereign bonds in 1998 to mainly
recapitalize the ailing banks and finance the budget deficit. In the
absence of short-term treasury bills, Bank Indonesia in 1984 issued its
short-term certificates (SBI, Sertifikat Bank Indonesia) to be used as
a monetary instrument in open market operations. In the absence of
PSBs, most of the sovereign debts and Bank Indonesia certificates were
absorbed by volatile short-term capital inflows.

All emerging economies in Asia adopted a mixed economy. In
addition to the provision of public goods, the public sector at all levels
of governments have SOEs that produce private goods across sectors of
the economy, including oil and mining, plantations, electricity, telecom-
munications, sea, air and land transportation (including city buses and
inter-island ferries), shops, and hotels. In addition, the government also
own lands and productive forests. Some SOEs were inherited from the
colonial period. The SOEs were also used as quasi-fiscal instruments
of the government to deliver subsidized products and loans. Only the
SOEs of Singapore can compete in international markets. To reduce
fiscal costs, zombie SOEs were privatized in many emerging economies
in Asia.

To promote economic growth, the emerging economies in Asia adjust
the expenditure side of the government budget by cutting consumption
and increasing investment, particularly in infrastructure and human
resource development. The removal of subsidies to state-vended
products and program loans from the state-owned banks reduces fiscal
costs. Many emerging economies in Asia adopt a wide range of decen-
tralization programs by giving both greater political power and budget to
local governments. To reduce government deficit, many emerging Asian
governments overhauled their tax administration without increasing
tax burden. Indonesia, for example, has a very low tax ratio of 13% of
GDP. The injection of sovereign bonds was utilized for the recapitali-
zation of the financially collapsed banking system in 1997, and it cleaned
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up the bank’s non-performing assets. The bailout transferred the liabil-
ities from the financially collapsed banks to the treasury and inflated
government debt. The insolvency of both the banking system and the
corporate sector reduced government tax revenue.

The structural reform since the AFC includes the privatization
of the economic sector, including infrastructures that were previ-
ously monopolized by the SOEs such as toll roads, telecommunication,
and electric generating plants. SOEs are either privatized or corporatized
to reduce fiscal burden and increase their contributions to state coffers.

3.5 Development of Financial Systems
in Emerging Asia

In general, empirical literature establishes a positive relationship
between a well-functioning financial system and economic development
that promotes economic growth and reduction of poverty (Cline 2015).
Demirguc-Kunt and Levine (2005) identify five functions of the financial
sector to increase productive capacity. The first function of the financial
system is to produce information about potential investment opportu-
nities. The second function is to mobilize savings to finance the most
potential productive investments. The third is to monitor firms and exert
corporate governance. The fourth is to promote risk diversification and
sharing across economic agents: individuals, firms and countries. The
fifth is to facilitate the exchange of goods and services. The financial
sector reduces the cost of information collection and increases contract
enforcement and transaction to raise productivity and growth.

The AFC and the global financial crisis in 2007-2008 indicate
that economic stability alone does not guarantee financial stability. In
addition, it also requires effective and prudential rules and regulations
as well as an upgrade of the quality of supervision that is also crucial for
financial sector development and sophistication. The development of a
good financial market also requires a reliable institution with adherence
to the internationally accepted financial standards and the creation of a
good legal system to protect private property rights and enforce business
contract with minimal cost; these are the essence of an efficient market
system. To avoid bank runs and capital outflows looking for safe havens,
emerging economies need to develop a deposit insurance system. To
prepare for unforeseeable financial distress and crisis, they also need
a prompt response to troubled institutions, help contain the spread of
financial troubles to other financial institutions and economic sectors,
and mitigate the impact of the crisis. These emerging Asian countries
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also need to further deepen their financial markets and make them more
integrated with the rest of the world. This will reduce interest rates,
minimize transaction costs and transfer risks as well as modernize the
financial sector and enhance its sophistication.

The rapid rate of economic growth in Asia prior to the AFC had
been mainly because of a combination of policies to promote export-
oriented industrialization and high mobilization of domestic savings,
and a repressed financial system. During the 32 years of the President
Suharto administration in Indonesia (1966-1998) the banking system
was repressed as Bank Indonesia set the uses of bank credit by detailed
economic sectors, class of customers, and their lending rates. Bank
Indonesia provided liquidity to finance the program loans of the state
banks and assumed most of the credit risks. The money and capital
markets were narrow and shallow prior to the AFC as there was no
incentive for the economic unit to issue equity shares and bonds. Capital
of the private corporate sector was supplied by credit programs from
state-owned banks with subsidized interest rates and low credit risks.
Capital of state- owned enterprises came directly from the government
or from credit programs of state-owned banks.

During the era of financial repression, operation of the state-owned
banks was not much different from the government treasury. The banks
were inefficient and did not channel funds to the most productive
investment. Before the AFC, all of the business conglomerates in Asia
had their own banks, insurance companies and other financial institu-
tions to mainly serve their business affiliates. Under the repressed system
bank supervision was mainly limited to administrative use of the credit.
Such a conglomeration created the temptation for banks to evaluate a
commercial affiliate’s loan application less objectively than that of an
unaffiliated firm. The interest compression in Indonesia encouraged
capital flight as savers shifted their financial assets to close regional inter-
national financial markets in Singapore and Hong Kong, China.

In the early 1990s the government introduced deregulation in infra-
structure sectors such as telecommunications, toll roads, and electric
generating plants. In reality, this only transfers ownership of the large
and capital-intensive infrastructure from the state to the cronies of the
political regime. Banking reform and deregulation in the real sector of
the economy allowed the banks and the cronies to take out big short-term
loans from international financial markets. Under the fixed exchange
system adopted at that time, economic agents perceived that it was a risk-
free system. Financing of long-term non-traded projects with short-term
foreign loans caused volatile currency and maturity mismatches.

Some countries like the PRC strictly closed the capital account of
the balance of payments while Malaysia imposed capital control during
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the AFC. Under the repressed financial system, the government directly
allocated credit and foreign exchange to import the needed machineries
and inputs at favorable interest and exchange rates. On average, the GDP
of emerging Asia grew 7.3% annually between 1980 and 2010 compared
to the world average of 2.9%. The GDP of the PRC grew between 9 to
10% per annum for over 30 years after the opening up of its economy in
the 1970s. India introduced economic reforms in the early 1990s.

The reforms introduced after the AFC opened up the economy
and integrated domestic markets with the rest of the world. The
role of financial institutions rapidly expanded the banking sector as
well as in bond and equity markets and helped the countries to tap
fresh funds from international markets. After the AFC, Indonesia
and other emerging Asian countries became members of the Bank
for International Settlements and the Basel Committee on Banking
Supervision that set the operating standard, regulation and super-
vision for the financial sector. In 2010, the emerging economies in Asia
agreed to adopt the Basel IIT accord on capital, leverage, and liquidity
for internationally active banks. Japan and this group of countries
made a significant contribution to improve the Basel III standards, in
particular to accommodating the needs of the inherently risky small and
medium enterprises. Modeling after the United Kingdom, countries like
Japan, the Republic of Korea, and Indonesia established an independent
financial supervisory authority to centrally regulate and supervise
all financial institutions. According to Taylor’s rule (Taylor, 1999), the
central bank adjusted its policy interest rate in response to the deviation
of the inflation rate from its target and real output from its potential
level or full employment.

The opening up of the economies made meant Asian countries were
more integrated with the rest of the world. Whereas in the 1970s and
1980s capital inflows mainly took in the form of official development aid
and foreign direct investment, both companies and the public sector are
now participating in international financial markets. Table 3.2 shows
that Thailand, Malaysia, Singapore, Hong Kong, China, and Republic of
Korea are more market-based than other emerging economies in Asia.
Indonesia and other emerging Asian countries belong to a bank-based
financial system. The competition from foreign-owned institutions
is rapidly increasing in the banking sector as well as in the bond and
capital markets.

Like in most developing countries in Asia, in terms of assets and
branch network, the banking system is the core of the financial system
in Indonesia (Table 3.2). The percentage ratio of assets of the banking
sector to GDP indicates the use of bank services in transactions to
generate GDP. This and the high ratio of money supply to GDP show
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the high degree of monetization in the economy, and rapid urbanization
that allows specialization, which raises efficiency and productivity. The
percentage ratio of assets of the banking sector to GDP in 2013 was the
highest in the PRC at 280.5, followed by the Republic of Korea (241.6),
Malaysia (207.7), Thailand (203.8), Viet Nam (125.5), Indonesia (94.7),
and the Philippines (93.1). Those countries with extensive rice fields and
land banks can grow foods for their own consumption. Communities
with traditional cultures, such as in the Bali Island of Indonesia and
particularly in remote places, still practice non-marketable mutual help.
Barter and non-monetary mutual help are still common in remote and
isolated places with difficult logistics and transportation such as in some
parts of Kalimantan and Papua in Indonesia.

In the past colonial era, the main purpose of the banks and non-bank
financial institutions (NBFIs) in this region was to provide short-term
financial services for the large business interests of the colonial powers,
mainly in trading, mining, and plantations of cash crops. The need for
long-term investment to be invested in this region was filled by financial
institutions in mother countries in Europe and the United States.

After independence, most of the banks and NBFIs were nationalized
by the governments and used as tools to pursue the political, social, and
economic interests of the newly independent countries. State-owned
financial institutions, therefore, play a dominant role in many emerging
Asian countries. The government-owned bank group controls 90% of the
financial asset of the banking sector in the PRC. The ratio for Indonesia
is 74% followed by Viet Nam (49%), the Republic of Korea (22%), and
Thailand (18%).

Market banks are highly concentrated in many countries. The five
big banks in Malaysia control 76.3% of the market followed by Viet
Nam (54.3%), Thailand (45.8%), the PRC (45.3%), Philippines (44.9%), the
Republic of Korea (42.2%) and Indonesia (28.4%). The high concen-
tration was partly because most large business conglomerates have their
own banks. Before the AFC, the main role of these banks was to mobilize
financing for their own subsidiaries. After the AFC, Indonesia adopted
legal lending limits rule limiting credit exposures to internal parties,
i.e. the owners of the banks, their management and its employees. In
Indonesia, however, there is no stark separation between commercial
and investment banks, as in the US (i.e. the Glass—Steagall Act of 1934)
or prohibition of proprietary trading by banks like the Volcker rule.
Competition from foreign-owned banks is very low in most emerging
Asia. The share of foreign-owned institutions in the assets of the banking
sector is only 2% in the PRC and, 7% in Indonesia and Thailand. On the
other hand, the ratio for the Republic of Korea is 77%, for Malaysia 22%,
and for the Philippines 14%.
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A combination of underdevelopment in the financial market,
the lack of market competition due to the dominant role of the state-
owned banks and the high market concentration has made the services
of the banks relatively poor, and interest rates are higher in countries
with bank-dominated financial system as compared to those in the
market-based system. In addition, there was also special treatment for
the politically well-connected groups. Under the past administration
of President Suharto, only Bank Central Asia was allowed to use the
services of the Indonesian telecommunication satellite for commercial
purposes. Members of Suharto’s family were part owners of the bank.
The use of modern electronics in banking, such as automatic teller
machines, credit and debit cards, and electronic banking, started only
recently. The distorted bank market power also influenced the reaction
of the banks in terms of lending and risk taking to monetary policy
impulses (Brissimis et al. 2014) and blocked the pass through of central
bank policy. This is one of the reasons why currently the difference
between lending and deposit rates is the highest in Indonesia among the
ASEAN five (Thailand, Malaysia, Singapore, and the Philippines).

Banking intermediation was limited to traditional mobilization of
bank deposits and short-term lending for financing trade and working
capital. State-owned banks also provide long-term investment program
loans with subsidized interest rates and low risks. As noted earlier,
during the past financial repression before the AFC, the central bank
subsidized lending rates and provided liquidity credit to partly finance
the credit programs. This eliminated the incentive for the corporate
sector to mobilize funds through issuing bonds and selling equity
shares. Non-bank finance was curbed due to the prohibition of activities
such as leasing and factoring without a banking license. The number of
domestic competitors such as insurance companies and pension funds,
and capital and security markets were either limited or non-existent.
Because of this, the types of savings and lending instruments were
also limited. Cross-border lending from regional financial centers was
limited in quantity due to strict capital control. The government heavily
controlled policy rates and investment of insurance companies while
pension funds were mainly available for civil servants and employees
of well-established companies. As pointed out earlier, the government
budget deficit prior to the AFC was financed by long-term and low cost
ODA.

The distorted financial repression policies had destabilizing effects
and encouraged savers to find their way around the interest rate caps
with harmful unintended consequences. The AFC in 1997-1998 was
mainly a combination of twin banking and currency crises. Both the
government budget deficits as well as the current account deficits in
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many Asian countries were relatively small at that time. The sudden stop
in short-term international capital flows and short-term capital flow
reversalsin1997 resulted in widespread bankruptcies that destroyed local
credit channels. The financial repression encouraged both unproductive
over investment in many economic sectors, the buildup financial risk in
the shadow banking sector, and capital outflows through overpricing.
The fixed exchange rate system encouraged the banks and the corporate
sector to heavily borrow from international financial markets. Except
in the occasional currency devaluation, economic agents perceived the
fixed exchange rate system as a risk-free system.

In the absence of a bond market, at present, local governments and
state-owned enterprises in the PRC borrow heavily from shadow banks
to promote growth by financing infrastructure and real estate projects.
As the authorities limited their access to bank credit, they turned to
the shadow banking system that was perceived as a useful adjunct to
banks. Unlike traditional banks, where they issue safe liabilities to fund
risky investment projects, shadow banks (Pozsar et al. 2012; Claessens
et al. 2012) focused on intermediating credit from savers to borrowers
and managing counterparty risks. Unlike the capital market that trades
claims such as equity and bonds, shadow banks are more about creating
and distributing certain types of assets. Shadow banks conduct maturity,
credit, and liquidity transformation without explicit access to the
liquidity of the central bank or public sector credit guarantees. As much
of lending is collateralized against land, they are now facing a systemic
problem because of a combination of slow economic growth and
plunging asset prices, including land. The recent scandal of Ponzi-type
financial institutions indicates that the PRC needs to develop financial
inclusion for low income groups, and small and medium enterprises by
establishing a well-regulated modern financial system.

The ratio of bank loans to GDP in 2013 was 146.1% in the PRC, 135%
in the Republic of Korea, 122% in Malaysia and Thailand, 96.8% in Viet
Nam, and 50.9% in Indonesia. There was also a variation in the devel-
opment of equity financing amongst the emerging Asian economies.
The highest ratio of equity to GDP or market capitalization in 2013 was
at 156.2% in Malaysia followed by the Philippines (105.6%), Thailand
(104.7%), the Republic of Korea (96.5%), and Indonesia (68%). The bond
market is relatively new in emerging Asia and most of them came to
being after the AFC.

After being closed in 1966, Indonesia introduced banking sector
reform in October 1988 and opened up new entrants to the banking
industry with lower capital requirement, easier requirements to
open branch offices and foreign exchange licenses. The reform also
encouraged the establishment of small local community banks or Badan
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Perkreditan Rakyat (BPR). The existing traditional local community
financial institutions, such as savings and loans institutes and co-
operatives were encouraged to change their status to BPR. Like the large
banks, BPR is also regulated and supervised by the central bank and
Otoritas Jasa Keuangan (financial services authority). BPR serves as an
important function in local communities by providing bank services to
local households and lending to small business in their jurisdictions.
Community banks have no wide networks nationwide or internationally
except through big commercial banks. Unlike large financial institu-
tions, community banks obtain deposits from local depositors and make
loans locally. Unlike large banks that generate revenue from non-interest
income sources such as trading, venture capital, investment banking
activities, and international transactions, BPR gets most of its revenue
from traditional banking activities. Community banks are intertwined
closely with the local customers and because of this they know their
clients better than the large banks.

Colonial power established the predecessor to the present Bank
Rakyat Indonesia (BRI) to serve the financial needs of farmers,
fishermen, cooperatives, small-scale firms, and businesses, particularly
in rural areas. During the colonial era, PSBs and BRI were the formal
financial institutions to serve low-income groups and liberalized them
from moneylenders. During President Suharto’s administration, BRI
was assigned by the government to provide subsidized credit to farmers
in order to upgrade the production of rice under the successful Bimas
program, which allowed Indonesia to reach self-sufficiency in rice
starting from 1998. At the same time, it developed an equally successful
village unit that operated as a community bank, collecting savings from
the rural sector and providing financial services in that area. Today, the
government has allowed BRI to move away from its traditional activ-
ities to serve the corporate sector, including financing of large modern
plantations, paper mills, and real estate in the urban sector.

Continuing the past legacy, every province has its own Bank
Pembangunan Daerah or regional development bank (RDB). The RDB
was established in the 1960 to serve as a development bank, raising
long-term savings for financing long-term investment. Typically, the
provincial government, district governments and municipalities within
the same province jointly own the RDB. In reality, all RDBs act like
commercial banks and cashiers for their owners. None of the provinces,
districts and municipalities has floated bonds for financing infrastructure
projects. The provincial, district and municipality governments deposit
their financial assets in their own RDB. Financial transactions of these
local governments are also done through these financial institutions. The
RDBs recycle the financial transfers received by the local government
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from the central authority back to Jakarta to buy government bonds,
Surat Bank Indonesia (Bank Indonesia Certificate of Deposits) and other
commercial papers.

Indonesia adopted the wrong sequence of banking sector reform in
1988. The bigbang bank reform was not accompanied by an adjustment in
prudential rules and regulations as well as supervision of the risk-based
system. Also, there was no deposit insurance prior to the reform. Blanket
insurance was established in Indonesia in January 1998 to mitigate bank
runs and capital outflow as a part of the flight to safety after the collapse
of the banking system after closing 16 insolvent banks in November 1997.
The fiscal cost of the blanket guarantee was expensive as it covered both
domestic and foreign liabilities of the financially distressed banks. A
regular deposit insurance company (LPS, Lembaga Penjamin Simpanan)
was established in 2004. The LPS was created by the banks and filled
with premiums paid by themselves on covered deposits. To recapi-
talize the financially distressed banks and clean up the books from
non-performing assets, the government issued Rp439 trillion (34% of
GDP in 1999) in long term bonds between May 1996 and October 2000.

3.6 Developing a Postal Savings Bank

Building or rebuilding postal savings in emerging economies in Asia is
much easier and less expensive than building other long-term institu-
tional investors, such as insurance companies and pension funds. Saving
through a PSB promotes financial inclusion as uneducated low-income
groups do not understand insurance and pension funds, and cannot
afford to participate in saving schemes. However, they understand
PSBs and can afford to have small savings. Mainly interested in serving
medium scale enterprises and the large corporate sector, the commercial
banks are located in large towns and cities.

To serve the old colonial administration, all of the past colonial
powers created a network of postal offices in Asian countries, from the
capital city down to the sub-districts, the lowestlevel of governmentunits.
The Dutch colonial power established the present PT Pos Indonesia on
26 August 1746 in Batavia, now Jakarta. PSBs provided postal, telegraph
and telephone services within the colony, with the mother countries and
also international market places. The postal service is now well equipped
with basic telecommunication and computer systems. A wide network
of post offices was available in most Asian countries. During the colonial
era and in the early years after independence, the post offices were
popular with households, school children, women, and other segments
of society, for depositing their savings.
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The PSB was destroyed in the emerging economies of Asia by
a combination of a series of long periods of wars for independence,
regional rebellions, political and social instability as well as a high
inflation rate in the 1960s. However, the PSB was never restored after
the country gained political stability. After independence, the legal
status of the post office in Indonesia was changed many times, from
government agent, part of the Ministry of Post and Telecommunications
(1950-1965) to state-owned Post and Giro (1965-1995) and today it is
an independent entity with limited liability as PT Pos Indonesia (Pos
Indonesia). Pos Indonesia currently has approximately 24,000 service
points (point of sales) to cover all districts and municipalities, nearly
100% sub-districts (Kecamatan) 42% villages and 940 transmigration
sites. Of the 3,800 post offices, 3,726 of them have been electronically
connected online.

As of today, Pos Indonesia has two subsidiaries, namely PT Logistics
Indonesia and PT Pos Property. The first subsidiary utilizes Pos
Indonesia’s experiences in logistics and its wide network of offices. The
second subsidiary transformed its historical colonial buildings, which
are often located strategically, into high-end hotels. PT Pos Property,
on the other hand, operates as building management for hospital and
other real estate related businesses. Three state-owned enterprises, Pos
Indonesia, PT Taspen and Bank Mandiri signed an agreement on 29
April 2013 to establish a joint venture bank. PT Taspen’s main business
operation is in the management of pension funds for civil servants, while
PT Bank Mandiri is the largest state-owned commercial bank. Both PT
Taspen and Pos Indonesia hold 20.2% each of equity shares in the joint
venture bank. The joint venture bank acquired a small bank, Bank Sinar
Harapan, which is currently used by Bank Mandiri to serve small and
medium enterprises in Bali.

At present, Pos Indonesia neither receives postal deposits nor sells
life insurance to the general public. Its activity in the financial sector
is limited to the transfer of remittances, agent payments for pensions
of civil servants and retired military personnel, and social security
transfers for the low-income group. PT Pos Indonesia is a channeling
agent for Western Union and Moneygram to transfer remittances of
Indonesian workers working overseas. It also serves as the front office
for deposit savings and deposit accounts for three banks, namely Bank
Mandiri, Bank Tabungan Negara (a state-owned savings bank) and
Bank Muamalat Indonesia (an Islamic shariah-based bank). A number
of banks channel their credit through Pos Indonesia, namely, Bank
Mandiri, Bank Rakyat Indonesia, Bank BTPN, and cooperatives. Credits
for pensioners are also channeled through the post office. Pos Indonesia
also serves as the frontline office to receive payments for drinking or
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pipe water, electricity and telephone, and repayments for credit from a
number of banks and credit companies.

Indonesia is a largely cash-based economy as most of the economic
transactions are done in cash. Table 3.3 shows the low savings at financial
institutions in Indonesia in 2011 as well as the use of the institutions to
make payments, borrow credit, and transfer remittances. The number
of adults with an account at financial institutions, debit card and digital
payments is also small. In addition, a large portion of Indonesia’s GDP
is non-marketable and the share of non-traded goods in national income
is relatively high. The need for credit, in a cash-based system, is comes
mainly from family members and friends. According to OJK (Otoritas
Jasa Keuangan, Financial Services Authority) the national literacy index
rose from 21.8% in 2013 to 29.7% in 2016. During the same time, the
financial inclusion index increased from 59.7% to 67.8%. The authority
promotes digital payments to increase both the national literacy and
financial inclusion indexes. The highest financial literacy index in 2016
was in banks (28.94%) followed by pawn shops (17.82%) and insurance
(15.76%). The financial inclusion index in health insurance in 2016
was 63.83%, a little bit higher than that of the banking industry (63.63%).

Indonesia and other emerging economies in Asia can learn from
the successful PSBs in Europe and Japan. As are Japan, India, and
Bangladesh, Indonesia is a highly populated country. The collection
costs of the savings, at least on the densely populated islands of Java, Bali
and Madura, are small as they are easily accessible with good transpor-
tation and telecommunication systems. Over a quarter of the population
of Thailand and the Philippines lives in the capital cities. The amount of
deposit per depositor may be small but the total deposits become signif-
icant as they are collected from a large number of savers. About two
thirds of the Indonesian population of 225 million in 2015 live on one of
the three islands. To provide guarantees for deposits they can be insured
by the deposit insurance company (Lembaga Penjamin Simpanan).

Prior to 1 April 2001, the deposits collected by the PSB in Japan
were directly transferred to the bank account of the Trust Bureau of
the Ministry of Finance to finance the so-called Fiscal Investment and
Loan Program or the “second budget” of the government. The termi-
nology is misleading because the PSB only lends money to government
financial institutions and not directly to the government budget for
financing government spending. Life insurance premiums were trans-
ferred to the Postal Life Insurance Reserve Fund. Starting from 1 April
2001, the government gradually ended the financial repression and
adopted a market-based policy. The PSB was also gradually privatized
and allowed to directly lend in the financial market. The privatized
PSB is allowed to set its interest rates on deposits to compete with
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those offered by the commercial banks. The privatization of the PSB
increased the transparency of the recipients of the Fiscal Investment
and Loan Program. The end of financial repression cut the subsidies
given to the PSB.

The government of Japan has used the trust funds for two objectives,
namely: (i) to support industrial policy; and (ii) to compensate unpro-
ductive enterprises or economic sectors left behind in the economic
development process, and minimize risks and bankruptcy. Part of the
PSB’s funds can be used to finance investment of micro-enterprises and
in infrastructure to improve the logistics and transportation system.
A major component of the PSB’s funds is used to absorb Japanese
sovereign bonds to minimize reliance on foreign investors that could
cause currency risks.

3.7 Final Comments

To maintain both internal and external economic stability, the emerging
economies in Asia can modernize and develop their financial systems
through building a PSB. PSBs provide a third channel of intermediation
between savings and investment in addition to the existing banking
system, and nascent financial and capital markets. PSBs can mobilize
domestic savings, and, through collecting saving deposits and selling life
insurance to the general public, can promote financial inclusion. Interest
rates offered by PSBs are usually below those at commercial banks. PSBs
mobilize domestic savings to promote the development of financial and
capital markets by buying and selling bonds and equity shares issued
by the central and local governments, as well as the corporate sector,
to finance budget deficits and economic growth. The use of domestic
savings to absorb government and private sector papers denominated
in local currency and sold in local markets can avoid volatile currency
mismatch.

In a bank-based system, banks mobilize savings and provide credit
to the economy. In a well- developed financial market, economic units
raise funds in the capital market by selling bonds and equity shares. PSBs
are narrow banks not full-fledged banks. They store financial assets
by collecting deposits and selling insurance policies to their customers.
They also play a part in the payment system through the transfer of funds,
and act as payment points for many institutions, including banks and
social security systems. PSBs also channels credit through government
programs, banks or capital markets. Unlike shadow banks, however,
PSBs do not conduct maturity transformation, extend credit, or provide
liquidity to the funds.
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Table 3.3 Financial Inclusion in Indonesia, East Asia and Pacific

Indonesia

East Asia & Pacific Lower middle income
GNI per
Population, age 15+ (millions) 1777 capita ($) 3,580
Country East Asia Lower middle
data & Pacific income
Account (% age 15+)
all adults 36.1 69.0 427
Women 375 67.0 36.3
Adults belonging to the poorest 40% 222 60.9 332
Young adults (% ages 15-24) 352 60.7 347
Adults living in rural areas 287 64.5 40.0
Financial Institution Account
(% age 15+)
All adults 359 68.8 41.8
All adults, 2011 19.6 551 28.7
Mobile Account (% age 15+)
All adults 0.4 0.4 25
Access to Financial Institution
Account (% age 15+)
Has debit card 259 429 21.2
Has debit card, 2011 10.5 347 10.1
ATM is the main mode of withdrawal 70.9 533 42.4
(% with an account)
ATM is the main mode of withdrawal 511 37.0 281

(% with an account), 2011

Use of Account in The Past Year

(% age 15+)

Used an account to receive wages 6.6 15.1 5.6
Used an account to receive government 3.0 8.1 33
transfers

Used a financial institution account to 29 1.8 31
pay utility bills

Other Digital Payments in the Past

Year (5 age 15+)

Used a debit card to make payments 8.5 14.8 9.6
Used a credit card to make payments 11 10.8 2.8
Used the internet to pay bills or make 51 15.6 2.6
purchases

continued on next page
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Table 3.3 continued

Country East Asia Lower middle
data & Pacific income

Domestic Remittances in the Past
Year (% age 15+)
Sent remittances 17.9 16.6 14.2
Sent remittances via a financial 52.4 36.9 309
institution (% senders)
Sent remittances via a mobile phone 3.6 8.7 7.7
(% senders)
Sent remittances via a money transfer 8.7 18.5 183
operator (% senders)
Received remittances 31.0 20.6 17.8
Received remittances via a financial 36.3 29.0 26.0
institution (% recipients)
Received remittances via a mobile phone 0.2 49 57
(% recipients)
Received remittances via a money 7.9 15.8 16.6
transfer operator (% recipients)
Savings in the Past Year (% age 15+)
Saved at a financial institution 26.6 36.5 14.8
Saved at a financial institution, 2011 15.3 285 1.1
Saved using a savings club or person 25.2 6.0 124
outside the family
Saved any money 69.3 71.0 45.6
Saved for old age 271 36.5 12.6
Saved for a farm or business 22.6 213 1.8
Saved for education or school fees 333 30.7 20.0
Credit in the Past year (% age 15+)
Borrowed from a financial institution 13.1 1.0 7.5
Borrowed from a financial institution, 8.5 8.6 73
2011
Borrowed from family or friends 415 283 331
Borrowed from a private informal lender 29 2.5 8.5
Borrowed any money 56.5 41.2 474
Borrowed for a farm or business 1n.7 83 9.2
Borrowed for education or school fees 12.2 71 10.1
Outstanding mortgage at a financial 5.5 8.0 4.7
institution

GNI = gross national income.
Source: http://datatopics.worldbank.org/financialinclusion/country/indonesia



110 Postal Savings - Reaching Everyone in Asia

Aside from financing its budget deficit, the government can also use
PSB funds to finance its program outside the formal government budget,
such as financing small and medium scale enterprises, cooperatives
and village-based economic units, as well as other target groups. PSBs
promote financial inclusion through deposit mobilization and financing
small and medium scale enterprises, and other target groups.
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Remittances as a Trigger for
Postal Financial Inclusion

Hans Boon

Important Terminology and Definitions

Asia

Financial Inclusion

Financial Services

National Postal Operator (NPO)

Postal Financial Services

Since the various international organizations have
different definitions of regions, in this document,
“Asia” refers to:

* the region of Asia and Pacific as defined by
the Universal Postal Union, with the inclusion
of the Asian CIS countries and Japan;

» geographically, this region is the continent of
Asia without Israel and the Arab countries in
the Middle East, the Asian part of the Russian
Federation, and Turkey.

The pursuit of making financial services accessible
at affordable costs to all individuals and businesses,
irrespective of their net worth or size. Financial
inclusion is dedicated to find solutions and

remove the constraints that exclude people from
participating in the financial sector.

Services provided by banks and non-banking
financial institutions, including: money transfers and
payment processing, deposits, loans, cards and card
payments, leasing, securities, and foreign exchange
brokerage, fund management, insurance, etc.

The incumbent organization or entity managing
the delivery of postal services in a specific country
via a network of post offices and pursuant to the
applicable postal law.

A range of basic financial services accessible at post
offices and having their distribution organized by
the NPO.

continued on next page
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continued
Term Definition

Postal Money Order A service and messaging system provided, operated,
and owned by the NPO whereby the sender pays
the amount remitted plus a commission at the post
office and upon notification the recipient picks up
the money at a post office.

Postal Network The chain of retail outlets used by the NPO.

Postal Service(s) The organization or system for physical transport
and logistics of post or mail items.

Post Office Retail outlet accessible to the public for services
provided by the NPO.

Remittance The sending of money or money equivalents to a
recipient at a (big) distance. It can be a payment
for goods/services, or a gift (mostly from one family
member to the others).

Un(der)banked Population Unbanked population: the people who do not have

any access to an account for the services of a bank
or similar financial institution.

Underbanked population: the people who have
poor and insufficient access to mainstream financial
services normally offered by banks and other
financial institutions.

4.1 Introduction

More than 1 billion of the 3.2 billion adult Asians (more than 57% of the
world adult population) are served by more than 2 million employees in
more than 350,000 post offices and agents across Asia in order to access
basic financial services, including picking up remittances (UPU 2014).
The majority of those users live in rural communities or peri-urban
areas, often at a considerable distance from bank branches. Those users,
among many others, consider post offices as an immediate access point
to financial services.

The main activity of post offices in Asia has become delivering access
to financial services. That fact confirms the impact of the progressive
reforms in Asian postal networks. In several Asian states, the market
share of distribution of retail financial services has grown and this has
often started with remittances. In those markets where post offices play
an active role, the cost of remittances is low, and already close to the
targets set for the SDG 2030 (IFAD 2017). Post offices active in remit-
tances tend to make the market more competitive, increase transparency,
and contribute to lowering costs and decreasing pick-up time.

Post offices are seeking a new place in the market where cashless
and digital (financial) services rapidly grow in increasingly diverse
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ecosystems. This adds to the challenges for postal operators. Mobile
money agent networks can quickly expand but provide access to a
very narrow and limited range of financial services. Commercial banks
tend to close rural branches and focus on expanding via ATMs, agency
banking, self-service terminals and other channels.

Furthermore, in several Asian markets, microfinance outlets, rural
cooperative or agricultural banks plus savings and loan associations
have widespread networks. Post offices in Asia appear to be able to
fulfill a very special place in the financial service ecosystem (Scher and
Yoshino 2004). Post offices can be particularly useful for segments of the
population underserved by financial institutions: from elderly people to
women (Anson 2016), from young to rural households.

Postal networks are instrumental in achieving equal access to formal
financial services for all (Scher and Yoshino 2004). A post office is often
considered a trusted and convenient place, especially with staff able to
explain and provide financial services to everybody, and also a place
where cash is always available.

The familiar, social atmosphere in post offices is attractive for parts
of the poor rural population that can be hesitant to enter bank branches.
Post offices can provide a “one stop shop” for a range of basic financial
services, and also in cross-selling packages with other social and digital
services such as e-commerce and e-government.

Post offices also differ from mobile money agents who often only
have small amounts of cash on hand, and provide cash-in and cash-out
mobile money only. Development agencies and financial regulators
could be more interested in supporting post offices that offer greater
value with broader and deeper access to financial services, especially
when coupled with financial education.

However, postal reforms in Asia are in many cases incomplete. More
is needed to truly reform post offices for the digital financial service era.
Improvements in the technical conditions of post offices (ITU and UPU
2010), such as power supply, broadband connectivity, information and
communication technology (ICT) equipment, have been shown to be
critical but they are not enough.

Recent progress in Asia, as seen in, for example, the People’s Republic
of China, India, Indonesia, and Japan, confirm again that reforms also need
to encompass institutional changes. While some national postal operators
(NPOs) pursue mainly organic growth with in-house technology, many
others are transforming into group or network companies, and are
building multiple partnerships with private enterprises and financial
institutions. The post offices or retail networks of these NPOs are on the
way to becoming “supermarkets” or “convenience shops” for remittances,
financial inclusion, and other e-services.



118 Postal Savings - Reaching Everyone in Asia

To accomplish true financial inclusion, postal operators pursuing
such development also need extensive training and capacity building,
especially in marketing and financial management. Regulators face
challenges in bridging the gap in which many NPOs struggle, namely
the gap between regulators that consider financial services via the post
office an essential part of the postal services and the financial regulators
themselves. Regulatory coordination is needed. The potential of post
offices as a financial access infrastructure component lies in closing
gaps in access, and in increasing competitiveness for the underserved
population.

This chapter is focused on the opportunities for the post office retail
networks of Asian NPOs to be distribution channels for remittances and
other financial services. It intends to provide the reader with concise
insight into today’s role of post offices in the Asian remittance market,
what they contribute to financial inclusion, and what can be done to
leverage the existing, most often publicly owned assets and resources, to
enhance competitiveness and to advance inclusion.

4.2 The Remittance Market in Asia

In 2016, the inbound flow of remittances to and within Asia was around
$250 billion (IFAD 2017) (55% of all remittances globally), which
continued the trend of growth versus the previous years. The expec-
tations for 2017-2020 are that this flow will be stable or feature some
moderate growth. The growth can be correlated with the continuous
migration (Woetzel 2016) within Asia and from Asia to Europe and
North America, as well as with the gradual process of improving the
statistical recording of money flows, i.e., moving unregistered and/or
informal money flows toward recorded flows.

Nearly 80 million Asian migrants live outside their native country—
mostly in other Asian countries, but also to a large extent in Europe and
North America. To this number, we must add the 10 million refugees
who left their homes and joined the migrant flow (Ratha, Plaza, and
Dervisevic 2015). Migrant remittances play a critical function in the lives
of many of these families and have significant economic influence in
Asia. World Bank reports point out that, in 2015 and 2016, the remittance
flow in Asia (and in all developing countries) was bigger than official
development assistance (Ratha et al. 2016). At the same time, remit-
tance flows are more stable than private capital flows and foreign direct
investments. In many Asian countries, remittance flows have significant
value, both in currency units and as a percentage of GDP.

The main recipient countries in currency units and in % of GDP are
listed in Table 4.1.
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Table 4.1 Ranking of Remittance Recipient Countries
(as a % of GDP and in $ million)

% of GDP
No. Country (2016) No. Country $ Million
1 Nepal 32.2% 1 India 62,745
2 Tajikistan 28.8% 2 People’s Republic of 61,000
China
3 Tonga 27% 3 Philippines 29,878
4 Kyrgyz Republic 25.7% 4 Pakistan 19,847
5 Samoa 17.2% 5 Bangladesh 13,680
6 Marshall Islands 13.7% 6 Viet Nam 13,383
7 Tuvalu 10.6% 7 Indonesia 9,234
8 Kiribati 1% 8 Sri Lanka 7,252
9 Philippines 9.8% 9 Republic of Korea 6,454
10 Viet Nam 6.7% 10 Nepal 6,276

Source: World Bank. Migration and Remittances Data. http://www.worldbank.org/en/topic/
migrationremittancesdiasporaissues/brief/migration-remittances-data.

Table 4.1 shows that remittances are a significant element of
economic development in Asia, and that large differences exist between
Asian countries in terms of economic significance and size of the flows.
This means that there is no basis for a standard approach in all countries.

The average cost of sending remittances to and within Asia was
relatively high: on average 8.6% in 2011-2015 (Ratha, Plaza, and
Dervisevic 2015), but in 2016 and the first quarter of 2017 it was 6.9%,
which is a continuation of the trend of decreasing cost. The substantial
differences across the regions also decreased, but are still visible. A
reduction in cost is still needed on the sending side, and also in receiving
in the last mile, where improvement is needed both in terms of time and
cost to pick up the money.

Reduction of the average cost to 3% by 2030 is expected to lead to an
additional $14 billion per annum (per annum) remaining in the hands of
the recipient families (IFAD 2017).

There are nearly 500,000 (sub-)branches (EFMA 2016) of banks
and microfinance institutions (MFIs) in Asia, but the vast majority of
them are in urban centers (in most Asian countries, more than half
of the branches are in the three biggest cities in the country), while
most of the population lives in rural areas. This implies considerable
additional costs for the recipient families in travel expenses, time spent,
and risk involved when they pick up their remittances.
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This means that in 2016 the total cost for receiving remittances in
Asia was at least $18 billion (IFAD 2017), not including the additional
burden on rural recipients in travel expenses, loss of productive time
and risk. Mobile money and digital financial services may eventually
have a significant impact on the remittance flows, but the current share
of mobile money transfers in migrant remittances as well as in local
payments is still small, in general it is less than 5%, and varies across
the countries (IFAD 2017). In Asia, the weighted average (by population
per country) value for universal financial access (i.e., the percentage of
adults who have transaction accounts) is 59% (Hunter, dela Cruz, and
Dole 2016). Financial inclusion is relatively low in rural Asia in particular.

Although the figures of remittance flows are impressively large,
others looking from a different angle consider the flows to be small.
There are two additional dimensions to be taken into consideration. First,
the remittance flows are an aggregate of large volumes of small money
transfers; the amount of a typical international remittance is around
$200 (IFAD 2017). Second, the flow into a country is not one stream, but
is dispersed over many corridors. There are thousands of corridors.

These dimensions produce deep implications for the business
models of marketing and operating remittances to many, relatively
small, migrant communities abroad (Woetzel et al. 2016).

The business case for marketing and operating remittances in
smaller corridors is often not attractive; risk and costs can be high.
Moreover, marketing to senders in each different corridor presents
daunting challenges, which frequently stretch beyond the interest and
capabilities of banks and money transfer operators.

Remittances are part of the payments ecosystem, which includes
many more, and larger payment flows, which were estimated at $775
trillion in 2015 for the Asia and Pacific region (McKinsey&Company
2016). Revenues from migrant remittances and other consumer cross-
border payments (e.g., e-commerce) represent about 1% of total
revenues in the payment landscape (see Figure 4.1, McKinsey’s global
payments map 2016 and revenue break-down of the payments business
of banks in Asia Pacific; 1% stems from consumer cross-border payments
[= remittance services]). From that perspective, remittance business
appears to be relatively marginal and contributes to the explanation why
some large commercial banks and also postal banks may not consider
this as a top priority for business development. A similar position can be
discerned in some NPOs in industrialized economies, which are focused
on high volume parcel and postal operations. From their business
perspective, migrant remittances at post offices can be perceived as
relatively complex and costly. Hence, building a successful case for
delivering migrant remittances at the last mile presents challenges in
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Figure 4.1 McKinsey’s Global Payments Map 2016
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Source: McKinsey Global Payments Map.

marketing and operations, both for financial institutions and NPOs. This
also explains why the delivery of remittances is frequently not a stand-
alone project but part of an approach to providing a broad package of
financial services to families.

Migrant recipients or families could reap several important benefits
when the financial access infrastructure is improved and expanded deep
into rural areas. Then migrant families can benefit from the lower cost of
receiving remittances, reduced risk in picking up the cash, and less time
and money spent on travel. The same infrastructure could then be used
to broaden and deepen access to financial and other digitized services.

Achieving that means that more payout locations would need to
be maintained in each country, and those locations would need to offer
more universality in their services. All this can contribute to increase




122 Postal Savings - Reaching Everyone in Asia

Table 4.2 Ranking of Remittance Recipient Countries in Terms of Average
Cost of Remittances (in % and in currency value of 1% of the remittance cost)

Value
Average Cost of (in $ million of
Remittances 1% of remittance
Country (in %) b cost)
1 Korea, Republic of 19.24% 1 India 627
2 Papua New Guinea 17.33% 2 People’s Republic 610
of China
3 Vanuatu 15.75% 3 Philippines 299
4 Solomon Islands 15.40% 4 Pakistan 198
Lao People’s 13.10% 5 Bangladesh 137
Democratic Republic
6 Cambodia 12.21% 6  Viet Nam 134
7 Samoa 10.47% 7 Indonesia 92
8 People’s Republic of 10.37% 8  Srilanka 73
China
9 Thailand 8.28% 9  Republic of Korea 65
10 Viet Nam 7.78% 10 Nepal 63

Source: World Bank. Remittance Prices Worldwide. remittanceprices.worldbank.org/en

competition and lowering the average costs to 3% by 2030, as stated in
the UN Sustainable Development Goal 10.c (IFAD 2017).

Table 4.2 shows the countries with the highest average cost of
remittances, and the countries with the biggest currency value of every
100 basis points (1%) of the average cost.

For the improvement of financial inclusion, one major challenge in
creating more payout locations is not just having more physical locations,
but ensuring sufficient and secure cash available at those places. This
also requires secure cash logistics.

The implementation of the SDGs would imply that at least $10.6
billion more per year, in today’s terms, would arrive in the hands of
recipients in Asia. The net present value, between 2017 and 2030, of
these benefits for Asian migrant families can be estimated at more than
$100 billion.

In this context, the investment thesis of leveraging the dense postal
networks in Asia, which have outlets in both urban and rural areas, could
be assessed, with the objective of significantly increasing the available
pay-out locations and enhancing competitiveness. The expected impact
could trigger a substantial reduction in the cost of sending money. This
impact of reducing the cost of sending money, with billions of dollars
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per year supporting poverty reduction and rural development, could
justify the case for governments and international financial institutions
to invest in the development of postal networks.

4.3 Financial Inclusion in Asia

Access to financial services and usage of accounts remains relatively low
and widely varies across the different regions in Asia. Depending on the
source and definitions rates for financial inclusion vary, but the World
Bank’s UFA reports that 59% of adults in Asia have transaction accounts
(weighted by each country’s population) (Ratha et al. 2016).

Data, also published by, e.g., UNCDF and CGAP, show that several
hundreds of millions of adults in Asia are still unbanked. One of the
main reasons is the relatively weak infrastructure for basic financial
services, which covers mostly the big cities and highly urbanized areas,
with a strong emphasis on ATMs and an increase in self-service kiosks.
Interoperability between the ATM and terminal networks continues to
cause challenges. However, small towns and rural areas often lack the
basic infrastructural components to make access to financial services
attractive.

Moreover, the rural outlets often do not provide access to a complete
package of basic financial services, lack interoperability and are often
not yet offering digital financial services. Interestingly, the progress
in advancing financial inclusion is driven mainly by MFIs aiming at
upscaling, and commercial banks downscaling their branch networks
and looking for other distribution channels. The available data clearly
indicate that the financial access infrastructure still needs substantial
growth in rural Asia, considerable improvements in payment systems
and interoperability, and significant efforts in financial education.

In this context the existing postal networks in Asia could obviously
be leveraged to be part of the process of advancing financial inclusion
(Berthaud 2014).

The overall aim of the UN Sustainable Development Goal 8.10
(IFAD 2017) is to strengthen the capacity of domestic financial insti-
tutions to encourage and expand access to banking, insurance and
financial services for all before 2030, while the World Bank Group has
set as a target that adults globally have access to a transaction account
or electronic instrument to store money, send and receive payments as
the basic building block to manage their financial lives by 2020, named
Universal Financial Access, or UFA2020.

It appears to be worth to considering an active role for post offices
in Asia in complementing other existing (agent) networks, which have
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the potential to facilitate access, and broaden and deepen the usage of
financial services. The existing post offices are already an entry point
for more than a billion adult Asians, and the existing infrastructure
clearly has the potential to foster an increase in using financial services
for several more hundreds of millions of the underbanked by providing
them with access to standard or basic financial transactions.

4.4 The Postal Networks in Asia in the Context
of Financial Services

There appear to be three major factors that influence or indicate the
potential of NPOs to develop and implement projects to improve
financial inclusion:
e therelative density of postal network (per area, per population,
coverage of urban and rural areas),
e the progress in diversification of services (income not only
from postal, but also from retail and financial services), and
e the portfolio of products offered via the postal networks.

These three factors will be discussed in the following three sections of
this chapter.

4.4.1 Size, Coverage, and Density of the Postal Networks

The postal networks in Asia have more than 350,000 post offices (UPU
2014), which is a substantial quantity, even compared to the nearly
500,000 bank branches.

If all those outlets could provide remittance delivery, then the
potential market share of the postal networks (assuming equal efficiency
of the locations) would be:

350,000/(350,000 + 500,000) = 0.41 = 41%.

This would translate into a distribution potential of more than $100
billion in remittances processed or delivered via the post offices, if all
postal networks were able to fully leverage their marketing capability.
The actual market shares, however, are much lower and differ
country by country. This could be partly explained by the fact that post
offices mainly serve for smaller remittances, and mainly in rural areas
where about 40% of the remittance flows have their final destination
(IFAD 2017). Postal networks, e.g., in Indonesia, that feature a relatively
higher market share (up to 20%) of their serviceable national markets
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are able to do this because they provide a range of remittance services,
often a combination of their own or white labeled solutions, mobile
services and one or more money transfer operators (MTO), plus a link to
other retail financial services such as payments, savings and loans.

However, postal networks with low or marginal market shares, such
as in the Kyrgyz Republic, Nepal, Tajikistan, and Myanmar, are among
the most constrained in offering remittances. Quite a number of them
provide only hundreds or thousands of traditional postal money orders
per year in a few corridors. In some other cases, e.g., the Lao People’s
Democratic Republic, only a small number of post offices are exclusively
involved as an agent for one MTO. In other cases, e.g., the Philippines,
compliance with regulatory requirements is a major obstacle for the post
offices to deliver money. About half of the Asian post offices lack adequate
technology, power supply or connectivity, which hinders their opera-
tional ability to capture their full potential in the delivery of remittances.

The cost of remittances is on average 8.6% (IFAD 2017), but comes
as close as 2% where post offices actively compete in the market, e.g., in
corridors from Kazakhstan and the Asian part of the Russian Federation
to Central Asia. While postal networks in Europe, Middle East, and
Canada offer a relatively low-cost service to remittance senders in Asia,
clearly not all do. The cost of sending money from, e.g., a European post
office to an Asian post office via money transfer systems owned by the
NPOs can be slightly lower than the cost of sending the same money
at a post office in cash via an MTO. That shows that the low price of
postal money orders (even when volumes are relatively low) helps
create competitive pressure on the prices offered by MTOs. However,
this seems increasingly surpassed now by the competitive pressure of
the choice of instrument or channel to send money (internet, mobile,
call center, agent, or post office). In particular, instant transfers sent
from cards or accounts in the first mile to cash out points in the last
mile feature lower costs. Here, a price differentiation emerges, driving
senders to the most efficient channel.

Within Asia, the cost of sending money via post offices to other post
offices differs from region to region. In several cases, mainly in Central
and South Asia, pricing is similar to sending from Europe, at around 7%
for South Asia and less than 4% for Central Asia (IFAD 2017). In contrast,
the costs in East Asia are still high, often above 10% and, as expected,
the few Oceanian nations experience some of the highest prices, in the
range between 13% and 18%.

Postal networks are unevenly spread across the continent, as you can
see in the summary breakdown by regions and countries in Appendix 4.1.
The table includes information on the size and density of postal and bank
networks, as well as the penetration of ATMs and POS devices in Asia.
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Table 4.3 Density of Postal and Bank Networks in Asia by
Population Served

Located in Three

Number Per 100,000 Main Urban Located in

Adults—Total Centers Rural Areas
Post Offices 4.62 0.92 3.70
Bank Branches 12.10 9.68 242
Total 16.72 10.60 6.12

Sources: International Monetary Fund, Financial Access Survey 2015. www.imforg/en/data and
Universal Postal Union Postal Statistics 2015. http://www.upu.int/en/resources/postal-statistics/
query-the-database.html

The biggest advantage of postal networks is that, in most cases,
more than 80% of post offices are located outside the three main urban
centers of the respective Asian countries. Table 4.3 indicates the density
of postal networks compared to that of bank branches, which are often
the main network for cash-out of the inbound remittance flow, but are
mostly located in highly urbanized areas. In rural areas, post offices
outnumber significantly bank (sub-)branches.

The actual presence and density of post offices varies greatly across
Asia. Tt is therefore essential to assess in each Asian country the actual
density of postal networks, and compare this with the density and rural
presence of banks, MFIs, agents, and ATMs. In fact, there are very rare
cases where national postal networks are comparatively very small and
of low density. In general, Asian postal networks are of a very relevant
size and density to contribute to delivering remittances and access to
financial services, but they are not used optimally.

Cash-out of remittances is not in all cases a privilege of bank
branches and post offices. It depends on the regulatory framework
of the financial regulators (central banks). The emergence of agent
networks, especially mobile money agent networks, impact the relative
dependence on bank branches and post offices. Alternative channels,
such as bank agents, mobile money agents, ATMs or other outlets, have
a limited presence in rural areas. Network management, especially cash
or liquidity management, remains a challenge in optimizing the usage of
these alternative channels.

The total number of post offices in Asia shows a trend of relative
stability to moderate growth over the last 5 years (UPU 2014). A more
in-depth look per country would point to some cases where postal
networks have grown and other cases where the networks have shrunk.
Postal networks grow mainly through new postal agents or franchisers
being involved in payments and remittances. This is an interesting
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practice that could provide useful lessons for other NPOs struggling
with the features of loss-making post offices.

Asian postal networks are facing the challenge of sustaining their
business continuity. In general, postal networks are in possession of a
very significant portfolio of real estate.

The main post office buildings in urban centers are typically in
prime locations.

In many cases, NPOs need to assess, upgrade and optimize the usage
of their buildings. If square feet or meters of the buildings are not utilized
to generate business income, this leads to maintenance and depreci-
ation costs, which may not be proportional to the revenue of the NPO.
Sometimes postal operators seek to apply the approach of disposing
of assets and reducing the postal network, but that approach is often
rejected from a social and political perspective. In general, NPOs decide
to improve the utilization of their assets by expanding and diversifying
their product portfolio and implementing an e-platform for delivery of a
wide range of digital services, or to let space to other business, including
agents of financial institutions.

The major collision of strategies with respect to the physical
networks of post offices is “shrink, cut and close” versus “digitize,
diversify and partner”.

The second option means to rapidly increase the usage of the post
offices as existing assets for competitive delivery of diversified financial
services (Boon 2016). The postal operators could benefit in multiple
ways: because their assets become more productive, better used, and
generate more value, they become more valuable, while at the same time
this diversification of services is instrumental in improving financial
inclusion, lowering the cost of remittances and increasing the usage of
cashless or digital payments through competitiveness.

4.4.2 Progress in Strategic Diversification of the
National Postal Operators

In the context of this chapter, the option to reposition the post offices
for a broad diversified range of services and through different channels
has been considered.

Some postal operators progressed by diversification into financial
services and gained a market share in the remittance market, while
others have not diversified and remain heavily dependent on the tradi-
tional postal and courier services.

The NPOs that are at an earlier stage of diversification toward
financial services currently face the need to reduce the number of



128 Postal Savings - Reaching Everyone in Asia

Table 4.4 Top 10 and Bottom 10 National Postal Operators by
Level of Diversification of Their Revenue Streams

% of % of
Diversification Bottom 10 Diversification
1 Uzbekistan 93% 1 Afghanistan 1%
2 Kyrgyz Republic 91% 2 Hong Kong, China 7%
3 People’s Republicof  87% 3 Thailand 8%
China
4 Turkmenistan 84% 4 Lao People’s 1%
Democratic
Republic
5 Kazakhstan 80% 5  Philippines 12%
6 Macao, China 79% 6 Iran 13%
7 Viet Nam 75% 7 Nepal 13%
8 Maldives 70% 8 Cambodia 15%
9 Tonga 68% 9  Srilanka 16%
10 Bhutan 66% 10 Malaysia 16%

Source: Universal Postal Union Postal Statistics 2015. http://www.upu.int/en/resources/postal-statistics/
query-the-database.html

employees who are mainly involved in mail processing (e.g., stamps,
pick-up of mail items, PO boxes) because of the shrinking postal service
business.

Diversification of the business of post offices progresses steadily,
and mainly toward the delivery of financial services. It is important for
each postal operator, seeking ways to sustain its business continuity, to
have revenues not only from traditional postal and courier services, but
also from financial and other demand-driven retail services.

For a detailed breakdown of data by regions and countries, see
Appendix 4.2.

Table 4.4 lists the top 10 countries and the bottom 10 countries in
terms of revenue diversification.

Diversification is of utmost importance for NPOs with large propri-
etary retail networks, because it contributes extensively in decreasing
the dependency on stamps sales for the often declining traditional mail
business, and supports the new role of postal networks in facilitating
universal financial access and other retail operations. Traditional postal
services remain a social responsibility and a statutory obligation, but do
not depend on large and owned post office networks.
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4.4.3 Portfolio of Remittance Products Offered Via
the Postal Networks

Post offices in almost all Asian states provide international postal money
orders as a remittance service to send or receive money from abroad
(UPU 2014). Postal money orders are a service that traces back to the
beginning of the nineteenth century, when money orders were launched
as a more rapid and secure service than sending money in an envelope
via the postal service. In the 1970s, postal money orders were the most
frequently used form of remittance. Their market share then was
estimated at more than 35%. The role and market share of the traditional
postal money orders started to dwindle with the advent of specialized
remittances service providers with more advanced payment technol-
ogies actively marketing their services.

The paper-based, manually operated process services offered
originally have been replaced in many or most Asian countries with
electronic data communications between post offices. Software
developed by the Universal Postal Union (UPU) supports NPOs in
upgrading their services. The technology concept is, in most cases, the
UPU’s International Financial System.

In 2016, UPU launched Postransfer as the trademark of the new
generation of postal money orders. The overall business conditions,
including pricing, are set by each postal operator in agreement with the
postal operator at the other side of the same corridor, and in compliance
with tariffs and regulations set by the competent (postal) authorities.
Postal operators that have adapted the technology find more success
than those that continue to offer traditional services.

NPOs in other Asian countries are planning to launch such opera-
tions. The expansion is very fast, and involves postal networks that were,
until recently, inactive in remittance delivery. Several business models
have emerged, but mainly the mobile network operator (MNO)-led
approach appears to move most swiftly now. It is often based on existing
business relations between the postal network and MNOs in the sale
of airtime and SIM cards, and MNOs linked with international remit-
tance service providers. WorldRemit and TransferTo are amongst
the examples that have expand across Asia and are linked with postal
networks.

Innovative business concepts emerged in this field, e.g., in the
corridor between Singapore and Indonesia, where the sender can use
a smartphone with mobile wallet to transfer money home, where it can
be picked up at the post office. Another example is Kazakhstan where
a postal-branded mobile money solution has been launched and it is
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interoperable with existing payments systems, channels, and devices in
the country. The model provides access to mobile money linked with a
prepaid debit card, facilitating a broad range of payment solutions (in the
retail space and for transfers to and from bank accounts), plus access to a
potential range of financial services (savings, loans, insurance) and other
electronic services such as e-commerce, e-government, and e-learning.
This more advanced approach has the added potential to create more
value for clients of the postal network.

Western Union is the largest MTO, operating in postal networks
across Asia.

The flow of remittances sent via Western Union is by far the largest
remittance flow channeled via Asian postal networks.

The arrangements for delivery of remittances can differ country
by country. In several cases, Western Union is the only MTO operating
exclusively through selected post offices, next to postal money orders
and mobile money payments. This limits competition and the full usage
of the postal network.

Recently, however, in an increasing number of NPOs in Asia,
post offices have delivered Western Union remittances together with
remittances of other MTOs. Postal networks provide services for both
MoneyGram and Western Union, which support increased competition.
The actual flow of remittances of MoneyGram via postal networks is
relatively smaller but likely to continue to grow.

RIA, the world’s third largest MTO recently entered into business
with the two biggest Asian postal operators, adding further competi-
tiveness and customer choice to the migrant families who depend on
receiving money from abroad. Those postal operators also provide other
money transfer services. This is expected to add to competitiveness and
improved services at lower cost to the rural migrant families.

The agreements with MTOs, Western Union, MoneyGram
International, and RIA provide the involved Asian postal networks
with the capacity to deliver money sent from practically anywhere in
the world, and in many cases from post offices elsewhere that are also
providing agency services for these MTOs.

In addition to the MTOs operating globally, postal networks can
expand or have expanded their remittance services through agreements
with smaller MTOs (mostly dedicated to specific sub-regions), further
enhancing competitiveness.

In some countries, besides cash, remittances can also be received on
accounts held at financial institutions (postbanks) linked to the postal
network. Depending on the sender’s country, the cost of sending can
vary between low (less than 2%) to relatively high (greater than 20%).
The option is still less popular for migrant families in urgent need of
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cash for daily subsistence, mainly because payments are not instant,
taking as long as 3-5 working days, on average, and also because financial
institutions have requirements for opening and maintaining customer
accounts that are often impossible for migrants to fulfill. Solutions for
instant payments, i.e., transfers that are credited within seconds to the
beneficiary account, enjoy increased popularity in Asia.

Many Asian postal networks active in remittance delivery also
provide access to a broader range of financial services. The range of
financial services differs widely from a limited range of basic financial
transactions (e.g., bill payments) to full-fledged retail financial services.

More than 1 billion adult Asians hold accounts for savings or
payments via postal networks, mostly with licensed financial insti-
tutions; these accountholders use post offices to access one or more
financial services. Postal networks play therefore a vital role in financial
inclusion, especially in rural areas and for lower-income segments
throughout the entire region. Product linkages and cross-marketing
between remittance recipients and other financial services are not yet
frequently seen at post offices in Asia.

There is a long tradition of providing financial services via postal
networks (Scher and Yoshino 2004) and under different institutional
models and regulatory frameworks. In spite of the magnificent figures
in terms of rural outreach of postal networks, many remain un(der)
utilized. NPOs face challenges in improving or expanding their portfolio
of services, and they face new challenges with the advent of digital
financial services. Overall, Asia has advanced in financial inclusion, but
the rates of rural financial inclusion are still low and provide extensive
opportunities for postal networks (Anson et al. 2013) to leverage the
connections among their post offices.

4.5 Developing and Funding Projects for
Expanding Financial Services at Post Offices

As seen from the earlier sections, postal networks can clearly benefit
from diversification of their portfolio of services and increased and
improved offering of financial services.

However, retail or consumer financial services and small-value
cashless payments are specific in terms of business development,
capacity building, technology implementation, and staff training.

The way financial services are provided or distributed today differs
significantly from the way postal and courier services are delivered. This
means that staff and managers need to have the necessary level of compe-
tence and professional qualifications in order to be able to organize and
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execute the delivery of financial services. The physical infrastructure
also needs to be relevant not only in terms of territorial coverage, but
also in terms of ICT equipment and connectivity (ITU and UPU 2010).

All these factors call for specific approaches in terms of project
development, funding, and implementation. Very often, NPOs alone do
not have the expertise or the financial capacity to develop and implement
such projects within a relatively short time.

The first step needed would to assess the current status in terms
of overall market volume and market share of the NPO, the legal and
regulatory framework, the financial state, the physical network, staffing,
etc.; a feasibility analysis. A business plan or a roadmap with specific
project objectives could then be developed and, on the basis of this, the
specifics of the project(s), e.g., to build a partnership, to launch new
digital financial services, or new concepts for remittances.

From the elaboration of the business case for the project, the
expected results, benefits, required investment, and the cash flow
projections, the needs for funding and financing can be determined.
Then, the owner of the NPO can take further decisions. The options
for the NPO to fund the program from its own revenues or reserves is
often not feasible, nor is it feasible to directly fund the program from the
State Treasury. Some NPOs with a corporate structure and a good track
record evidenced in audited financial statements might be able to attract
finance from the capital market or banks. This is however not the case
for NPOs that are at an early stage of transformation.

It would depend on the structure and conditions of envisaged
partnerships with, e.g., MTOs, Payment Service Providers, banks, and
other private sector parties, whether it would be possible to raise a signif-
icant part of the cost of the project from contributions of participating
private sector entities rather than receiving only fees per transaction.
The preparation of such types of partnership however requires more
than an agency agreement.

If the financial condition of an NPO is not sufficient, or if the
economic conditions of a country are for some reasons not attractive
enough to foreign private investors, then the option for its government
is to consider seeking assistance from international financial insti-
tutions. There are countries with low GDP per capita, low Human
Development Index and low Ease of Doing Business Index (see
Appendix 4.3) whose governments still work well with international
financial institutions.

Most often, postal operators aiming to increase remittance delivery
and advance postal financial inclusion may need support in the following.

e Regulatory framework: enabling the NPO to operate in a fair

level playing field with its competitors and partners.
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Business development: increasing the number of contract
parties using the post offices for e.g., remittances and payments
collection, or distribution, or agency services for other financial
products. They would also need to include a pro-active branding,
marketing approach; advertising and promoting new services as
well as an extensive component in financial education, helping
the unbanked to become familiar with basic financial services
and to understand the benefits and conditions.

Staff training and HR development (including building
managerial and organizational capacity): ensuring that the
limited number of client service officers are well trained
to meet regulatory requirements, and serve with a friendly,
customer-centric approach. Also, the managers of the NPO
often need to be trained and prepared to follow the regula-
tions, and to organize the employees properly, in order to
ensure that the new portfolio of services is properly delivered
to customers. The NPO and its partners may need to recruit
more management, specialists, and other staff. This means
anticipating business growth and being structured in a way that
synergies are maximized.

Installing technology and redesign of post office buildings
as new financial services supermarkets. The implementation
should start with a few locations as prototypes for testing and
training, and subsequent roll out to reach all planned locations
within a planned period of time.

The entire technical configuration needs to be designed in
view of interoperability, omni channeling and cross channeling.
Emphasis is given to the postal network as the front office deliv-
ering a broad array of services and for multiple partners. In
terms of back office, the concept aims at a light hub or gateway
that can switch messages and information to the back offices of
the partner institutions managing the financial services.

Part of the business process re-engineering involves the
formation of a vehicle fleet capable of delivering and picking
up cash, valuable goods, and other items to support financial
inclusion in the rural areas.

Financial management: with specific emphasis on cash and
liquidity management, logistics, risk management, financial
accounting, and more advanced management information
systems.

Evaluation of the implementation, measuring clientexperience,
market performance, and financial performance as a basis for
decisions regarding the next steps.
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4.6 Conclusions

1. Migrant remittances can be collected at most of the 350,000
post offices in Asia. The remittance business is developing
rapidly, mainly due to technology transformation, and some
postal networks are emerging as champions (e.g., Indonesia,
Kazakhstan), with a significant market share and an array of
remittance services delivered in rural areas at low cost.

2. Although a rapidly growing portion of remittances is sent
cashless, an estimated 95% of the remittances in Asia are
received in cash. Thanks to NPOs, their vast network of
more than 350,000 post offices have the obvious potential to
contribute to the improvement of payout location coverage in
rural Asia.

3. Best practices in several Asian countries indicate that post
offices can play a relevant role in terms of access to (digital)
financial services in rural communities, and that there remains
substantial potential to leverage postal networks in other Asian
countries to not only improve rural delivery of remittances but
also to provide access to a broad array of financial and payment
services to poorly and partially served rural population and
smallholders.

4. Proximity, branding based on trust and instant cash availability
are among the key success factors. In some markets, postal
networks have managed to evolve as niche players enhancing
competitiveness through low cost, digitization, and good
quality.

5. Sending via cashless instruments (online, card, mobile) is
expected to substantially increase in the medium term, and it
can be offered at a lower cost than sending cash. In parallel, the
number of rural recipients able to receive cashless remittances
will tend to grow in the medium term, and a challenge for post
offices is to provide access to (the opening of) universal bank
accounts. Such transferable deposit accounts are critical for
linkages with savings accounts and other financial products.
Most postal networks in Asia have recorded substantial progress
in digitized diversification, but they need to further develop in
order to become more competitive in rural markets. Progress in
digitization is mainly achieved through partnerships, e.g., with
payment service processors, technology solution providers, and
mobile money operators.

6. Practically, all postal networks active in remittance delivery
also provide access to a broader range of financial services. The
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post offices or retail networks of these NPOs are on their way
to becoming a supermarket or chain of convenience stores for
remittances, financial inclusion, and other e-services through
diversification of the financial products offered. To complete
this evolution, postal operators require extensive training and
capacity building, especially in marketing management and
financial management, and they need to forge a culture of
partnership. Given an obsolete business model derived from a
former monopoly, many postal operators still find it challenging
to transform. Only by making a paradigm shift and change in
corporate culture will they be able to become fully competitive
in the financial services market. Expanding the product range
of financial services is in most cases achieved through arrange-
ments with licensed financial institutions, including (postal)
banks, insurance companies, and MFIs. The nature and scope
of the arrangements can vary from agency agreements to brand
partnerships or joint ventures. NPOs can also leverage their
rural presence and their social mission to not only extend the
financial services of providers with limited outreach, but also to
allow smallholders to avail themselves of government payments
and other payment facilities along agricultural value chains.
Postal networks with a broad range of remittance products,
which add digital and innovative solutions, are more likely to
ensure business continuity in the medium term. NPOs that stick
to the provision of a limited range of remittances, with few links
to other financial services, may eventually find their approach
less sustainable and less relevant for rural development.

A “one-stop shop” approach is thought to respond better to
the needs of the underbanked and low-income populations,
it is economically more viable for the NPO, and can substan-
tially contribute to widening and deepening financial inclusion.
Given the rural presence and the confidence they have among
their rural customers, NPOs could further develop the linkages
between remittances and savings accounts. They could focus
their financial services that target certain specific groups such
as youth, women, and rural households, in order to promote
financial inclusion and support productive investments.

The potential of Asian postal networks is still underutilized.
Recent lessons confirm again that reforms cannot be limited
to the needed improved technical conditions, such as power
supply, broadband connectivity, and ICT equipment. Reforms
need to encompass institutional reform, promote closer
relations with the national regulators, and align the operations
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10.

within the formal financial sector. Reforms should enable
NPOs to enter into partnerships with selected, responsible
financial institutions, include mutual commitments towards co-
operation, and with a focus on expanding rural outreach.

It also becomes evident that the wider socio-economic benefits
of modernized postal networks in financial inclusion are
significant, especially in the field of lowering cost of sending
remittances, increasing the efficiency of payments systems
and their transition towards cashless money, mobilizing small
savings for productive economic development, facilitating small
trade and reducing poverty. The significant developmental
impact of leveraging existing postal network would call for the
case to invest in the modernization of the postal networks.
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Appendix 4.2 Key Performance Indicators for Postal Operators in Asia

Diversification
(% of Revenue
from Non-Letter

Number of Number of and Non-Courier Revenues Revenues
Country Post Offices FTEs Business) in USD per1FTE
Afghanistan 465 ms 1% 2,545,886 2,283
Bangladesh
Bhutan 298 309 66% 1,824,552 5,905
India 154,882 372,000 51% 2,372,986,000 6,256
Iran 16,551 13,857 13% 246,509,527 17,790
Maldives 188 156 70% 2,179,393 13,970
Nepal 993 20,010 13% 2,777,312 139
Pakistan 12,035 47,348 92,226,539 1,948
Sri Lanka 4,692 24,428 16% 46,450,437 1,902
People’s 53,646 938,494 87% 68,701,128,917 73,204
Republic of
China
Hong Kong, 122 7021 7% 689,380,975 98,188
China
Mongolia 389 904 54% 4,994,827 5,525
Japan 24,452 395,125 15,716,596,443 39,776
Macao, China 14 464 79% 63,784,839 137,467
Republic of 3,524 43,060
Korea

Brunei
Darussalam

Cambodia
Indonesia

Lao People’s
Democratic
Republic

Malaysia
Myanmar
Philippines

Singapore

122
42,656
591

1,041
1,384
1,326

Southeast Asia

374

569
29,307
591

18,744
4,072

8,179
4,682

15%
41%
1%

16%
16%
12%

331,113,707 11,298
4,050,922 6,854
6,906,766 1,696

70,536,224 8,624

594,370,249 126,948

continued on next page



Appendix 4.2 continued

Country
Thailand
Timor-Leste

Viet Nam

Remittances as a Trigger for Postal Financial Inclusion

Diversification
(% of Revenue

from Non-Letter

Revenues
in USD

620,293,840

329,028,682

141

Revenues
per1FTE

26,169

8,447

Kazakhstan

Kyrgyz
Republic

Tajikistan

Turkmenistan

Uzbekistan

7,215,417

7,317,439
60,353,492

1,860

4,225

Fiji
Kiribati

Marshall
Islands

Micronesia
Nauru
Palau

Papua New
Guinea

Samoa

Solomon
Islands

Tonga
Tuvalu

Vanuatu

Number of Numberof and Non-Courier
Post Offices FTEs Business)
4682 23703 8%
11,505 38,952 75%
Central Asia
3,252 22,703 80%
921 3,880 91%
1,207 969
180 84%
2,987 14,286 93%
The Pacific
25 40 62%
7 12 68%

205,787

247,056

5,145

20,588

Source: Universal Postal Union Postal Statistics 2015. http://www.upu.int/en/resources/postal-statistics/query-the-

database.html
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Regulation to Foster Postal
Financial Inclusion

Luisa Anderloni and Odlile Pilley

5.1 Introduction

Apart from the European Commission studies and the work carried out
by the European Regulators Group for Postal Service at European Union
(EU) level, little comparative work has been carried out recently on the
legal and regulatory framework underpinning postal financial services,
and still less on how effective this framework is in fostering financial
inclusion. The complexity of the issue is illustrated in Figure 5.1, which
is more likely to apply to developed market economies. In less developed
countries, the various policy, supervisory, and regulatory functions are
likely to be concentrated in fewer bodies.

In order to understand how a legal and regulatory framework can
impact the role of the post office (post) in promoting financial inclusion,
four case studies were conducted. They relate to developing countries
whose organizational and regulatory frameworks are significantly
different, despite a number of common country features, as follows.

e The contribution of the posts of Morocco, Algeria, and Tunisia
to financial inclusion is significant. Initially, they had strong
similarities due to the French influence. Since the beginning of
the millennium, each country has adopted different approaches
to modernize their postal infrastructure, as well as to tackle
financial inclusion.

e Viet Nam has the fastest growing economy in Southeast Asia.
Its postal organization was also originally influenced by the
French model. Unlike the three Maghreb countries in which
posts and postal financial institutions are in state hands,
financial service activities were transferred under an exclusive
distribution agreement to a private bank of which the post is a
small shareholder.
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Figure 5.1 Financial Inclusion: Who May be in Charge and Why

Government MO::;ary
Welfare and Economic Supervision
Social Affairs Affairs pervisi

Authorities

Monetary and

Economic Financial
Poverty Development Stability
Reduction
Z_ Universal Service [N Postal and
] _____________________________ Telecom
/ Authorltles
Money Consumers’
Laundering Protection and Telecom and Digital
Prevention Trust in the Divide

Payment Systems
and Financial

Infrastructure
Efficiency \

Financial System

International
Organizations

and Competition
Authorities Authority /
Government

Source: Authors.

The rest of the chapter is organized as follows. Section 5.2 presents the
main trends behind the governance of the postal sector and its financial
services subset, and shows how idiosyncratic the legislative and
regulatory framework of different countries can be, even when common
principles and directives apply, as in the case in the EU. Section 5.3
introduces the evolutionary paradigms behind regulation-deregulation
of posts and their financial services offer. Section 5.4 presents the four
case studies, including a comparative analysis of the Vietnamese and
Moroccan postbanks. Section 5.5 draws the relevant conclusions.!

5.2 Evolving Legal and Regulatory Framework of
Postal and Financial Services, and Trends Behind
Financial Inclusion Policies

The underlying paradigms behind the role of postal financial services in
financial inclusion and their governance can be described through three

! However, conclusions are tentative at this stage since this research is not based
on fieldwork as it should ideally be. Furthermore, the quality of the conclusions is
affected by the dearth of data in the public domain.
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different periods. Up to the 1980s the state itself, directly or through
its institutions, was responsible for the provision of postal financial
services. Then, the whole market approach—deregulation, privatization,
and globalization—with its universal service corollary for infrastruc-
tures became dominant in the western world and parts of the developing
world. This implied the creation of a regulatory function to facilitate the
entry of competitors while ensuring a universal service that had to be
delivered by post offices, rather than, as previously, simply assumed to
be public because it was delivered by a public institution. From 2000
onwards, the pendulum swung somewhat, with a return to public
policies; a swing accentuated by the 2008 financial crisis. Financial
inclusion emerged as a policy to combat poverty and became a major
tool for the accomplishment of the UN Sustainable Development Goals.

From ideologically based on a top down approach, development
policies have become more experimental, to deal both with the speed
of innovation in the digital economy and the resulting uncertainties. In
the new pragmatic approach, recognition is given to increased inter-
dependence. Great care is taken to find the right trade-off between
preserving macro-economic fundamentals and implementing social
policies, including financial inclusion, especially as growth has been
shown to be linked with increased inequality. Sovereign rights (security,
customs, crime prevention, protection of confidentiality) are enshrined
in public policies. Experiments and existing measures are evaluated on
a case-by-case basis. Empowerment, peer learning and post-evaluation
are the rules of the game. Benchmark practices are determined ex-post,
and no longer in accordance with their conformity with the Washington
consensus. A new thinking has grown as regards trade-offs between
the objectives of core safety and soundness of banking supervision and
those of financial inclusion, financial integrity and consumer protection.

In the first stage of the post-Washington consensus era, microcredit
was seen as the panacea for financial inclusion, as exemplified by the UN
2005 year of microcredit. In a second stage, more attention was given
to other dimensions such as access to both payments and accounts as
gateways to a comprehensive range of financial services, either targeted
specifically at the un(der)banked, or standardized for the whole
population. Simultaneously, increased access to mobile telephony and
internet connectivity enabled the development of new non-bank inter-
mediated models (B-B, C-B and B-C). New payment systems appeared,
the best known being M-Pesa in Kenya. Its mobile payment model is
similar to that of 19th century money orders, which were modernized
through electronic data interchange in the 1990s by Western Union.
As a result, transfers by migrants to their home country exploded and
added to more than aid and foreign direct investment. The success of
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M-Pesa is partly due to the pragmatism of the central bank that, while
monitoring developments closely, chose adominant telecom operator as the
consortium leader and decided to treat it as an electronic purse rather than a
payment system. The orthodoxy then was for a bank to lead the consortium
and for all telecom operators to be involved, certainly not a dominant one
on the basis of exclusivity. This different approach was instrumental in
producing critical positive network externalities and effects.

Gradually central banks and the Bank for International Settlements,
which had focused their attention exclusively on banks and had often
been skeptical or even opposed to the very existence of non-bank financial
institutions, and in particular posts in view of their extensive outreach,
started thinking of including them in their scope with a view to financial
stability. The same logic was applied to supervision. This was resisted
by non-bank financial institutions that saw this as a defensive measure
by the banking sector to destroy any model other than the banking one.

As a matter of fact, numerous experiments, such as in Brazil, showed
that a more universal reach by postal financial services could be a spring-
board for bank penetration of lower income markets.

Historical regional differences persist. Latin American and
Caribbean posts did not offer accounts after the 1920s economic crisis,
and neither did Canada. Central banks there are clearly in charge. In
Brazil for example, the post is a bank agent. In Asia also, the banking
regulatory model has most often been adopted. The new specialist
payment bank of India post falls under central bank supervision. In the
EU, postal financial services are regulated and supervised by financial
service authorities. The picture regarding financial services is less
clear in African countries (Arab and sub-Saharan) where public service
obligations often include account management and benefits payments,
and the postal regulatory scope can extend to postal financial services
(UPU 2012).

The different directions taken by the postal financial services
in Europe are particularly interesting. In the advanced and highly
connected economies of northern Europe, such as those of Scandinavia
and the Netherlands, the very success of posts in financial inclusion and
overall competitiveness of the banking industry resulted in universal
cover. Postal financial services converted to the banking model and
merged into banking groups, no longer distributing through the postal
network. On the other hand, the Ttalian, Swiss and French postal financial
institutions evolved towards a banking model while retaining strong
characteristics of the traditional postal model (network ubiquity and
types of product) and a public service dimension. At times of crisis, those
posts were highly trusted and proved to be a safe haven both in Europe
and in Asia, particularly Japan. In the middle ground, European posts
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formed joint ventures with financial institutions such as the Belgian
Post with Fortis. After a withdrawal from financial services in the early
2000s, the postal financial services arms are being redeveloped, either
through joint venture or exclusive distribution agreements (Austria,
Romania, the Czech Republic), or more recently through greenfield
operations (Portugal).

The regulation of postal financial services naturally adapted to
these trends. It evolved both with the legal status of posts (administra-
tions, state owned entities, and corporations, whether state- or privately
owned) and with the organizational structure of posts, starting with
the separation of the original monolith into legal entities dealing each
with its own market (telecom, post and sometimes financial services).
Financial services themselves can be delivered through a postal entity, or
through a unit, structurally separated or not, with no bank license, part
bank license or full bank license. Reporting lines, as already mentioned,
became increasingly complex, especially with the development of new
services and approaches through IT connectivity, and the increased
requirements put onto financial institutions to prevent another systemic
crisis. Since regulation, competition and regulatory policies are only
recent developments in developing countries; field case studies are
practically the only tools that can be used under such circumstances.

To a lesser extent, this is also the case in developed economies.
Even where postal and financial regulation abide by a common legal
and regulatory framework in terms of principles and rules, such as in
the EU through the postal and financial services directives, the organ-
izational and regulatory frameworks differ. Switzerland, although not
an EU member, is subject to most of its legislation under bilateral agree-
ments. In all three countries, postal financial systems fall under banking
regulation and competition. Each country is sovereign in deciding which
public services, if any, may be entrusted with the postal operator or its
financial services arm, and there is a resulting trade-off between compe-
tition/liberalization and the delivery of public services. In European
parlance, these are renamed services of general economic interest, of
which universal services are a subset.

The French and Swiss posts are 100% state-owned institutions. The
Italian Post was sold in part in 2015 to comply with EU debt reduction
requirements, but the state has remained the majority shareholder.

The banking subsidiary of the French Post has gradually gained full
banking status over a decade. Now it can even offer loans to local author-
ities and corporations. The Swiss subsidiary is a financial institution
without a credit license. The capital, assets and liabilities of the Italian
Bancoposta, not a credit institution, were ring-fenced as late as 2014.
A risk assessment framework and an internal capital adequacy assessment
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process, taking into account the specific features of Bancoposta, were
set up to replicate bank reserving and reporting requirements. Current
account deposits can be invested in Ttalian bonds only.

Both the French and Italian posts have specific public service
obligations as regards financial inclusion, the French post through
special savings products enabling receipt, bill payment and cash-in
and cash-out. Those livrets A that are in competition must be offered
through the postal network, abiding by stricter rules than those
distributed by banks. Subsidies for compensation of the service net cost
are paid, in part only, by the state. The Swiss Postfinance is entrusted
with a universal service obligation to open and manage giro payment
accounts, but is not entitled to state subsidies. Bancoposta has not been
entrusted with a service of general interest for access to accounts, but
it has played a de facto major role in financial inclusion though offering
competitive payment accounts and devising an innovative pre-payment
card that has a dual purpose: it provides additional security for account
holders, and enables access to payments and financial services to the
unbanked. Whereas the Swiss and French postal regulators have strong
implementation powers, control of the Italian post is more in the hands
of the supervisory ministry.

This idiosyncrasy of postal systems is reflected in the status of
the European Regulators Group for Postal Services, which has only
an advisory function, especially as regards consolidating the internal
market. On the other hand, in view of the deeper integration of the
electronic and telecommunication single market, the Body of European
Regulators for Electronic Communication (BEREC), is a full European
body and has direct links with other European institutions that must
take into account its recommendations.

5.3 Case Studies: The Role of Legislative and
Regulatory Frameworks in Delivering Postal
Financial Inclusion

5.3.1 Context of the Four Countries Studied

As shown in Table 5.1, the four countries studied are all developing
and middle income. Viet Nam is a recent entrant to the middle-income
club. Viet Nam and Morocco have been growing at a fast rate. As an
oil producer, Algeria is the only country in the upper middle-income
range. However, developments have slowed in Algeria due to the fall in
oil prices and in Tunisia due to the Arab Spring. Whereas the economy
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Table 5.1 Economic and Social Indicators of the Countries Studied

Population (millions—2016)

Surface area (km?) (thousands)

GNI (current US$ billion)

GNI per capita (PPP)

Income disparity (income share held by lowest 20%)

ICT index®
Individuals using internet per 100 inhabitants
Mobile subscription per 100 inhabitants
Active broadband subscription per 100 inhabitants
ICT index ranking

Multidimensional poverty indexc
* % vulnerable to poverty
* % in severe poverty
* % destitute

Workers’ remittances: inflows ($ million)?
2015
As share of GDP (2015)

Measures of financial inclusion®
Account at a financial institution (% age 15+)
Has debit card (% age 15+)
Borrowed from a financial institution (% age 15+)
Borrowed from family or friends (% age 15+)

Global Postal Ranking (170 ranked countries)

Global postal ranking by value
Regional index
GNI = gross national income.
a. 2070 data.
b. ITU 2016 Report.
c. The lower the figure, the lower the poverty level.

Morocco
35.28
446.6
10215
7,699

NA

6,904
6.9%

NA
NA
NA
NA

61

44.88
(27.50)

Tunisia
n.4
163.6
4212
11,100
6.7

49
130
62

1,971
4.6%

27.40
12.30
8.00
16.12

60

4597
(27.50)

Algeria
40.61
2,3817
173.45
14,300
NA

5,897
3.2%

50.50
21.60
216
1317

107

26.66
(27.50)

Viet Nam
92.70
331.0
190.50
5,722

6.6

53

13,000
6.7%

31.00
26.50
18.45
29.88

57

47.84
(38.90)

d. Source: World Bank, data calculation based on data from IMF Balance of Payment Statistics database and data
releases from central banks, national statistical agencies and World Bank country desks, last updated April 2017.

e. Source: Global Findex (Global Financial Inclusion databank).

f. Sources: Integrated Index for Postal Development (2IPD); 2016 Results Universal Postal Union. 2IDP =100 maximum

postal development - O = lower postal development.

shows signs of recovery in Tunisia, it has stalled in Algeria, with rising
inflation, budget and trade deficits, a fragile banking system, unsus-
tainable subsidies and paralyzing bureaucracy. Poverty levels are higher
in Morocco. There is a scarcity of data in the public domain for the Arab
countries. A major exception is the annual report of the Algerian postal
and telecommunication regulator that gives a full picture of the postal
supply side and of the actions undertaken.
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The remittance inflows of workers are particularly high in Morocco
and Viet Nam. However, patterns of financial exclusion differ. Fewer
inhabitants have an account in Viet Nam but they make the most use of
loans and ATMs. By contrast, Algeria leads as regards the proportion of
the mature population holding accounts but lags substantially behind in
credit. The similarities between the four countries are particularly striking
as regards ICT features. In one aspect, Tunisia stands out: high ownership
of mobile broadband subscriptions. However, this does not yet translate
into substantial use of mobile banking in any of the countries concerned.

The Maghreb posts are well positioned in financial services delivery.
However, the region as a whole is not very integrated and has been going
through major crises, with the possible exception of Morocco. Vietnam
Post, which has a ranking similar to the Tunisian and Moroccan posts,
does not particularly stand outin its very dynamic ASEAN region. Tunisia
Post, as an indication of its resilience, comes out 60th in the Integrated
Index for Postal Development global ranking, behind only the United
Arab Emirates in the Arab region. It is particularly well connected with
the rest of the world. The post office network is rather dense for devel-
oping countries, particularly in Tunisia, but not so much so in Morocco.
Home delivery is the norm, but in Morocco and Viet Nam 20% to 30% of
the population have to collect postal items from post office branches. Use
of PO boxes is made only in Algeria and Morocco and is limited. Postal
revenues per inhabitant vary between $11 for Tunisia, $9 for Algeria, and
$3 for Viet Nam and Morocco. As in the rest of the world, letter volumes
are falling, which raises questions as to the appropriateness of waiving
the monopoly in the liberalization context.

As acknowledged by the World Bank (Rocha et al. 2011), Maghrebi Post
are the primary providers of savings and payment services for low income
people, and the post office branch network is the most extensive delivery
channel for financial services. Two thirds of their revenue comes from
financial services, unlike Viet Nam where it represent only 15% of revenue.
Public banks are particularly dominant in Algeria and Viet Nam, and a bit
less in Tunisia. The Moroccan banking market is more open and competitive.

5.3.2 Morocco

5.3.2.1 Legal and regulatory framework

From its inception in 1998, the Moroccan Post, Barid Al-Maghrib, tried
to reconcile its public service obligations—ubiquity, uniform pricing and
accessibility—with commercial considerations. From a public enter-
prise, it became a state-owned joint stock company in 2010. The limited
company status facilitated diversification into new fields. It retained the
entirety of its public service missions, including postal money orders and
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the opening and management of savings and check accounts. Additional
public services missions are integrated into 5-year business plans.

The post is supervised by the Ministry of Industry, Commerce and
New Technology, which is also in charge of competition and consumer
protection. Barid Al-Maghrib still has a monopoly on mail and, in theory,
on parcels. In the competitive field, those courier and express operators
who are identified by Barid Al-Maghrib’s registered staff, government
inspectors and customs officers as operating illegally are fined and can
be subject to criminal sanctions in the case of repetition of the offence.

The powerful Board of Directors of Barid Al-Maghrib is chaired
by the Prime Minister and comprises all the relevant ministers—
Home Affairs, Infrastructure and Transport, Economy and Finance,
Governance, Defense—as well as the Managing Director of Caisse Dépot
and Gestion (CDG), an institution comparable to the French Caisse des
Dépbts et Consignations. It is to be noted that Barid Al-Maghrib does
not benefit from any operational subsidies.

A financial subsidiary was created in 2007 that obtained a banking
license (excluding credit) three years later. Al Barid Bank (ABB) is
regulated by the Central Bank.

Barid al-Maghrib simultaneously developed a platform “Barid
e-Sign” to act as a trusted third party provider (electronic signature).
This activity is regulated by the communications regulator, whose scope
has not been extended to postal services.

In the context of the EU neighborhood policy, Morocco obtained in
2008 “advanced status”, which means it will be able to avail itself of all
the prerogatives of EU Member States, except being party to political
decisions. A road map has been designed aimed at implementing
gradually the acquis communautaire and ultimately integrating into
the Single Market. The postal sector is a priority because of its role in
economic and social cohesion and its potential for economic growth.
To this effect, the supervisory ministry has committed itself to gradual
market opening. A current review funded by the European Commission
aims at defining the scope of the universal postal service and advising on
the separation of the supervisory, regulatory and operational functions,
essentially through the creation of an independent regulator.

5.3.2.2 Strategy to Foster Financial Inclusion

Partly under the impetus of the World Bank and IMF,> Morocco took
major steps towards the modernization of the Moroccan financial
system and the financial inclusion of a larger share of population.

2 This stimulus is witnessed by various references made by the Moroccan Central Bank

(Bank Al Maghrib) in its annual reports.
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A major milestone was the adoption of the new banking law in 2006,
updating that of 1993. It was further updated in 2014.> The 1993 Banking
Act established the Central Bank of Morocco (Bank Al-Maghrib, BAM),
creating a unified and strengthened regulatory framework for all credit
institutions. Further amendments to the Bank’s statutes clarified its role
inmonetary policy and granted it greater autonomy. BAM’s independence
in terms of monetary policy was reinforced by the 2006 banking law that
also provided a legal basis for its supervision of the payment system and
established the bank as a public legal entity,* controlled by the account
commissioner, the government commissioner, and the government
audit office. Other measures dealt with the protection of clients of credit
institutions and the treatment of credit institutions in distress. This
reinforced the people’s trust in the financial system.

BAM committed itself firmly to promoting financial inclusion in
Morocco as requested by the IMF and the World Bank in their Financial
Sector Assessment Program through a multi-year strategic plan shared
with the Ministry of Economy and Finance, of which ABB became the
main implementing tool, with the percentage of banked citizens jumping
from 35% to 67%. On inception, Barid al Maghrib already had 4.4 million
customers with deposit and savings accounts.

A number of complementary reforms have underpinned this
progress, including (i) the development of banking products for low-
income households, and (ii) the banking law framework for new
non-bank payment services to expand the use of transaction accounts.

On inception, the banking licence of ABB was limited by client
segments to those with a monthly income lower than MAD3,000 ($257),
a requirement that was gradually relaxed. Presently, about 50% of
customers belong to the low-income category. In view of the restriction
on credit provision, ABB has been offering loans in partnership with
other specialized credit providers. This will last until it reaches the
required internal credit risk analysis expertise level.

The establishment of the postal bank required other legislative
and regulatory changes, including a change in the legal status of the
post office from a publicly owned enterprise to a limited company.
The post office had to go through several internal reforms to meet all
the requirements of the banking law. The central bank had to approve a
business plan with a special focus on low-income clients and the devel-
opment of financial services specifically designated for these segments
of the population. The establishment of ABB also required important

3 See Loi no. 103.2, 24 November 2014, published on 22 January 2015.

Under the control of the account commissioner, the government commissioner, and
the government audit office.
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financial support, both directly from the Government and the Moroccan
posts, with an investment of €20 million. The CDG acquired the postal
network while the buildings remained post property. Great efforts were
devoted to human resources development and IT innovation. Goals
and assessment measures were introduced at the regional, office and
individual level.

The establishment of ABB also allowed Barid Al-Maghrib to
address some common problems of postal networks: it strengthened
its management by hiring new management teams from retail banking
and the private sector, granting them salaries comparable to those in the
private sector. This allowed the creation of a new work culture defined
as “half-way between the private sector and the traditional public service
cultures”. Hiring 16 bank managers with strong expertise, rather than
using a consultancy firm, allowed ABB to make considerable savings.
Moreover, ABB introduced a postal university with the purpose of
training postal employees in banking techniques so they could also
develop as financial advisors. A voluntary retirement scheme was intro-
duced for the staff members who were no longer meeting quality service
requirements.

A major issue that had to be addressed was the inadequate infra-
structure. ABB had to connect its post offices for the adoption of its
multi-channel delivery strategy (post branches, ATMs, electronic
payment, and mobile banking). The staff working in the posts were
ABB staff, formerly from Barid Al Maghrib. They also delivered postal
services. The post therefore had to pay a fee to ABB for each non-
financial transaction. This complicated agreement was necessary
because the banking regulations allowed only bank staff to deliver
financial services.

In order to serve an even larger share of the population, ABB set
up a separate entity—Barid Cash—and opened new Barid Cash points,
which are small branches dedicated solely to money transfers. They
typically have one or two agents, and are open longer hours than posts,
from 8.00 to 20.00, including Saturdays. Barid Cash is fully owned by
ABB but follows the private labour code, which allows for more flexible
opening hours. Legal constraints limit the expansion of the Barid Cash
network; agents may be only moral persons or established registered
businesses.’ This is is to prevent fraud and reinforce trust in ABB and
the banking system.

Finally, it is worth mentioning that in Morocco, since 1999, under
law n0.18.97, updated in 2004, 2007, and the latest in 2013 with law

5 These requirements prevented ABB from make agreements with retailers as the
strategy initially planned.
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no. 41.12, microfinance has benefited from a clear institutional framework:
microcredit financial institutions (MFIs) are not allowed to collect
deposits, but they are permitted to grant credits and offer insurance
as agents and/or on behalf of licensed insurance companies. MFIs are
subject to central bank regulation.

Last but not least, Barid Al Maghrib has just announced the creation of
its own mobile virtual network and is developing its Islamic banking offer.

5.3.2.3 The Financial Services Offer

Due to its mission to serve middle- and low-income individuals, ABB
has developed a simple and transparent low-priced range. ABB’s offer
combines ABB own services, such as savings and money transfers,
with credit products and insurance provided through partnerships
with specialist institutions. Its products are tailored to underbanked
segments of the population.

The postal bank has a dedicated website® for young people from
18 to 25 years old, in which it offers Hssab JEUNES (bank account
for young people) at only DH4.90 monthly. ABB also provides Carte
MINHATY, the prepaid card launched by ABB for all students receiving
a government scholarship.

ABB has a special program for pensioners with the objective of
banking 350,000 individuals by enabling retirement and other social
security benefits payments.

ABB continued to focus on the post’s well-rooted remittance market
by creating its own payment infrastructure, and today it has almost 80%
of the domestic transfer market. International remittances account for
5% of Moroccan gross domestic product. ABB concluded distribution
agreements with remittance providers, mainly Western Union. From
2015, Barid Al Maghrib has been marketing and delivering insurance
through an exclusive partnership with the leading company, Wafa
Assurance. The postal bank is fully responsible for the commercial
aspects, and the insurance company supports the bank by providing
training to the ABB staff. Demand for assurance products has increased
over time, especially after the establishment in 2010 of the postal bank.
Figure 5.2 shows the trends in development.

The same partnership model has been adopted for credit products.
ABB partnered with the leading Sofac for the delivery of consumer
credit and with Wafa Immobilier for mortgages.

BAM’s policy to develop financial inclusion has been particularly
successful and Morocco has become the leader in the Arab countries.

° www.albaridbankjeunes.ma
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Figure 5.2 Number of Policies (thousands) in Force Through
the Partnership between Barid Al-Maghrib-ABB
and Wafa Assurance
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Source: Al Barid Bank.

The percentage of the population banked jumped from 34% before
the advent of ABB in 2010 to 71% in 2017. ABB itself increased its
customer number from 5 million in 2011 to almost 6.5 million by the
end of 2017, which represents 26% of the banked population. Political
will and intergovernmental coordination as well as gradual and timely
capacity building, the whole underpinned by pragmatism, are the
hallmarks of the Moroccan experience. Regulatory expertise has been
developed progressively with constant regard for development of trust
and consumer protection while preserving macroeconomic funda-
mentals. No unnecessary energy has been wasted setting up a dedicated
regulatory institution at too early a stage. The delay in postal liberali-
zation has been put to good effect through strengthening the incumbent,
which had simultaneously to meet strenuous objectives without state
aid. Stock has been taken in the reorganization of ABB that the delivery
of retail financial services was core to the sustainability of the post and
its network. Last but not least, CDG and ABB joined forces rather than
opposing each other.

5.3.3 Tunisia

5.3.3.1 Legal and Regulatory Framework

The governance of the postal sector has remained unchanged since the
transformation of the Office National des Postes, the former admin-
istration, known as “Tunisian Post”, into a public enterprise and the
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simultaneous publication of the postal law (Code des Postes) in 1998,
untouched since then and now outdated. As a matter of fact, the decrees
relative to the specifications of the postal operator and pricing method-
ologies never came out. In principle, letters under 1 kg and parcels
under 2 kg fall under monopoly. Operators de facto compete with the
Tunisian Post as forward agents not submitted to any authorization
by the Transport Ministry. Control by the supervisory ministry, the
Ministry of Technology and Communication, is not exercised. To add to
the problem, there is simultaneous involvement of several authorities.
Litigation processes are never ending. Pricing is fixed on a social basis
and the Tunisian Post receives a substantial annual state subsidy from
the Communications Development Fund.

The Tunisian Post, as already mentioned, leads among the Arab and
African countries in international postal connections.

Through its financial service unit, it has offered check and savings
accounts since its creation in 1918. It is licensed for treasury and
currency exchange. In the last decade, it has been an early innovator in
digitization of payments.

The reform process, which was well underway, stalled after the
Arab Spring. Work has started again to develop a modern legal and
regulatory framework with the participation of the postal incumbent
and other postal operators, partly through a twinning arrangement
with the French post. This involves gradual opening to competition,
definition of the scope of universal service and other public services,
costing and pricing methodologies, new postal laws, license or author-
ization system, setting up of an independent regulator and a litigation
structure, and, last but not least, a reduction of bureaucracy to what is
strictly necessary.

5.3.3.2 Strategy to Foster Financial Inclusion
The Tunisian Post together with, but to a much lesser degree, microf-
inance institutions, has played a major role in financial inclusion. The
network is particularly dense and reaches out deeply into rural areas
where banks are not present. The transformation of the operator
started in 1999, with service portfolio diversification as a core objective.
The strategic repositioning was focused on the payment needs of
certain low-income segments—rural, young, pensioners, students, and
non-resident Tunisians. It focused on innovative payment services, such
as digitization of money transfers and mobile banking.

Over one third of citizens save with the post through time-deposit,
a market which has now matured, and 18% have a check account. It is
not authorized to offer credit. As a result of delays in re-structuring
and changes in governance, Tunisia, unlike Morocco, did not obtain EU
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“advanced status” within the neighborhood policy. However, as already
pointed out, despite the lack of IT and human capacity investment in the
last few years, the post, which continues to be subsidized, has proved
remarkably resilient.

In Spring 2017, the central bank turned down Tunisia Post’s request
for a banking license. The reason given was that the post does not meet
limited company status. Revenues are still coming in from the two main
products, check and savings accounts, of which a significant proportion
remains inactive.

At country level, microcredit and financial stability are now seen
as fundamental tools to foster economic growth, self-employment and
employment. Because of the progress achieved, access to accounts and
payments is less of a priority. Other top priorities are youth employment
and formalization of enterprises, for which access to financial services
is also indispensable. The 2016-2020 Tunisian financial inclusion
strategy’ on top of banking system modernization includes: (i) financial
resilience and facilitation of business, (ii) legal infrastructure and fiscal
incentives, and (iii) specific measures to financially include or better
serve vulnerable people and small enterprises.

Besides the setting up of a new authority for microfinance regulation
and supervision, together with a Central Microcredit Bureau, the
following steps are worth mentioning:

e reinforcement and empowerment of the role of the central bank
in refinancing banking institutions and in prudential super-
vision over banks;®

e set-up of an observatory of financial inclusion;’

e new rules and regulations concerning banks and financial
institutions.'

The Tunisian Post’s plan of action is “to promote the postal sector
according to an ambition vision that makes the Tunisian Post an efficient
actor in economic and social inclusion, and a locomotive of public electronic
services, e-commerce, digital services and logistic service”. The financial
service strategy includes: (i) modernizing the financial postal activity
through structural reforms and strengthening its role in financial
inclusion, and (ii) promoting and diversifying financial services for the
un(der)banked.

7 No. 108, no. 116
8 See Banking Law no. 35-2016.
o See art. 93, Banking law no. 35-2016.

10 See law no. 48-2016 concerning banks and financial institutions.
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5.3.3.3 The Financial Services Offer

Despite all its difficulties, including heavy bureaucracy, funding uncer-
tainties, and lack of a clear legal and regulatory framework, the post
continues to lead in innovative payments. It is now developing mobile
payments through an agreement with the three mobile operators and has
developed its ATM network for integrated channel payment delivery.
It serves the migrant Tunisian market through its currency exchange
service, including transfers and nascent e-commerce. It positions itself
strongly in effective public service delivery, starting with e-pensions.

However, its forays outside the payment and account market—
long-standing exclusive agreements for investment life assurance
(complementary to pension and saving planning for children’s academic
studies) and recent alliances with small MFIs—have not been conclusive
and remain marginal. Nevertheless, it is particularly well positioned to
develop its electronic commerce and e-government offer. It remains
to be seen whether it will focus on these two activities, as indicated in
its strategic plan, or develop a full financial services offer with gradual
entry into the credit market through distribution agreements.

Work is underway to develop a modern legal and regulatory
framework with the participation of the postal incumbent and other
actors, partly through a twinning arrangement with the French post.
This involves gradual formal opening to competition, definition of
the scope of universal service and other publicservices, costing and pricing
methodologies, new postal law, specification or authorization systems,
setting up of an independent regulator and a litigation structure, and, last
but not least, simplification of its arcane administrative procedures.

The resilience of the Tunisian Post, which is the most internationally
connected post in the Arab countries, shows its strength as an insti-
tution. As a technology innovator in payments, it has major potential in
electronic commerce. However, the lack of a clear regulatory and legis-
lative framework is a major threat that has to be dealt with rapidly and
effectively. It has already cost Tunisian post, at least for the time being,
the right to be a banking establishment.

5.3.4 Algeria

5.3.4.1 Supervision and Regulation

In accordance with its non-aligned tradition, Algeria has adopted a unique
legislative and regulatory approach. In January 2000, a deep review of the
postal and telecommunication sector was initiated". The main goals of

4 Until then the sector was directly managed by the government according to order no.

75-89, 30 December 1975.
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the reform were: (i) to promote a stronger development of both postal and
telecommunication sectors as strategic economic sectors able to generate
financial revenues; (ii) to open the market to competition and to attract
private investments; and (iii) to improve the quality of services. It resulted
in the creation of the Post and Telecommunications Regulatory Authority
(ARPT) according to law no. 2000-03 of 5 August 2000 in which the
universal scope was defined. Algeria Post, formerly a Department of the
Ministry of Post and Telecommunications, was split from the telecommu-
nications arm and set up as a state-owned enterprise the following year of
application of the executive decree of 14 January 2002.

The present supervisory Ministry, the Ministry of Posts, Information
Technologies and Communication, is responsible for drawing up the
regulations, fixing tariffs of the post’s reserved and universal services,
and defining the features of the universal service.

The aims of the ARPT, which is financed mainly through operators’
contributions, are as follows.

e To ensure fair competition.

e To issue the necessary registrations and authorizations to
providers, and ensure the rights and obligations conferred
upon them. Domestic express operators have simply to register
whereas international express operators are subject to authori-
zations and receive specifications.

e To ensure that the designated operator meets its obliga-
tions as the universal service provider by means of quality of
service testing, monitoring of separate accounts and pricing,
and consequently the net cost of the universal service and the
related entitlement to State compensation. ARPT exercises its
enforcement powers. It has developed a thorough knowledge of
the postal supply market.

Algeria Post’s main functions are to guarantee the implementation of the
national postal and postal financial services policy, to operate the postal
service and to manage the savings service (deposit and savings). It is a
government tool for financial inclusion.

The reserved area applies limited to letters under 50 g, which repre-
sents 95% of the total letter volume. Algerian Post’s postal business is
heavily concentrated on the universal and reserved service with diver-
sification only in the competitive express market. Letter volumes have
been nearly halved in the last ten years. Besides letters and parcels,
the universal postal service includes pension and benefits payments.
Guaranteeing the safety of deposits is equally a public service mission.
As already indicated, financial services are vital to Algerian Post since
they generate over two thirds of its revenue, and this contribution is
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growing constantly. Algerian Post has been for long an active part of the
national payment and clearing system. The right to an account and the
various bank scandals have reinforced the citizens’ trust in posts.

However, on several occasions, despite the Government announcing
its intention to transform postal financial services into a bank, the status
quo has prevailed.

5.3.4.2 Other Institutions with a Financial Inclusion Mission
The state’s choice has been to entrust financial inclusion missions to
specific institutions.

The Caisse Nationale d’Epargne et de Prévoyance (CNEP), also
entrusted with financial inclusion objectives, has evolved differently.
Since 1964, savings collected by post branches have been transferred
to it. Gradually, besides collecting savings through posts, it opened its
own branches. In 1971, it received the mission of providing mortgages
targeted at savings book holders. Since then the activity of deposit
collection has grown quickly. The government entrusted it with new
tasks, while post branches continued to collect deposit both through
current accounts and time deposits. In 1997, CNEP obtained banking
status and can now provide all kind of banking activity. Its main activity
is presently to promote and fund access to home property by depositors.
It has now 7 million savings accounts and is one of the largest financial
services institutions in charge of providing credit for the housing and
infrastructure market.

In order to compensate Algerian shortcomings in microcredit, in
2004 the State created the National Agency Management of Microcredit—
ANGEM—as a public structure for promoting the economic inclusion of
people without access to banking services.”? It is part of the Ministry of
National Solidarity, Family and Women Conditions.

5.3.4.3 Postal Financial Services Offer

The postal financial services offer is not comprehensive. It consists of
payment services (check accounts, money orders and “giro” payments)
including, recently, electronic debit and credit cards providing higher
security standards, as well as recharge of mobile cards and utilities
settlement. As for deposits there are both postal current accounts (the
traditional ones and the on-line ones via the network “Baridi”) and the
CNEP products: savings book for home financing and popular savings

2 See Presidential Decree 22 January 2004, no. 0413 and various subsequent executive
decrees. The main needs were: (i) granting loans in a decentralized way; (i) simpli-
fication of eligibility conditions; (iii) the adaptation of procedures and implementing
rules to the objective conditions of the poor; (iv) the fluidity of approval and actual
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books. The number of deposit accounts grew from 6.5 million in 2003 to
19 million in 2016. Investment, insurance and loans are not distributed
by the Algerian Post. A law due to be signed by the end of 2017 gives
new impetus to electronic commerce while ensuring the necessary
protection to consumers. La Poste is putting 5 million electronic cards
on the market for this purpose.

In a country that has been plagued with banking scandals, the post
to which financial services obligations are entrusted has proved to be
a safe haven for deposits and a major conduit for access to accounts. It
has positioned itself immediately behind Japan in this field. The legal
and regulatory framework was redesigned in the early 2000s with the
setting up of a postal and telecom regulator. The latter oversees the
completion of the post’s obligations, establishing the net cost of public
service for compensation by the state. Things have little evolved since
with hardly any diversification outside reserved and universal service
business in contrast with the public mortgage institution that became
a full-fledged bank. The next major move is for the post to become a
leading electronic commerce supplier.

5.3.5 Viet Nam

Viet Nam has been the second fastest growing economy since 1990 and
is expected to continue growing at 7% a year for the next decade. Its
success as a transition economy is outstanding. No doubt this is due to
its openness—it has been a member of the WTO since 2007—its flexi-
bility and its clear-minded direction with a strong focus on education.
Weaknesses include its bloated state-owned enterprise sector and
incomplete domestic supply chain (Economist 2016).

5.3.5.1 Supervision and Regulation
Asregards postal affairs, the Ministry of Information and Communication
(MIC) is the policy-making and regulatory body. It regulates charges
and tariffs of universal postal services and reserved services. It sets
standards and supervises the quality of services. It grants, extends and
revokes licences for postal operations. It regulates and manages safety,
security and competition and resolves disputes in the postal field.
Vietnam Post (VNPost) is a State-owned enterprise in charge
of providing the universal postal service and other public services

granting credit mechanisms, in order to encourage involvement and participation of
the poor; (v) the sustainability of the system through the establishment of appropriate
operating rules; and (vi) the possibility of meeting high demand, especially from
housewives, productive families, craftsmen and small farmers and breeders.
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entrusted by the state. It also distributes retail financial services.
It was set up in 2007 under the Vietnam Post and Telecommunication
holding. It has been a full enterprise in its own right since 2013
under the control of the supervisory ministry. Postal operators in the
competitive field are authorized and those in the universal service field
licensed. The universal service includes letters under 2 kg and press
distribution. The reserved service comprises domestic letters under
VNDS8,000. This service can be licensed. Tariffs for the universal and
postal services are fixed by the MIC in consultation with the Ministry
of Finance. From 2014 onward it has been expected to be self-financing.
In 2012, it held about 38% of the letter/parcel/logistics market followed
by DHL and TNT. Vietnam Postal Savings Company (VSPC) was
created as a subsidiary of VNPost to provide postal savings. VNPost did
not have a banking license. Officially it was under the supervision of
the Ministry of Posts, which consulted with the central bank and the
ministry of finance. De facto, the ownership and regulatory functions were
held initially by VNPost. It developed rapidly by offering savings products
and transferring the funds to enable state infrastructure investments.
Postal payment services were subsequently transferred to the VSPC to
consolidate all financial services under one roof (World Bank 2005).

In 2011, an exclusive 50-year distribution agreement was signed with
LienViet Bank, an IT innovative medium-size joint stock bank founded
in 2008, and regulated as such, by the financial services authorities. Its
three institutional founders were Him Lam Corp (real estate developer),
Saigon Trading Group (Satra) and Southern Airport Services Company.
VNPost transferred its portfolio to its partner and thus acquired a 12%
stake. The name of the bank was changed to Lien Viet Postbank (LVPB).
LVPB’s mission is “to offer customers and society a wide range of products
and services with excellent quality, to create maximum benefit for the bank
and the society”. Its vision is “to become a leading retail bank in Vietnam.
A bank for everyone”. Its strategy is “to be a retail and universal bank”.
The purpose of the agreement is for LVPB to take advantage of the postal
network and for VNPost to access banking and IT skills while improving
its profitability (chronic losses before 2014). The integration of the ATM
systems created the largest network in Viet Nam."

5.3.5.2 Financial Inclusion Strategy

Viet Nam has achieved remarkable progress since the start of its
transition from a centrally planned economy. The Vietnamese financial
system concentrated on banks is large for a low-middle-income
country in terms of assets and loans to SMEs, but non-banking financial

B http://www.lienvietpostbank.comvn/en/about/introduction/content/about-us-111111
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institutions are small or marginal in comparison. State presence in the
sector is significant and involves both direct and indirect ownership
links. There is also a high degree of cross-ownership between banks
and between banks and enterprises, which gives rise to conflicts of
interest and presents systemic risks. The reform program 2011-2015
included three components: banking restructuring, state-owned enter-
prise restructuring and public investment reform. In the following
phase, the ownership and supervisory functions are being separated,
independent and professional boards set up and risk management
reinforced.

Viet Nam’s approach to financial inclusion has relied on the inter-
ventions of policy banks and a few state-owned commercial banks,
the Vietnam Bank for Social Policies (VBSP), and to a lesser extent
the Vietnam Development Bank (VDB), but also the Vietnam Bank for
Agriculture and Rural Development (VBARD) in the microcredit field.
Price controls have been a prevailing feature and budgetary support
to the VBSP (and the VDB) has enabled them to offer under-market
interest rate products to its low-income clients in line with its mandate.
In rural areas, VBARD dominates the provision of credit (World Bank
2014). To these must be added the 1,130 member-based People Credit
Funds (PCFs), 2 licensed MFIs and 50 semi-formal MFIs. As a result,
Viet Nam has indeed one of the most extensive microcredit systems
in the world. However, subsidized credit delivery instead of providing
other services results in a growing burden and an uneven playing field
(ADB 2014).

A microfinance strategy was formulated with the Asian Development
Bank assistance to build a safe and sustainable microfinance system to
serve the poor, low-income households, and small and medium-sized
enterprises. It aims at (i) establishing the necessary legal, regulatory,
policy and supervisory frameworks, (ii) strengthening regulatory and
supervisory capacity, (iii) improving the operational capacity of MFTs,
including the VBSP, and (iv) establishing a financial infrastructure. In
the second stage of the microfinance strategy (2016-2020), attention
will be given to the legal framework to allow a diversification of MFIs
and an expansion of services and products, including micro-insurance.
In view of the growing demand for insurance services suitable and
accessible to the low-income sector, the insurance supervisory authority
formulated a framework to set up the necessary regulatory framework
in 2015.

As the region integrates further through the establishment of the
ASEAN Community, it is transitioning fast towards a digital economy.
During the 2000-2005 ICT master plan, advances in connectivity,
particularly mobile, enhanced and extended communication and trade
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networks, powering regional economic growth. In a move parallel to
the EU single digital market, the next development of the ICT master
plan, particularly relevant to the postal sector and financial inclusion,
is to focus on embedding ICT and fostering, through empowered
and connected citizens and stakeholders, economy-wide growth and
innovation. The emphasis is on information security to counteract cyber
threats and build a trusted digital ecosystem.

5.3.5.3 Lien Viet Postbank and Vietnam Bank for Social Policies

Lien Viet Postbank
When the decision was made for the post to form an alliance with a
private bank, no specific financial inclusion mission was entrusted with
LVPB. This mission is specifically attributed to the policy bank, VSPC.

LVPB went from strength to strength since forming its alliance with
VNPost and remains the leading private joint stock commercial bank in
Viet Nam in terms of reach. This could not have been achieved without
the bank’s huge investment in expanding the network, including postal
transaction offices (latest report 2015). As a result, profits had been
declining, but there was a major U-turn in 2016. In addition to the VNPB’s
own network (61 branches and 70 transaction offices), 1,081 posts have
been connected with a right to access another 10,000 commune level
posts and enlarging transactions to full banking facilities. By 2020, it
aims to have a retail presence in all 63 provinces and 713 districts. The
number of retail customers trebled in 2015, contributing a considerable
proportion of the total profit of business units.

LVPB, with its postal savings subsidiary, is a middle-size bank.
In 2016, it ranked 10th among private commercial banks, with total
assets reaching $6.45 billion. In 2015, savings from individual and
corporate savings accounted for 82% of capital mobilization, indicating
capital sustainability, liquidity improvement and financial autonomy
reinforcement. Figure 5.3 shows the increase on LVPB’s deposits and
loans from 2008 to 2015.

LVPB provides a wide range of financial services beyond payments
and savings: investments, and short and medium-term loans, as well
as insurance products* split into three areas: postal transaction office

4 The Governor of the State Bank of Vietnam promulgated Circular No. 43/2015/
TT-NHNN dated 31 December 2015 regarding regulation on the organization and
operation of postal transaction offices under Lien Viet Post Joint Stock Commercial
Bank. Postal transaction offices are therefore allowed to offer almost all banking
services and products such as savings products; domestic collection and payment
services; cash remittance; payment in foreign currency; and insurance products.
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Figure 5.3 Lien Viet Postbank Deposits and Loans
(in VND billion)
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banking,® personal banking, and corporate banking with a very complete
range of services. It has been a leader in its field, especially in e-banking,
but also in credit cards (with Mastercard) and the innovative mobile wallet,
Vi-Viet, enabling e-commerce transactions and financial planning for
women. Itis now entering the consumer loan market through targeting civil
servants, a high credit scoring segment. In addition, it implements various
programs funded by the World Bank and other agencies, where it proves to
be more competitive, such as the Japan International Cooperation Agency
Agricultural Financing Program III (whose target is both individual
households or businesses in agricultural and rural areas committed to
environment protection), Small and Medium Enterprises Finance Program
low interest loans and agricultural loans (with the aim to provide low cost
medium and long-term loans for small and medium enterprises).

On 31 December 2015, the Governor of the Central Bank promulgated
a regulation on the organization and operation of postal transactions
offices under the LVPB. Accordingly, postal transaction offices are
allowed to offer most financial services: savings products, domestic bill
collection and payment services, payment in foreign currencies, cash
remittances, insurance agency, among others.

Offerings at Postal Transaction Office Banking include: personal postal savings
account; term postal savings; accumulating postal savings; remittance via postal
transaction offices and banking transaction offices; collection and payment services
via post offices; pension loans; and consumer loans.
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Vietnam Bank for Social Policies

The VBSP was established in 2002 with the mission of providing
credit for the poor and other policy beneficiaries. It resulted from the
re-organization of the Bank for the Poor, itself derived from the former
“Fund for the Poor”.” VSPC is a non-profit state-owned institution
with a compulsory reserve ratio of 0% and solvency guaranteed by the
government. It is in charge of providing policy credit to the poor and
other policy beneficiaries and also collecting savings. The provision
rate is equal to 0.02% of annual outstanding loans with recourse to
government if insufficient.

Two main lending methods are used, either direct disbursement and
collection of principal to/from the borrowers, or coordination with mass
organizations (Women Union, Farmer Association, Veteran Association,
and Youth Union). The latter act as channels for the delivery of loans.
They create savings and credit groups, provide certification for poor
households and support borrowers in the loan refund process. Borrowing
interest rates vary from 0% to 9.6%, depending on specific beneficiaries
of lending programs. The deposit interest rates vary according to terms
from 6.04% to 6.5%.

The supervisory board comprises the Deputy Governor of the
Central Bank, ministers, promoting banks, representatives of promoting
banks and the four mass organizations. It is assisted by a multi-
disciplinary consultant team involving the main stakeholders.
The organization management is predicated on the involvement of all
the governance layers at national, district and local levels.

Active international cooperation and communication has helped
attract external support, not only for credit funding for more target
groups, but also for added services and technical assistance.

Human capacity building is crucial to VBSP’s success. Training for
loan and saving mobilization is organized at different levels and aimed
both at leaders and members of savings and credit groups.

The development strategy of the VBSP (2011-2020) is based on
increasing outstanding loans by 10% a year and keeping non-performing
loans under 3% of the total loan portfolio. Since two thirds of the rural
population is still disconnected from formal banking services, which is
partly due to the cost of operating bank branches in remote areas where

16 See Premier’s Decision No. 131/2002QD-TTg dated 4 October 2002 and the
Government’s Decree No. 78/ND-CP dated 4 October 2002.

7 The network consists of 63 provincial and municipal branches; 629 district trans-
action offices; 10,932 mobile transaction points with local authorities/wards; and
90,000 savings and credit groups.
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Figure 5.4 Outstanding Loans by Beneficiary, Vietnam Bank
for Social Policies
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small frequent transactions are the norm, the Vi-Viet e-wallet was
launched in June 2017 for deployment over three years.

About 6.9 million active borrowers were served at the end of 2016,
nearly 80% of whom live in rural, remote, and mountainous areas
(Figure 5.4). In December 2016, liabilities reached $7.1 billion including
mobilization and borrowings at market rate (49.4%), borrowings from
commercial banks mandated by the government (27.1%), and central
bank funding (17.1%). Client deposits represented 7% of funding.
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The loan/liability ratio was 92% in 2015, which is a feature characteristic
of microfinance. Subsidies from state budget to cover for the losses due
to capped interest and operational costs amounted to 6.6% of income.

New products, recently launched, include consumer loans for
government officers, public servants and armed forces, and pension
loans delivered at post transaction offices. The former provide for a
cautious entry into the riskier consumer credit market. Loan application
documents can be submitted at postal transaction offices, no collateral is
required and, as a result, the loan application processing time is reduced.
The latter is the successful and innovative loan product for pensioners
in the Vietnamese market delivered through post office transaction
points. It has a term of up to 36 months, and the credit risk is covered by
areputable insurance company.'®

The Viet Nam approach has been balanced and gradual. Financial
and digital inclusion have become priorities relatively recently. The
dedicated public banks with a financial inclusion remit were maintained
with progressive reduction in subsidies and introduction of market
rates. On the other hand, the radical step was taken to transfer the
postal financial services activities to an IT innovative private bank that,
through the profits it generated, could afford to automate the postal
network, thus pushing the boundaries of the banked population. The
regulation that allowed the postal network to sell the whole range of
products was particularly timely. After the crisis, great care was given
to the objectives of core safety and soundness for financial supervision.
Competition prevails in the market.

5.3.4.4 Morocco and Viet Nam Postal Banks Comparative
Economic Performance
In Morocco, ABB’s ratios are clearly distinct from other commercial
banks. As can be expected from a bank targeted at low-income customers
with a public service mission, the cost/income ratio is far higher; the
interest margin and return on equity are significantly lower. The area of
specialization of the postal bank is shown by two simple indicators: net
loans to customers compared to total assets and the incidence of net fees
and commissions over net interest income. The postal bank is also less
capitalized compared to other commercial banks with a higher leverage
use (Figure 5.5).

In Viet Nam the situation of the “postal bank” LVPB is quite different.
As far as the structure of profit and loss account is concerned, the

8 As of 31 December 2015, after eight months of implementation, the disbursement
volume of pension loans reached VND2,200 billion and the number of new customers
rapidly increased to nearly 47,000 people.
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performance is similar to those of other commercial banks, both in term
of cost/income ratio and of net interest margin. Also, the asset structure
is similar to other commercial banks, while net fees and commissions
are negative, because commissions paid to other services providers
are higher than those applied to customers in some segments. Finally,
financial performance, in terms of both return on asset and return on
equity, is not far from the average of comparable banks, slightly on the
lower levels (Figure 5.6).

These results are not surprising in view of the obligation of ABB to
serve, as a priority, the poorer section of the population and the freedom
from such obligations for LVPB.

5.4 Conclusion

The four analyses, with their limitations, especially in relation to the
opacity of data and the desk research nature of the project, relate to four
developing countries endowed originally with a relatively dense postal
network, quasi-universal delivery service and benefitting from the trust
of the citizens, especially those on low-income.

In each country the postal network has been seen as an asset for
financial inclusion and not a liability. Governments have been committed
to financial inclusion although it has translated into very different
policies and the use of different tools. Each post is fully state owned with
Viet Nam the exception, being a post bank that is private.

The policies adopted clearly show that politics trumps economics.
Reforms, to be successful, have to fit into the distinctive political
economies and priorities and, throughout the evolution process,
involve the whole political spectrum of measures: state interventionist,
pro-market or pro-private (Figure 5.7).

In Viet Nam, the focus of financial inclusion policy has been on
microcredit, with reliance on the intervention of policy banks, mainly,
but not only, VBSP. On the other hand, in Maghreb countries, posts have
had a long experience in delivering payments and managing accounts
(savings and deposits). The financial inclusion policy has been based de
facto onto access to accounts and payments through post institutions
that were debarred from offering credit. Only recently has microfinance
become a top priority. Morocco has a clear institutional microfinance
framework. MFTIs, although they can act as insurance agents, cannot
offer deposits. The emphasis of the new Tunisian 2016-2020 financial
inclusion strategy is on developing microfinance. As for Algeria, it chose
to create, in 2004, a national agency as a public structure to promote the
economic inclusion of unbanked citizens.
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Figure 5.7 Range of Public Interventions to Enable Inclusive Financial
Market Development Through Posts
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In organizational terms, postal financial services fall under a
division within the post in Algeria and Tunisia that are state-owned
enterprises and do not fall officially under the central bank supervision.
This is probably one of the reasons for the Tunisian central bank turning
down the request of Tunisia Post to set up a Postbank. Algeria has kept to
the status quo, after several forays to obtain a banking license. Gradually,
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the Moroccan postal financial services evolved towards a postal bank
under banking supervision. It is owned by the post group, which is itself
state owned with joint stock status. ABB is now developing its credit
scoring and management skills through alliances in order to obtain a
credit license. The Moroccan banking market is competitive and much
less dominated by state-owned banks than in the other three countries.

Vietnam Post, a state-owned enterprise, chose, in a radical way, to
transfer out its savings and payment portfolio to a private bank with
which it formed a long-term alliance and took a minority share. It also
liberalized its postal market. The Algerian Post decided in the first
decade of this century to liberalize its postal market. It reserved letters
under 50g, and set up a postal regulator (ARPT).

Money transfers, account management and benefits/pension
payments are included in the Algerian postal universal service scope.
ABB, through the Moroccan post, was also entrusted with the delivery
of financial services at equal prices throughout the territory to the
underbanked. Algerian Post receives compensation for the net cost of
the universal service whereas the Moroccan Post/ABB do not receive
any government subsidy, although a major government investment
was made on creation of the bank. The Tunisian postal legislative and
regulatory framework is out of kilter with market developments, which
has not prevented the heavily subsidized Tunisian post from becoming
one of the most innovative and best-connected posts in the developing
world. After a five-year stalemate, this is now proving a major hurdle.
The supervisory ministry does not exercise its theoretical powers,
unlike Morocco where supervisory functions are shared with the
powerful political Board of Directors. Both Tunisia and Morocco are
now studying how to move towards the acquis communautaire within
the EU neighborhood status in order to integrate the single European
market. In the first stage this implies defining the universal postal
service, setting up a regulator and abiding by EU banking legislation, to
which Morocco is very close. Both the Vietnamese supervisory ministry
and the Algerian regulator are active in licensing and authorizing postal
operators.

The share of postal financial services in the income of Maghrebi
posts, which have been contributing so much to financial inclusion,
now reaches two thirds of their turnover. With the fall in the number of
letters distributed in the (former) monopoly, this shows how the postal
infrastructure is particularly suited not only to the delivery of financial
services, but also electronic commerce and e-government. Morocco took
this into account when the financial services partner, CDG, acquired the
postal network. In Algeria and Tunisia, the bulk of the financial services
offer is concentrated on accounts and payments. ABB has diversified
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significantly through successful alliances with specialist financial
services providers. LVPB has developed a nearly complete financial
services offer, which, up to now, has not made a major contribution to
financial inclusion, although through automation its offer has recently
been expanded.

Postal financial services institutions have led in developing
technology-enabled services especially suited to low income non-banked
citizens through integrated multiple channel delivery. First Tunisia,
then Morocco and Viet Nam have been developing their mobile banking
offer. A problem is that the delivery of payment services is not particu-
larly profitable. For these posts, internet connectivity has not been a
threat but an opportunity for connecting people and businesses through
multiple channel integrated delivery.

In Viet Nam, it is mainly the social policy bank, VBSP, not the post
or LVSP, that has been entrusted with including financially the poorest
and most excluded through capped interest rate targeting programs.
The population served has decreased from 9 to 7 million in the last ten
years, possibly as a reflection of the actual overall poverty reduction.
What is interesting is that the proportion of programs funded at market
rate now reaches nearly 50%, in line with the policy of making VBSP
completely self-funded by 2020. In the meantime, LVPB made major
investments in the automation of the postal network and is now able to
leverage the network competitively to reach out to less-well-off citizens
and small enterprises. In future it might play a major role in pushing the
financially underserved frontier with a comprehensive range of services.
It will also be interesting to see the extent of co-opetition. Both VBSP
and LVPB co-operate on the same programs, such as the new mobile
banking initiative. This is Vietnamese pragmatism at work and perhaps
accounts for Viet Nam’s success; appropriate use of both state interven-
tionist (capped interest) and pro-private tools (private status of LVPN)
and well-timed sequencing of measures such as the regulatory rules for
delivery through posts.

This raises the issue of the sequencing and synchronization of legis-
lative and regulatory development. In more than one way, Morocco
provides an excellent example. It gradually modernized its post,
synchronizing changes in legislation, governance, strategy and opera-
tions. At each stage, the coordination between the various stakeholders
was assured not least through the involvement of the relevant ministries
and their full adhesion to the poverty reduction, financial and digital
inclusion goals. Great care was given both to human capacity building
and redesigning supply chains to maximize efficiency and reduce costs.
Not being entitled to subsidies, it introduced, at an early stage, a cost plus
pricing structure and ring-fenced financial services assets and liabilities.
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The post and the CDG joined forces and ABB itself placed the deposits
collected, obtaining better returns than when the funds were transferred
to the treasury. The reporting system became more complex, first only
to one ministry and the board, then increasing to the central bank and
the communication regulator, but avoiding the complication and costs
involved with an independent regulatory function at this stage. It took
extensive advice from partners all over the world.

The lack of cooperation between the Maghrebi posts and postal
financial services sectors is a great miss. This is in sharp contrast with the
ASEAN Community. In its second stage (2015-2020), the key objectives
of the ASEAN ICT Masterplan focused on enabling the transformation
to the digital economy and developing the human capacity necessary for
this transition, facilitating the emergence of a single integrated market
that is attractive to investment, talent and participation, and building
a digital environment that is safe and trusted. The vision is to propel
ASEAN towards a digitally enabled economy and to enable an innovative
and integrated ASEAN Community. The issue of the digital divide is
addressed. UNCDF and AFI (Alliance for Financial Inclusion) have
just entered into a partnership to advance financial inclusion in ASEAN
through peer learning and better data.
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Brazil: Postal Services for
Financial Inclusion, Trade, and
SME Development

José Ansén, Laia Bosch Gual, and Justin Caron

6.1 Introduction

This chapter examines the role of Brazil’s postal network on the
implementation of inclusion policies aimed at increasing access to
trade-related services for relatively poor municipalities in the rural
and peri-urban areas of Brazil. After mapping the level of exclusion
from essential services necessary to participate in the trading system—
such as financial and logistics services—two major inclusion policies,
delivered by the postal sector, in finance and trade are described and
evaluated. This exercise reveals how the postal sector can respond to the
integration needs of the population and firms located in the periphery.
The economic impacts of these policies are estimated through a variety
of econometric models and prompts: (i) the local development effects of
access to finance; (ii) the opportunities of entering export markets for
micro-, small- and medium-size enterprises (MSMEs) through access
to a simplified postal export system—more particularly, in communities
with lower levels of income per capita, lower numbers of firms and lower
access to services. The chapter concludes by highlighting the close link
between access to finance and participation in export markets.

Posts have facilitated trade and international exchanges for many
centuries, supplying essential communication and logistic services to
businesses and states of all types.! With the surge of new information
and communication technologies, the role and relevance of the postal
services in the twenty-first century is uncertain. Could access to physical

1 The terms post, postal services, post offices, the postal network and the postal sector
are equivalent in this chapter, except when indicated otherwise.
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retail networks ease the provision of basic services for the poor and help
them integrate into the international trading system? Moreover, what
is the economic impact of supplying a wider range of postal services to
rural and peri-urban populations in emerging and developing countries?
Can the observations drawn from Latin America, particularly from the
Brazil study, be applied to other developing or emerging countries?

Whatever form future mail communications take, posts are charac-
terized by two main potential assets for their development. The first is
by ubiquitous physical networks in all industrialized countries and in
many developing and emerging nations—connecting over 660,000 post
offices world-wide. The second is that they have people’s trust in the
performance of their services, albeit this second characteristic may hold
less true in many Latin America countries that did not pursue clear
sectoral policies in the late twentieth century and de facto left postal
exchanges to fully deregulated markets. As a consequence, a process of
destructive competition—a somewhat counterintuitive phenomenon for
economists—is observed in the region.

Compared to peers in other regions this destructive competition
resulted in a smaller number of postal exchanges as well as a lower
quality of service negatively affecting the public trust.

Brazil’s postal services on the other hand faced different devel-
opments. Although not the only exception in Latin America with a
harmonious development of postal services, Brazil is increasingly cited
as a best practice case and referred to in reforms of postal services in
other developing and emerging countries. Thus, this chapter measures
the Brazilian postal sector’s contribution to better access of essential
services for the development of trade, namely access to finance and
logistics. It also estimates the sectors’ economic impact in terms of local
economic development.

In Brazil, postal and delivery services enterprises are key trade facil-
itators. The country provides non-discriminatory access to simplified
customs and trade procedures to all postal and express carriers, having
heavily invested in, and enhanced, delivery and logistics networks
over the last 20 years. The Government of Brazil as well as the postal
incumbent were also instrumental in enhancing the postal sector through
regular investment and offering universal access to postal, express and
basic financial services through the national network of 6,000 post
offices (approximately one third of which are under franchising agree-
ments with private agents).

This chapter evaluates recent policies aimed at including more
exporters in the trading system, particularly MSMEs. It also assesses
the extent to which universal access, provided by the Brazilian postal
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incumbent, and has made a difference, particularly in terms of trade
inclusion, to provide a first export opportunity to many small firms
located in relatively poorer municipalities, where the density of firms
is lower and the access to a wide range of services limited. Moreover,
the chapter highlights the postal networks inclusion power in access
to basic finance—payments and financial transactions essential to
smooth handling of trade transactions and to deliver the second
largest anti-poverty program in Brazil, that is, the payment of pension
benefits.

By examining these initiatives it is possible to test whether there
is a need to balance greater economic and geographic concentration,
resulting from economic development and trade openness, with more
integration of the periphery and the less well-off parts of society.
Econometric results regarding the impacts of these initiatives are very
much consistent with what was expected in terms of poverty alleviation.
After showing that the rural and peri-urban poor suffered from a lack
of access to services prior to the introduction of the above-mentioned
policies, the great untapped demand for financial and logistics services
of these segments of the population was highlighted. The extended use
of these services reveals the needs of marginalized populations and
enterprises in terms of access to essential services for trade. Moreover,
the provision of services through the Brazilian postal sector triggered
important economic impacts on local development, particularly in
relatively deprived communities. These impacts ranged from facilitating
first time entry into export markets to creating new micro and small
enterprises that would have otherwise not existed or traded.

Section 6.2 maps financial and trade exclusion in rural and peri-urban
areas of Brazil. Section 6.3 describes two historical inclusion policies
that resulted in pro-active and extensive use of the postal network
toward achieving greater economic integration. Section 6.4 tests the
impact of the postal networks on the delivery of inclusion policies, in
terms of improved access to services, increased use of services and local
development effects. Section 6.5 concludes.

6.2 Mapping Financial and Trade Exclusion
in Brazil: a Quantitative and Geographical
Assessment

Relatively high levels of income inequality have historically charac-
terized Brazil. Inequality is often linked to a lack of access to basic
infrastructure and services, which finance and trade heavily depend on.
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This section provides some measurement of exclusion from access
to finance and trade infrastructure in Brazil prior to a number of pro-
inclusion reforms initiated over the last decade.

In the early years of the 2000s, many instances of exclusion from
basic finance and international trade infrastructure were evident. Much
of the population did not have open banking access, even in the light
of accelerating economic developments. Over 40% of municipalities
were without a bank branch, particularly in rural and peri-urban areas.
Relative to peer countries, Brazil had only a small number of enter-
prises—and barely any MSMEs—involved with export markets. High
levels of income inequality were persistent over time.

In terms of exclusion from financial infrastructure, the map of the
Brazilian municipalities (Figure 6.1) identifies locations without bank
branches in 2002. Regional disparities in terms of geographic access
to finance were wide ranging from 8,100 inhabitants per bank branch
in the south to 20,100 inhabitants per bank branch in the north (Tables
6.1 to 6.3). For instance, the cost for a pensioner to collect his pension
benefit from a city far from where he resided equated to roughly $30, or
approximately 40% of the benefit and two-day’s travel.

By relating financial infrastructure exclusion to population or wealth,
the picture became clear. Financial institutions—not surprisingly—were
disproportionally concentrated among high population and wealth areas
(Tables 6.1 to 6.3). In some cities, such as Autazes in the north, distances
to reach a bank could easily exceed 100 kilometers, translating into a
14-hour boat ride to cover part of the 140 kilometers before reaching the
first available bank. Financial access figures by region— credit per GDP,
deposit per GDP—reflect this situation (Table 6.3).

Figure 6.2 highlights municipalities not exclusively using conven-
tional export procedures, thus: excluded from international export
trade without a single firm participating in the export markets and
MSMEs in need of alternative simplified export procedures to start
exporting.

A depiction of the concentration of exporters in the south and
south-eastern regions is also presented.

Trade and financial exclusion are closely related. In 2002, there
were 2,302 municipalities without a single bank branch. Out of these,
2,101 municipalities were not exporting at all, that is only 9% had at
least one exporter. This situation differed considerably from munic-
ipalities with bank branches—45% of which had at least one firm
exporting.

Although other quantitative indicators were lacking, it is safe
to assume that exclusion from finance and trade infrastructure was
likely correlated with a greater share of the informal sector in the local
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Figure 6.1 Brazilian Municipalities With No Bank Branch in
2002 (Grey Areas)

Source: Authors’ calculation; data from the Brazilian Central Bank.

economy, a lower level of financial literacy and a lack of access to new
information and communication technologies (ICTs) in many small
cities and rural locations in the early part of the 2000s.

Access to finance and trade infrastructure services was thus system-
atically uneven between the economic centers and the periphery—the
most and the least populated cities, the richest and the poorest commu-
nities, and the rural and the peri-urban areas. Nevertheless, there was
a remarkable exception to this systematic concentration of services. It
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Table 6.1 Socio-Demographic Regional Differences (2005 Values)

GDP Per Industry Agri- Service
Region GDP Capita (in  Share cultural Share Number
million Population (in BRL) BRL) (€)) Share (%) (€)) of Firms
Central/ 13,014.333 190.000 14,599.29 14.35 36.31 4934 43,419
west
Northeast ~ 51,016.525 280.000  5,488.42 13.02 20.38 66.60 952,466
North 14,698.878 107.000 7,279.47 13.57 30.04 56.38 214,720
Southeast  78,444.032  1,210.000  15,425.01 20.21 20.77 59.02  3,041.597
South 26,973.51 356.000 1319813 19.18 28.27 5255  1,416.670
Total 184,147.279 2,143.000 11,637 — — — 6,059.651

BRL = Brazilian lira.

Source: Authors’ calculation; data from IBGE.

Table 6.2 Exporting Activity Regional Differences (2005 Values)

Exported EF EF

Value (in DSE Exported Number EF

$ Million Total Ex- Exported Value of Export-  Value Per
Region FOB) porters Value (in $) (in BRL) ers Exporter
Central/ 4922 828 1,666.735 796.579 76 10,481.31
west
Northeast 10,520 1,380 6,824.055 1,459.181 223 6,543.41
North 7192 840 8,956.397  13,200.000 25 528,000.00
Southeast 68,890 10,565 160,400.000  24,700.000 1,780 13,876.40
South 26,770 5,902 42,997.365 3,047.839 347 8,783.40
Total 118,294 19,515 220,844.552 43,203.599 2,451 17,626.93

BRL = Brazilian lira, DSE = Declaragdo Simplificada de Exportacdo, EF = Exporta Facil.
Source: Authors’ calculation; data from IBGE and Ministry of Economic Development.

Table 6.3 Financial Access Regional Differences (2006 Values)

Banco
Postal Banking corre- Credits per  Deposits per
Region agencies Bank agencies spondents GDP (%) GDP (%)

Central/west 537 1253 3366 129.30 20.23
Northeast 1687 2539 8914 41.25 15.32
North 481 693 1204 37.48 14.80
Southeast 1855 9624 18744 78.99 23.10
South 1007 3575 7178 118.53 20.92
Total 5567 17 684 39 406

Note: Credits and deposits refer to both public and private.
Source: Authors’ calculation; data from IBGE.
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Figure 6.2 Need for Simplified Export Processes (2005)

None B DSE and RE "1 RE only W DSE only B EF

Note: RE is the abbreviation for Registry of Exports, where exports following the usual export procedures are regis-
tered in Brazil. DSE is related to simplified export declarations for exports following the simplified procedure. EF is

the abbreviation for “Exporta Facil”, the Brazilian postal incumbent’s program for simplified export, also using DSE

regulations.

Source: Authors’ calculations; data from Correios (ECT) and Ministry of Development, Industry and Foreign Trade.

is interesting to note that the Brazilian postal network—a finance- and
trade-related network—displayed a different pattern in terms of general
access to services. The postal network was made up of more than 5,500
offices and 2,000 franchised points of sale, accessible in almost every
municipality (Figure 6.3). For decades, an ambitious universalization
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Figure 6.3 Geographical Distribution of Correios Post Offices (2005)

None u1 m2-5 W 5-20 M 20 and greater

Source: Authors’ calculations; data from Correios (ECT).

policy had been undertaken providing access to postal infrastructure
services. Moreover, Correios— the Brazilian Post—had been ranked at
the top of the most-trusted institutions or companies in Brazil several
times. In fact, only the family and firemen closely followed, while banks
and telecommunications companies held distant rankings. This trust
made the postal network an ideal hub for distributing financial and trade
facilitation services to the entire population, and by so doing served
poverty alleviation policies.
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6.3 Inclusion Policies in Brazil During the
Early Part of the 2000s: Increasing
Access to Finance and Trade

6.3.1 Infrastructure Through Postal and Delivery
Networks

This section describes how the Government of Brazil closely associated
and guided its postal network in adopting pro-inclusion policies over
the last decade. In so doing, it had a pivotal impact on Correios, making
it one of the most innovative postal networks in the world. Two such
pro-inclusion policies are introduced below. The first deals with
improving access to basic finance, and the second with trade facilitation
for MSMEs. In each case, the general policy is presented prior to speci-
fying the role played by Correios in this context. The possible impacts on
poverty alleviation are highlighted.

6.3.1.1 Access to Finance: General Policy and the

Role of the Post

It was not until the 1990s that the development of other forms of financial
institutions, especially microfinance institutions and credit cooperatives,
started to increase in addition to traditional banking in Brazil. At that
time, the Government of Brazil strengthened its innovative approach for
supplying financial services and incrementing access to finance through
a system of correspondent banks (considered a form of microfinance
institution).

Banking correspondents acting as agents for banks are ultimately
responsible for financial transactions vis a vis its customers. The
rationale behind this form of banking uses the large capillary of networks
(typically lottery kiosks, post offices, pharmacies, supermarkets and
other retailers) to achieve a universal provision of financial services. The
interest to financial institutions of operating through such large retail
networks was related to sharing fixed costs, benefiting from economies
of scale and reaching more customers.

In this framework, Banco Postal (BP)—a special postal financial
service provided by the Brazilian Post, through its agent Empresa de
Correios e Telégrafos (ECT)—acts as a correspondent for a private bank,
namely Bradesco (the principal). BP was founded in 2001 as a result of
a governmental auction won by Bradesco, who bid BRL200 million to
operate until 2009 in the ECT agencies. The general principles of BP
were established by the Brazil Ministry of Communication and reflected
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the institution’s social inclusion objectives. These objectives stipulated
that priority be given to municipalities without a bank in order to
provide them with their first access to financial services. Indeed, the
establishment of BP agencies was designed to achieve specific timetable
objectives—to serve at least 1,000 municipalities by the end of 2002
and to reach all of Brazil’s financially unattended municipalities by the
end of 2003. In order to achieve this goal, Correios had to first resolve
important connectivity problems. Points of sale (POSs) terminals and
V-Sat antennas, sometimes relying on solar energy, had to be set up and
installed in many locations. As continuous communication between
Correios and Bradesco data centers was paramount, numerous postal
employees were trained to ensure this new service. Finally, Bradesco
organized a fail-safe and timely manner in which to transport cash to
thousands of new POSs.

Each BP agency provided a range of payment, savings and lending
services (including microcredit), although the partner bank remained
responsible for approving any transaction. Banco Postal offered
simplified bank accounts with easy and affordable fee structures. Unlike
private banks, it did not require a substantial deposit to open an account.
These features contributed to making deposits attractive for low-income
people with relatively low levels of financial literacy. A wider access to
finance can be better leveraged in terms of poverty reduction when a
specific offer toward lower-income groups is designed. More precisely,
in the case of the simplified account “Conta Facil”, as long as deposited
money remained in the account for more than thirty days, it earned
interest so as to automatically convert stable deposits into savings. The
monthly fee in this account was lower than that of the Bradesco fee with
only a minimum amount of BRL5required.? Loans and micro credits
were first granted in 2002 and 2003 respectively. As credit risks were
completely assumed by Bradesco, BP’s employees were not responsible
for ensuring lower-income groups paid back loans.

6.3.1.2 Access to Trade: General Policy and Role of the Post
For its size, Brazil’s share of total global trade is low (1.14% in 2007).
Moreover, most of its exports are concentrated in hands of large
exporting firms. In 1999, MSMEs only contributed 2.3% to total exports.
This can partially be explained by increased delays and costs created by
an export-specific bureaucracy that were unbearable to smaller firms
which exported objects of low value.

To offset this, in 1999, the Government of Brazil instituted new
procedures enabling the export of low-valued objects without going

2

http://www.febraban-star.org.br/documentos/pdfs/Banco_Postal.pdf
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through normal formalities thereby reducing the number of export
procedures from twenty-three to only three. In the same year, different
government ministries teamed up to create a new legislation introducing
asimplified export form called “Declaracdo Simplificada de Exportacéo”
(DSE),* which applied to the export of objects whose value was less than
$10,000 (this limit was raised to $20,000 in 2006, and to $50,000 in
2008). This form presented a number of advantages, greatly simplifying
export procedures. As with the product features of BP described above,
simplicity was a key factor in increasing the possible leverage of the
initiative on relatively poor entrepreneurs. The usage of the DSE was
open to all logistics intermediaries—among them postal operators and
other express operators falling into the postal sector—as defined by the
Brazilian Ministry of Communication.

Exporta Facil was launched by Correios in November 2000 after
the introduction of DSE in 1999. However, the service was not intended
to simply take advantage of this simplified export form. Correios’ goal
was to provide universal and easy access to export markets by making
the service available in more than 8,000 Brazilian post offices (in almost
every municipality), theoretically permitting the inclusion of remote
towns and villages that would, without the capillarity of the desig-
nated postal operator’s network, have been geographically excluded
from accessing a carrier to export. Exporta Facil relied on Correios’
traditional international package services and permitted shipments of
up to 30 kilograms through the EMS (express mail services) system
and of 20 kilograms through standard package sending to upward of
200 countries.

6.4 From Exclusion to Integration In Finance
and Trade: Testing

6.4.1 The Impact of the Post in Delivering
Pro-Inclusion Policies

This section evaluates the extent to which the postal network was
efficient in delivering pro-inclusion policies outlined in section 6.3, in
response to the lack of initial access to basic finance and trade infra-
structure described in section 6.2. A common database was built to
analyze the economic impacts of both policies at the municipality level.

3 The legislative act is referred to as the Instru¢do Normativa SRF no. 155, de 22 de

dezembro de 1999 http://www.receita. fazenda.gov.br/Legislacao/Ins/Ant2001/1999
/in15599.htm
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Financial inclusion through BP was evaluated in terms of access, use and
impact on local economic development. The trade facilitation program,
Exporta Facil, was analyzed over a time period to better identify its
users’ characteristics and whether it enabled small firms to enter export
markets. This empirical evaluation assess whether the outcomes of
these initiatives were supportive of poverty alleviation goals.

6.4.1.1 Empirical Approach for Evaluating Two Pro-Inclusion
Policies Through the Postal Network: Data

Both evaluations are mainly based on municipality-level data covering
the period 1999 to 2007 This data, being at the most disaggregated
level, permitted researchers to exploit the huge variations in the
size and income of Brazil’s municipalities—defined as the smallest
political administrative unit after a state and, although the number of
municipalities changed only slightly during the period, a total of 5,561
municipalities remained static throughout the time frame. Cognizant
of the fact that there was considerable heterogeneity within munic-
ipalities, especially for the big cities where disparities between slums
and rich neighborhoods made it dubious to consider them as uniform
areas, a solution was used to reduce the potential statistical bias arising
from this lack of information—the availability of within-municipality
inequality measures (Gini indices).

6.4.1.2 Access To Basic Finance: Testing the Impact of the Post
in Delivering Inclusion and Local Economic Development

First, municipalities were divided by semi-deciles of their GDP per
capita and population in order to provide a concise picture of BP’s
location and use, and to compare it with that of bank agencies and corre-
spondents (Boldron et al. 2006). Second, in order to examine whether
financial intermediation through BP exerted a causal impact on local
development, the opening of a BP agency in a municipality in 2002 was
considered a “treatment” for the municipality, and also used propensity
score matching methods to estimate the impact of such an opening on
the post-intervention economic state of the municipality (Ansén and
Bosch Gual 2008).

Evaluating and Comparing Access Provided by Different
Channels

The first BP branch was opened in March 2002 and, by the end of 2006,
a total of 5,567 BP agencies were in operation after a progressive opening
of POSs.



Brazil: Postal Services for Financial Inclusion, Trade, and SME Development 195

A method of analyzing the distribution of financial intermediaries is
by grouping municipalities according to their population or their wealth.
It can be inferred from Tables 6.4 to 6.7 (Appendix 6.1) that BP agencies,
other correspondents and traditional bank agencies all presented
different network topographies. Municipalities with higher overall GDP
per capita and population tended to have a denser network of financial
intermediaries. However, a comparison of these networks at different
levels of income and population revealed that they complemented each
other in some cases and overlapped in others, possibly creating some
competitive pressure.

Bank agencies tend to cluster in wealthier and densely populated
areas as a result of their rational and profit-maximizing behavior. Such a
clear concentration does not appear in the case of BP agencies because
their introduction was proportional to the more evenly distributed
postal network. Consequently, the distribution of BP agencies was quite
constant across different levels of wealth and population. Other corre-
spondents seem to have behaved similarly to bank agencies, locating in
wealthier and densely populated areas, and in all probability where the
density of other networks, such as supermarkets or pharmacies, was
also higher.

In 2002, 20% of municipalities with the lowest number of inhabitants,
representing less than 2% of Brazil’s total population, corresponded to
very different percentages of each network’s outlets—8.55% of all BP
agencies or 1.78% of all bank agencies and 0.5% of all correspondents
(Table 6.4). In 2006, BP agencies stood at 13.41% but only accounted for
1.53% of all bank branches and approximately 1% of all correspondents
in these same municipalities. It was also found that in only 60% of the
largest municipalities was the average number of correspondents greater
than that of BP agencies (Table 6.5). For bank agencies, it was only from
the median municipality that their average number became larger than
that of BP agencies.

A similar, though less striking, phenomenon was seen with the
same analysis of income level of municipalities (Tables 6.6 and 6.7).
The average number of BP agencies increased with wealth, but not as
dramatically for traditional bank agencies. The biggest difference in BP
distribution occurred between the lowest and the highest semi-decile;
the poorest 5% of municipalities had, on average, roughly 2.8 times
fewer agencies than the richest 5%. On the other hand, the distri-
bution in the bank agency network according to level of income was
even more skewed—the difference in the average number of agencies
between the richest and poorest municipalities was a factor of about 60.
Approximately 32% of the banking network was concentrated in the 278
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richest municipalities., and 58% of their network was concentrated in
the 278 most populated municipalities.

To sum up, in 2002, there was less than one bank agency in 35%
of the poorest municipalities and in 55% of the least populated munic-
ipalities. This result improved four years later, when “only” 30% of the
poorest and 33% of the least populated municipalities had less than one
traditional bank branch on average.

The fact that BP agencies were homogeneously distributed throughout
the territory, regardless of the municipalities’ level of economic devel-
opment and population, also reflects the institution’s desire for social and
financial inclusion.

Evaluating Use by Previously Excluded Customers

The three main components of financial services provided by BP are
savings, credit and payment services. Savings accounts are important for
they help buffer emergencies to which poorer segments of the population
are more vulnerable (World Savings Bank and European Savings
Bank Group 2004). Access to credit for segments of the population
with more modest incomes is often viewed as a way to enhance small
business development. Lastly, access to payment services such as money
transfers, social security payments or international remittances, is also
important to the less well-off rural inhabitants, who often rely on these
payments.

The population’s relative participation in BP services was gauged
by exploring how these components were utilized in each region and
in each group of municipalities (divided into semi-deciles of population
and GDP per capita).

Tables 6.8 and 6.9 present the distribution of different BP services
and products across semi-deciles. Table 6.8 presents the number of
current deposits and savings deposits and the number of withdrawals.*
At first glance, it seems that wealth and the per capita demand for BP
services and products were not proportionally related. In fact, those
living in the poorest 50% municipalities, representing less than one third
of the population (29%) accounted for some 50% of all BP deposits. This
is a very positive result as regards financial inclusion, as it indicates that
there were more BP deposits in poorer municipalities.

Access to credit is one of the most quoted constraints to
business development by the self-employed and micro-entrepreneurs.

4 Withdrawals refer to shelter withdrawals in BP. However, BP customers can access

their savings by other means, mainly through Bradesco facilities, at ATMs, via
internet and by telephone.
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Micro-enterprises accounted for the vast majority of all Brazilian
firms and contributed substantially to employment and GDP. Brazil’s
4.5 million micro- and small enterprises accounted for 44% of all
employment and more than 60% of urban jobs. From its creation up to
the end of 2006, BP granted 1.93 million loans, including micro-credits,
loans and e-loans. On average, in 2006, a BP agency granted some 200
loans in the north and central west, while in the northeast and southeast
the average number of loans per BP agency was half that amount.
The difference was more striking in the south, where a typical BP
agency granted four times fewer loans on average than in the north or
central west.

Table 6.9, presents an analysis of credit services, including micro-
credits, loans, and e-loans.® The micro-credits, loans, and e-loans granted
by BP were disproportional. In 2005, 10% of the total population, was
concentrated in the 20% poorest municipalities and received some 20%
of all micro-credits. Conversely, the richest semi-decile, containing
some 20% of the population, received less than 10% of all micro-credits
granted. This disproportionality was even more apparent with regular
loans. Nearly one quarter of all loans were granted to the poorest two
deciles, while only some 4% of loans were granted to the wealthiest 5%
throughout all municipalities, accounting for 10% and 20% of the total
population respectively. These figures confirm the evidence of a north-
south pattern in BP lending services.

Local Economic Development

The analysis of the treatment effect of a BP branch opening in 2002
was based on seven outcome variables: (i) number of new firms; (ii)
variation in the level of employment; (iii) growth in the average number
of employees per firm; (iv) growth in proportion of salaried employees;
(v) number of new bank agencies; (vi) number of new correspondents;
and (vii) growth in real GDP. All the outcome variables are presented as
the difference in their values between 2001 (before the BP treatment)
and 2005 (after the BP treatment). The results are presented in Tables
6.10 to 6.17 in Appendix 6.1.

The number of firms was used to study the impact of a BP branch
opening on local entrepreneurship. The level of employment was used
to assess job creation. To determine BP impact on the size of the firms,
the average number of employees per firm was utilized. Furthermore,
in order to understand the effect of a new BP branch on the level of
formalization of the labor market, the proportion of salaried people
compared with all employees was applied. To determine whether the

5 E-loans are loans for which a BP customer can apply via the internet.



198 Postal Savings - Reaching Everyone in Asia

launch of BP generated positive externalities on other financial interme-
diaries, (whether it attracted bank agencies and other correspondents)
the change in the number of other correspondent agencies and bank
branches was looked at. Lastly, any BP impact on local economic growth
was considered.

The average outcome for the treated groups and for the control
(non-treated) groups is summarized in columns i and ii of Tables 6.10 to
6.17 respectively. Column iii presents the difference between columns
i and ii. This can be interpreted as the average treatment effect (ATE).
A positive (negative) difference means that the average affects on the
treated group is greater (smaller) than on the non-treated group.

The estimates given in Table 6.10 reveal that the launch of a BP
agency in a municipality in 2002 had significant average causal effects
on most of the outcome variables concerned. In a four-year period (2002
to 2005), the municipalities that had received the treatment experienced
a formalization of their labor market and attracted more bank agencies
and correspondents. In concrete terms, the increase in the number of
bank agencies (other correspondents) was 56% higher in municipal-
ities with a BP agency compared to peers without BP. Another positive
impact brought about by BP was the average of 37 additional new firms
per municipality with BP compared to peers without BP in four years.

The results in Table 6.10 make no allowance for other sources of
variation in outcome, such as differences attributed to regions per se. For
example, some regions may have had a more formalized labor market or
an industrial structure highly dependent on external financing, which
could bias the results. To deal with the intrinsic regional effects or struc-
tural regional differences, regional dummies were included in a new
set of estimations, the results of which are summarized in Table 6.14.°
This might have reduced the region-specific bias (which, despite the
inclusion of all relevant control variables, is a difficult, if not impossible
task). The addition of regional dummies attenuate coefficients and raise
standard errors, rendering it impossible to reject the null hypothesis of
a zero BP effect on outcome variables, except in the case of enterprise
creation. However, these statistical results are more likely to be simply
due to the fact that most BP branches were first opened in the north
and north-east regions —the municipalities without a bank. Therefore,
it can be inferred from Table 6.14 that the average treatment effect of a
BP agency launch in 2002 was the creation of an estimated average of
29 additional new firms per municipality with BP compared to peers
without BP in four years.

° Dummies are variables that take the value 1 if the observation corresponds to a

specific region, and the value 0 if not.
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The underlying heterogeneity could be utilized better by condi-
tioning the municipalities on their level of banking penetration prior to
treatment. Tables 6.10 to 6.13 report the estimation results of the baseline
model using three conditioning information sets. The first set includes
only municipalities without a bank in 2001. The second includes munic-
ipalities with at least one, but fewer than six, bank branches. The third
includes only those municipalities with more than five bank agencies.
These sets represent 42.4%, 51.9%, and 5.7% of all municipalities, respec-
tively. The ATT was conditioned to determine where the causal effect
was more pronounced. In other words, the treatment was conditioned
to use the level of access. Furthermore, conditioning was based on the
level of banking penetration—a proxy for financial literacy—and adds
regional dummies in Tables 6.15 to 6.17.

It can be concluded from Table 6.16, that taking into account regional
differences and specific levels of financial access, the opening of a BP
agency in 2002 had a causal impact on the creation of 20 additional new
firms in municipalities as well as some level of financial competition
and literacy (from one to five bank agencies) compared to peers without
BP. It can also be concluded that treated municipalities with some
level of financial competition and literacy in 2001 experienced a 17%
higher growth in the number of additional new firms than non-treated
municipalities.

Although BP led to the creation of enterprises, the average size of the
firms remained virtually unchanged. This can probably be explained by
the fact that most newly created firms had a small number of employees
on average.

As regards the effects on the labor market, it was discovered that,
once regional differences were taken into account, jobs were created in
municipalities already benefiting from some degree of financial interme-
diation. This result could well highlight a greater impact of the financial
inclusion policy under study in communities with people already being
financially literate to some extent in 2001 (Table 6.16). Interestingly,
in municipalities with low levels of financial literacy—for instance in
municipalities that were initially unbanked—significant BP effects are
only found on the formalization of the labor market. On average, munici-
palities that were initially unbanked experienced relatively more growth
in the proportion of salaried workers than other initially unbanked
municipalities not benefiting from a BP launch in 2002.

Furthermore, the first wave of BP branch openings did not have any
medium-term effect on local GDP per capita growth in 2005. A plausible
explanation is that financial inclusion is above all a matter of numbers
rather than value. While many individuals and small firms were
financially included through BP, it is intuitive to understand that the
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monetary added value of all transactions was not large enough so as to
have an impact on a macroeconomic aggregate—such as GDP—which is
measured in value terms. The result is the same when comparing these
transactions to the overall financial system. Yet, this constitutes further
tangible proof of the inclusion power of BP, for if many new firms had
been created locally thanks to BP (as tested econometrically) while the
value aggregate (GDP) remained largely unaffected, this in turn means
that the newly created economic activities have mostly involved the less
well-off segments of the population:

e low-income households and micro-enterprises. The positive
macro-economic local impact of BP is to be found at the
extensive rather than at the intensive margin.” Thus confirming
BP was an important factor of integration for those segments of
the population;

e mostlyrural orlivingin small cities—ata time of stronger concen-
tration of economic activities in large centers due to economic
development and greater trade openness. More concentration
also calls for more integration in order to prevent the periphery
from becoming a de-stabilizing factor and jeopardizing the
sustainability of economic development.

Ultimately the treatment did attract other bank agencies, but only in
municipalities already with bank agencies in 2001. Treated municipal-
ities, with at least one bank agency in 2001, had more than three times as
many bank agencies as non-treated municipalities with the same level of
financial access through bank agencies.

6.4.3 Trade Facilitation for All: Testing the Impact of
the Post in Delivering Access to Export Markets for
First-Time Exporters

After demonstrating the impacts of providing access to finance through
a postal network, the extent to which the Brazilian postal sector was
equally successful for easing access to export markets to those formerly
“excluded” firms from the international trading system was examined.

6.4.3.1 Evolution of DSE Exports
How have low-valued exports evolved since the introduction of
simplified export procedures (DSE) in 1999?

The extensive margin means at the « number of » level while the intensive margin
means at the “value of” level.
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Figure 6.4 illustrates three important and revealing trends. The first
trend illustrates the clear upward evolution of the value of low-valued
exports through DSE to $387 million in 2007. A particularly large
increase was noticed between 2005 and 2006, which can be explained
in part by the increase in the maximum exportable value from $10,000
to $20,000 taking place at that time. The second trend concerning total
DSE exports include postal exports carried out by what the Brazilian
Ministry of Communications defines as the postal sector—the historical
operator Correios, but also eight other express carriers, including the
usual global players. Exports through the postal sector had continuously
grown, encompassing about one half of total DSE exports. This leads to
the conclusion that the postal sector as a whole has an important role to
play in the delivery of low-valued exports. The third trend revealed by
this graph concerns the evolution of Exporta Facil exports: they repre-
sented a relatively small share of the total small export market and their
importance, both in absolute and in relative terms, was decreasing in
2006 and 2007.

6.4.3.2 Evolution of Exporta Facil

Figures 6.5 to 6.7 illustrate the evolution of: Exporta Facil exported
values, the number of exporters having used Exporta Facil, and the
number of objects sent through Exporta Facil respectively. All three
measures followed the same trend: a rapid increase in the years following
Exporta Facil’s launch in late 2000, followed by a clear peak around
2004, after which usage declined. Three explanations can be provided.
One is not specific to the program but attributable to Correios’ general
performance in the outgoing international shipment of packages.
Advertising for these services was unexpectedly temporarily inter-
rupted between 2005 and 2007 (more recent provisional figures show
renewed growth). The reason for this interruption is that it coincided
with a review of the public procurement process at Correios. As
Figure 6.8 illustrates, Exporta Facil followed the same declining trend
as the rest of Correios’ international shipments. This trend revealed
a marketing structural problem, especially when it was confronted
by the general growth of Brazilian exporting activity during the same
period. Furthermore, Correios was handling an ever-increasing number
of incoming international packages, showing that the reliability of its
services was not a concern. The second explanation is related more
to the implementation of the Exporta Facil program itself. Correios
underestimated the fact that repeat exports were not the rule but the
exception in international trade (Besedes and Prusa 2004). It did not
sufficiently renew its customer base in terms of new small exporters,
holding the belief that repeat purchases would be as high as for other
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Figure 6.4 Evolution of DSE Exported Value

[ Non-postal Other postal sector M Exporta facil

400'000

350'000

300'000

250'000

200'000

150'000

1000 $ FOB

100'000

50'000

o

EF = Exporta Facil.
Source: Authors’ compilation; data from MDIC/MC/Correios.

Figure 6.5 EF Exported Values
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Figure 6.6 EF Number of Exporters
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products or services delivered through the postal network. Maintaining
and growing this customer base would have required greater effort and
coordination with local chambers of commerce and small firm organ-
izations. It is interesting to note that other Latin American countries
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Figure 6.8 Exporta Facil vs. all Correios International Shipments
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replicating Exporta Facil through an ITRSA program—such as the post
in Peru—learned from Correios’ experience and made efforts to secure
a constant inflow of new exporters. The third explanation is related
to competition exerted by foreign couriers and express companies,
which were also allowed to access DSE. These operators have offered
end-to-end integrated services from origin to the destination country
for several decades, while historical postal operators have only recently
started to develop greater interconnectivity and integration of their
services—making international postal regulations more flexible in terms
of parcel sizes and weights, or adding reliable international track-and-
trace options for their customers.

6.4.3.3 Econometric Analysis: the Determinants of
Low-Value Exports
The data allows for further investigation into what drives exporting
activity at the municipality level by econometric methods. It is thus
possible to estimate the impact of socio-economic and demographic
variables on exported value and number of exporters for RE, DSE, and
Exporta Facil exports.

Table 6.4 displays the estimated effect of the different explan-
atory variables, by export channel, on the number of exporters and
exported value, respectively. To make interpretation easier, only the
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Table 6.4 Tobit Regression of Number of Exporters and Exported Value,
Per Type of Export—Sign of Effect

RE DSE Exporta Facil

No. of No. of No. of Exporters
2005 Estimates Exporters Value Exporters Value Value
Population 0 0 0 - - 0
Log Population 0 0 + + + +
Share of Rural Population 0 + 0 0 0 0
(2000 Estimate)
GDP 0 (0] = 0 0 0
Log GDP + + +
Gini Inequality Coefficient - 0 0
(2000 Estimate)
Share of Services Sector 0 0 + + 0 0
Share of Industrial Sector * & 0 + + +
Transport Cost to Closest 0 0 - 0 - 0
Capital
Transport Cost to Sao 0 0 0 0 - 0
Paulo
In large Metro Area + 0 0 0 0 0
(Dummy)
Labor Participation Rate W W W W s 0
(2000 Estimate)
Number of Bank Agencies - 0 - + 0 0
Median no. of Years of + + + 0 0 +
Schooling
No. of Firms (Unidades) + 0 + 0
Average Size of Firms 0 0 0 =
(in Employees)
Constant - - - - -
No. of Uncensored 1,714 — 459 — 302 —

Observations

DSE = Declaragédo Simplificada de Exportacdo, RE = registry of exports.
Note: Signs are reported if effect was found to be statistically significant at the 5% level.

sign (positive = “+”, negative = “-”) of the effect is displayed here
for statistically significant coefficients. A lack of statistical signif-
icance for the variable coefficient is reported with “0”. It is to be
noted that all explanatory variables are not used at the same time in
the econometric estimation due to multi-colinearity problems. The
first test conducted relates to geographic inclusion. All other effects
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being controlled for, both transport costs to Sdo Paulo and transport
costs to the nearest capital either negatively affected or did not affect
low-valued (DSE and Exporta Facil) exports. Hence, neither DSE
(which was expected) nor Exporta Facil (which was not expected)
had promoted geographical inclusion. It is interesting, then, to analyze
which variables affect their usage, and if there are some explaining
DSE exports but not RE exports.

The following factors seem to consistently explain all types of
exportingactivity in amunicipality: share of industrial sector (positively);
labor participation rate (positively); and education level—as defined
by the median number of years of schooling (positively). This gives
an insight into the necessary prerequisites for exporting activity in a
municipality—it has to be industrialized, educated and have a high labor
participation rate (likely to increase access to a variety of production
factors). The total number of firms in a municipality explains positively
the number of exporters but not the exported value (for both the DSE
and the RE).

More interestingly, some factors influence low-valued exports
(DSE including Exporta Facil) differently than normal ones (RE). As
can be seen, the population (in log form) affected positively DSE and
Exporta Facil exports, but not RE exports, whereas the log of GDP
affected RE exports and the number of DSE exporters, but not its value
and not Exporta Facil exports. This implies that low-valued exports
(particularly Exporta Facil) depend more on population and less on
wealth than regular exports. Moreover, it appears that the share of the
services (tertiary) sector explains positively DSE exports, meaning that
low-valued exports were more intensely used in service-oriented cities.
Finally, it looks as if the average size of firms (in employees) affected
negatively the value of DSE exports. These two last results taken together
appear to indicate that cities with a concentration of small firms where
the service sector plays a larger role will generate a higher usage of DSE
and Exporta Facil exports.

The results demonstrate that most municipality-level character-
istics explaining Exporta Facil usage are not much different from those
explaining overall DSE exports. However, three variables (log GDP, the
share of the service sector, and the number of firms) exerting a positive
influence on the total number of DSE exporters had no significant effect
on Exporta Facil exports. These variables together represent a proxy
for the level of wealth and economic structure of a municipality. This is
important in the sense that it tends to prove that (geographical location
controlled for) Exporta Facil exports were less affected by wealth, access
to numerous services, and the number of existing firms than other DSE
exports. This may well be indicative of the real inclusion value of Exporta
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Facil—answering the needs and facilitating trade to small exporters
irrespective of their municipality’s income level, access to services or
existence of a rich industrial structure. If trade is to alleviate poverty,
then Exporta Facil program seem to be needed by such communities
(relatively poor, with few firms, and little access to services).

Trade Creation? A Panel Analysis

A crucial element in the analysis of the impact of these trade facilitation
policies is the question of actual trade creation: has Brazil exported
more because of the availability of simplified export procedures? The
fundamental question follows: how much of these exports would have
happened anyway? Otherwise stated: are DSE-oriented services just
used as substitutes to other exporting means, or are they fostering new
trade flows? This question cannot be answered by a simple look at DSE
exported values, as firm-level data on DSE exporters is not disposed of.
Therefore, analysis requires econometric estimation techniques.

The DSE policy was implemented in 1999 and, in theory, made
immediately available to everyone everywhere. This means that there
is no source of variation in availability across municipalities that
could be used to directly identify its effect on trade creation through
treatment effects models (unlike in the case of access to finance
presented above).

Not having any possible source of variation in access to DSE,
variation across usage of DSE in time within municipalities has been
used. The problem is formulated in the following terms: over time, all
other things being held constant, do municipalities that export more
through DSE export more in total? This can be tested both in terms
of exported value and in terms of number of exporters. The inherent
logic assumes that there is an unobservable element (such as historical
exporting activity, cultural impact, etc.) in each municipality that is
correlated with the amount of exporting activity, which does not change
over time and which can as such be eliminated by running a fixed
effect model (within municipality estimation). Such an econometric
model is appropriate for this analysis as it allows for a municipality
specific constant, which will capture all time-constant (unobserved)
characteristics.

To identify possible substitution between RE exports and DSE
exports, the number of RE exporters is regressed (that have not used
the DSE) on the number of DSE exporters (that have not used the RE),
controlling for exporters who exported through both systems (DSE/
RE). If this coefficient is not significantly different than zero, then no
evidence of substitution would have been found, as it could not be ascer-
tained that a new DSE exporter explains the loss of an RE exporter.
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Other possible export determinants are controlled for, but only those
that have yearly values can be used (therefore fewer control variables
are used than those used in the cross-section analysis of the previous
section). Additionally the possibilities of time-specific effects have
been accounted for by adding yearly dummies, which might capture
nation-wide variations in exporting activity (due to changes in exchange
rate, for example).

Two types of specifications are presented in Appendix 6.2, which
give comparable estimates. The conclusions are robust to both speci-
fications: the number of DSE-only exporters does not significantly
affect the number of RE-only exporters in a municipality (see p-values
displayed under the coefficients). Therefore, there is no evidence that a
new DSE exporter comes at the expense of an RE exporter. Moreover, it
was found that that the instant substitution effect taking place immedi-
ately after the introduction of DSE legislature in 1999 was much higher
than in following years (third column of the results in Table 6.18 in
Appendix 6.2).

These estimates imply that, out of a total of 20,160 exporters in Brazil
during 2005, an estimated 4,915 exporters or 24% of the total number of
exporters would otherwise not have exported without access to the DSE
program. The Exporta Facil program provided by the historical postal
operator enabled 2,451 exporters - the smallest relative to others - to
access export markets, out of which 2,084 or 10% of the total number
of exporters used DSE as their exclusive export channel and would
otherwise not have exported. In summary, the Exporta Facil program
was responsible for having included in the trading system the bottom
10% of exporters in terms of size in Brazil, providing a unique oppor-
tunity for relatively poorer entrepreneurs to export for the first time.

6.5 Conclusion

This chapter has revealed that an improved access to basic finance and
trade services is necessary not only to facilitate trade, but also to balance
the concentration of economic activities with a greater integration in
the economic and trading systems of previously excluded players. The
latter are often located in the geographic periphery, and are small firms
or people from less well-off segments of the population. Exclusion from
basic services in Brazil as of the early twenty-first century translated
into geographical exclusion with rural and peri-urban municipalities
without a bank branch or with large distances to the closest bank, a
geographic concentration of service providers in large urban centers,
or communities without a single exporter. In turn, inequalities and the
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weight of the informal sector could not be easily reduced in these initial
circumstances. This chapter has thus examined whether the extensive
and pro-active use of the Brazilian postal network has changed this
initial state and enabled: (i) small firms which would have otherwise not
exported to export; (ii) poor individuals that would have otherwise not
saved to save; (iii) micro-enterprises that would have otherwise not been
able to borrow; and (iv) micro -entrepreneurs who would have otherwise
not created new businesses and jobs to create them. Throughout the
chapter, the positive answers to these questions demonstrate the value
of these policies toward alleviating poverty or increasing opportunities
for relatively small and poor entrepreneurs. They underline the value of
a harmonious development of the postal sector in Brazil unlike in many
other Latin American countries where “laissez-faire” policies related to
postal markets have seriously damaged the potential use of the postal
network as a prime channel for trade and financial inclusion.

In terms of financial inclusion, this chapter has confirmed that
the Brazil postal network has been used effectively to promote access
to financial services in the most deprived areas. BP is present in 4,860
of a total of 5,561 municipalities. A total of 12.4 million people living in
1,525 municipalities in which a BP agency was opened did not have any
bank agency prior to that time. Moreover, in 2006, BP was present in 865
municipalities that had no bank branches or other correspondent insti-
tutions, thus acting as the sole financial intermediary for 5.98 million
people.

BP agencies were evenly distributed across the country, while other
financial intermediaries were mainly concentrated in the relatively
wealthy and populated areas. BP, other correspondent banks and bank
agencies are therefore mostly complementary networks. Although
access to financial services and products is a necessary condition for
development, it is by evaluating the use of those services and products
that an assessment can be made on actual financial inclusion. BP appears
to have attracted relatively low-income customers, with a very similar
profile across the regions. Interestingly, in 2005, about one quarter of all
loans and micro-credit were granted to the 20% poorest municipalities,
which accounted for 10% of Brazil’s population. The 50% poorest munic-
ipalities, equal to 29% of the entire population, accounted for 50% of
all BP deposits. The analysis suggests that the extended financial access
achieved by BP’s presence had a positive medium-term impact on entre-
preneurship and employment in municipalities with a certain degree
of financial literacy and competition in 2001, and also helped formalize
the economy of municipalities without any bank branch previous to
the introduction of BP. The very fact that local GDP values remained
unaffected while numerous new small firms were simultaneously
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created signifies that the opportunities created by BP were seized by the
poorest and most vulnerable segments in each municipality.

In terms of trade inclusion, the fact that Exporta Facil is used to
export a comparatively small number of comparatively low-valued
exports can be seen as a justification for Exporta Facil’s very existence:
if the postal incumbent’s vast network is going to help provide access
to export markets, it might not be, as was originally postulated, in the
inclusion of geographically remote areas, but in meeting the needs of
very small exporters (who export smaller values) in relatively poorer
and less service oriented municipalities. Indeed, these exporters often
start out by posting very low-valued objects, and the postal incumbent,
as the data shows, seems to be most apt in meeting their needs. As such, it
seems that the market failure that Exporta Facil is effectively countering
is that of the under provision of affordable shipment of very low valued
objects. It is used by customers who will only export a few packages
a year on average, and are therefore less attractive to private carriers.
Nonetheless, as was argued in this chapter, they are potentially crucial
to the creation of new exporting activity by the poorest sectors. Having
facilitated the access to trade to the sector—10% of exporters in terms of
size is indeed the most remarkable success of Exporta Facil. However,
due to the low retention rates among exporters, the continuing success
of the program relies on the attraction of a new and steady inflow of
small exporters. This appeared to again be the case in 2009 and 2010
after a temporary decline in the number of users in 2006 and 2007.

Access to trade and finance are closely related. In 2002, there were
1,456 municipalities that had at least a bank branch and an exporter.
Three years later, after the successful implementation of financial and
trade inclusion policies, 1,708 municipalities were served by a financial
institution and had at least one firm exporting—an increase of 17.3% of
exporting municipalities with direct access to finance that has mostly
benefited the poorest sectors of society.



Brazil: Postal Services for Financial Inclusion, Trade, and SME Development 211

References

Besedes, T., and T. J. Prusa. 2004. Surviving the US Import Market: The
Role of Product Differentiation. NBER Working Paper 10319.

Boldron, F., K. Dewulf, D. Joram, C. Panet, B. Roy, and O. Vialaneix. 2006.
Accessibility of the Postal Retail Network, Social Cohesion and
Economic Development. In Liberalization of the Postal and Delivery
Sector, edited by M. A. Crew and P. R. Kleindorfer. Cheltenham:
Edward Elgar.

World Savings Banks Institute and European Savings Bank Group. 2004.
Perspectives No. 47.



212 Postal Savings - Reaching Everyone in Asia

Appendix 6.1: Evaluating Financial Inclusion
Policies

A6.1.1 Statistical Tables

A6.1.1.1 Interpretation

The content of Tables 6.5 to 6.8 can be interpreted as follows: the 5,561
Brazilian municipalities were divided into 20 categories (semi-deciles),
each one containing 278 municipalities (5% of the total). The categories
refer to the population in 2002 (Table 6.5) and in 2006 (Table 6.6), and to
the GDP per capita in 2002 (Table 6.7) and in 2005 (Table 6.8).

As an example, the first semi-decile of the population (first row of
Table 6.5) contains the 5% least populated municipalities in 2002, all
having fewer than 2,442 inhabitants. The last semi-decile of the same
table contains the 5% of the municipalities with the highest number of
inhabitants in 2002, all having more than 88,477 inhabitants. Row 10
(10th semi-decile) is the median. 50% of the municipalities had fewer
than 10,417 inhabitants in 2002. The columns show the distribution of
the different networks across semi-deciles: BP agencies, bank agencies
and correspondents (without BP)

Tables 6.9 and 6.10 show services and products offered by BP
according to the semi-deciles of GDP per capita of a municipality in 2005.
Again, the 5,561 municipalities were divided into 20 categories (semi-
deciles), each containing 5% of the 5,561 municipalities. The categories
refer to GDP per capita in 2005. As an example, the first semi-decile of
GDP per capita (first row of Table 6.9) contains the 5% poorest munici-
palities in 2005, all with a GDP per capita lower than BRL1,975.72. The
last semi-decile of the same table contains the 5% wealthiest municipal-
ities, all with a GDP per capita of more than BRL18,296, approximately
nine times as much as the lowest.
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Table 6.10 Banco Postal Services and Products by Semi-Deciles of
GDP Per Capita (Current Values, BRL), Year 2005

Social security Social security payments Domestic domestic
Semi-decile Population payments (#) (BRL) remittances (#)
Cumu- Cumu- Cumu- Cumu-  aver-
% lative % lative  average % lative average % lative age
<1,975.72 2.49 249 446 446 691946 4.07 407 201 988 0.82 0.82 11.60
1,975.72 t0 2,236.23 2.55 505 31 757 482626 2.83 6.90 140 214 126 2.07 17.87

2,236.23 10 2,457.8 2.46 751 331 10.88 515509 3.07 997 152 841 134 341 19.08
2,457.8 t0 2,686.05 2.63 1014 3.62 14.50 561.032 337 1334 167 231 162 5.03 23.07
2,686.05t0 2,948.25 2.56 1270 356 18.05  549.756  3.27 16.61 161 586 218 7.21 30.85
2,948.25 to 3,266.09 274 1543 341 2146 530783 318 1978 158 021 376 10.97 53.68
3,266.09 to 3,782.46 3.23 18.67 478 2624 738821 447 2425 220 762 6.05 1702 8576
3,782.46 to 4,413.16 293 2160 417 30.41 648921 395 2820 196 798 280 19.82 39.90
4,413.16 to 5,035.39 329 2489 465 35.06 721975 451 3271 223 666 251 22.33 35.69
5,035.39 to 5,657.74 376 2866 484 3990 750115 477 3748 236 801 265 2498 37.66
5,657.74 t0 6,267.37 3.61 3227 466 4456 72346 458 4206 227 227 327 2824 4648
6,267.37 t0 6,846.34 4.45 3672 502 4959 776599 5.09 4715 251 472 383 3207 5423
6,846.34t0 7,480.5 318 3990 476 5434 738061 4.80 5195 238 252 380 3587 54.08
7,480.5 to 8,139.71 473 4463 544 5978  843.842 552 5746 273 802 392 39.80 55.77
8,139.71t0 8,872.64 576 5039 520 6498 806482 522 62.68 258 823 585 4565 83.22
8,872.64 t0 9,889.17 5.49 5588 851 7349 13204 8.55 7124 423 541 513 50.77 72.92
9,889.17 t0 11,249.74 5.60 6147 624 79.73 971329 6.63 7786 330 131 463 5540  66.08
11,249.741t013,48476 750 6897 778 8751 1202.61 834 8620 411 420 591 61.32 83.81
13,484.76 t0 18,296.01  10.38 7935 698 9449 108215 776 9395 384 254 715 68.47  101.73
> 8,296.01 20.65 100.00 551 100.00 858664 6.05 100.00 301 153 3153 100.00 449.95
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Non-remittances (#) Microcredits (#) E-loans (#) Loans (#)

Cumu- aver- Cumu- aver- Cumu- aver- Cumu-  aver-
% lative age % lative age % lative age % lative age

0.00 0.00 0.00 394 394 1573 434 434 1751 693 693 15355
0.00 0.00 0.00 4.01 794 16.01 414 848 1671 572 12.65 126.65
0.00 0.00 000 738 1532 2960 398 1Z46 1612 6.62 19.27 14705
0.02 002 0.00 430 1962 1717 4381 1726 1940 6.15 2542 13612
0.10 012 0.01 414 2376 1647 4.28 2154 1720 619 3161 13653
0.02 0.15 0.00 6.09 2984 2440 563 2717 2282 589 3750 130.90
0.00 015 0.00 528 3512 2101 596 3313 2396 591 4341 13041
0.27 0.41 0.04 505 4017 2025 717 4030 29.05 477 4817  105.92
0.24 066 004 509 4526 2033 749 4778 3022 587 54.04 130.01
119 184 018 571 5097 2282 624 5403 2521 453 5857 100.27
1.46 330 022 479 5576 1913 516 5918 2081 4.05 6262 8973
1.99 529 029 373 5948 1484 492 6410 19.77 394 6657  87.00
138 667 021 280 6229 11.20 496 69.06 20.03 416 7072 92.08
4.42 1.09 065 446 6675 1783 477 7383 1925 430 7503 9530
6.21 17.31 092 558 7233 2229 414 7797 1673 429 79.31 94.90
318 2049 047 497 7730 1986 448 8246 1810 466 8397 10310
896  29.44 133 459 81.88 1839 382 8628 1548 3.80 8777 8444
840 3784 124 535 8724 2132 436 9064 1754 345 9122 7616
1214 4998 180 6.64 9387 2651 444 9508 1793 449 9571 99.42
50.02 100.00 744 613 100.00 2457 492 100.00 19.94 429 100.00 9533
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Tables 6.11 to 6.15 show the causal effects of Banco Postal on local
development outcome.

Table 6.11 ATT for the Whole Sample

Outcome Variable Treated (i) Controls (i) Difference (iii) SE

Number of new 201.041 163.357 37.683 17467 (216)°
firms

Growth ofaverage 0.665 0.184 0.480 0319  (1.5)
firms’employees

New employees 1381.21 1209.49 171.72 133.04 (1.29)
Growth in share 0.026 0.015 0.0m 0.005 (2.06)°
salaried

Number of new 0.138 0.088 0.050 0.029 (1.73)°
bank agencies

Number of new 2919 2.608 0.311 0.260 1190
correspondents

Growth of real GDP 0.034 0.038 -0.004 0.005 -0.780
(2005)

Table 6.12 ATT for Only Those Municipalities Unbanked in 2001

Outcome Variable Treated (i) Controls (ii) Difference (iii) SE T-stat

Number of new 26.830 27.338 -0.509 1913 -0.270
firms

Growth of average 1.213 0.490 0.723 0.809 0.890
firms’ employees

New employees 263.75 186.27 7748 86.17 0.90
Growth in share 0.038 0.019 0.019 0.011  (1.76)°
salaried

Number of new 0.135 0.270 -0.135 0.026  (-5.19)¢
bank agencies

Number of new 0.370 0.438 -0.068 0.049 (-1.39)°
correspondents

Growth of real GDP 0.045 0.045 -0.001 0.008 -0.070

(2005)
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Table 6.13 ATT for Municipalities with 1 to 5 Banks in 2001

Outcome Variable Treated (i) Controls (ii) Difference (iii) SE T-stat

Number of new 136.477 127.420 9.057 8452  1.070
firms

Growth of average 0.347 0.345 0.001 0132  0.010
firms’ employees

New employees 860.73 796.08 64.65 61.74 1.05
Growth in share 0.020 0.018 0.002 0.005 0.410
salaried

Number of new 0.051 0.0m 0.040 0.025 (1.63)°
bank agencies

Number of new 1.881 1.868 0.013 0148  0.090
correspondents

Growth of real GDP 0.023 0.026 -0.003 0.007 -0.390
(2005)

Table 6.14 ATT for Municipalities with More Than 5 Banks in 2001

Outcome Variable Treated (i) Controls (ii) Difference (iii) SE T-stat
Number of new 1091.218 970.135 121.083 155.615  0.780
firms

Growth of average 0.267 0.209 0.059 0.137 0.430
firms” employees

New employees 8014.35 7127.62 886.74 122755 072
Growth in share 0.012 0.006 0.005 0.006  0.950
salaried

Number of new 0.553 0.142 0.411 0.297  (1.39)*
bank agencies

Number of new 14.963 17.220 -2.257 2439  -0.930
correspondents

Growth of real GDP 0.047 0.034 0.013 0.013  0.950

(2005)
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Tables 6.15 to 6.18 show the causal effects of Banco Postal on
outcome regional specification.

Table 6.15 ATT for the Whole Sample

Outcome Variable  Treated (i) Controls (ii) Difference (iii) SE

Number of new firms 199.758 170.527 29.231 19158  (1.53)°
Growth of average 0.664 0.358 0.306 0.324  0.940
firms’ employees

New employees 1341.31 1296.51 44.80 128.72 0.35
Growth in share 0.664 0.358 0.306 0.324  0.940
salaried

Number of new bank 0.026 0.024 0.001 0.005 0.250
agencies

Number of new 2.684 2.494 0.190 0.235 0.810
correspondents

Growth of real GDP 0.034 0.031 0.003 0.005 0.640
(2005)

Table 6.16 ATT for Only Those Municipality Unbanked in 2001

Outcome Variable Treated (i) Controls (ii) Difference (iii) SE T-stat
Number of new 26.886 29.345 -2.459 2138 -1150
firms

Growth in average 1204 0.484 0.720 0.796  0.900
firms” employees

New employees 263.69 209.40 54.29 86.23 0.63
Growth in share 0.038 0.035 0.002 0.011 0.220
salaried

Number of new 0.136 0.248 -0112 0.026  (-4.28)°
bank agencies

Number of new 0.371 0.337 0.034 0.046  0.730
correspondents

Growth of real 0.045 0.036 0.009 0.008 1170

GDP (2005)
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Table 6.17 ATT for Municipalities with 1to 5 Banks in 2001

Outcome Variable Treated (i) Controls (ii) Difference (iii) SE T-stat

Number of new firms ~ 136.477 116.386 20.091 7979  (2.52)
Growth of average 0.347 0.276 0.071 0133 0.53
firms’ employees

New employees 860.73 720.84 139.89 66.77 (21)°
Growth in share 0.020 0.014 0.005 0.005 112
salaried

Number of new bank ~ 0.050 0.025 0.025 0.023 1M
agencies

Number of new 1.881 2100 -0.219 0151  -1.45
correspondents

Growth of real GDP 0.023 0.030 -0.007 0.007 -1.04
(2005)

Table 6.18 ATT for Municipalities with More Than Five

Banks in 2001
Outcome Variable Treated (i) Controls (ii) Difference (iii) SE T-stat
Number of new 1072.453 1327.475 -255.022 205140 -1.240
firms
Growth of average 0.243 0.055 0.188 0.133 (1.42)2
firms’ employees
New employees 8041.67 9226.28 -1184.61 159991 -0.74
Growth in share 0.010 0.011 -0.001 0.005 -0.310
salaried
Number of new 0.453 0.569 -0.116 0.337 -0.340
bank agencies
Number of new 16.373 17.254 -0.881 2.714 -0.320
correspondents
Growth of real GDP  0.053. 0.036 0.016 0.014 1180
(2005)

Note: 1. Difference = treated - controls. 2. Significance Levels: *significant at 10%; “significant at 5%;
csignificant at 1%.



224 Postal Savings - Reaching Everyone in Asia

Appendix 6.2: Evaluating Trade Inclusion
Policies

A6.2.1. Exporta Facil And Other Simplified Exports:
Panel Data Econometrics

First, an Arellano-Bond dynamic panel regression was run which, the
authors believe, is the strongest specification for this model: it integrated
a lagged version of the dependent variable (RE only exporters) and, by
differentiation, controls for a potential omitted variable bias across
municipalities. It also enabled control of a possible measurement error
in the number of RE as representative of the total non-DSE exporters,
due to informal exporting of very small shipments. Finally, to test the
robustness of this specification, a robust fixed-effect estimate was
computed.

Arellano-Bond dynamic panel data Model:
# of RE only exporters, = o*RE only exporters, |

+ *DSE only exporters, + y*DSE_RE exporters" + 0*export determinants, + <*time
dummies + error term Index i: denotes the Brazilian municipalities with at least some
RE exporting activity.

Index t: denotes the 7 years between 1999 and 2005.

Export determinants are: population, GDP, and sectoral shares.
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Table 6.19 Results of the Arellano-Bond Dynamic Panel Regression

1999-2005 1999-2005 1999-2000
Method Arellano-Bond FE Robust OLS FE Robust OLS
Number of DSE only -0.16456345 -0.11501908 -0.57685459
exporters 0.1582 0.2588 0.2421
Number of DSE/RE -0.51993349° -0.56503157 -0.55795517°
exporters 0 0 0
Lagged RE (for A-Bond) 0.24340964 - -
0.15
GDP -4.75E-07 0.07 -6.84E-07 0.0767 1.75E-06
0.0609
Population 0.00006715° 0.00009013 -0.00001445
0.0086 0.0009 0.5919
Share of services sector 0.37850448 -0.89737784 0.59895791
0.3826 0.1021 0.6746
Share of industrial sector 0.55102175 -1.2050131 0.78656581
0.3049 0.0318 0.5015
2000 dummy 0.18550803 0.28739596°
0.1582 0.0004
2001 dummy 0.62081448°
0
2002 dummy 0.30472384° 0.56220518°
0 0
2003 dummy -0.11038443 0.60332394°
0.2117 0
2004 dummy 0.20316633 1.1536661°
0.1206 0
2005 dummy -0.57515873 0.68907535°
0.0002 0
Constant 0.33028347° 3.5285014 8.9662712°
0 0.0472 0.0001
Number of observations 8,329 11,365 3,031

Number of groups 2,170 2,289 1,687
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Gender and Financial Inclusion
Through the Post

Smriti Rao

7.1 Gender and Financial Inclusion

Women form a disproportionately large share of the world’s unbanked
population (Karlan and Morduch 2009). Gender inequalities in
employment and earnings mean that women have lower incomes,
making them less able to open accounts in formal financial institutions
(Chen et al. 2005; Fletschner and Kenney 2011). Due to legal and cultural
restrictions on women’s access to property, women often do not have the
collateral necessary to seek out loans from the formal financial sector
(Johnson 2004; Deere and Doss 2006). These factors combined with
discrimination against women in financial markets mean that women are
far less likely than men to have checking or savings accounts in their own
names (Johnson and Nino-Zarazua 2011; Demirguc-Kunt et al. 2013).

The development community has increasingly recognized the need
for women to have better access to the formal banking sector in order
to build wealth through saving as well as borrowing (Beck et al. 2008;
World Bank 2012). Research suggests that expanding female access
to formal financial institutions can increase both equity and growth
by increasing household income and wealth as well as the economic
position of women within and without those households (Seguino and
Floro 2003; Claessens 2006). Research also suggests that increasing
women’s abilities to generate, save and control income and wealth
can have positive impacts on child nutrition and schooling outcomes
(Quisumbing and Maluccio 2000; Hazarik and Guha-Khasnobis 2008).
Thus, there may be considerable positive social benefits to expanding
financial access for women.

Women’s microcredit and savings and loans groups have become
important components of the development agenda in many countries

226
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(Matin et al. 2002). However, these groups have not been able to
build the long-lasting linkages to formal the financial institutions
necessary to scale up their access to funds and grow independently of
non-governmental and aid organizations (Cull et al. 2009). The record
of commercial financial institutions (FIs), both public and private, is
weak in this regard. Indeed, a recent study found evidence of bias against
women on the part of FIs across the world (Demigurc-Kunt et al. 2013).
Some of this bias stems from broader legal and social contexts, but FIs
seem to act in ways that further reinforce such biases rather than under-
mining them.

The role of post offices (posts) in banking women has, however,
gone unnoticed in this debate. Posts in 51 countries have banked over
1billion people (Berthaud and Davico 2013). As we show in this chapter,
over half of these 1 billion postal clients are women. A recent study of
the impact of financial service provision through posts found that the
postal operators were much more likely to bank relatively economically
marginalized populations (Anson et al. 2013). In particular, those who
were banked at posts were more likely to be relatively poor, relatively
young, and living in rural areas, as compared to those who were banked
only with FIs or with both FIs and the post. While this particular study
found that gender was a statistically insignificant determinant of which
institution one was banked at, gender was not the primary focus of the
study. Given the historical exclusion of women from the financial sector,
it seems worthwhile to ask whether indeed posts can be a more effective
medium for the inclusion of women.

This chapter investigates the extent to which financial services
offered through posts may serve women in the developing world
better than FIs. In those countries where postal operators already
offer financial services, we find evidence that posts do seem to include
women to a greater extent than FIs. Our empirical analysis suggests
that this is partly a function of widely distributed postal networks (and
the associated lower transactions costs) and cheaper services offered
by the posts. We also find some evidence that this outcome may be a
result of greater statistical discrimination against women by FIs rather
than systematic outreach to women by the posts. We conclude that a
more deliberate attempt at the financial inclusion of women by postal
operators has the potential to yield even more success in this regard.
We argue that given the potential growth, development and equity
impacts of expanded female financial inclusion, there is a strong case
for more countries to offer basic financial services through the post
and to design those services to meet the needs of potential female
clients.
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7.2 Women and Financial Exclusion

The literature on women and financial access proposes both
“demand-side” as well as “supply-side” reasons for why women are less
likely to be banked than men.

7.2.1 Income and Property

The primary “demand-side” explanations are based on women’s relative
inability to acquire and control income and property and thus ‘demand’
financial services. Gender gaps in paid employment are pervasive. In
2010, the average female:male labor force participation ratio was 79% for
all countries, with the ratio falling to 71% for developing countries alone
(World Bank 2014a). Women tend to be concentrated in low paying jobs,
often in the rural agricultural sector. Lack of access to education and
training, cultural constraints on women’s mobility that restrict occupa-
tional choices, as well as discrimination on the part of employers, all
contribute to gender wage gaps in employment and earnings (Beneria
2003).

Furthermore, where women do work, their work is more likely to
be in the informal sector. They are more likely to perform home-based,
“putting out” work, work in family businesses or in small enterprises
unregulated by the state (Chen et al. 2005). They are thus much less
likely to be covered by labor laws and be offered benefits or protections
of any kind. Their work is more “precarious” and they have fewer oppor-
tunities for increases in wages or rank (Standing 1999; Floro and Meurs
2009).

Women’s property rights are also highly circumscribed in many
countries. According to the World Bank’s Women, Business and Law
database (World Bank 2014b), 27 of 143 countries in the database
do not grant women even de jure equal rights to inherit parental or
spousal property. In 44 of the 143 countries the default marital regime
is “separation of property”. This is a legal regime that usually discrim-
inates against women by failing to recognize wives’ contribution to
the formation of marital property through domestic labor or child-
rearing and other care giving duties (Deere et al. 2013). Of course, even
in countries where women have the same legal rights as men, de facto
female control over property is lower as women are unable to claim those
rights in the face of social and economic pressures (Agarwal 1995; Deere
and Doss 2006). The inability to control property means that women
have little ability to build or retain wealth (other than jewelry), making
them less able to access the formal financial sector.
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7.2.2 Transactions Costs

Women’s lower levels of education and their relative exclusion from
formal sector employment also mean they are less likely to have the
kinds of documentation of residence, income sources or tax records that
formal sector financial institutions routinely require. Women may also
may not have the educational level required to carry out the day-to-day
maintenance of a financial account (e.g. reading and signing bank disclo-
sures and policy documents).

Furthermore, time-use studies have shown that women across
the world face significant burdens of unpaid work (Beneria 2003;
Antonopoulos and Hirway 2010). Given the much greater likelihood
that women are entrusted with caring for children or the elderly, their
mobility is circumscribed not just by cultural norms but by the needs of
dependents (Folbre 2008; Razavi 2012). In rural or urban areas where
bank branches are few and far between and significant physical distance
must be covered to reach one, this discourages women from accessing
financial services to a greater extent than men. Furthermore, the time
required to travel and wait in line to conduct the business of maintaining
financial accounts may also be more costly for women caregivers.

7.2.3 Cultural Norms

Cultural norms also work against women here. Curbs on women’s
geographic mobility further increase the transactions costs discussed
earlier. Demigurc-Kunt et al. (2013) report that women were much more
likely than men to say they did not need an account in their own name
since another family member already had one. Where female economic
dependency is a norm, this dependency extends to financial access as
well. Thus, for many women, access to FIs, as to many other aspects of
the economy, is mediated through a male family member.

In those countries where gender norms assume some physical
segregation of the sexes, the way in which financial services are provided
may also matter. Whether services are provided through male or female
staff, or through separate or common queues for men and women may
influence women’s likelihood of accessing those services.

7.2.4 Supply-Side Barriers
There may also be barriers on the supply-side that serve to exclude women.

In some countries, as mentioned earlier, bankers’ hands are tied by legal
restrictions on women owning financial assets. If women are concentrated
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in rural areas (for example, in countries where rural-urban migration
streams are dominated by men) where banks have fewer rural branches,
this may lead to a failure to financially include women. As discussed
earlier, a failure to organize the provision of financial services in a manner
that is sensitive to local cultural norms (for example, separate queues for
women and men) may also lead to the financial exclusion of some women.

There is also some evidence thatbankers discriminate against female
clients (Johnson and Nino-Zarazua 2011). That is, all else constant, they
are more likely to accept a request for financial services from a man
and deny one from an equally wealthy (or poor), equally educated/
employed woman. Using unit level Findex survey data for developing
countries, Demirguc-Kunt et al. (2013) show that even after controlling
for a number of demand side and supply side factors, including gender
discriminatory laws that constrain bankers’ options, being female is
negatively associated with being banked. This raises the possibility of
systematic discrimination against women.

Economists tend to distinguish between “taste-based” discrimi-
nation and “statistical discrimination”. “Taste-based” discrimination
refers to outright prejudice, where bankers deny women’s applications
for checking accounts because they are biased against women as women.
“Statistical discrimination”, on the other hand, occurs when being a
woman is associated with, for example, being poor, or being risk intol-
erant, and an individual woman’s characteristics are subsumed within
these larger generalizations or stereotypes. Such an association might
result in bankers either overtly discouraging women clients or failing to
actively seek them out (Johnson 2004). In their discussion of the financial
exclusion of the poor, Berthaud and Davico (2013) suggest that the more
sophisticated the financial products offered by FIs, the more likely they
are to engage in such discrimination precisely because bankers then have
a greater incentive to focus their resources and attention on the “best”
prospective clients—those with greater wealth (see also Cull et al. 2009).
It is possible that this dynamic extends to women as well.

This discussion suggests at least two reasons to believe that the
posts may serve women better. To the extent that postal networks are
wider than FI networks (in terms of branches/square kilometer and
rural presence) at least some transactions costs for women are likely to
be lower. More importantly, to the extent that postal services have a dual
mission that seeks financial sustainability alongside service to the broad
public, they are also less likely to engage in statistical discrimination
of the kind found at FIs. In this context, the possible role of financial
services via posts becomes especially interesting.

If gender inequalities prevent women from being banked more
generally but are less of a barrier when it comes to being banked at posts,
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postal operators could play a key role in expanding access to this large,
underserved and important population. This chapter uses data from the
2011 Global Findex survey to investigate these hypotheses.

7.3 Financial Services through the Posts

A recent survey of financial service provision by posts (perhaps the
only international study on the topic at this time) estimates that about
1billion people are banked through 51 postal operators across the world
(Berthaud and Davico 2013). As the study points out, this is a much
larger number than those banked through microfinance institutions
(MFTIs), co-operatives, insurance agents, mobile banking operators or
other non-bank financial institutions that have received more attention
in the literature.

A wide variety of financial transactions are enabled by postal
operators across the world. For example, in some countries posts serve
merely as cash merchants for government payments, insurance company
payments, mobile banking operators and/or other institutions. They
may also more directly offer insurance services in partnership with
insurance companies.

However, in this chapter, we restrict financial service provision to
mean, at minimum, the provision of payment or savings accounts, either
directly by the post or through a partnership with an FI. In our dataset,
the majority of the 60 countries where posts offer financial services in
this sense offer “unlicensed savings accounts”, originally designed as
a means for the government to raise small deposits from poorer, more
rural populations. While these deposits are usually guaranteed by the
government, at least in theory, they are not usually regulated or directly
overseen by the central bank.

Securing a bank license that brings the postal bank under the
oversight of the country’s central bank requires considerable technical
and financial capacity. As a result, some postal operators have expanded
their financial service offerings by entering into partnerships with
commercial banks in what is called the “partnership model”.

Only a small group of national postal operators have secured a bank
license and in some cases this license limits posts to offering savings
but not credit products. There are, however, five postal operators with
“universal postal bank licenses” that allow them to offer the entire range
of borrowing and lending services. Berthaud and Davico (2013) found,
however, that the high costs associated with offering the full range of
financial services may lead to posts, like FIs, seeking out wealthier clients
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and thus diluting their mission of financial inclusion. They conclude that
unlicensed postal savings banks are therefore the best model for devel-
oping countries whose primary goal is financial inclusion.

The Global Findex survey from which this data is drawn provides
data on the shares of men and women who are banked in a total of 148
countries (Demirguc-Kunt and Klapper 2013). This paper analyzes
the 60 countries that provide financial services through one of the
three business models: unlicensed savings, partnership or universal
banking license. The list is dominated by Francophone countries or
countries with a legacy of French/Belgian colonialism—27 of the 60 are
Francophone countries. Ex-communist Eastern European and Baltic
states form another significant sub-group of 11 countries offering postal
financial services. History is thus an important determinant of whether
states have chosen to provide financial services through the post.

It is interesting to note that apart from a strong positive corre-
lation with the legacy of French/Belgian political influence, the share
of urban population is negatively and significantly correlated with a
country offering financial services through the post (Table 7.1). When
we split the sample by developed and developing countries, we find
the additional result that (log)GINT per capita is negatively associated
with financial service provision through the post in developing, but not
developed countries.

While richer, more urban countries tend to have higher shares of
their populations who are banked, postal financial services are being
offered in relatively poor, developing countries with larger shares of rural
populations. This is a model that has therefore already been employed in
relatively poor countries with, we will argue, some success with respect
to the financial inclusion of women. This record thus further strengthens
the case for the expansion of such services in more countries.

7.4 The Dataset

The 2011 Global Findex survey data conducted by Gallup and the World
Bank provides us with country level average shares of women and men
who have bank accounts only at the post, only at FIs or at both the
post and FIs. In this document “Posts-only” refers to the first category,
“FI-only” to the second, and “Posts-and-FI” to the third.

We were unable to access unit level data, but country level aggregate
shares for each of the above variables were made available to us by gender.
This data was provided for 60 countries where sample sizes were large
enough to split the sample by account type as well as gender. Of the 41
developing countries in the sample, 15 are low-income countries while
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13 are upper-middle-income and 13 lower-middle-income countries. The
Americas are under-represented in the sample, with only one country
from Latin America and the Caribbean. The largest regional grouping
comprises 22 countries from Sub-Saharan Africa, followed by 21 from
Europe and Central Asia.

Given that the female share of the “Posts-and-FI” category cannot
be attributed to either the practices of the post or FIs alone, most of our
analysis of gender differentials focuses on the share of female to male
account holders at the post only, as compared to FIs only.

Four countries drop out of our sample when we compare posts only
to FI only because there are no account holders who have accounts at
only the post. These four countries are Viet Nam, Turkey, Pakistan, and
Greece. Our sample is thus reduced to 56 countries, 37 developing, and
19 developed.! As a result, samples sizes are larger for the FI-only ratio.
This may be one of the reasons for the greater sensitivity of the FI-only
ratios that we will see below.

A further constraint on the analysis arises from the inability to split
country level aggregates by more than two variables—thus we cannot
obtain country level aggregates for women postal account holders in
the bottom income quintile at the country level, for example. Indeed,
because income quintiles split the samples into relatively small sub-
groups we are unable to obtain country level aggregates by account
type and income quintile.

Tables 7.2 and 7.3 list all 60 countries with account shares for women,
men and the share of the latter to the former. In the analyses that follow,
our “dependent” variables of interest for the following analysis are:

(1) ratio 1: the female:male ratio for posts only;

(i) ratio 2: the female:male ratio for FI only;

(iii) ratio 3: the relative gender gap between posts only and FI only

(ratio 1/ratio 2).

It must be noted here that even within these 60 countries, posts provide
only a fraction of the total financial services in the country. The average
share of women banked through posts only to the share of all women
banked (at all institutions) is only 10%, as compared to 78% of women
through FI only. Even in developing countries, this average rises to
only about 13%. Thus, because posts do not extensively offer financial
services in most countries, it may be hard to capture the impact of these
services in the quantitative analysis that follows. On the other hand,

Economies were sorted into developed and developing using the 2014 UN classifi-
cation of regions with the addition of Israel, Republic of Korea, Hong Kong, People’s
Republic of China, and Singapore to the list of developed countries.
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Table 7.3 Correlation of Countries Offering Postal Accounts

Developing Developed

All Countries Countries Countries
(Log)GNI Per Capita -0.0776 -0.23** -0.2058
Number of Observations 144 107 37
Average Urban Share of -0.2026** -0.3333% -0.2796*
Population
Number of Observations 145 108 37
French Speaking/ French Colony 0.2663*** 0.3392*** 0.1463
Number of Observations 147 10 37

GNI = gross national income.
$p<010*p<0.05*p<0.01"*p<0.001

these numbers also suggest the tremendous possibilities for further
expansion.

In the section below, we first see what we can learn from some initial
simple correlations using country level aggregates and then follow that
by regression analysis.

7.5 Correlation Analysis

7.5.1 Female Account Shares at Posts and
Financial Institutions

This data indicates that postal financial services are more inclusive of
women than the FIs. Mean female male ratios are higher for posts than
banks and thus the post-bank gender gap ratio is thus greater than 1 on
average (Tables 7.2 and 7.3). On average, the posts serve 1.27 times more
women than men in developing and 1.21 times more women than men
in developed countries. The highest female:male ratio at posts only is
Bangladesh, where the post serves 5.5 times more women than men,
closely followed by Sierra Leone and Rwanda, where the posts serve
5 times as many female account holders as male.

The mean female share of the “Posts-and-FI” category is also higher
than that for the “FI-only” category and lower than that for “Posts-only”,
although the gap is smaller.

Importantly, the post-FI gender gap ratio appears to be larger in
developing countries, despite the fact that for all accounts together,
women are more likely to be banked in developed countries (Tables 7.1,
7.2 and 74). When we look at the female:male ratio in the “Posts-and-FI”
category, in developing countries the combined category still has a
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Table 7.4 Summary Statistics

Standard
Deviation

Variable Obs Mean

Minimum  Maximum Source

Developed
Country Dummy

Post-Only
Female/Male
Ratio

FI-Only Female/
Male Ratio

Post-Fl Gender
Gap Ratio

(Log)GNI Per
Capita

Female Banked
Share (All
Accounts)

Male Banked
Share (All
Accounts)

Average Urban
Share of
Population

Average

Postal Branches
Per Square
(1000) Km

Average Female
Share of Postal
Staff

Average Female
Share of
Managers

Average Postal
Branches Per
Capita

Female/Male
Labor Force
Participation
Ratio

Female/Male
Secondary
Educational
Attainment

60 0.32
56 1.25
60 0.80
56 172
60 8.95
60 0.45
60 0.51
60 52
57 18.37
57 38.68
51 31n
54 0.13
59 71.97
55 0.80

0.47

119

0.24

1.88

1.25

0.34

0.32

23

20.71

19.94

2115

0.Mm

20.90

0.24

0

0.10

6.58

0.03

0.052

0.03

4.465

0.5

0.00

2017

0.31

55

113

8.366526

11.02

0.968

0.978

97

7177

81.88

94

0.43

105.18

1.55

HDR (2014)

2011 Global
Findex

2011 Global
Findex

2011 Global
Findex

World
Development
Indicators (2014)

2011 Global
Findex

2011 Global
Findex

World
Development
Indicators (2014)

Universal Postal
Union

Universal Postal
Union

Universal Postal
Union

Universal Postal
Union

World
Development
Indicators (2014)

HDR (2012)

continued on next page
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Table 7.4 continued

Standard

Variable Obs Mean Deviation Minimum Maximum Source
Female/Male Life 59 1.06 0.04 0.97 116 World
Expectancy Ratio Development

Indicators (2014)
Gini Coefficient 55 7.46 3.90 34 21 HDR (2012)
Average 40 0.93 0.48 0.15 23 World
Female Share Development
of Agricultural Indicators (2014)
Labor Force
Unlicensed 60 0.52 0.50 0 1 Universal Postal
Savings Business Union
Model
Partnership 60 0.40 0.49 0 1 Universal Postal
Model Union
Universal 60 0.08 0.28 0 1 Universal Postal
Banking License Union

GNI = gross national income.

higher average female:male ratio than FI only. However, in developed
countries that advantage goes away. Thus, the impact of postal financial
inclusion upon women is most apparent in the posts-only category.

Decomposing the postal gender advantage between developed and
developing countries, t-tests suggest that the posts-only female:male
ratio is not significantly different between developed and developing
countries (Table 7.5). However, the FI-only ratio is significantly worse
in developing countries. (Table 7.6). Thus, it appears to be the greater
failure of banks to include women in developing countries that explains the
greater gender advantage of the posts in developing countries. This also
helps us potentially understand why inclusiveness diminishes in the
“Posts-and-FI” category.

We then examine the relationship between female:male ratios and
total shares of banked women, i.e. women with accounts of all types. We
find that the posts-only female:male ratio is not significantly correlated
with overall female account share, but that the FI-only female:male ratio
is positively and significantly correlated with overall female account
share (Table 7.7). As mentioned earlier, posts-only accounts cover only
an average of 10% of all banked women. Thus, the association with the
overall level of women banked is not likely to be strong.

The post-FI gender gap is negatively but not significantly correlated
with female account share. The larger the share of women with accounts
in the country as a whole, the greater the female:male ratio of FIs, but
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Table 7.5 T-test: Post-FI Gender Gap Ratio by Developed and
Developing Countries

Group Observed Mean Standard Error
0 38 1.95 0.36

1 18 1.23 0.14
Combined 56 1.72 0.25
Difference 0.72 0.54
Difference = mean(0) - mean(1) t=1.3486
Ho: diff = 0 Degrees of freedom: 54

Ha: <0 Ha: diff 1= 0 Ha: diff > 0

Pr(T < t) =0.9085 Pr(T > t) = 0.1831 Pr(T > t) = 0.0915

Table 7.6 T-test: Posts-only Ratio by Developed and
Developing Country

Group Observed Mean Standard Error
0 38 127 0.23

1 18 1.22 0.13
Combined 56 1.25 0.16
Difference 0.05 0.34
Difference = mean(0) - mean(1) t=0.14

Ho: diff = 0 Degrees of freedom: 54

Ha: diff < O Ha: diff 1= 0 Ha: diff > 0

Pr(T < t) =0.9085 Pr(T > t) = 0.8928 Pr(T > t) = 0.4464

not necessarily at the posts. This is partly a composition effect, given that
FIs account for most of the changes in national shares of those banked.
It could also be further evidence that, as barriers to female economic
participation weaken, and women become more active economic partic-
ipants, they become more attractive clients for banks. This finding also
suggests the potential that posts have to expand further by more clearly
focusing on this group of potential clients.

When we look at the relationship between female:male ratios at posts
only and FI only and the total share of banked men with accounts (of all
types) we find similar results for the FI-only ratio (Table 7.7). That is, for
FIs only there is a statistically significant positive relationship between
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Table 7.7 T-test: Fl-only Ratio by Developed and
Developing Countries

Group Observed Mean Standard Error
0 41 0.71 0.04

1 19 1.01 0.02
Combined 60 0.80 0.03
Difference -0.30 0.05
Difference = mean(0) - mean(1) t=-5.4461
Ho: diff = O Degrees of freedom: 58

Ha: diff < O Ha: diff 1= 0 Ha: diff > 0

Pr(T < t) =0.0000 Pr(T > t) =0.0000 Pr(T > t) =1.0000

the female:male ratio and total male shares of account ownership. This
result is strong for developing countries only and similar, though weaker,
for developed countries. This relationship is not statistically significant
for the female:male ratio at the posts.

There are two interesting implications of this result. First, if women
are truly voluntarily refraining from getting bank accounts because their
husbands/fathers have one, we might expect a negative correlation here.
However, there is little evidence at the macro level that male account
holdings result in fewer women getting accounts. Second, the share of
banked men serves as a potential proxy for the female share at FI only,
given the very strong positive relationship between these two, but not
for the female share at posts only.

Overall, the FI-only female:male ratio is positively and significantly
related to the overall female:male share of all accounts. This is especially
strong for developing countries, although quite strong for developed
countries as well. This is line with the overall tendency for the FI-only
share of accounts to be more sensitive to a variety of socio-economic
indicators.

7.5.2 Supply-Side Determinants of Female
Financial Inclusion

The Universal Postal Union (UPU) maintains statistics on postal
branch density in terms of branches per kilometer as well as per capita.
Postal branch density in most countries is higher than commercial
bank branch density, although when we include all FIs, the situation
reverses (Berthaud and Davico 2013). However, FIs as a whole (with
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the exception of MFIs) are concentrated in richer, more urban regions,
and their branch density is lower in developing countries, while the
postal network is distributed relatively evenly (Berthaud and Davico
2013).

In this dataset, the posts-only female:male ratio is positively and
weakly significantly correlated with the number of postal branches per
1000 km (Table 7.8), as is, interestingly, the FI-only ratio. The post-FI
gender gap is positively but not significantly correlated with this metric
of density.

While the first result is expected and important; the second is a little
hard to explain. Why would banks be able to increase female:male ratios
in contexts where postal networks are wider? Anson et al. (2013) also
find FI financial inclusion is sensitive to some metrics of postal service
provision. In some countries, the explanation lies in the fact that banks
offer some of their products through posts. Ansén et al. (2013) also
argue, and we agree, that there might be positive spillover and demon-
stration effects when posts allow previously marginalized populations
access to financial services, thereby increasing their representation in
FIs as well.

When we split the sample into developing and developed countries,
we get the more intuitive former result for developing countries, but
none of the correlations are significant for developed countries. Thus,
branch density does appear to matter, especially in developing countries.

Data on the share of female staff and female managerial staff at the
posts is also available to us at the country level. Here again we get this
interesting result that it is the FI-only female:male ratio that is positively
and significantly related to the female share of postal staff (Table 7.8).
This is particularly true in developing countries. The most likely expla-
nation here is that female shares of postal staff reflect the existence of
larger pools of female staff at all large institutions and are thus highly
correlated with female shares of bank staff.

When it came to female shares of managerial staff, a number of
countries had missing data. Perhaps as result, there were no statistically
significant correlations to report.

Last but not least, the business model adopted by the posts to supply
financial services may also impact female financial inclusion (Table 7.8).
Given that only five postal operators have universal licenses, the main
comparison is between the unlicensed savings model and a business
model that involves partnerships with FIs. Partnership with FIs could
potentially lower financial inclusion as the incentives and biases of the
FIs would then shape financial inclusion via the posts to a greater extent.
Thus, one hypothesis might be that where posts offer unlicensed savings
the relative degree of financial inclusion is greater.
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However, using an unlicensed savings model was negatively
correlated with the female:male ratio at posts only (not statistically
significantly) as well as at the FIs only (statistically significant). The
opposite was true when posts offered financial services through a
partnership model. This seems to be contrary to our earlier finding of
the failures of financial inclusion of women by FIs. Here, a partnership
with FIs seems to increase female:male ratios. The explanation for this
result lies in the fact that it is being driven primarily by outcomes in
developed countries.

When we split the sample, we find that in developing countries
unlicensed savings models raise the female:male ratio at posts only (not
statistically significant) and lower it at FIs only (statistically significant).
The opposite is true with a partnership model. In developed countries,
however, there is a strong negative effect of using an unlicensed savings
model on the female:male ratio at posts only as well as the post-FI gap.
The effect on the FI-only ratio is not statistically significant.

We conclude that in developed countries, where most women are
already banked, the quality of service is a greater concern. Unlicensed
financial services are a signal of lower quality financial services, given
that they are not regulated by the central bank. Thus, we find that
unlicensed savings models are negatively associated with female:male
ratios at the posts in developed countries.

7.5.3 Demand-Side Determinants of Female
Financial Inclusion

Given the importance of postal branch density in the prior analysis, we
use the share of urban population in a country to approximate the extent
to which distance from bank branches reduces the ability to be banked?
We could also include the country’s female to male ratio of workforce
in agriculture as a way of approximating the extent to which women
are concentrated in rural areas, but due to missing data the sample then
reduces to 38 countries.

The particular context of gender relations in the country clearly
impacts the degree to which posts can financially include women, as
discussed earlier (Johnson 2004; Fletschner 2009). In this analysis, the
absence of unit-level data restricts us to using country level aggregates
that are proxies for demand-side barriers to account usage by women.

2 Data on GDP per capita, the Gini coefficient, the urban share of the population and
metrics of gender inequality were obtained from the World Development Indicators
and Human Development Reports (see Table 7.5).
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There are now a wide variety of indices of gender equality at the
country level but given the small sample size, we attempt to be somewhat
parsimonious in our choice of “independent” variables.

As is now well known, the GDI is now much criticized because of its
very high correlation with country level income per capita. However, at
least two of its components—the female:male labor force participation
ratio (in paid work) and the female:male life expectancy index capture
aspects of gender equality that continue to be very important.

For our purposes, given that we are studying female financial partic-
ipation, the female:male labor force participation ratio is a particularly
significant indicator of possible demand for financial accounts on the
part of women. Both the female:male literacy ratio and the female:male
ratio of secondary school attainment are available as metrics of education
discrimination. Education may also lead to a greater awareness of the
importance of being banked, as well as a greater ability to deal with
the paperwork and other administrative aspects of maintaining a bank
account. Because of the potential importance of the latter and therefore
of education beyond literacy, we use the female:male secondary school
attainment ratio as the primary metric of gender equitable education in
a country.

The female:male life expectancy index is used here as a metric
of gender discrimination in the provision of the most basic needs of
nutrition and healthcare.

The country’s level of economic inequality is indicated by its Gini
coefficient for the most recent year. Data on the Gini is missing for
several countries, which further reduces our sample size. As a result,
the Gini is not used in most of the analysis, although we do report the
regression result after its inclusion.

We do not use the headcount ratio of people living below $2 a day
because of even greater data issues, although it would be another way
to approximate the extent to which people are not banked because of a
lack of income. In each case, the values used in the analysis are averages
for the years 2008-2011 where available, or the most recent if no data is
available for 2008 or after.

A correlation table tells us again that the FI-only female:male ratio is
much more sensitive to these different demand-side metrics (Table 7.10).

Countries with higher gross national income (GNI) per capita see
higher ratios of women to men at the FIs, as do countries with higher
shares of urban population. In fact, the impact of urban share of
population is strong enough that it also statistically significantly lowers
the post-FI gap. Higher female:male shares of the labor force as well
as secondary educational attainment raise both post-only and FI-only
gender ratios, but the effect is only statistically significant for the latter.
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Table 7.10 Correlations: Demand-side Correlates of Gender Ratios

All Countries

Post-Only Post-Fl Gender
Ratio FI-Only Ratio Gap Ratio

(Log)GNI Per Capita -0.02 0.47%* -0.13
Number of Observations 56 60 56
Average Urban Share of -0.18 0.40** -0.27*
Population
Number of Observations 56 60 56
Female/Male Labor Force 0.18 0.527 -0.07
Participation
Number of Observations 55 59 55
Share of Women in -0.02 -0.68*** 0.16
Agricultural Labor Force
Number of Observations 38 42 38
Female/Male Secondary 0.05 0.44** -0.16
Educational Attainment
Number of Observations 51 55 51
Female/Male Life Expectancy -0.12 0.34% -0.20
Number of Observations 55 59 55
Gini Coefficient 0.02 -0.07 0.02
Number of Observations 51 55 51

GNI = gross national income.
Fp<0.10*p<0.05*p<0.01"™ p<0.001

The female to male life expectancy ratio statistically significantly
raises the ratio of women to men at FIs only while the Gini coefficient has
no effect on either. Finally, we use the share of women in agriculture as a
measure of the extent to which women are concentrated in agriculture.
Given the urban, formal sector bias of FIs, this has the expected negative
impact on female financial inclusion at FIs. The impact of the gender
gap ratio is positive but not statistically significant.

7.5.4 Supply and Demand-Side Determinants:
The Summary

This analysis provides preliminary evidence that posts have higher
female:male ratios than the FIs, particularly in developing countries. It
appears that this is at least partly because FIs seem particularly likely
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to exclude women, rather than the posts being especially focused on
including women.

Indeed, developed and developing countries differ quite substan-
tially in the dynamics of financial service provision. There is thus a case
for separating the two while doing further analysis, although this would
mean a further decrease in sample size.

On the supply side, there is some evidence that branch density
matters, as does the postal business model, particularly in developing
countries.

In developing countries FI-only account holder composition is
also sensitive to the postal business model, with some evidence that the
use of unlicensed savings at the posts may raise the postal female:male
ratio in developing countries. However, the use of this model also seems
correlated with lower female:male ratios at the FIs, which is clearly not
the desired policy outcome. From a policy perspective then, many of
these results reiterate the importance of continuing to work on trans-
forming FIs to become more inclusive even as postal services expand
financial services.

Conventional metrics of gender inequality depress female partici-
pation in FIs to a greater extent than at the posts. This suggests that
posts can be a way to try to reach women in countries where cultural
norms do not favor extensive female participation in the market
economy. Most importantly, posts can be a way to reach rural popula-
tions. Once again, the geographic reach of the postal services emerges as
a very significant asset.

7.6 Regression Analysis

We use simple OLS regressions to test whether the relationships
observed above hold up once we control for the country’s income per
capita. The two dependent variables used here are the posts-only gender
ratio and the post-FI gap. We do also report some regression results for
the FI-only ratio for comparative purposes.

As dependent variables we use (log)GNI per capita, the urban
population share and the female:male share of the labor force on the
demand-side. On the supply side, we include postal branches per 1000 km?,
and whether the postal service uses an unlicensed savings business model
(versus a partnership model or a universal banking license).

The share of men who are banked (at any institution) is included
both to control for other country specific factors that may increase the
propensity to be banked more generally, as well as to control for the fact
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that women may not open accounts if their husbands or fathers already
have one.

To begin with just the impact of (log)GNI per capita, we see a
negative, though insignificant, effect on the posts-only ratio as well as
the post-FI gap (results available upon request). This makes sense if, as
countries get richer, male accounts expand faster than female, and FI
accounts in general expand faster than postal accounts.

Once we control for the expansion in male accounts (and indeed the
expansion of FIs in general, given the dominance of FIs amongst male
account holders), we see a switch to a positive but not statistically signif-
icant impact of GNTI per capita on the post-FI gap (results available upon
request). For the posts-only ratio itself, after we control for the greater
expansion in male accounts as a country grows richer, we still see
that higher income correlates (statistically insignificantly) with lower
female:male ratios at the posts. However, once we control for the urban
share of the population, which is also usually higher in richer countries,
this relationship becomes positive and statistically significant for both
the posts-only ratio as well as the post-FI gap (Tables 7.11 and 7.12). The
size and statistical significance of these variables is even stronger for
developing countries only.

If we assume that both men and women have a greater demand for
financial services in a richer country, this result suggests that FIs dispro-
portionately absorb the increases in male demand, so that it is at the posts
that female demand for financial services is fulfilled. Another possible
interpretation from the supply side is that larger FI networks in richer
countries mean their exclusion of women also has a more significant
impact on the post-FI gap, pushing it in favor of the posts.

Higher urban shares of the population are correlated with a
smaller post-FI gender gap. The same result holds for the posts-only
ratio as well. Thus, posts are less female inclusive in more urbanized
countries, particularly in the developing world. This may be because
male migration to cities results in relatively high urban male population
shares in Africa and Asia (which dominate our dataset). It may also be
because in urban areas posts do not have as much of an advantage over
FIs when it comes to transactions costs, thus reducing their relative
attractiveness to women. This finding implies that rural postal networks
are especially crucial if the posts are to more directly aim for greater
female financial inclusion. Furthermore, even in richer countries, posts can
take advantage of their greater presence in rural areas to expand financial
services amongst women.

As Table 7.11 shows, branch density also matters as expected for the
posts-only ratio. Average branches per 1000 km squared and the share of
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the urban population remain statistically significant after the addition of
the female to male ratio of secondary school attainment, female to male
life expectancy ratio as well as the business model identifier. When the
dependent variable is the post-FI gap, however, only the urban share of
the population remains statistically significant at 5% and is negatively
related to the post-FI gap (Table 7.12).

A postal service with an unlicensed savings model also increases
the posts-only female:male ratio as well the post-FI gap for developing
countries, as suggested by our earlier analysis based on correlation
coefficients.

Interestingly, indicators of gender inequality are not statistically
significant determinants of the posts-FI gap in developing countries. We
explore this in greater detail below, but this re-emphasizes the sense we
get from our qualitative interviews below that the posts are not actively
seeking out women, or designing financial products that help women
overcome barriers posed by gender equality. On the other hand, to the
extent that they have a social mission, they do include poorer, less finan-
cially stable clients, a group that certainly includes women. Lower direct
and transactions costs of postal accounts and the greater exclusion of
women by FIs appear to better explain the posts’ success with women
at this point.

Looking at the results for the posts-only ratio confirms this sense.
We note that higher female:male labor force participation ratios do seem
to increase female:male ratios at the posts in some models (although
largely for developed countries only). When we run the same regression
model for the FI-only ratio as well (with the density of FI branches
substituted for postal branch density) the coefficient for the female:male
labor force participation ratio is positively and statistically significantly
related to the FI-only female male ratio in developing countries (results
available upon request).

It is possible that some posts, like banks, either require proof of
income, or may have a question about employment on their application
forms. As a result, women who do not perform paid work may be less
likely to have an account. However, FIs seem to reflect this tendency
more consistently in developing countries.

The introduction of the Gini and the female share of agriculture (as
an indicator of female concentration in rural areas) reduces the sample
size to only 34 countries. Importantly, of the 15 countries that drop out
upon the inclusion of these two variables, only 1 is a developed country.
Thus, the sample for this regression becomes dominated by developed
countries.

For these countries, the urban share and branch density are still
significant, but now the female:male secondary educational attainment
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ratio is also significantly and positively related to the female:male share
of account holders at the post, although again this result is driven by
developed countries. While Anso6n et al. (2013) find that posts are more
likely than FIs to include the less educated, this result suggests that
in developed countries posts can do even more to reach less educated
women.

When we look at the posts-FI gap for these 34 countries, we find
that the number of postal branches per kilometer still have a positive
and significant impact on the posts-FI gender gap (Table 7.12). Here
we find that the ratio of secondary educational attainment is statis-
tically significant and positively related to this gap. That is, the postal
advantage with women over FIs grows in countries where female
educational attainment is relatively high. Assuming that documentation
needs are higher for FI bank accounts, this suggests that postal accounts
disproportionately attract women as their educational attainment rises.
Given what we know from our prior results about the greater exclusion
of women by FIs, this may indicate that even where educated women
have the ability to maintain bank accounts they find fewer supply-side
barriers at posts than at banks and thus are more likely to open accounts
there. However, when we split the sample by developed and developing
countries, this result ceases to be statistically significant.

There are thus two robust results that emerge from this analysis.
The first is the importance of postal rural networks and geographical
density in explaining why the posts have a higher female:male ratio of
account holders. This suggests that tremendous potential for increasing
account ownership amongst women by expanding postal networks into
rural areas.

The second is the greater sensitivity of the FI-only female:male ratio
to various metrics of demand for financial services, including metrics
of wider societal gender inequality. We find that the posts-only female:
male ratio seems to be less negatively affected by these variables. These
findings taken together suggest a less discriminatory environment for
women within posts even after accounting for income, network density,
postal business models and measures of wider gender inequality.

The final component of our research was qualitative analysis based
on surveys of postal authorities. The goal was to explore the extent to
which postal operators attempt to directly target women. As we discuss
below, in most cases there are few effective interventions by postal
operators to expand female financial inclusion, and yet posts are able
to do better than the FIs due to the absence of overt statistical discrim-
ination against women. This means that there is considerable room for
further improvement if posts were indeed to reach out to women more
directly.
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7.7 Qualitative Analysis
7.7.1 Methodology

To better understand best practices in terms of financial inclusion of
women, we administered a survey to postal authorities at selected best
and worst performing countries. Since our study focuses on developing
countries to a greater extent than developed countries, developing
countries dominated the list of surveyed countries.

The first criterion in picking countries for surveys was the success/
failure of the posts in attracting female accountholders. In 60% of our
sample, the post performed better than FIs when it came to attracting
female account holders. Five of the developing countries chosen and
two of the developed came from this group. 15 out of the 38 developing
countries in the Findex database, on the other hand, had male dominant
postal accounts. Two of the developing countries (India and Burundi)
and one developed country (Republic of Korea) selected for the survey
came from this group.

The second criterion was that there be a minimum share of women
banked with the post to ensure the integrity of our gender gap metric.
Given the small numbers of countries with shares of women account
holders at posts only just above 5%, we selected a 1% share of women
account holders at posts only as our cutoff.

Finally, we also attempted to make sure that our sample included
postal services with universal bank licenses, partnerships with financial
institutions as well as unlicensed postal savings accounts.

The eight developing countries we identified on the basis of these
criteria were: India, Burundi, Tunisia, Yemen, Gabon, Mauritania, South
Africa and Bangladesh. The three developed countries selected were
France, Poland and Republic of Korea.

We received completed surveys from 7 countries in total: Burundi,
Tunisia, Yemen, Gabon, Mauritania, India, and France. Table 7.13 summa-
rizes some key information from the surveys.

7.7.2 Key Findings

As we had expected, no postal operator had a financial product exclu-
sively targeted at women. India came closest with a newly announced
scheme offering incentives to households to open an account in the name
of a girl child. There was also no example of a postal operator specifically
targeting women for information or marketing about financial products.
Indeed, the French postal authorities pointed out that they were barred



Gender and Financial Inclusion Through the Post 257

by law from treating differentiating between clients by sex and providing
preferential treatment in any form to clients of a particular gender. As
authorities in Tunisia put it “all have equal access to postal services”.

While the principle of equal access for all is an important one, as
a recent UN Women report suggests, legally gender-blind policies can
perpetuate existing societal inequalities (UN Women 2013). When it
comes to financial inclusion of women, this approach has clearly been
more inclusive of women than the forms of statistical and perhaps more
direct discrimination engaged in by commercial banks. However, given
the fact that women continue to dominate the ranks of the unbanked,
we do think the posts could and should seek out more ways to provide
access that is de facto and not just de jure equal.

In this report, we do not recommend developing women-only
financial products due to the practical constraints of legal principles
of equal access in some countries, but also due to a long history of
“women-only” products and services languishing for lack of funding
(and even generating some backlash). However, we do suggest that
posts develop financial products and forms of service delivery that are
designed in ways that might appeal to women. We discuss such features
below.

The lack of outreach to women, however, does seem worth addressing.
Interestingly, Burundi, a country with low reported female financial
inclusion via posts in the 2011 Findex survey has since commenced an
expanded financial inclusion program that does outreach to co-operatives
and via radio programs. It has also been reaching out to groups such as
domestic workers and fruit/vegetable traders who are more likely to be
female. Tt will be interesting to note if the results of these efforts become
evident in future surveys.

Several of the surveyed postal authorities reported existing collabo-
rations with nongovernment organizations (NGOs). These collaborations
may be part of the explanation for their success in attracting women.
Using NGOs and MFIs to transmit information more directly to women
and encouraging them to open accounts at the local postal branch
would be one way to disseminate information more directly to women.
Providing information on postal accounts at local healthcare providers
might be another way of reaching women.

Indeed, greater outreach to NGOs would appear to be required at
the macro level. Both UN Women and UPU are in a position to reach out
to the large and growing community of advocates for financial inclusion
of women and urge them to consider allying with postal operators across
the world.

In the surveys, the postal authorities themselves identified their
lower cost of services as the primary advantage over banks, with some
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also referencing their wider rural networks. As expected, the primary
disadvantage they pointed out was the limited range of financial
products they offered.

When it came to possible barriers faced by female account holders,
all the responses pointed to broader social and economic factors—
female illiteracy, poverty, and “customs and traditions”. Almost none
of the responses listed ways in which posts themselves might present
barriers to greater female financial inclusion. While our quantitative
analysis suggests that any such barriers are likely to be lower than in the
case of FIs, it would be interesting to compare these responses to those
of women themselves, who might have a different perspective on how
welcoming posts are to women clients. For example, we did not have
access to the application form that some surveyed countries reported
was a necessary precondition for opening an account. It would be inter-
esting to analyze the extent to which such forms are gender-neutral.

The one exception to the above was the response from the author-
ities in Yemen who suggest that the photo-ID requirement might present
a barrier to women who are unwilling to have a photograph taken.
While overall the documentation these countries reported requiring
was minimal, the Yemeni response may suggest that even this level of
documentation presents a barrier for some women.

This leads us to some recommendations on how postal operators
can build in features that are likely to attract women.

Offering incentives for multiple members of a family (irrespective
of gender) to open postal accounts might be one such feature, given the
reported unwillingness of women to open accounts if a family member
already has one. Our quantitative analysis suggests that this is not an
insurmountable barrier, as countries with high male shares of the banked
also tend to have female shares of the banked. Well-designed incentives
may therefore draw in both female and male members of a family. For
example, India’s new girl child account is a step in this direction, but
policy makers may want to consider ways to enhance this scheme to
encourage adult women in these households to open accounts as well.

Other design features are suggested by the literature on Rotating
Savings and Credit Associations (ROSCAs)® and female microcredit
groups. For example, research on ROSCAs suggests that apart from the
absence of collateral requirements and a delinking of membership from
formal income generation activities, and the documentation associated
with such activities, ROSCAs may be appealing to women precisely

3 ROSCAs typically comprise a group of individuals who come together and make
regular cyclical contributions to a common fund, which is then given as a lump sum
to one member in each cycle.
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because while there is a commitment to save, it is difficult for other
members of the household to track the amounts women have saved, and
also difficult for women to withdraw funds at short notice (Anderson
and Balland 2002). Women are thus able to protect their savings from
demands made by other family members. The opacity and lack of flexi-
bility built into the ROSCA system is seen as an advantage by the women
who participate.

These findings would suggest that posts explore keeping minimum
deposit amounts low (as the French post does) but extending the
minimum period of time required to save before withdrawals are
allowed and/or limiting the number of allowed withdrawals. That is,
counter intuitively, creating products that are less flexible.

Another more direct way to incorporate features of ROSCAs and
female microfinance groups would be to invite these groups (both male
and female) to open accounts for the group as a whole at the local postal
branch. The literature suggests that such an initiative would need to
be accompanied by offers of help with administering, maintaining and
monitoring these accounts. Such additional assistance may be more
economical when offered to groups as a whole rather than to individuals.
This, again, is similar to an effort that Burundi is currently pursuing in
offering financial education through co-operatives.

Perhaps most important, however, is a strong, pervasive emphasis
on financial inclusion within the culture of the postal operator coupled
with a greater awareness that women constitute the majority of the
posts’ current and future client base. The response from the French
postal operator suggests that at least the former emphasis pervades the
institution and has led to a number of innovative financial products and
service delivery mechanisms, including direct collaborations with NGOs
and financial literacy programs, designed to reach what the French
termed “financially fragile” populations. As the statistics suggest, this has
also translated into a high level of female financial inclusion via posts.

In developing countries where the challenge of banking women is
greater, these efforts should be coupled with a more direct acknowl-
edgement that women constitute a majority of current customers as well as
those with unmet needs. More efforts to survey female clients and under-
stand features of service delivery that might be most useful to them would
be an important step towards uncovering additional product innovations.

7.8 Conclusions and Recommendations

Posts have an important role to play in bringing the unbanked into the
formal financial system. Recent history suggests that where posts offer
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financial services, they do so to a diverse group of clients, including
economically marginalized groups to a much greater extent than other
financial institutions. Our research suggests that women have been
beneficiaries of this feature of financial service provision via the posts.
Given this track record and the fact that a majority of the unbanked
across the world are women, we argue posts can and should play a much
more prominent role in the debate over how to reach and bank them.

Our quantitative analysis shows that FIs are much more likely than
posts to exclude women. As a result, female:male ratios at posts are
significantly higher than at FIs, particularly in developing countries,
the main focus of our study. The greater presence of postal branches
in rural areas appears to play an important role in explaining greater
female account ownership via the posts. We note that even in developed
countries, posts have the potential to tap rural clients using their wider
networks.

In line with other research (Berthaud and Davico 2013; Ansén
et al. 2013), we also find that even offering simple unlicensed savings
accounts via posts (rather than in partnership with FIs) can have an
impact on the financial inclusion of women. On the other hand, from
the perspective of FIs, partnership with posts did seem to improve
female:male ratios, suggesting one way for FIs to approach the issue of
financial inclusion.

Our most interesting overall finding, however, was that in our
correlation analysis, female: male ratios at FIs are much more sensitive
that female:male ratios at posts to a range of socio-economic factors,
including measures of gender equity. Our regression results indicated
thata country’s (log)GNI per capita was positively related to female:male
ratios at the posts, but not at FIs. We assume that as countries grow richer,
female demand for financial services grows. If so, this result indicates a
failure on the part of FIs to absorb that increased female demand. As
a result, women may seek out posts to supply their financial services.
In countries where the post does not provide such services then, these
women will join the ranks of the unbanked.

Another interesting finding was that although women report not
obtaining an account because a male member of the family already has
one, at the macro level we find no evidence that this constitutes a serious
barrier to women obtaining accounts. Overall, male and female account
shares tend to move together, suggesting that other factors such as the
cost of services may be more significant deterrents for both men and
women. Once again posts appear to be in a better position to offer such
low-cost services to both men and women in developing countries.

Our qualitative analysis confirmed that even in posts with relatively
high shares of female accounts, postal operators do not appear to take
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into account, or have a deep understanding of, women’s needs when
designing products and service delivery mechanisms. They also do not
report any substantive outreach to women.

This leads us to make five main recommendations.

1.

Posts in more countries could be encouraged and empowered
to offer financial services, at least in part from a gender equity
perspective. Rural postal operators are particularly valuable in
accomplishing this goal and should be allowed to offer financial
services.
Advocates of female financial inclusion in the global devel-
opment community need to be made more aware of the
successful track record of postal financial services and the
potential advantages of allying with posts in efforts to bank
women.
Postal authorities in developing countries may need to be
made more aware of the fact that the majority of their current
clientele is female. In our qualitative interviews and surveys,
postal authorities did not appear to reflect that awareness.
To that must be added the more explicit understanding that a
majority of the unbanked population in most countries (and
thus their future client base) is also female. We believe this
knowledge should inform better information gathering, perhaps
via surveys of current female clients, on how to design services
that meet their needs.

We do not recommend designing female-only financial

products or services, but rather building features that may be

especially attractive to women into all financial products. Based
on the literature on female ROSCAs and microcredit groups, we
suggest the following possible features:

(a) incentives for multiple family members to open accounts;

(b) encouraging ROSCAs and existing microfinance groups to
open group accounts at posts;

(c) connected to (b), encouraging more alliances with NGOs
and development organizations working on women’s
empowerment;

(d) based on evidence from ROSCAs, very low minimum
deposit and withdrawal amounts increase women’s use of
financial services, but this may need to be combined with
longer periods in which withdrawals cannot be made,
i.e. designing accounts in which women’s savings can be
protected from demands made by other family members.

Given that posts currently offer financial services in only a few

countries, the above efforts must be matched by continuing
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efforts to document and fight the financial exclusion of women
by commercial banks. Indeed, the success of posts could be used
to show that supply-side barriers are more significant deterrents
than demand-side barriers when it comes to unbanked women.
Indeed, our quantitative analysis suggests that FI partnerships
with posts do improve female:male ratios for FIs, making that a
possible first step for FIs who wish to address female financial
exclusion.

Greater financial inclusion of women is a win-win development
strategy with the potential to positively impact growth and human
development, as well as women’s social and economic empow-
erment. We believe that postal services have a vital role to play in this
process.
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Postal Savings and
Financial Inclusion
in Japan

Naoyuki Yoshino, Matthias Helble,
Asami Takeda, and
Suguru Shimazaki

8.1 Introduction

The postal savings bank is the largest deposit taking financial insti-
tution in Japan. It was established in 1875 and contributed a great deal
to promote domestic savings. It has always been trusted by the Japanese
and its nationwide network of post offices has absorbed household
savings. The savings were entrusted to the Ministry of Finance, which
allocated the funds to infrastructure investment, housing loans, small
and medium-sized enterprises (SME) loans, etc., and was called the
Fiscal Investment and Loan Program.

In developing Asian countries, the promotion of domestic
savings is very important for economic growth. Too much reliance
on foreign finance will increase the exchange rate volatility and make
the economies vulnerable to shocks in the case of financial crises.
Traditional postal savings combined with savings based on new
financial technology will promote new ways to promote savings to
individuals.

This chapter consists of 5 sections. Section 8.2 summarizes postal
savings and Japan’s economic development. Section 8.3 explains the
postal savings system and the fiscal investment and loan program in
the Japanese financial system. Section 8.4 states postal savings versus
private bank deposit. Section 8.5 summarized recent development of
postal savings in Japan and explains the future challenges of postal
savings.

268
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8.2 Postal Savings and Japan’s Development
8.2.1 Historical Development of Postal Savings

Japan’s postal savings system is one of the largest savings institution in
the world. Figure 8.1 shows the volume of the deposit of Japan’s postal
savings from 1979 to 2016. The peak was achieved in 1999 when the stock
of accumulated postal savings reached ¥262 trillion, which was equivalent
to 50% of GDP at that time. After 2000, Japan’s postal savings gradually
diminished and reached ¥175 trillion in 2010. Since then, postal savings
have started to grow again, reaching ¥178 trillion in 2016.

Regarding the share of postal savings, it was only 15% in 1955.
However, the share increased to nearly 40% of total individual term
deposits in 1980. This is due to the unique characteristics of the postal
savings products. The Ministry of Finance has set up a segregated
financial system in Japan. Under the system, ordinary banks are not
allowed to issue long-term deposits. Ordinary banks, long-term credit
banks, and trust banks are only allowed to issue one or two years of term
deposits. On the other hand, the post office issues a ten-year time deposit.

Figure 8.1 Japan’s Postal Savings, ¥ Trillion, Years Ending
31 March 1979-2016
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This deposit has attracted many people and this is one of the reasons
why postal savings have gained a 40% share of the total term deposits
in Japan.

8.2.2 Origins of Postal Savings in Japan

Figure 8.2 shows the fluctuation of household saving ratios (%) in Japan
from 1955 to 2015. Japan’s savings rate was very high around the early
1970s and the ratio reached 23% in 1974 and 1976.

However, right after the Edo period, which was in 1868, the
savings rate of Japan was quite low. During the Edo period, between
1603 and 1868, Japan was dominated by the “Samurai class”, which
was made up of “knights”. There were no customs for them to save
money for the future. Right after the end of the Edo period, Hisoka
Maejima went to England and he found out that post offices there
collected savings. In Japan, during the Edo period, the mail system
was quite well established in all over Japan. He considered Japan
should also start postal savings, which could increase savings rate
in Japan. He went to a Buddhist monk, Raiden Shimaji. However,
the Buddhist monk denied pledging the people to promote savings.
He also thought the custom of savings was not so well implemented

Figure 8.2 Household Savings Ratio in Japan 1955-2015
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in Japan, but he did not agree to promote savings in Japan. Hisoka
Maejima therefore started children savings at primary schools. The
system was as follows. Postmasters visited the primary schools and
they asked small children to start or open savings, and the children
started to save very small amount of money. At the end of their six
years at the primary school, their savings had accumulated. These
children savings eventually pervaded Japan’s society, and the savings
rate increased up to 1974.

A study by Horioka et al. (2007) showed three factors that induced
household savings. First, when the economy is growing, people tend to
save more because their income is growing. Second, if the number of
children is plenty, their parents try to save for their children. Third, the
poor social welfare system forces people to save for their own future
and after retirement. Those three reasons applied to Japan during its
high economic growth period, in the 1970s and early 1980s. However, as
the economy of Japan declined, the Japanese savings rates declined, as
shown by Figure 8.2. The decline of the saving rates can be explained by
three factors. First, due to the decline in economic growth rate, people
tend to save less since their income is decreasing. Second, the number
of children had diminished. Finally, the establishment of good social
welfare system for retirement made people less inclined to save.

8.3 The Postal Savings System and the
Fiscal Investment and Loan Program
in the Japanese Financial System

8.3.1 Fiscal Investment Loan Program (FILP)

Figure 8.3 illustrates how postal savings had been utilized. In the
Japanese case, the top line applies to traditional Japanese use of postal
savings. In Japan, there is a system called the Fiscal Investment Loan
Program (FILP) where postal savings and public pension funds are
deposited to the Ministry of Finance. The Ministry of Finance allocated
these funds through government banks for lending to SMEs, infra-
structure, and housing (see Cargill and Yoshino (2003)). The second
type is postal savings to be put into private financial institutions where
private financial institutions make loans by use of their own deposits and
postal savings. Another way to utilize postal savings is to invest them into
government bonds only, which is called the core bank. The third type of
postal savings is where the post office directly makes loans to SMEs or
for housing, showing that the post office can become an ordinary bank.
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Figure 8.3 Use of Postal Savings
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8.3.2 Japan’s Industrial Policy

Table 8.1 shows the amount of Japanese disbursement of subsidies
and the share allocated to various sectors from 1955 to 2017. Since the
1950s, the Japanese government conducted industrial policy by strongly
supporting sea transport, electric power, ship building and coal mining.
The table reveals that agriculture, forestry and fisheries accounted for
over 80% of total subsidies. As the subsidies provided to non-agricultural
industries, the subsidies were often directed to weak sectors or declining
sectors such as small business, textile and coal mining. On the other hand,
the high technology sector only received very small amount of subsidies,
which reached a peak of 3.6% in 1974 and declined again to slightly over
1%. Today, almost two thirds of subsidies are spent on social security.

8.3.3 Industrial Infrastructure

Table 8.2 shows the gross investment in social overheads and its share of
industrial infrastructure in Japan. Japan experienced a high economic
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Table 8.2 Investments in Social Overheads and Industrial Infrastructure
1955-1980 (every five years), ¥ billion

Of Which
Gross
Investment Share of Waste Water for
in Social Industrial Treatment Industrial
Overheads Infrastructure Roads Ports Facilities Use RETWEWS
1955 148.7 79.9 23.0 44 0.0 0.0 525
1960 501.0 339.3 197.6 235 0.6 1.3 116.4
1965 1457.6 136.0 7047 872 46 83 331.2
1970 2565.1 1875.5 12753 1851 3.6 10.1 4015
1975 4758.7 3627.6 25076 316.2 233 214 759.0
1980 9896.1 6683.8 4756.2 579.9 66.2 22.6 1258.9

Source: Ogura and Yoshino (2004).

growth period from the mid 1950s to the early 1970s. However, the devel-
opment of industrial infrastructure received less than adequate attention
during this period, with the result that there was a social overheads
shortage. Under the FILP system, postal savings funds deposited into
the Ministry of Finance was utilized for constructing highways, roads
and bridges. The government set about the task of improving the indus-
trial infrastructure.

As Table 8.2 shows, the size of the national budget for development
of roads and railways expanded significantly. The proportion for roads
increased from ¥23 billion in 1955 to ¥704.7 billion in 1965. In the
case of railway development, it increased more than six times from
¥52.5 billion in 1955 to ¥331.2 billion in 1965.

However, the loans by the government were not always welcomed by
the private sector, especially when it crowded out private investment.
In the best case, the government bank becomes the leading financial
institution, called the “cow bell effect”. Government banks, such as
development banks, and small and medium size enterprise banks, lent
money to the private sector. Then private banks joined to lend money
together with government banks. In other words, government banks
became the leader of the direction of loans. In these cases, the supply
curve shifted to the right when government started to lend money.
However, the case of crowding out was also observed. For example, if
housing loans were excessively supplied by the government, private
banks could no longer lend money to the housing sector. This is
the case where government loans to the housing sector crowded
out private loans. It is important that the government loans do not
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Figure 8.4 The Crowding-In Effect
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crowd out private loans. Moreover, they should induce private bank
loans that are win-win for both government and private banking
industries.

Figure 8.4 shows the crowding-in effect of government loans and
Figure 8.5 shows the crowding-out effect of government loans. In the
case of crowding in, the government loan will induce borrowers to
borrow more from private banks in order to increase investment and
their business activities. The cow bell effect initiated by the government
loan will be a signal for private banks to increase loans to the same sector
in order to increase investment and business activities.

On the other hand, the case of crowding out by the government loans,
shown in Figure 8.5, the government loan will reduce the demand for
loans from private banks. Borrowers go to government banks to finance
theirinvestment and business activities. Then borrowersreduce the same
amount of loan demanded from private banks, which is the crowding-
out effect of government loans. Government bank loans should not
crowd out private bank loans.

8.3.4 FILP Uses of Funds

Table 8.3 shows the allocation of FILP by use in 1990, 2000, 2010 and
2016. The table shows that in 1990 and 2000 more than half of the
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Figure 8.5 The Crowding-Out Effect
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Table 8.3 Composition of Fiscal Investment and Loans

Program by Use (%)
1990 2000 2010 2016

Strengthening of key 29 1.8 10.4 Industry and innovation 6.4
industries
Trade and economic 5.8 49 79 Overseas investment 14.8
cooperation
Area development 6.8 7.2 59 Agriculture, forestry and 21

fishery
Equipping the industrial 18.1 1.1 15.6 Social capital 231
infrastructure
Modernization of 15.7 16.7 309 Modernization of 23.6
low-productivity low-productivity
sectors(small and sectors (small and
medium industries) medium industries)
Improvement of living 50.7 58.4 293 Improvement of living 19.0
standards standards

Other 1l
Total amount of FILP 276,224 374,660 183,569 Total amount of FILP 134,811
loans (Yen 100 million) loans (Yen 100 million)

Source: Ministry of Finance. (1900, 2000, and 2010).
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investment was allocated for improvement of living standards, including
housing, living environment, social welfare and education. However, the
proportion started to decline and it decreased to 29% in 2010 and 19%
in 2016. By contrast, the proportion of FILP for modernization of low-
productivity sectors was doubled in 2010. In 2016, nearly half of the FILP
allocation was used for social capital and supporting small business.

8.4 Postal Savings Versus Private
Bank Deposit

8.4.1 Definition of Financial Institutions

Table 8.4 shows the number of banks, amount of capital stock and
the number of branches by type of financial institution in Japan. The
Japanese banking financial system is segregated from large companies
and small and medium sizes enterprises in different sectors. For example,
city banks are providing nationwide loans to mainly large corporations,
while regional banks are providing loans in each region. Regarding
the number of branch offices, agricultural and fishery cooperatives,
and Shinkin credit banks have many branch offices. However, the fact
that Japan’s widely dispersed 24,167 post offices function as collection
points for its saving system equals the total number of branches of
regional banks, Shinkin banks and Agriculture cooperatives, suggesting
a wide-based infrastructure of post offices reaching out to rural areas.

8.4.2 Demand for Postal Deposits Relative to Bank
Deposits 1980-1985, 47 prefectures

Table 8.5 shows the result of the cross-section and time series pooled
estimations for the factors of demand for postal deposits relative to
private bank deposits (dependent variable is postal savings divided by
private bank deposits). The result reveals several significant implications
about factors that influence the choice between postal and private-bank
deposits. First, the ratio of the number of post offices to the number of
private banks is significant and it is the most important determinant of
the choice. The post office has a nationwide network and postal savings
are very easily accessible for any individuals in remote areas, which
attracts many people. Second, the household income variable is negative
but insignificant. Third, the spread between private-bank time deposits
and the postal savings rate changes variable is negative but insignificant.
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Table 8.4 Financial Institutions in Japan in 2017

Number of

banks (Asof Capital stock Number of
Sep 2017) (¥ million) branches

City banks 5 5,236,947 10.4
Regional banks 64 2,595,090 7.9
Regional banks I 41 874,878 5.9
Foreign banks in Japan 55 - 15.6
Trust banks 4 948,685 30.9
Financial institutions for small business 293

Shinkin banks 264 813,508

Credit coperative 150 439,357

Labor credit association 13 29,190

Financial institutions for agriculture,

forestry and fishery
Agriculture cooperatives 652 - 8,010
Fishery cooperatives - - -

Insurance companies

Life insurance companies 41 = =

Life insurance companies 26 = =
Securities finance companies 264 - -
Government financial institutions 5 7,100,000 305
Japan Post Bank - 3,500,000 24167

Source: Financial Service Agency (2017) and Japan Financial News (Number of banks), Japan Bank
Association (2016, Number of branches), and Japan Post Bank Annual Report (2017, Capital stock and
Number of branches of Japan Post Bank).

However, the variable is negative and becomes significant when
adjusted for a large-city dummy. Lastly, the dummy variable for periods
of increasing interest rates is negative and significant, suggesting that
when the increased interest rate started to be lowered, postal savings
are always delayed in lowering their interest rates. This is why postal
savings gained more deposits when the interest rate starts to fall.

8.4.3 Bank Failures in Japan

The Japanese financial system used to have a segregated financial system.
However, after the burst of the bubble in 1989, many Japanese banks
were faced with non-performing loans and this led to high bank failures
in Japan. Table 8.6 shows the number of bank failures, which includes
SME banks who were lending money to small businesses. In 1998, 30
banks went bankrupt, and 51 banks in 2012. Up to 2014, 182 financial
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Table 8.5 Determinants of Demand for Postal Deposits

Dependent Variable Postal savings/private-bank deposits
Independent Variable Estimated Coefficient (t-value)

Ratio of post offices to private banks 0.124 atmn
Household income -0.021 -1.7)
Spread between private-bank time- -0.005 (-0.2)

deposit and postal savings rate changes

Spread between private-bank time- -0.062 (2.0)
deposit and postal savings rate changes
adjusted for large-city dummy variable

Dummy variable for period of increasing -0.124 (-15.2)
interest rates

Dummy variable for regional bank -0.087 (-5.3)
reorganization

R? (adjusted) 0.920

Source: Cargill and Yoshino (2003).

institutions had gone bankrupt. Between 1992 and 2002, in particular,
many bank failures existed in Japan. The case of high bank failures can be
observed in several cities. During this turmoil period between 1992 and
2002, many people deposited their money into postal savings because
postal savings were guaranteed perfectly compared to private banks.
Figure 8.6 shows the fluctuations in land price in 6 large city areas
in Japan from 1972 to 2017 (end of March 2000 = 100). The figure shows
that land prices kept on rising until 1991. However, after the burst of the
bubble, land prices continued to fall until 2010. The dotted line in the
figure shows the total expenditure of the Deposit Insurance Corporation
of Japan (DICJ). DICJ spent a significant amount of money on resolving
the banking failures that occurred from 1992 to 2002. There are mainly
four reasons why Japanese banks went bankrupt. First, the decline of land
prices after the burst of the bubble, which accumulated non-performing
loans. Second, the concentration of loans to certain sectors. For example,
in Kamaishi city, the regional banks were lending money to the steel
industry where steel was the major industry in the region. When the steel
industry was faced with problems, the regional banks could not recover
their non-performing loans. The third reason for Japanese bank failures
stems from too much concentration on certain sectors in the region.
Fourth, the bad asset management of the stocks and bonds market. When
the economy started to decline after the burst of the bubble, the Japanese
banks found it difficult to keep on lending money to companies. Thus,
many Japanese banks started to invest in the securities market or overseas



280 Postal Savings - Reaching Everyone in Asia

Table 8.6 Financial Assistance in the Resolution of Failed Financial
Institutions 1992-2014 (¥ billion)

Monetary Grants
To Failed Financial
To Assuming Institutions
Fiscal Number Financial (Equitable Financial Purchase Debt
Year  of Cases Institutions Assistance) of Assets Lending Assumption
1992 2 20.0 - 8.0 -
1993 2 45.9 = = =
1994 2 42.5 - - -
1995 3 600.8 = = =
1996 6 1,315.8 90.0 - -
1997 7 152.4 2391 = 4.0
1998 30 2,674.1 2,681.5 - -
1999 20 4,637.4 1,304.4 = =
2000 20 5,153.0 850.1 - -
2001 37 1,639.4 = 406.4 = =
2002 51 23326 - 794.9 - -
2003 0] = = = = =
2004 0 - - - - -
2005 0] = = = = =
2006 0 - - - - -
2007 0] = = = = =
2008 1 256.3 - 17 - -
2009 0] = = = = =
2010 0 - - - - -
20M 1 46.1 127.0 53.0 = =
2012 0 - - 0.1 - -
2013 0 = = = = =
2014 0 - - - - -
Total 182 18,916.5 127.0 6,421.0 8.0 4.0
19,043.50

Source: Deposit Insurance Corporation of Japan (2017).

securities. Many banks who did not have expertise in securities invest-
ments were faced with enormous difficulties. Lastly, the bad management,
and fraud and illegal activities of management caused bank failures.
Table 8.7 summarizes the ratio of postal savings flows to individual
bank deposits flows for two periods. It reveals significantly high deposit
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Figure 8.6 Land Prices and the Total Expenditure by Deposit
Insurance Corporation of Japan 1972-2017
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Source: Japan Real Estate Institute, Shigaichi Kakaku Shisu, no. 152 (Land price index 2017) and
Deposit Insurance Corporation of Japan (2017, Total expenditure of DICJ).

flows into postal savings in Hokkaido, Iwate and Wakayama prefecture
from 1990 to 1998. In most of the prefectures, the growth rate of postal
savings exceeded the growth rate of the deposits of private banks due
to huge bank failures from 1992 to 2002. This is another reason why
Japanese banks shifted to postal savings.

8.4.4 Attractiveness and Cost Efficiency of
Postal Savings

The success of the postal savings system can be attributed to several
factors. First, the accessibility of its locations. The number of post offices
was 24,167 in 2017 and this number far outstrips the number of private
bank offices. Second, the post office is very easy to visit. If agricultural
farmers or small business employees would like to use ordinary banks,
it is often joked that they have to wear good clothes and good shoes.
However, post offices can be accessed in their daily clothes and shoes.
Closeness, convenience and friendliness are the reasons why post
offices have been attracting many customers. Another advantage is the
affordable transaction costs. Postal savings had been operated under
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Table 8.7 Ratio of Postal-Savings Flow to Individual Bank-Deposit
Flows by Selected Prefecture

Prefecture 1980-81 to 1988-89 1990-91 to 1997-98
Fukui 0.88 2.05
Fukuoka 0.57 1.66
Gifu 0.86 1.81
Hokkaido 1.00 234
Hyogo 0.82 255
Iwate 1.21 0.82
Kanagawa 0.51 110
Miyagi 0.66 118
Osaka 0.26 Negative movement
Shizuoka 0.72 130
Tokyo 0.10 Negative movement
Wakayama 114 3.90

Source: Cargill and Yoshino (2003).

the government. Therefore, there was strong trust by many individuals,
especially in rural regions. Japan had a deposit insurance system that
covered both private banks and postal banks. However, during the crisis
period, many people shifted their deposits from private banks to postal
savings due to the idea that postal savings are under the government and
therefore strongly protected.

The cost efficiency of postal savings relative to private bank indus-
tries is another reason why the Japanese postal bank has been so
successful. First, they have economies of scale since there are 24,167
branch offices nationwide in Japan. Second, the post office has economy
of scope. Post offices handle three businesses: mail services, postal
savings and postal life insurance. Postal life insurance has a very inter-
esting history. Private financial institutions operated mainly in large
cities and they were focusing on the employees of large companies and
government officials since life insurance has to be secured by people
who have healthy and long lives. At the beginning, private banks and
private insurance companies were reluctant to make contracts with
agricultural farmers and small businesses. Therefore, the post office
insurance was established to provide life insurance to those people who
were excluded from private life insurance, in particular in rural regions
where agricultural farmers had difficulties in accessing private life
insurance. However, it turned out that agricultural farmers and small
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business workers are not so different from employees of large companies
and government officials. Only later did private life insurance companies
start to provide insurance contracts to farmers and small business
workers. Third, the reliability of postal offices was well established in
Japan. Post office masters have always enjoyed much respect and there
has always been a trust relationship between them and the people. Social
security payments have been traditionally provided by the post office,
which also makes it easy for people to put their money into post office.

8.5 Conclusion: Reforming the Postal Savings
System and its Future

Postal savings have been drastically changed in recent years. First,
the fiscal investment and loan program (FILP) was abolished and the
government banks no longer received money from the post office.
Instead, the Japanese postal bank invested its money into government
bonds and invested in capital markets. They are managing their assets
by themselves. The government banks started to receive money from
the Japanese Ministry of Finance, which issues fiscal investment loan
bonds (FILP bond) to finance their loans. The FILP bond is regarded
as a government bond and has the same interest rate as other central
government debts obligations. Loans to small and medium size enter-
prise and agricultural loans have been consolidated into the Japan
Finance Corporation. The Japanese Development Bank is under the
process of privatization. The housing loan corporation has stopped its
housingloans and the housingloan corporation started selling secondary
private banks’ housing loans to the financial market. Thus, they became
a guarantor of housing loans and they are no longer providing direct
housing loans.

The Japan Post group was established in 2014. The holding company,
the Japan Post group, holds three subsidiary stocks: (i) Japan Post, (ii)
Japan Post Bank, and (iii) Japan Post Insurance. However, the post office
is facing serious challenges. Postal savings have been separated from
postal deposits (Japan Post Bank) and post life insurance (Japan Post
Insurance). Mailing services by Japan post to all over the world were
started to compensate for the decline in mail services due to the devel-
opment of the internet and mobile phones. Therefore, ordinary mail
services are in a downward trend, while the parcel service has increased.
In 2017 (Table 8.8), Japan Post recorded negative net profits, while the
Japan Post Bank and Japan Post Insurance recorded positive net profits.

Secondly, postal savings had been mainly invested into the
government bonds market. However, the most recent monetary policy of
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Table 8.8 Results of Operations (31 March 2017)

Japan Post

Japan Post Co. Japan Post Bank Insurance
Ordinary Income ¥3759 billion ¥1,897 billion ¥8,659 billion
Net ordinary income ¥52 billion ¥442 billion ¥280 billion
Net income -¥385 billion ¥312 billion ¥89 billion

Source: Japan Post Bank (2017).

Japan introduced a negative interest rate policy. Japanese government
bonds up to 18 years, in 2016, had a negative interest rate. As a result,
it made it difficult for post life insurance and postal savings to invest
in the government bonds market. Thus, it can be said that Japanese
postal savings were very successful up until the early 2000s. However,
they are faced with challenges and difficulties in the new environment.
Development of the FinTech companies started companies using
transactions by electronic methods, which will reduce the account trans-
actions of the post bank. Major investment of government bonds will not
achieve a high rate of return on both the Japan Post Bank and Japan
Post Insurance. Competition with private banks and private insurance
companies will become severer. The nationwide branch network of
21,500 post offices will also face challenges. Most of financial transac-
tions will be made by mobile phones and the internet in the near future.
To maintain a branch office network will become very costly unless
postal branch office networks are utilized for other purposes.
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The Future of Postal
Financial Inclusion
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Postal Financial Services,
Development and Inclusion:
Building on the Past and
Looking to the Future’

Gonzales d’Alcantara, Paul H. Dembinski, and Odile Pilley

9.1 Introduction

Post offices (posts), inherited from the Industrial Revolution and the
Rowland Hill one-penny stamp reform in the United Kingdom (UK),
were monolithic telephone and postal administrations. They were
intimately linked to the fabric of nations and made significant contri-
butions to state finances. From the 1960s onwards, integrators, such
as UPS and FEDEX, started offering end-to-end express services, thus
challenging the postal monopoly in new high-added-value services.
From cash generating enterprises, more and more posts ceased contrib-
uting positively to government finance due to a combination of high
fixed costs—particularly labour costs—and heavy bureaucracy.
Gradually, the liberalization paradigm gained ground. It challenged
monopolies, starting with airlines and telecommunication operators,
and was then applied to all network industries, including posts. Many
of the latter were subsequently transformed into public enterprises
or incorporated, but few were privatized. Telecommunications, and
sometimes financial services, were spun off from postal operations. The
European Union (EU) led in the process through its market integration
agenda, but not the US where the United States Postal Service (USPS)
remained a government agency. As a result, some European posts have
been in full competition even prior to the 2011 EU deadline. Finally,

! The views expressed here are those of the authors and should not be attributed to the
institutions to which they belong,.
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technology and internet-induced convergence have blurred the bound-
aries of the postal sector even more, with significant diversification away
from physical mail.

With the Industrial Revolution, the mission of collecting savings
and delivering payments to citizens, then mostly un-banked, had been
inherent to posts, which combined the benefits of a centralized organ-
ization, a ubiquitous retail network covering the whole territory and
last-mile delivery. Money and postal orders grew in the 19th century
and, as early as 1878, a Universal Postal Union (UPU) multilateral treaty
was signed concerning international postal money orders. In 1864,
Gladstone set up the National Savings system through the post office,
as a convenient way to save, for the large part of the population that
did not have access to banks, and also as a cheap way to finance public
debt. Another innovation in 1883 by the Austrian Postal Savings Bank,
the “giro” system, whereby a written instruction authorized a debit
from one account and credit to another, also spread rapidly throughout
the world, and revolutionized payments. This new system created a
mass market alternative to cheques that, until then, had been a bank
preserve for a small minority. Today’s financial services retailing, on
its own, represents, according to the 2012 UPU statistics, 72% (40%)
of total postal revenues in Arab countries, 52% (26%) in Europe and
Commonwealth of Independent States, 52% (12%) in Africa, and 39%
(20%) in Asia. In the industrialized countries, it represents 25% of
revenues (12%).2

In the same way as postal operators, postal financial institutions
and their offerings have evolved and diversified. Dominant paradigms
have influenced the political decisions regarding them. Some postal
financial institutions have become full-fledged banks. Others have been
modernized while retaining their status as non-bank financial institu-
tions. Others have disappeared altogether in Nordic countries, transition
countries and the developing world. Most are still state-owned but some
are wholly or partly privatized. In 2005, the structural separation in
Japan between savings, insurance, postal and retailing operations and
the resulting reduction in the rural network caused public discontent
and contributed to the first change in the ruling party in fifty years. The
recent political reversal led to the decision to gradually privatize the

In the UPU statistics, financial services are to be found under two statistical
categories: on the one hand the category of “financial services”, on the other
hand, the category of “other” as third party payments, and other financial services
represent the quasi totality of that category. The figures referred to here result from
the addition of these two statistical categories. The bracketed figure corresponds to
the “financial services” category while the figure without brackets corresponds to the
above-mentioned addition.
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post. This illustrates the political sensitivity of the role of posts in deliv-
ering financial services.

Among new public policies, financial inclusion has become a top
priority in the emerging countries and the developing world. This does not
mean that financial exclusion is not also an issue for countries belonging
to the Organisation for Economic and Co-operation Development. In
the United States, the number of un(der)banked citizens is estimated by
the Federal Deposit Insurance Corporation to reach 60 million and the
creation of a new postal bank both to remedy financial inclusion while
making the post office sustainable is hotly debated. In the EU, further to
a consultation, the European Parliament has just adopted a directive on
the right to a basic account. The question to be addressed is which role,
if any, do posts play or could play in ensuring inclusion.

The purpose of this chapter is to give a rapid overview of how
these shifts in paradigm have affected postal policy, the postal financial
services regulatory framework, the status of the organizations deliv-
ering those services and the offerings themselves. Research in this field
has been exceptionally scarce. After a research review in Section 9.2,
including the regulatory dimension, Section 9.3 focuses on how postal
financial services institutions in their legal framework have developed
historically, distinguishing three main periods:

1. post and telecommunication administrations since Rowland

Hill (1839-1979);
2. Postal and postal finance liberalization since the Reagan-
Thatcher era (1979-now);

3. emergence of financial inclusion as a new national public policy

priority since the Monterrey Consensus (2002-now).

Each period has its structural characteristics (office network, product
bundles) and its change drivers (technological and social) that have
shaped postal operators. Behind the liberalization and financial
inclusion agenda, the ensuing governance and regulation frameworks
will be analyzed on an illustrative but not exhaustive basis. Important
research challenges arising from this review are summarized in
Section 9.4.

9.2 Some Milestones in Research on
Postal Financial Services

There are only a few case studies on the evolution of postal financial
services delivery in European countries (Anderloni and Pilley 1999;
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Anderloni and Ruozi 2002). Even less research has been carried out on
transition and developing economies.

From the late 1990s to the mid-2000s, the United Nations
Department of Economic and Social Affairs (UN-DESA) bucked the
liberalization trend. It pioneered research on the role of postal savings
institutions, partly as a response to the South-East Asian and Russian
economic crises. The 1999 UN survey of financial development stressed
the role that postal savings did play—and could play even more—in
collecting savings and giving access to basic financial services to the
majority of the population that is financially un(der)served in devel-
oping countries. A project funded by the Japanese government gave
rise to a discussion paper on the role of posts in Africa, Asia and the
transition economies in 2001 and then to a joint publication (Scher and
Yoshino 2004) in 2004. The Asian section benefited from the UPU’s
contributions.

The research showed that safety and security of deposits, particu-
larly in developing economies, are much more important to savers
than returns, above all in countries where financial systems are not
stable. Indeed, Kalala (2001) pointed out that in some West African
countries, the fee paid to money keepers is indicative of the value placed
on safe-keeping. This major safety concern has been formally met by
the government guarantee. It also appeared that structural separation
and privatization of the postal financial services arm had an overall
negative effect on the network, since it is the synergy of postal and
financial services that makes postal financial services uniquely efficient.
Difficulties arise when the package of services is unbundled and the
former obligation of newly separated components to sustain the entire
network is removed, without the post being able to share in the profits
generated.

In brief, the separation of the post from the financial services
arm was seen as destructive of the synergies that made providing
services to low-income household feasible, the ultimate risk being
the disappearance of postal financial services altogether. The ensuing
recommendation was to have a strong government policy to collect
savings through the postal network. This implied proper valuation of
the network as a socio-economic asset. An informed choice had to be
made between agency agreement, delivery of own services or strategic
alliance either with a postal bank or with a national savings institution
that reinvests into the community or fulfils public missions.

A three-year World Bank study of the role of postal networks in
expanding access to financial services in developing countries was
carried out by ING Institutional and Government Services using assump-
tions, albeit nuanced, of the liberalization paradigm. It also involved
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CGAP? and the WSBI (2005 and 2006). A list of 87 developing countries
was analyzed using secondary data. The major lesson drawn was
that postal financial services can be provided according to different
scenarios and institutional structures. Recommendations regarding
regulation mirrored the dominant approach in Europe: regulatory
and structural separation