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  O V E R V I E W


  Financial Access 2010 is the second in a series of annual reports by CGAP (Consultative Group to Assist the Poor) and the World Bank Group to monitor statistics for financial access around the world and to inform the policy debate. The series was launched in response to the increasing interest in financial inclusion among policy makers and the development community. The first report, Financial Access 2009, introduced statistics on the use of financial services in 139 economies and mapped a broad range of policies and initiatives supporting financial inclusion.


  Building on last year’s data, Financial Access 2010 reviews survey responses from 142 economies, updates statistics on the use of financial services, and analyzes changes that took place in 2009—a turbulent year for the financial sector in most economies. In addition, Financial Access 2010 expands on last year’s work by reviewing three policy areas relevant to the current financial access debate: financial inclusion mandates, consumer protection in financial services, and access to finance by small and medium enterprises (SMEs). The report does not intend to suggest that these three topics are the most important ones for financial inclusion. Rather, these topics are timely because much of the discussion in the aftermath of the financial crisis centered on the role of the government in financial services, financial consumer protection regimes, and the urgent need for jobs. Consequently, the report seeks to clarify the role of financial regulators in implementing policies to support the financial inclusion agenda. For the first time, it provides a detailed overview of the main features of financial consumer protection regimes, a topic of great interest to policy makers in the aftermath of the financial crisis. Financial Access 2010 also surveys availability of data on SME financing to contribute to the global effort to improve the measurement of SME financing led by the G-20.1


  Financial Access 2010 aims to contribute to the efforts to measure financial access at the country level worldwide, to develop a consistent database, and to present the data in a coherent manner for future analyses. At the same time, the report recognizes that not all institutions that serve low-income and poor people report to the financial regulators. However, evaluation of specific policy interventions is beyond the scope of this report.


  The positive relationship between financial development and economic growth is well documented in the literature.2 In more recent years, the debate has expanded to include the notion of financial “exclusion” as a barrier to economic development and the need for building inclusive financial systems.3 Recent empirical evidence using household data indicates that access to basic financial services such as savings, payments, and credit can make a substantial positive difference in poor people’s lives.4 For firms, especially SMEs, lack of access to finance is often the main obstacle to growth.5


  ACCESS TO BASIC FINANCIAL SERVICES CONTINUED TO IMPROVE, ALBEIT AT A SLOWER RATE, AS THE FINANCIAL CRISIS TOOK ITS TOLL


  Nearly 60 percent of the economies experienced a contraction in real per capita income in 2009 as a result of the deepening of the global financial crisis. Worldwide volume of deposits and loans shrank, with a median decrease of 12 percent in the ratio of deposit value to gross domestic product (GDP) and a median decrease of 15 percent in the ratio of value of loans to GDP. Despite this fact, Financial Access 2010 finds that use of basic deposit services expanded, showing a 4 percent median growth rate in the number of deposit accounts per 1,000 adults. Use of credit services suffered more from the crisis, and on average, the number of loans per 1,000 adults remained broadly unchanged between 2008 and 2009.


  A simultaneous increase in the number of accounts and decrease in the value of deposits support the view that access to savings and payment services is a basic need. The use of these services is inelastic with respect to the macroeconomic conditions. This finding underscores the need to promote access to basic payments and savings services as essential tools in an increasingly digitized and globalized world.


  Physical outreach of the financial system, consisting of branch networks, automated teller machines (ATMs), and point-of-sale (POS) terminals, expanded in 2009. ATM and POS networks expanded faster than bank branches. The macroeconomic situation strongly influenced changes in retail infrastructure, and economies hit by the crisis saw bank branches close.


  Low- and middle-income countries lag behind high-income countries in terms of the number of bank branches, ATMs, and POS terminals. However, the number of ATMs exceeded the number of bank branches for the first time in low-income countries. New technological developments and the expansion of electronic payments through mobile and Internet banking offer hope for bringing financial services closer to clients.


  Even though access to deposit services continued to expand, data analysis points to the importance of macroeconomic and financial stability for access. Further research is needed to better understand the transmission channels and potential feedback loops between financial stability and access and to identify policy solutions aiming to balance both objectives in a sustainable manner.


  FINANCIAL INCLUSION MANDATES ARE ON THE AGENDA OF MANY FINANCIAL REGULATORS AND REFORM EFFORTS ARE WIDESPREAD, BUT IMPLEMENTATION CAPACITY IS OFTEN LIMITED


  Over the past year, government interest in financial inclusion has heightened in many countries. This interest spans from promotional activities to encourage savings or access to financial services in rural areas to the establishment of new regulations or financial capability programs. Data from the Financial Access 2010 survey show that in 90 percent of economies, at least some aspect of the financial inclusion agenda is under the purview of the main financial regulator. Consumer protection and financial literacy issues, often as a part of standard conduct of business regulations and supervision mandates, are the most common areas of focus across all income groups and regions. Financial regulators in low- and middle-income countries are more likely to focus on promoting access to deposit and credit services.


  But financial regulators do not always have sufficient authority and resources to implement a broad financial access agenda. The survey uses the existence of an allocated team or unit as a proxy for implementation capacity. On average, across the financial inclusion topics surveyed, only about 80 percent of economies with responsibility for a financial access area have an allocated team or unit implementing the policy. The capacity gap is larger in low-income countries, with the paradox that it is precisely in these economies that the agenda is broader. Taking a systematic approach and having a clear financial access strategy as an organizing principle for implementing financial access reforms may help in planning resources better. The Financial Access 2010 data indicate that economies with financial inclusion strategies are more likely to cover more topics and have allocated resources.


  CONSUMER PROTECTION: LEGISLATION IS IN PLACE, BUT IMPLEMENTATION AND ENFORCEMENT ARE OFTEN LACKING


  One key message that can be taken from the global financial crisis has been the lack of sound financial regulations, including consumer protection. The number of legislative and institutional reforms introduced in recent years show that consumer protection has garnered the attention of policy makers worldwide. Many economies are introducing new regulations requiring information disclosure on financial products to the consumer and curtailing abusive practices against consumers. Financial Access 2010 finds that in 118 out of 142 economies responding to the survey, some form of financial consumer protection legislation is in place.


  But legislation is often broad and does not cover issues specific to the financial industry. Only half of the economies have legal provisions restricting unfair and high-pressure selling practices and abusive collection practices. The requirement to periodically disclose account information is present in half of the economies that have a requirement for account opening. In most cases, regulations do not apply to unregulated financial service providers.


  Lack of resources, institutional capacity, and enforcement powers obstruct the effective implementation of consumer protection legislation. The data provided by financial regulators via the Financial Access 2010 survey show a stark discrepancy between the stated requirements and the available enforcement powers, capacity, and mechanisms. Regulators in only about half of the economies are empowered to issue warnings or impose fines on financial institutions violating consumer protection regulations. A public notice of violation—one of the most effective deterrence tools—can be used in only about a third of economies. Regulation and supervision of consumer protection issues are often part of broader business conduct regulations and supervision mandates, with neither resources nor teams specifically dedicated to the issues of financial consumer protection. Among regulators with an oversight responsibility in consumer protection, only about two-thirds have an allocated unit or team working on consumer protection.


  The success of enforcement also depends on active consumers who are willing to seek recourse when they feel they have been treated unfairly by financial institutions. Therefore, effective dispute resolution mechanisms are essential to implementation of the law. Yet such mechanisms are not very common: Only 58 percent of economies reported the existence of a third-party dispute resolution mechanism. Where available, the effectiveness of such mechanisms is hard to evaluate because not many economies keep track of the number of complaints received and disputes resolved.


  SME FINANCE: MANY REGULATORS COLLECT STATISTICS ON SME FINANCE VOLUMES, BUT LACK OF A CONSISTENT DEFINITION MAKES GLOBAL ESTIMATES CHALLENGING


  Ensuring that households have access to a broad range of financial services is a critical objective of the financial inclusion agenda. Expanding access to financial services to SMEs is another. For the first time, Financial Access 2010 asked financial regulators whether they collect information on SME finance and how they define SMEs.


  Financial regulators in two-thirds of economies report collecting SME finance data. In many countries, financial regulators are well placed to collect SME lending data as part of regular reporting by financial institutions. This year 50 economies provided data on the volume of SME finance using their national definition. Data analysis indicates that further efforts are necessary to define the criteria and processes for the collection of data on SME financing to facilitate cross-country comparison. The SME finance subgroup under the G-20 Financial Inclusion Experts Group,6 bringing together international experts, development agencies, and governments to establish a comprehensive, consistent, and scalable framework to measure and track the progress over time of SME access to financial services in the developing world, is promising in this regard.


  Based on the data provided by regulators this year, global volume of SME finance is an estimated $10 trillion. To put this number into perspective, it is roughly two-thirds of the current size of the U.S. economy. The bulk of this estimated SME lending volume—70 percent—is concentrated in high-income OECD (Organisation for Economic Co-operation and Development) countries. The SME finance segment is small in relation to the size of the GDP in low-and middleincome countries compared with that of high-income countries. The median ratio of SME loans to GDP in high-income countries is 13 percent, compared with only 3 percent in developing countries.


  
    NOTES

  


  1. The Pittsburgh G-20 Summit (2009).


  2. See, for example, Beck, Levine, and Loayza (2000), Beck, Demirgüç-Kunt, and Levine (2004), Demirgüç-Kunt and Maksimovic (1998), King and Levine (1993), and Klapper, Laeven, and Rajan (2006).


  3. Beck, Demirgüç-Kunt, and Martinez Peria (2008b).


  4. Caskey, Durán, and Solo (2006); Dupas and Robinson (2009).


  5. Schiffer and Weder (2001); Cressy (2002); IADB (2004); Beck, Demirgüç-Kunt, and Levine (2005); Beck and Demirgüç-Kunt (2006); Beck, Demirgüç-Kunt, and Martinez Peria (2008a).


  6. See the Pittsburgh G-20 Summit (2009), “Leaders’ Statement,” paragraph 41.


  CHANGES IN ACCESS TO FINANCIAL SERVICES


  
    DEPOSIT SERVICES

  


  Access to deposit services varies greatly across different parts of the world. Financial Access 2010 estimates that about half of the households in the world have no access to a bank account. The immediate—and obvious—consequence of this situation is that the poor have to rely on informal financial services that may be more costly and less reliable. This inequality robs people, especially the poor and most vulnerable, of important options to manage their irregular cash flows and smooth consumption.1 At the more macro level, low levels of financial inclusion represent an obstacle to economic development.2 Consequently, financial inclusion has become an important topic in the development agenda.


  HOW MANY PEOPLE USE DEPOSIT SERVICES OFFERED BY COMMERCIAL BANKS?


  Map 1.1 gives a broad view of access to deposit services around the world. The map plots the percentage of households that have a deposit account in a formal financial institution using information from various household surveys and estimates based on the data from the Financial Access 2010 survey.3 To identify gaps in access, one would ideally evaluate information on the number of individuals using various types of financial services, preferably disaggregated into socioeconomic groups. Though household surveys sometimes provide this information, it is not available for a large enough number of economies to enable us to assess the global picture.4 Nonetheless, data collected through the Financial Access 2010 survey combined with the information from existing household surveys allow us to estimate that 49 percent of households—or about half of the world—have deposit accounts in formal financial institutions.
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  Almost all economies in Sub-Saharan Africa are below this world average, whereas high-income countries are above it. Sub-Saharan Africa and South Asia are the regions with the lowest share of banked households. The percentage of households having deposit accounts in a formal financial institution varies greatly across countries, from below 1 percent in the Democratic Republic of Congo and Afghanistan to close to 100 percent in Japan.


  THE NUMBER OF DEPOSIT ACCOUNTS CONTINUED TO EXPAND DESPITE THE CRISIS, THOUGH DEPOSIT VOLUME DECLINED SIGNIFICANTLY


  In 2009 as the global financial crisis unfolded, about 60 percent of economies experienced a decline in real per capita GDP, and for those that went through expansions, median growth was only 2.1 percent.5 Deteriorating macroeconomic conditions affected the deposit volume around the globe as individuals and firms had to tap into their savings. Seventy-seven percent of economies in the Financial Access 2010 database experienced a decline in deposit-to-GDP ratio, with an average decline of 11.8 percent. The overall world deposit-to-GDP ratio decreased from 72 percent at the end of 2008 to 66 percent at the end of 2009.6


  Yet even in the midst of the crisis, the use of financial services continued to expand. The number of deposit accounts per 1,000 adults increased in 69 percent of the economies reporting data. The world as a whole added 65 accounts per 1,000 adults in 2009, which is roughly a 10 percent increase in the median number of accounts per 1,000 adults. Growth has been uneven across countries, however, and the median change was only 4.3 percent (figure 1.1).7
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  Changes in volume of deposits and number of deposit accounts differ substantially across regions (figure 1.2). Economies in Eastern Europe and Central Asia, where the financial system was severely affected by the crisis, show the largest median drop in deposit-to-GDP ratio at 22 percent. At the same time, South Asia experienced a marginal increase in the median deposit-to-GDP ratio. Sub-Saharan Africa, the region with the lowest level of deposit account penetration, experienced the second largest median increase in the number of deposit accounts per 1,000 adults, surpassed only by Latin America and the Caribbean. The number of accounts per 1,000 adults on average increased in all regions except for East Asia and the Pacific and Europe and Central Asia. Note that these regional averages should be interpreted with caution because of differences in intraregional variation, as figure 1.2 displays.
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  The variation in changes in the number of deposit accounts and the volume of deposits exhibit similar patterns across income groups. Middle-income and high-income countries on average experienced a larger decline in volume of deposits as a percentage of GDP than did the low end of the world income distribution, mostly because of the effect of the financial crisis. Though the largest median increase in deposit account penetration is observed in the poorest 20 percent of countries, the richest 20 percent have seen only a slight expansion


  EXPANSION OF ACCESS TO DEPOSIT SERVICES


  Because of endogeneity issues involved with the crosscountry regression framework and data limitations (especially in terms of time dimension), uncovering statistically significant causal effects in the current context is not possible. Hence, rather than drawing conclusions about causal relationships, Financial Access 2010 focuses on investigating correlations and partial associations between country-level variables.


  The analysis of the changes in the number of deposit accounts per 1,000 adults between 2008 and 2009 highlights the importance of macroeconomic stability and growth for improving financial access. The change in the number of accounts per 1,000 adults is strongly positively correlated with macroeconomic outlook, measured by short-run forecasts of real per capita GDP growth.8 In addition, lower deposit penetration at the end of 2008 is positively associated with a greater change in the number of deposit accounts per 1,000 adults. Figure 1.3 plots this negative association between deposit penetration at the end of 2008 and the change in the number of accounts in 2009 after controlling for expected real per capita GDP growth. The results indicate that access to basic deposit services continues to improve, but macroeconomic stability and growth are essential for sustainable improvement in financial access.
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  MACROECONOMIC FACTORS, PHYSICAL INFRASTRUCTURE, AND THE STRUCTURE OF FINANCIAL MARKETS PLAY AN IMPORTANT ROLE IN DEPOSIT PENETRATION


  Consistent with previous research, cross-country analysis using Financial Access 2010 data indicates that a number of macroeconomic factors are correlated with the level of deposit account penetration.9 Income per capita is strongly correlated with the number of deposit accounts. A 1 percent change in GDP per capita is associated with a change of around 0.3 to 0.6 percent in the number of deposit accounts per 1,000 adults. Branch penetration and the existence of explicit deposit insurance are also positively related to deposit account penetration.


  Physical infrastructure indicators, including electricity consumption, phone lines, and the number of landline and cell phone users, are all positively related to the number of branches and to deposit penetration, indicating that a better developed infrastructure and a higher degree of deposit penetration go hand in hand. The legal environment, measured by the index of the strength of legal rights for borrowers and lenders, is also closely related to deposit penetration. A favorable legal environment for lending may enable banks to operate more profitably through lending and to grow, eventually leading to expansion of deposit services.10


  A greater degree of competition, proxied by the concentration ratio in the banking sector, is associated with greater deposit penetration. This is in line with earlier studies arguing that competition in the banking sector would increase efficiency and, in turn, would lead to a larger variety of products and services offered to a larger depositor base.11 The analysis of the correlation between interest rate spread (lending rate minus deposit rate) and deposit account penetration lends support to this argument. Economies with lower interest rate spreads also show a higher number of deposit accounts per 1,000 adults.


  Analysis of the volume of deposits normalized by GDP offers further insight into the factors affecting financial access. Although inflation, as a proxy of macroeconomic stability, is not significantly correlated with the number of deposit accounts, it is negatively related to deposit volume. In other words, macroeconomic stability seems to matter for the decision of how much money to put in the bank account, but not for having an account at all. This result is consistent with the evidence of a simultaneous decrease in deposit volume and increase in number of accounts despite the financial crisis. It also supports the view that a deposit account is a basic service, and having one is inelastic with respect to macroeconomic disturbances.


  BANKS VERSUS NONBANKS AND ACCESS TO DEPOSIT SERVICES


  Not surprisingly, central banks and financial regulators have the most complete information on commercial banks as they are often the institutional type most directly, and for the longest time, under the purview of the regulators. However, many nonbank institutions also provide financial services and some even have specific financial inclusion mandates. These include cooperatives, specialized state financial institutions, and microfinance institutions. Robust analysis of the changes in the number and volume of deposits between banks and nonbanks is challenging because of data limitations for nonbanks. The challenge is threefold. First, in a number of economies information on nonbanks is not available. Second, financial institutions in a number of economies changed their status or new institution types were introduced contributing to breaks in a time series. Third, only partial data on each nonbank group may be available, distorting comparison of banks and nonbanks within the system. Once economies with data inconsistencies are excluded, the resulting subset of economies with comparable data for each institutional category is small. For example, for cooperatives only 20 economies have comparable data for a change in the number of deposit accounts; for specialized state financial institutions it is 22; and for microfinance institutions only 8 economies have comparable data. Statistical analysis shows that among nonbanks, the change in the number of accounts is different from zero only for state specialized financial institutions. Moreover, the changes in the number of accounts in commercial banks and in state specialized financial institutions are not different from one another.


  The majority of the deposits by number and volume are held in commercial banks: 85 percent of total deposit volume and 96 percent of all deposit accounts (figure 1.4). Often a country’s legal framework does not allow any other institutions to take deposits. But in a number of economies nonbanks play an important role in providing basic deposit services. For example, in Burundi, Chile, Spain, and France, cooperatives or specialized state financial institutions hold more deposit accounts than do commercial banks. And in a number of West African countries—Benin, Burkina Faso, Côte d’Ivoire, and Niger—deposit-taking microfinance institutions have more depositors than do commercial banks, which suggests that nonbanks can be an important player in providing basic deposit services.
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  Individual deposits account for 75 percent of the total volume and 96 percent of the number of accounts. Individual deposits represent a greater share of deposit volume than do firm deposits in banks (73 percent) and in nonbank financial institutions combined (86 percent).


  
    ACCESS TO CREDIT SERVICES

  


  NUMBER OF LOAN ACCOUNTS BROADLY STAYED UNCHANGED, BUT LENDING VOLUMES DECLINED SIGNIFICANTLY


  Credit services fared much worse than deposits in 2009. Indeed, the global financial crisis took its toll on access to credit services, with the value of loans as a percentage of world GDP declining from 74 percent to 65 percent. 12 In about 85 percent of economies, loan volume as a share of GDP declined in 2009. At the same time throughout the year, the number of outstanding loans per 1,000 adults remained more or less unchanged. Figure 1.5 plots changes in loan volume and number of outstanding loans in commercial banks.
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  These averages conceal a substantial degree of variation across economies and regions (figure 1.6). The number of outstanding loans per 1,000 adults decreased in 57 percent of the economies. While the changes are positive on average in the Middle East and North Africa, declines are observed, on average, in Europe and Central Asia and South Asia. All economies in the Middle East and North Africa, except for Israel, have undergone expansions in the number of outstanding loans. Conversely, all economies in Europe and Central Asia, except for Albania and Turkey, have had contractions in the number of outstanding loans.
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  The differences in median changes in commercial bank loan volume (as a percentage of GDP) show less variation across economies than median changes in the number of loans. Loan volume as a percentage of GDP dropped in all regions. Europe and Central Asia, heavily affected by the financial crisis, suffered a sharp decline in loan volume, with all the economies in the region for which data are available experiencing drops in loans-to-GDP ratios ranging between 19 percent and 52 percent. The hardest hit country in the region is Tajikistan, where loans declined from 18 percent of GDP to less than 9 percent. Even in Belarus, where the decline seems more modest, the loans-to-GDP ratio fell from 47 percent to 38 percent.


  MACROECONOMIC STABILITY AND ECONOMIC GROWTH ARE CRITICAL FOR THE EXPANSION OF CREDIT


  What factors are associated with changes in credit services in 2009? Economies with higher expected GDP levels are more likely to experience an increase in the number of loans per 1,000 adults.13 This also means that economies where macroeconomic expectations are negative are more likely to experience decreases in loan numbers as demand shrinks and banks tighten supply as credit quality deteriorates. Increase in loan penetration is larger for economies with a smaller number of outstanding loans to start with, indicating that even after controlling for expected GDP—a proxy for macroeconomic stability—access to credit continues to expand. The implications of these results are twofold. First, similar to deposit services, there is evidence that access to financial services is improving. Second, macroeconomic stability is fundamental for access to credit services (figure 1.7).
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  MACROECONOMIC FACTORS, PHYSICAL INFRASTRUCTURE, AND THE STRUCTURE OF FINANCIAL MARKETS ARE CORRELATED WITH LOAN PENETRATION LEVEL


  Cross-country analysis using the data on the level of credit indicators in Financial Access 2010 is broadly consistent with earlier research.14 Loan penetration, measured by the number of loan accounts per 1,000 adults, is positively associated with GDP per capita; population density; branch penetration; physical infrastructure indicators, such as phone lines per capita; and financial infrastructure, such as credit information and creditor rights.


  The link between loan penetration and banking sector concentration is negative, indicating that more competitive banking markets have higher levels of credit access. Better creditor rights and comprehensive credit information systems are associated with greater access to financial services. There is also a positive link between the existence of explicit deposit insurance and loan penetration. Similar to the effect of credit rights on deposits, this indicates that to improve access to financial services, a favorable business climate that supports both deposit and loan services is essential. Sustainable improvement in access to credit is possible only if sustainable financial institutions are able to effectively manage both the asset and liability sides of their balance sheets.


  BANKS VERSUS NONBANKS IN ACCESS TO CREDIT SERVICES


  Credit services are typically less regulated than deposit services, with unregulated credit grantors providing a substantial but often unaccounted-for portion of the credit volume in many economies. As a result, it is more difficult to estimate overall number of credit users than the number of depositors.


  Comparison of the data provided by regulators on loans granted by banks and nonbanks is difficult for the same reasons highlighted earlier with regard to deposit services. The subset of economies with comparable data on the number of loans includes only 19 economies.15 The numbers are even smaller for specialized state financial institutions and microfinance institutions: 15 and 7 economies, respectively. In all cases, average percentage change in the number of loans is not statistically significantly different from zero, similar to commercial banks.


  
    PHYSICAL OUTREACH

  


  PHYSICAL OUTREACH OF THE FINANCIAL SYSTEM EXPANDED IN 2009


  Global retail networks, consisting of financial institution branches, ATMs, and POS terminals, expanded last year. In 2009 the world on average added about one bank branch, five ATMs, and 167 POS terminals per 100,000 adults.16 This growth was not universal, however. The number of bank branches decreased in 43 percent of economies, about half of which are highincome and Eastern European economies. The number of ATMs decreased in 16 out of 104 economies, and the number of POS terminals decreased in 13 out of 77.


  Growth in the retail network varied across regions and income groups. Low-income countries show the highest rates of growth in the number of bank branches, ATMs, and POS terminals, which is another sign of improved access to financial services. Africa, South Asia, and the Middle East, the regions with the lowest levels of retail network outreach, show higher rates of growth in the number of bank branches and ATMs (figure 1.8).17
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  The growth in low-income countries starts from a low base, especially for ATM and POS numbers, and the increase in coverage is less pronounced. For example, a 27 percent increase in the number of ATMs in Malaysia translates into an increase in coverage by more than 10 ATMs per 100,000 adults, but an equivalent percentage change in Kenya adds only 1.6 ATMs per 100,000 adults. At the extreme, Burundi doubled the number of ATMs but still has only about 0.08 ATMs per 100,000 adults—a total of four ATMs in the entire country. Less dramatic examples are Syria (with 366 ATMs) and Malawi (with 203 ATMs)—both doubled the number of ATMs, resulting in coverage of 2.6 ATMs per 100,000 adults. Overall, patterns of retail network outreach are broadly unchanged.18


  MORE BANKS AND HIGHER EXPECTED ECONOMIC GROWTH ARE ASSOCIATED WITH MORE RETAIL LOCATIONS


  Overall, the growth rate in the number of bank branches, ATMs, and POS terminals in 2009 was negatively correlated with income levels. Poorer economies added branches, ATMs, and POS terminals at a faster rate. For the most part, this meant that the economies with less developed retail networks were able to improve outreach (figure 1.9). This relationship is particularly strong in cases of POS terminal growth.
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  The expected rate of economic growth and the change in the number of banks are strongly correlated with the change in the number of bank branches and ATMs. This indicates that the entry of new institutions may significantly improve geographical outreach of the system. Of course this also means that when banks close, branches close, too. Economies experiencing a decrease in economic growth as a result of the financial crisis are also the ones showing large decreases in the number of bank branches. The number of bank branches decreased by 218, or 0.54 per 100,000 adults, in Ukraine; 292, or 0.24 per 100,000 adults, in the Russian Federation; and 41, or 3.5 per 100,000 adults, in Estonia.


  NEW TECHNOLOGIES ENABLE EXPANSION IN OUTREACH THROUGH NONBRANCH RETAIL LOCATIONS


  Despite the fast growth, the numbers of ATM and POS networks remain small relative to branch networks in low- and middle-income countries (figure 1.10). In 2009 the average number of ATMs exceeded the number of bank branches in low-income countries for the first time, but just barely. There are two ATMs per bank branch in middle-income countries and three per bank branch in high-income countries. In South Asia the ratio is the lowest—on average there is one ATM for two bank branches. It is important to note that a greater number of ATMs does not automatically translate into better access. Lack of interoperability in the system, for example, requiring each bank to build its own ATM network, raises overall cost.19
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  As new technologies evolve, the trends in the use of ATMs and POS terminals are changing. Data from the Financial Access 2010 survey show that the number of ATMs relative to the number of branches slightly declined in high-income countries. At the same time, the number of POS terminals increased, reflecting a growing reliance on noncash payments. A greater use of electronic transactions through Internet and cell phones may also reduce the need for ATMs going forward. For now, though, as cash remains the main medium of exchange for retail transactions in most economies, cash-in-cash-out points, whether in the form of branches, ATMs, or POS terminals allowing cash-back, are essential elements of financial access.


  BANKS VERSUS NONBANKS


  Worldwide, commercial banks have the largest branch network, representing more than two-thirds of all branches. Cooperatives are the second largest with 23 percent of branches worldwide (figure 1.11). In 60 percent of economies with available data (54 out of 90), nonbanks had less than half the number of branches of commercial banks. According to the Financial Access 2010 data, the number of cooperative branches exceeds the number of bank branches in only a few countries, namely Austria, Burundi, Germany, Hungary, Korea, and Spain. Figure 1.11 likely underestimates the size of the nonbank branch network because of data limitations for nonbanks, though this year’s survey indicates improvements in a number of economies on data availability.
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  Commercial banks mainly target urban areas. Most bank branches are located in urban areas, representing 88 percent of all financial institutions in urban areas. On average, only 26 percent of all bank branches are in rural areas, compared with 45 percent for cooperatives, 38 percent for specialized state financial institutions, and 42 percent for microfinance institutions (figure 1.12). Even though a smaller share of commercial bank branches is located in rural areas, they still provide the bulk of rural coverage.
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  Data limitations discussed earlier do not allow for a robust analysis of changes in bank versus nonbank branch networks. For a small subset of economies with comparable data for banks and nonbanks (61 economies), there is no statistically significant difference in the growth rate of bank and nonbank branches.


  
    NOTES

  


  1. Collins et al. (2009).


  2. For example, Beck, Demirgüç-Kunt, and Levine (2007), using cross-country data, find a positive relationship between financial depth and the change in the income share of the poorest. They also report evidence for finance reducing inequality. An ideal experiment in analyzing the impact of reducing the inequalities in household access to finance on poverty would require household-level panel data collected over a period, which is yet unavailable.


  3. For details of the methodology, see the Methodology section and Beck, Demirgüç-Kunt, and Martinez Peria (2007). See Ardic, Heimann, and Mylenko (forthcoming) for estimation results. Also see Honohan (2008) for the difficulties involved. Household survey data on access to financial services comes from recent Living Standard Measurement Surveys (various years) where available, as well as regional sources: for the European Union, the European Commission’s Eurobarometer, Special Barometer 260 (2007); for Africa, FinMark Trust’s FinScope; for Latin America, Tejerina and Westley (2007) and the MECOVI database and Barr et al. (2007); and Nenova et al. (2009). These data are referenced and expanded upon in Claessens (2006), Honohan (2008), Gasparini et al. (2005), and Beck, Demirgüç-Kunt, and Martinez Peria (2007). Note that predictions may not perform well in the high end and low end of the distribution.


  4. See Financial Access 2009 for a discussion and literature review on various approaches to measurement of financial access.


  5. Expected growth in real per capita GDP. Source: IMF (2010).


  6. The calculations are done for 97 economies for which data are available in both the Financial Access 2009 and 2010 databases. For example, China is not among these economies because Chinese data are not available in the Financial Access 2009 database.


  7. Access to deposit and credit services in this report is measured by the number of deposit accounts per 1,000 adults and the number of outstanding loans per 1,000 adults, respectively. The report defines an expansion in financial access as more individuals and firms using more financial services and products. An increase in the number of accounts could be due to more individuals/firms opening accounts or to the same or even a smaller number of account holders opening more accounts. The data do not allow one to distinguish between these two dimensions because of lack of information on the number of unique deposit account holders. See Kendall, Mylenko, and Ponce (2010) for further details. Reported statistics are calculated for a subset of economies with comparable data in 2009 and 2010, excluding economies with data inconsistencies resulting from institutional reclassifications or improved data availability.


  8. Source of forecasts: IMF (2010). Expected real growth is an indicator variable for positive real per capita GDP growth in 2010. A number of other macro and policy environment variables were tested and showed weak correlations after controlling for income per capita. See Ardic, Heimann, and Mylenko (forthcoming) for estimation results and further details.


  9. For a comprehensive account of the literature, see Demirgüç-Kunt, Beck, and Honohan (2008); for recent analysis see Kendall, Mylenko, and Ponce (2010).


  10. The strength of legal rights for borrowers may also proxy for more general legal protections in the system, including those of depositors’ rights.


  11. See, for example, Demirgüç-Kunt and Huizinga (1999). Note also that a higher degree of competition and lower concentration are not necessarily the same; concentration is only one dimension of competition and hence used as a proxy for competition.


  12. Source: Financial Access database. Figures are calculated for those economies for which data are available for the two consecutive years in the database. For example, China, Japan, and the United States were excluded in calculations because of a lack of data on the number of outstanding loans.


  13. Source of expected GDP: IMF (2010). See Ardic, Heimann, and Mylenko (forthcoming) for estimation results and further details.


  14. See Financial Access 2009 or Kendall, Mylenko, and Ponce (2010).


  15. The subset excludes economies with structural data breaks because of substantial institutional reclassifications or additional data provided in 2010 that was not available in Financial Access 2009.


  16. Estimates exclude China because of lack of data on the number of branches, ATMs, and POS terminals. The POS estimate is based on a smaller number of economies.


  17. A smaller number of observations is available for POS terminals, making regional comparison difficult.


  18. This analysis does not tell whether the new branches, ATMs, and POS terminals are in locations where they did not exist earlier. Ideally, to measure the outreach of the financial system, one would use data on the geographic location of these new branches, ATMs, and POS terminals.


  19. See, for example, Saloner and Shepard (1995) and Prager (1999).


  FINANCIAL INCLUSION MANDATES


  A broad array of actions can contribute to increasing financial inclusion, from establishing a credit facility for indigenous farmers in rural areas to introducing broad consumer protection legislation. Some actions are more narrowly focused on regulators’ traditional roles of regulation and supervision, while others are more promotional in nature. A number of government agencies are usually involved in efforts to deepen financial inclusion, each with its own mandate.


  Historically, the main role of the financial regulator has been to ensure the stability of the financial system, focusing on regulation and supervision for the safety and soundness of financial institutions. With many economies embracing financial inclusion as a reform objective and putting in place programs to expand financial access, some regulators are playing a more promotional role as well. However, recent financial crises underscored the dilemma of choice between encouraging financial sector growth, especially credit, and maintaining the stability of the financial system. Several important questions arise. To what extent, if at all, should financial regulators be tasked to improve access to financial services? Are the goals of financial sector stability and financial inclusion compatible? Which government agency should be responsible for implementing financial inclusion reforms?


  Answering all these questions is beyond the scope of this report. Instead, Financial Access 2010 aims to inform the debate by presenting the results of the survey of financial regulators on their role in financial inclusion reform and the resources allocated to it.


  The Financial Access 2010 survey asked financial regulators which of the following topics relevant for a financial inclusion agenda were under the purview of their agency: consumer protection, financial capability,1 regulation of microfinance, promotion of savings, promotion of access to finance for SMEs, and promotion of rural finance.2


  In 88 percent of economies, regulators responded that at least one element of financial inclusion comes under their responsibility, 71 percent stated that they have at least two topics covered, and about half had three topics (figure 2.1). In 18 percent of the economies, all these elements of financial inclusion are within the financial regulator’s mandate.
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  Clearly, at least some aspects of the financial inclusion agenda are under the purview of the financial regulators in most economies. But the focus is different in high-income countries versus low-and middleincome countries. In high-income countries, where financial systems already cover most of the population, regulators tend to focus on consumer protection and financial literacy. In low-and middle-income countries, the agenda is much broader and includes promotion of financial access, in addition to consumer protection and financial literacy.


  WHICH AREAS OF FINANCIAL INCLUSION FALL UNDER THE RESPONSIBILITY OF THE FINANCIAL REGULATOR?


  Consumer protection and financial literacy are the two areas most frequently reported to be under the financial regulator’s set of responsibilities. Sixty-eight percent and 58 percent of regulators, respectively, reported that these areas are within their mandate (figure 2.2). Often consumer protection falls within the broader mandate of ensuring soundness and stability of the financial system through business regulation and supervision. Consumer protection and financial literacy are equally relevant in both developed and developing markets, as available products become more complex and affect more people.
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  Financial education is closely related to consumer protection in that it also aims to protect the consumer from abusive practices, but from a different angle. Financial literacy refers to the need to inform the public about the basics of financial services and ensure individuals’ ability to make informed judgments and effective decisions about the use and management of their finances.


  However, financial capability has different operational implications for the financial regulator than consumer protection. Consumer protection is often implemented through market conduct regulation and supervision as part of traditional regulatory and supervisory activities the financial regulator undertakes on a regular basis for other topical areas. Promoting financial capability, on the other hand, requires different skill sets and operations. Consequently, although many economies report interventions in financial capability as part of the regulator’s priorities, there is a great deal of diversity among the types of activities carried out. Approximately half of the economies in Financial Access 2010 report having a team allocated to financial literacy, although in many cases, such teams are not allocated full-time to advancing this topic. In Sweden, for example, the financial education team is part of the communications team within the financial regulator. In fact, only a third of the teams are stand-alone financial literacy units. Seldom is the full design and implementation of financial literacy programs conducted entirely by the financial regulator. Peru is one of the few economies where the regulator is fully committed to financial education programs. Within the framework of Peru’s financial education plan, the Division of Products and Customer Care has implemented a wide array of activities, from information campaigns to education of schoolteachers and creation of virtual classrooms on its Web site. The United Kingdom stands out as well with an entire division allocated to financial capability.


  Financial literacy programs are more commonly cross-cutting initiatives, spanning several departments within the financial regulator, as in Brazil, or several government agencies, including ministries of finance, superintendents, or deposit insurance agencies, as in El Salvador. The role of the regulator can therefore be one of coordination, consultation with private partners and financial institutions, or, less frequently, implementation. Regulators in low-income countries, where the need is probably the greatest, are generally less likely to include financial literacy as one of their areas of responsibility (figure 2.3).
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  PROMOTION ACTIVITIES AND REGULATION OF MICROFINANCE ARE THE PRIORITY FOR REGULATORS IN DEVELOPING COUNTRIES


  Regulators in low- and middle-income countries, where financial access remains limited, are more likely than high-income countries to have the responsibility for promotional activities linked to financial inclusion, such as creating incentives for savings or outreach to rural areas. These activities are in addition to roles found among high-income countries of putting in place measures for consumer protection and financial capability (figure 2.4).
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  Regulation of microfinance, promotion of savings, and improvement of access to finance for SMEs and in rural areas are topics that are closely linked to developing countries’ policy objectives. Of these, regulation of microfinance is the next most frequent item after consumer protection on a financial regulator’s list. As the microfinance industry has matured, professionalized, and experienced sustained growth, it is increasingly becoming an important part of the financial sector in many economies. In 65 percent of developing countries, the main financial regulator reported regulation of microfinance to be within its mandate.


  Promotion of savings, SME finance, and rural finance are more frequently reported as areas of responsibility of the financial regulator in developing countries than in high-income countries. About half of regulators in developing countries say that these issues are part of their agenda, compared with less than 20 percent in high-income countries.


  East Asia and the Pacific, South Asia, and Sub-Saharan Africa place the most financial inclusion topics under the responsibility of the financial regulator (figure 2.5). This is also true for savings, rural finance, and SME finance promotion. In East and South Asia, the role of financial regulators is more focused on promotion of economic growth. In some economies such as the Philippines, entire units are allocated to financial inclusion, and financial inclusion is at the core of their agenda. Other central banks take financial inclusion one step further and formally recognize it in their charters. Bank Negara Malaysia’s role in promoting inclusive financial systems is explicitly articulated in the legislation as one of the primary functions of the central bank.


  [image: ]


  WHAT RESOURCES ARE ALLOCATED TO IMPLEMENTING THE FINANCIAL INCLUSION AGENDA?


  More often than not, financial regulators are mandated by their governments to tackle one or more aspects of financial inclusion. To implement this broad agenda, the regulator requires staff and resources. Financial Access 2010 surveyed regulators on whether they had specific teams, units, or departments allocated to each of the financial inclusion topics they had under their purview. Figure 2.6 summarizes this information. It appears that the commitment to reform is not always matched by allocated staff. For example, for savings promotion and rural finance promotion, for which 49 and 52 economies, respectively, reported these areas as being under their responsibility, only 47 and 71 percent, respectively, had teams assigned for those areas. Lowincome countries have more resources allocated to the work on financial inclusion, but given the breadth of their agenda, they also have a larger resource gap.


  [image: ]


  STRATEGY DOCUMENT FOR FINANCIAL INCLUSION


  One approach to the implementation of financial access reforms is through a comprehensive financial inclusion strategy. Forty-five percent of economies in Financial Access 2010 report having a strategy document for the promotion of financial inclusion, with 91 percent of them dating from 2004 or later (figure 2.7). Not surprisingly, regulators with a financial inclusion strategy are more likely to have more financial inclusion topics under their purview and more resources and staff allocated to working on these matters. They also have a relatively lower resource gap (figure 2.8).
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  FINANCIAL INCLUSION REFORMS


  What were the main areas of reform in financial inclusion in 2009? Reported reforms vary greatly, from setting up task forces and working groups to drafting strategies or legal text, to enacting them into legislation and to final implementation and enforcement. Despite this great variance in the nature of reforms, reforms reported were weighted equally for the purposes of analysis and comparison in Financial Access 2010.


  Consumer protection is the most prevalent area of reform across all regions (figure 2.9). Sixty-five economies reported reforms in this area. It is also the only reform area in which high-income countries lead, highlighting the importance of consumer protection beyond the specific issue of access, especially in the past year when financial supervisors were implementing reforms to deal with the effects of the global financial crisis and to ensure the soundness and stability of the financial sector. The most common reform within consumer protection is disclosure requirements, cited by 10 economies. Next are reforms linked to putting in place recourse mechanisms, complaint handling, and dispute resolution systems, reported by nine economies. Three countries—Austria, New Zealand, and Australia—list the extension of deposit insurance as a reform under consumer protection; another three countries—the Czech Republic, Finland, and Algeria—focus their reform energies on fraud protection. Many economies are in the early stages of preparing strategy documents on consumer protection reform.
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  For consumer protection to be effective, clients need to understand the basic characteristics and functions of the products offered to them. Yet according to the Financial Access 2010 survey, financial literacy is a much less common area of reform. Only 40 percent of economies enacted reforms in this area last year. Reforms range from creating or updating financial education school programs, as in Argentina and New Zealand, to establishing financial literacy weeks and launching financial learning centers. Some economies are just starting to tackle this issue by drafting strategy and national programs to be implemented at a later stage. Some regulators post a variety of learning materials on their Web sites. In Peru and Lesotho, regulators chose to do broad advertising campaigns informing the population at large of the benefits and risks of financial products.


  Thirty-eight economies report specific reforms related to consumer overindebtedness in 2009. Overindebtedness is the result of both demand and supply forces. Reducing the number of consumers who borrow beyond their means can partly be addressed by enhanced disclosure requirements and consumer education. On the supply side, regulators may choose to require stricter risk management and to improve transparency in credit markets. Survey respondents indicate that the most frequent measure taken to combat excessive lending and overindebtedness is related to credit bureaus and credit registries. More than 15 economies report modernizing or establishing credit bureaus as a way to monitor and prevent excessive lending. Some economies, such as Portugal, have passed legislation to make credit bureau consultation mandatory; other economies, such as Rwanda, now require financial institutions to report information to the credit bureau.


  Panama, Syria, and Liberia report establishing quantitative restrictions limiting loan sizes with respect to a borrower’s income. The practice of quantitative restrictions on consumer credit was reviewed in Financial Access 2009. To date, there is no robust assessment of the effectiveness of this measure, although experience with other quantitative caps indicates that these policies are hard to enforce and are rarely effective.


  In recent years many economies have put in place strict “know your customer” (KYC) requirements. These rules are designed to ensure that the financial system is not used for illicit purposes, such as money laundering and terrorist financing. These rules often have the unintended consequence of limiting access to financial services for the poor, who may not have the required documentation available to open an account. 3 In the Financial Access 2010 survey, 48 percent of economies report revising their KYC requirements. However, few economies actually did so with a financial inclusion focus. In most cases, countries’ efforts have been geared toward updating, improving, or amending their anti-money-laundering/combatingthe financing of terrorism legislations and procedures. But three economies reformed in this area with financial access concerns in mind, to achieve higher participation rates: Afghanistan reformed with regard to branchless banking KYC requirements; Colombia relaxed its KYC requirements for opening electronic savings accounts; and Ghana reduced its requirements for low-value transactions (figure 2.10).
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  In times of economic slowdown, governments tend to focus on policies that can help create jobs. Reforms aimed at improving access to finance for SMEs constitute the third most popular area of reform after consumer protection and KYC requirements. Forty-seven percent of economies indicate that they implemented reforms in this area in 2009. Fifteen of those economies focused on the set-up or expansion of credit guarantee schemes. Other countries, such as Oman and Zimbabwe, have taken softer approaches, includingencouraging banks to increase their lending to the SME sector. Some regulators, such as those in Sri Lanka, require banks to direct a designated minimum amount of their portfolios to SMEs.


  Across regions, South Asia and East Asia and the Pacific introduced the most reforms, followed by Sub-Saharan Africa. Europe and Central Asia and high-incomecountries had fewer reforms in financial access (figure 2.11). Not surprisingly, regions that include financial access in their strategies and mandate their financial regulators to carry out such agendas are also the regions that reformed the most. Pakistan and India lead the way for South Asia with six and seven different areas of reform, respectively. The three economies reporting the highest number of reforms, with 10 different areas of reform each, are the Philippines, Malaysia, and Nigeria. Once again, all their central banks have special access to finance units.
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  Overall, low-income countries, where needs are the greatest, reformed more actively and focused more on promoting deposit and credit services than highincome countries (figure 2.12). High-income countries, where access to basic financial services is nearly universal, focused more on enhancing consumer protection.
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    Notes

  


  1. Throughout the report, financial literacy, financial education, and financial capability are used interchangeably to maintain a broader focus and facilitate cross-country comparison of reforms.


  2. These broad categories of topics relevant for the financial inclusion agenda were identified for the purposes of the Financial Access 2010 survey to enable cross-country comparison. This list does not include the full universe of issues covered by the concept of financial inclusion. The focus on these topics by a financial regulator does not necessarily imply an explicit financial inclusion mandate but may reflect the importance of these issues for implementing financial stability and macroeconomic policy mandates. For example, improvements in financial literacy and consumer protection are expected to improve loan performance, and SME dependence on bank financing can be an important transmission channel for monetary policy.


  3. See Genesis Analytics (2008) and Isern and Porteous (2005).


  CONSUMER PROTECTION


  Consumer protection and financial literacy can contribute to improved efficiency, transparency, competition, and access in retail financial markets by reducing information asymmetries and power imbalances between providers and users of financial services.1 When customers are better informed about the terms and conditions of financial services, they can shop around, thereby stimulating competition. Informed clients can choose products that best fit their needs and therefore incentivize competing financial service providers to design better products. Knowing that their rights are protected may bring in new customers, especially in markets where financial systems are not trusted for historical reasons.


  The recent financial crisis highlighted the importance of effective consumer protection and adequate levels of financial literacy for the sustainability of the entire financial system, particularly in an environment of increasingly complex financial products and services. Lack of effective disclosure and deceptive advertising on the part of providers and failure to understand financial products on the part of consumers contributed to the collapse of the subprime mortgage market in the United States. But the problem is not limited to developed markets with highly complex products. Bosnia and Herzegovina, India, and Morocco saw indebtedness rise to unsustainable levels at times among microfinance borrowers in 2009.2 Policy makers around the world have responded by introducing financial literacy programs and strengthening financial consumer protection.


  The need for consumer protection in the financial industry is not a new concept. Until recently, though, the focus has been on credit transactions, with the basic objective of limiting “harmful” borrowing.3 Throughout history debt forgiveness, interest rate caps, and outright bans on usury were used to prevent abuse by lenders. This paternalistic approach proved to be unsustainable and difficult to enforce, with consistent evidence of violations of the rules over time.4 Fundamental changes in thinking in the early 20th century shifted the debate toward the need to empower financial service users, to inform them, and to give them tools to protect their rights. Present-day financial consumer protection frameworks in most economies reflect this approach and rely on fairness and transparency as their core principles.


  To inform the ongoing debate on the state of financial consumer protection, the Financial Access 2010 survey asked financial regulators around the world about the status of financial consumer protection in their jurisdictions. Empirical analysis of the relationship between financial consumer protection, access to financial services, and stability is limited, in large part because of a lack of consistent data on outcomes as well as policies. Statistical analysis conducted for this report indicates a strong correlation between comprehensiveness of consumer protection regulations and the overall level of economic development.5 Once regressions control for income per capita, no stable statistically significant correlations between various aspects of consumer protection regulation and access outcomes are found. Data limitations and endogeneity issues are inherent in a cross-country regression framework and make it impossible to draw conclusions at this stage. Further research at the micro level is essential to understanding the impact of various consumer protection policies. At the cross-country level, consistent data collection on outcomes and policies over time, including on effective regulation rather than just legislation on the books, should shed light on the long-term relationship among consumer protection, access, and stability.


  Financial Access 2010 presents a first-ever overview of a range of consumer protection policies in more than 140 economies and builds a basis for future research. It is a first step to understanding the existing landscape in consumer protection by answering some of the following questions: Do economies have financial consumer protection legislation in place? What are the powers of agencies that are responsible for consumer protection to enforce regulations? And what forms of recourse exist?6


  
    LEGAL FRAMEWORK

  


  MOST ECONOMIES HAVE CONSUMER PROTECTION LEGISLATION IN PLACE, AND REFORMS ARE WIDESPREAD


  More than 80 percent of economies (118) responding to the Financial Access 2010 survey have laws and regulations addressing at least some aspects of financial consumer protection. This topic is at the intersection of consumer protection and financial services regulation. Not surprisingly, relevant legal provisions are most often found in broad consumer protection legislation and in financial sector regulations (figure 3.1). Sixty-seven economies are a step further and report having issued consumer protection legislation with specific references to financial services.
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  Financial consumer protection provisions are diffused in multiple laws. Of the 118 economies that have some type of consumer protection legislation, 48 percent have both consumer protection legislation and regulations under the financial sector legal framework. In addition, other legal acts on payment systems, credit bureaus, insurance, pensions, and securities may include financial consumer protection provisions. These laws often contain conflicting provisions and create complex oversight and regulatory structures, posing challenges to implementation.7


  Most of the financial consumer protection legislation were passed in the previous two decades. Rapid expansion of retail financial services and increasing complexity of products mean that financial consumer protection legislation is constantly evolving.


  As discussed in the previous section, consumer protection was a popular area of reform in 2009. A number of economies introduced or are about to introduce consumer protection legislation for the first time. At the time of writing, Madagascar’s parliament was about to adopt a consumer protection law. In Georgia, a number of projects are under consideration, including disclosure rules, development of a deposit insurance scheme, and credit bureau regulation. Moldova has plans to amend its Law on Consumer Protection to include specific provisions on financial services.


  Other economies enhanced existing frameworks and mechanisms. Economies such as Portugal and Bangladesh introduced restrictions on rates and fees. France passed an ordinance establishing a new single regulator for the financial services and insurance industries. The United States and United Kingdom are both moving to create a consolidated financial consumer protection agency.


  An effective financial consumer protection framework covers three broad dimensions. First, it protects consumers against unfair or deceptive practices by financial service providers, including in advertising and collections. Second, it improves transparency through a requirement to disclose full, plain, adequate, and comparable information about prices, terms, and conditions of financial products and services. Third, it establishes a recourse mechanism to address complaints and resolve disputes quickly and inexpensively. What consumer protection legal provisions are in place in economies around the world?


  BASIC CONSUMER PROTECTION REQUIREMENTS ARE ON THE BOOKS IN MOST ECONOMIES, BUT ENFORCEMENT MECHANISMS ARE LACKING


  Most economies have basic legal and regulatory frameworks for financial consumer protection. In 123 economies (87 percent), at least some fair treatment provisions are covered by the existing legal and regulatory framework, including restrictions on deceptive advertisement, abusive collections, unfair or high-pressure selling practices, and breach of client confidentiality. At least some form of disclosure requirement regarding financial products and services is on the books in 115 economies (81 percent). A much smaller number of economies—only 82 economies or about 60 percent—have a third-party dispute resolution mechanism, such as an ombudsman or a mediation center. And most important, only two-thirds of the 99 financial regulators who said that they are responsible for at least some aspect of financial consumer protection have a designated unit or team to work on these issues (figure 3.2).
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  BROAD FAIR TREATMENT PROVISIONS ARE IN PLACE, BUT THEY MAY NOT ADDRESS SPECIFIC ISSUES IN THE FINANCIAL SERVICE INDUSTRY


  Among the elements of fair treatment regulations that economies have, the most common are provisions restricting deceptive advertising (76 percent) and breach of client confidentiality (80 percent) (figure 3.3). These provisions are often part of broader legislation. For example, client confidentiality is protected by bank secrecy provisions in most civil law countries and is implied in contractual law in common law countries. Restrictions on deceptive advertisement are often part of general commercial law and basic consumer protection legislation.
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  But only about half of the economies reporting have provisions restricting unfair and high-pressure selling practices and abusive collection practices. These are important issues, especially given the potential reinforcing link between the two. Customers enticed into borrowing beyond their means are more likely to be the subjects of a collections process.


  Regulations in high-and upper-middle-income countries are more likely to include restrictions on all four unfair practices surveyed in Financial Access 2010, with an average of 3.4 out of 4 areas included. Lowincome countries on average cover only two of the unfair practices surveyed.


  The legal framework should provide sufficient protection to ensure fair treatment of financial service customers. Yet 13 percent of economies reported that their legislation does not include any specific fair treatment provisions. And in at least half of the countries, the legislation does not go beyond restricting deceptive advertising and protecting confidentiality. As many economies review their consumer protection legislation and consider revisions, fair treatment provisions relating to collections and high-pressure selling practices deserve consideration.


  BANKS ARE MORE LIKELY TO BE SUBJECT TO DISCLOSURE REQUIREMENTS THAN OTHER FINANCIAL INSTITUTIONS, AND MOST DISCLOSURE REQUIREMENTS APPLY AT THE ACCOUNT OPENING STAGE


  Disclosure is the cornerstone of the modern approach to consumer protection, focusing on empowering customers. At least in theory, informed consumers should be able to compare offers, make sound financial decisions, and demand recourse when wronged. Thus far, though, empirical evidence suggests that disclosure requirements improve transparency in credit markets more than the financial decisions of borrowers.8 At the same time, there are indications that disclosure is most effective when financial literacy is high and consumers can understand what is being disclosed—for example, how the interest rates are calculated.9 Though research on the most effective forms of disclosure is ongoing, there is no question as to whether consumers have the right to know the terms and conditions of the products and services offered.


  The Financial Access 2010 survey covers two broad types of disclosure. The first, known as disclosure upon opening, refers to the requirement to notify consumers in writing of pricing, terms, and conditions of a financial product prior to signing an agreement. The second, periodic disclosure, refers to the requirement to disclose information periodically through an account statement. This second type of disclosure is especially important for products for which the cost of the product depends on the use—for example, credit cards and overdrafts. The survey also asked whether the rules apply to banks, other regulated financial institutions, and unregulated financial institutions.


  Two striking results emerge from the survey (figure 3.4). First, most of the disclosure requirements apply only to account opening. Eighty-one percent of economies require commercial banks to disclose information upon account opening, while only about half of them require periodic disclosure. The trend is even more pronounced for other types of financial institutions. In more than half of the countries, clients are not entitled to be updated about the state of their financial accounts. The decision on what and how to disclose to a customer once a product is sold is left up to the financial service provider.
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  Second, commercial banks are more likely to be subject to disclosure requirements than are other financial institutions, and unregulated financial service providers are rarely subject to disclosure requirements. The survey, however, asked regulators to identify whether disclosure requirements exist at all, not whether it is the central banks or financial regulators’ responsibility to implement them. It is possible that respondents were not aware of regulations affecting unregulated institutions. A comprehensive assessment of overall financial consumer protection is needed to evaluate the degree to which disclosure requirements apply to unregulated financial institutions. This finding does confirm the fact that even in economies where financial regulators are involved in financial consumer protection matters, they rarely are tasked to focus on unregulated financial institutions.


  GUIDELINES FOR DISCLOSURE REQUIREMENTS AT ACCOUNT OPENING ARE FOCUSED ON RATES AND FEES


  What information must be disclosed upon account opening? According to the Financial Access 2010 survey, disclosure requirements in most economies are focused on quantitative information, such as rates and fees, and not on explaining to customers how these rates and fees are calculated (figure 3.5). On the deposit side, 65 percent of economies require disclosure of annual percentage yield and interest on deposit products, while 42 percent require an explanation of how it is compounded. On the credit side, 66 percent of economies require disclosure of rates and fees, and 53 percent require an explanation of how the rate is computed.
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  Disclosing rates and fees alone may not be sufficient to enable customers to make informed decisions.10 To facilitate comparison of financial product terms across institutions, some economies have introduced a standardized disclosure format for general financial products, such as a one-page “Key Facts” document summarizing terms and conditions in a clear and transparent manner. Forty-one percent of economies reporting to Financial Access 2010 have such a requirement.


  And most important, only 35 percent of economies have a requirement to provide information on dispute resolution, raising a question as to the effectiveness of such disclosure.


  PERIODIC DISCLOSURE GUIDELINES RARELY REQUIRE INFORMATION ON DISPUTING CONTENT OF THE STATEMENTS


  What information is required to be disclosed in periodic statements? According to the Financial Access 2010 survey, fewer economies have detailed guidelines on the content of periodic statements than disclosure requirements upon opening. The four most common requirements are focused on purely numerical information: annual percentage rate (applied during the period of the statement); interest charged for the period; fees charged for the period; and outstanding balance of credit. One-third of economies require financial institutions to provide information on how to dispute the accuracy of transactions (figure 3.6).
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  The frequency of periodic disclosure differs across economies. Almost half of the economies reporting require some sort of periodic disclosure. Of those economies, 64 percent require that statements be issued monthly. In 20 percent of economies there is a requirement to issue a statement at least once a year, though the financial service provider may choose to disclose information more frequently.


  Different types of products may need different frequencies of disclosure. For example, in Malaysia, loan statements have to be provided to customers at least once a year, whereas for deposit accounts, a statement has to be provided at least once a quarter. In Greece, monthly statements must be provided to credit card holders only. In Norway, the law specifies that statements must be provided annually, but the institution is required to provide the customer with a statement more frequently if the account has been in use (credited or debited). As a result, the periodic statement is usually provided monthly


  With modern technology, it is possible to disclose statements via the Internet, which helps to reduce the cost of compliance with disclosure requirements. It is important, though, to ensure that customers have a choice regarding how they receive their statements, whether on paper or electronically.


  In addition to requiring disclosure by financial institutions, regulators themselves increasingly take steps to improve transparency in the markets. A number of economies regularly post fees and rates for deposit and credit products on the regulators’ Web sites. For example, Bank of Uganda publishes bank charges.


  There is no one-size-fits-all solution to the design of a legal framework for financial consumer protection. It should reflect the structure of the financial system and the nature of each economy’s overall legal framework. But, in all cases, the process of designing an effective financial consumer protection framework requires a comprehensive approach and consultation among various stakeholders to ensure consistency within laws and regulations. Close coordination is also essential to develop effective oversight and regulatory structures.


  
    INSTITUTIONAL STRUCTURE

  


  MULTIPLE REGULATORS ARE INVOLVED IN CONSUMER PROTECTION, AND FINANCIAL SUPERVISORS ARE ENGAGED IN A MAJORITY OF ECONOMIES


  Reflecting the variation in legal frameworks on consumer protection, supervisory and enforcement structures differ among economies. In most cases multiple government agencies are involved in the regulation, supervision, and enforcement of laws related to financial consumer protection. On the one hand, consumer protection agencies, competition authorities, ministries of justice, or ministries of economy may be responsible for implementing broad consumer protection legislation. On the other hand, central banks, bank supervisory authorities, securities commissions, and other financial service regulators are involved in implementing financial consumer protection regulations that apply to the institutions they oversee. Central banks or bank supervisors are responsible for at least some aspect of financial consumer protection in 99 economies (70 percent) reporting to the Financial Access 2010 survey.


  Consumer protection regulators are more likely to take a functional approach with a focus on products and services, regardless of which institutions provide these services. A functional approach applies consumer protection to all financial service providers irrespective of their institutional type (i.e., bank or nonbank), ensuring a level playing field. But consumer protection agencies often face a challenge taking on financial consumer protection responsibility because they lack both knowledge of the financial sector and capacity.


  Financial regulators, on the other hand, have a solid understanding of the financial sector but are empowered to implement consumer protection provisions only as they relate to the financial institutions they regulate, not to a broad range of financial service providers. This approach fragments responsibilities among many regulators and, more important, excludes unregulated institutions, creating distortions in the market.11 To address this challenge, some economies have created a single agency responsible for consumer protection issues for retail financial services, such as the Financial Consumer Agency of Canada or the National Credit Regulator in South Africa, which is solely responsible for retail credit. The United States and United Kingdom are also moving in this direction following the recent crisis.


  Whichever institutional structure is chosen, effective implementation of the law requires that the responsibilities of the respective agencies are clearly defined and a single entity is assigned to receive and direct customer complaints and inquiries.12


  Effective implementation also requires assigned staff and resources in the agency responsible. Yet Financial Access 2010 finds that this is not always the case. Out of 99 economies where financial regulators are responsible for at least some aspect of consumer protection, 68 economies (69 percent) had assigned this work to a specific department or unit (figure 3.7). Most of these consumer protection departments and units are relatively new. Of the 60 economies that provided their units’ date of establishment, 65 percent were created after 1999, and 45 percent after 2005.
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  A number of countries—31—reported that consumer protection work is assigned to a financial institution supervision department. In Austria, Botswana, Kenya, the former Yugoslav Republic of Macedonia, and Sri Lanka, consumer protection is part of routine supervisory work, with no organizational separation of consumer protection tasks from general supervision. In the Philippines, Spain, Brazil, Israel, and Zimbabwe, consumer protection is handled by an allocated team or unit within the banking supervision department. An alternative approach taken by 13 economies is to create a special department. In the Czech Republic, the Consumer Protection Department reports directly to the board of the Czech National Bank; in Ecuador the department reports directly to the bank superintendent; and in the United States the Federal Reserve Board has a Division of Consumer and Community Affairs, with a staff of 120.


  AGENCIES’ POWERS TO ENFORCE CONSUMER PROTECTION REGULATIONS AND MONITOR COMPLIANCE ARE LIMITED


  What actions can regulators take if financial institutions do not comply with regulations? And how do regulators monitor compliance? Financial Access 2010 finds that regulatory powers are often limited. Regulators in a little more than half of the economies have powers to issue warnings to financial institutions or impose fines and penalties for violation of consumer protection regulations, and only about a third are empowered to issue a public notice of violation, require providers to refund excess charges, or withdraw a license to operate (figure 3.8). A number of respondents commented that even though their agency had the responsibility to monitor compliance with consumer protection regulations, they were authorized to take action only if the violation of consumer protection provisions posed a risk to financial stability, significantly limiting the regulator’s ability to step in.
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  Credible deterrence is a critical element of successful enforcement. A recent evaluation of consumer credit interventions in the United Kingdom suggests that greater publicity for the actions taken and the regulator publicly identifying the offending institutions can increase the deterrent effect.13 So how often do regulators exercise their powers? Surprisingly few economies were able to provide statistics on the number of times actions were taken against institutions. Twenty-one economies reported the number of times they issued warnings, out of 85 economies with the authority to do so. Of these 21, only half issued more than five warnings. Statistics on fines were provided by 22 economies out of 79 authorized to impose fines and penalties. Of these, three economies did not apply any actions in 2009 and a little more than half of the economies applied fines to seven or fewer institutions. Among 21 economies, mostly high-income OECD, that had an authority and provided statistics on more than one action, the most common actions were requirements to withdraw advertisements. Only the United Kingdom, Italy, Japan, Lithuania, Nicaragua, and Sierra Leone report more than one case of issuing a public notice of violation—potentially a very effective tool.


  The low number of actions taken indicates that there are either no violations or no effective monitoring and enforcement mechanisms. The statistics on the number of complaints in economies with effective monitoring systems, such as the United Kingdom, where the financial regulator records 3 million complaints per year,14 suggest that violations are likely. But without consistent data on the number of complaints received and the resolution steps taken, it is impossible to assess either the scale of the problem or the effectiveness of the reaction. So how do regulators monitor compliance with consumer protection provisions?


  To identify risks to the economy resulting from inadequate consumer protection, regulators need to complement onsite inspections with routine monitoring of complaint statistics and advertisements, mystery shopping, and focus groups with consumers and industry. However, Financial Access 2010 survey results indicate that most financial regulators tasked with monitoring compliance with consumer protection regulations rely mainly on onsite inspections as part of a routine financial institution examination and rarely use other methods (figure 3.9).
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  Monitoring customer complaints and tracking enforcement actions is an important step in improving the effectiveness of regulations. Analyzing the trends in enforcement actions can help regulators adjust existing frameworks and improve oversight, as well as identify market-wide risks. Financial Access 2010 suggests that thus far only a few economies have put the necessary monitoring mechanisms in place.


  
    DISPUTE RESOLUTION MECHANISMS

  


  The power imbalance between providers and users of financial services is acute in retail financial transactions, especially when they involve low-income individuals. A consumer of financial services is unlikely to have the resources to go through the court process to resolve a dispute with a financial institution. Effective complaint-handling mechanisms by financial service providers and extrajudicial third-party dispute resolution mechanisms are essential parts of a consumer protection system. Yet these mechanisms are often not in place, limiting the effectiveness of the legislation.


  Financial institutions are the first line of defense when it comes to resolving disputes. Not only is complaints resolution required by fairness provisions in most countries’ legislation, but research shows that addressing customer complaints is beneficial to business sustainability. 15 The Financial Access 2010 survey asked if an economy’s laws or regulations set standards for complaints resolution by financial institutions. Only about a third of the economies require financial institutions to implement procedures for resolving customer complaints, set limits for timeliness of response, and ensure accessibility. Even though many economies report that institutions have put in place voluntary codes of conduct, it is not clear how effective these voluntary arrangements are due to a lack of monitoring.


  If a customer’s complaint is not resolved under the financial institution’s internal procedures, do economies have an effective third-party dispute resolution mechanism such as an ombudsman16 or a mediation center?


  Financial Access 2010 survey results show that 58 percent of economies have some type of ombudsman or mediation service. Thirty percent have a specialized financial ombudsman, whereas in 21 percent of countries, a general ombudsman handles financial cases along with other consumer protection issues. Mediation services are more common in Asia, where about half of the economies report having established one compared with a quarter of the economies or fewer in other regions.


  These institutions are not mutually exclusive, and some economies have more than one third-party mechanism to address customer complaints. El Salvador, Pakistan, Poland, South Africa, Taiwan (China) and Korea all have a financial ombudsman, a general ombudsman, and a mediation service for resolving financial disputes. The Czech Republic, Greece, Italy, Mexico, and Peru have a financial ombudsman and a mediation service. Financial ombudsmen are more common in highincome countries. Fifty-seven percent of high-income countries reporting have a financial ombudsman in place, compared with 5 percent of low-income countries (figure 3.10).
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  Institutional arrangements and funding for third-party dispute resolution mechanisms vary across countries. In a majority of economies that provided data on funding (41 of 63 economies), the ombudsman or equivalent institution is fully funded by the government, mostly through the annual budget of the relevant government agency, and is sometimes part of the financial regulator’s budget, as is the case in Israel, Nepal, and Uruguay. In eight more economies, the ombudsman is cofunded by the government and the private sector. And in 30 out of 63 economies, dispute resolution mechanisms are funded by members (mostly service providers) or industry associations. Privately funded dispute resolution schemes can be voluntary, as is the case in Chile, or mandatory, as in Armenia.


  What are the most frequent causes for complaints across countries? Excessive interest rates and fees is by far the most common cause for complaint. Out of 70 economies providing data, 31 ranked excessive interest or fees as the most frequent cause for complaint, and 48 named it among the top three (figure 3.11). Product-specific complaints related to credit cards, mortgages, and ATMs all rank at about the same level. Only two economies listed not getting approved for a loan as the most frequent cause for complaint.
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  A number of economies reported additional causes for complaints. In the Czech Republic, the most frequent complaint concerns domestic payment transactions. In Finland it is the functioning of the deposit guarantee scheme; in Mozambique it is insurance complaints and the register of declined checks. A number of economies cited complaints related to bank staff as the most common. In Namibia, Norway, and Hungary, complaints relate to poor financial advice provided to the customer; in Syria and Uganda, they relate to mistreatment of customers by bank staff.


  HOW OFTEN ARE COMPLAINTS REFERRED TO THE THIRD-PARTY DISPUTE RESOLUTION ENTITIES, AND HOW OFTEN ARE THEY UPHELD?


  Fifty-three of the 82 economies where such a mechanism exists provided statistics on the number of complaints received by the third-party dispute resolution mechanism. These ombudsmen or equivalent institutions vary substantially in the scope of operations and the types of disputes they are set up to address. The Financial Ombudsman Service in the United Kingdom and Condusef in Mexico, both of which handle a wide array of consumer complaints on a range of financial services, received about 130,000 complaints each in the past year—2.52 and 1.76 per 1,000 adults, respectively (figure 3.12). On the other hand, the Federal Reserve Consumer Help Center in the United States—one of a number of dispute resolution mechanisms—received about 5,000 complaints. In economies where ombudsmen or equivalent institutions were created recently, customers may not know how to file complaints or may be skeptical about the effectiveness of the scheme. Poland and Bulgaria reported nine and five complaints received, respectively—less than one per million adults. In a functioning system, the number of complaints is likely to increase in the early years of operation as public awareness and confidence in effective resolution improve. In the United Kingdom, for example, the number of complaints referred to the Financial Ombudsman Service increased fivefold between 2000 and 2009.
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  Respondents were also asked to provide the total number of cases processed and closed, and out of these cases, the number of cases that were resolved in favor of the customer. Thirty economies provided data on both figures. In 67 percent of these economies, less than half of all complaints were resolved in favor of the customer. Variation between the economies is substantial, though. In Singapore only 2 percent of customer complaints were resolved in the customer’s favor. But in Venezuela, resolution was in the favor of the customer 97 percent of the time. International comparisons of this sort are not very informative, as they mostly reflect structural differences in the existing systems. But at the country level, consistent tracking of the number of complaints and the number of complaints upheld by the ombudsman can be an important policy tool. In the United Kingdom, Malaysia, Sweden, Spain, Singapore, Pakistan, and Canada, information on complaints resolution by product is publicly available and is shared with regulators to inform policy. For example, spikes in the number of complaints or a share of upheld cases for a certain product may indicate a systemic problem and may warrant regulatory action. In a number of countries, the regulator’s role is broader, as in Pakistan and Ecuador, where regulators can receive appeals if the customer is not satisfied with the ombudsman.


  Effective third-party dispute resolution mechanisms are an essential part of consumer protection frameworks, especially in economies with weak judiciary systems. Yet 34 economies reporting do not have an ombudsman or an equivalent scheme, relying solely on the court system to resolve disputes. And few economies where these mechanisms exist are able to provide statistics on the number of complaints received and resolved. In a number of economies the dispute resolution schemes are new and may not be known to consumers and thus are rarely used. Across the board, further work to clarify legal and regulatory frameworks for the role of third-party mechanisms and to improve monitoring and consumer awareness can go a long way in enhancing overall effectiveness of the consumer protection system.


  
    REGIONAL TRENDS IN CONSUMER PROTECTION

  


  How do consumer protection frameworks vary from region to region? As mentioned earlier, almost all economies have consumer protection legislation on the books, whether an explicit financial consumer protection law or a general consumer protection law. However, the trends on enforcement and implementation mechanisms tell a different story.


  Figure 3.13 displays the regional means for five areas measured by the Financial Access 2010 survey. The first area measures the average number of the four legislative requirements on fair treatment practices implemented by each region. For example, South Asian economies on average require 46 percent (or 1.8 out of 4) of the fair treatment practices measured by the survey. The second area measures the average number of the 13 disclosure requirements upon opening implemented by each region. For example, Sub-Saharan African economies on average require 37 percent (or 4.8 out of 13) of the disclosure requirements upon opening measured by the survey. The third area measures the average number of the 13 periodic disclosure requirements implemented by each region. The fourth area measures the percentage of economies in each region that have at least one recourse mechanism. And the fifth area measures the percentage of economies in each region that have an allocated unit for financial consumer protection.
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  Overall, high-income countries have on average the most comprehensive consumer protection framework. Latin American economies follow close behind, particularly on fair treatment requirements and recourse mechanisms. This can be partly attributed to the fact that consumer protection frameworks in high-income countries have existed longer, and thus are better established and have had a chance to improve over time. Economies in Sub-Saharan Africa and South Asia have the least comprehensive legal frameworks in terms of the coverage of fair treatment and disclosure requirements. And across all groups, less than 60 percent of economies have an allocated team working on consumer protection issues.


  
    Notes

  


  1. For an overview, see Rutledge (2010) and Brix and McKee (2010).
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  3. Peterson (2003).


  4. Ibid.


  5. See Ardic, Ibrahim, and Mylenko (forthcoming) on consumer protection for further details of statistical analysis.


  6. The focus of the Financial Access 2010 survey was consumer protection for loan and deposit services, rather than for pensions, investments, and insurance.


  7. Rutledge (2010).


  8. Godfrey et al. (2008).


  9. Lusardi and Tufano (2009).


  10. U.S. GAO (2005).


  11. Rutledge (2010); Brix and McKee (2010).


  12. Ibid.


  13. Office of Fair Trading (2009).


  14. Financial Services Authority (2010).


  15. Ibid.


  16. An ombudsman is an entity or a person designated to investigate complaints and mediate fair settlements. In some cases, the ombudsman is completely independent of any government agency (including being housed by an industry association), and in other cases, it can be housed under the relevant regulatory authority.


  SME FINANCE: SUPPLY-SIDE DATA AVAILABILITY


  LACK OF FINANCE IS ONE OF THE KEY OBSTACLES TO SME GROWTH


  SMEs are critical for sustainable economic growth. In high-income countries, SMEs constitute 67 percent on average of the formal employment in the manufacturing sector. In developing countries, this number is lower at about 45 percent. Similarly, SMEs contribute a sizeable share to formal GDP: 49 percent on average in high-income countries and 29 percent on average in low-income countries.1


  A number of factors, ranging from the overall business environment to the availability of an educated and trained labor force, affect the growth of SMEs. But lack of access to finance consistently ranks as one of the most important obstacles to doing business, according to World Bank surveys of firms in more than 100 economies.2 Empirical research supports entrepreneurs’ views and indicates that lack of finance is negatively correlated with SME firm growth.3 Access to finance for SMEs remains low. In the survey of firms, only about 32 percent of SMEs had a loan with a financial institution, compared with 56 percent of large firms.4


  The appeal for the need to support SMEs is hardly new. Most economies have comprehensive SME finance programs, many of which trace their history to the 1950s and 1960s. Governments around the world have used interest rate subsidies, directed lending, guarantee funds, and a variety of other approaches to get SMEs financed. However, the gap between SMEs and larger businesses remains. With the recent financial crisis, many economies are looking to SMEs to provide much needed jobs and to help pull their economies out of recession, putting SMEs back into the spotlight of development and political agendas.


  In 2009, G-20 countries committed to identifying lessons learned on innovative approaches to providing financial services to SMEs and to promoting successful regulatory and policy approaches.5 In the Financial Access 2010 survey, 44 percent of economies cite SME support as a priority for financial regulators, and 47 percent report implementing reforms that support SME finance. Most of these programs and reforms set targets for the number of SMEs reached, volume of SME financing facilitated, and employment created. Some progress has been made in collecting comparable demand-side information across countries through firm surveys by the World Bank, European Bank for Reconstruction and Development (EBRD), and other development organizations. Yet, to date there are no reliable data across countries on the volume of SME financing, which makes it difficult to set global targets and track progress. In 2004, the OECD identified the need to foster greater international comparability of SME statistics,6 and a number of initiatives are under way to reach this goal. One of them is to strengthen the culture of evaluation of SMEs and entrepreneurship policies across nations.7 Moreover, the SME Performance Review, launched by the European Commission in 2008, represents one of its main tools to monitor the implementation of the Small Business Act.8 It represents a comprehensive source of information on the performance of SMEs in Europe.


  Financial Access 2010 contributes to the effort to improve measurement of SME financing and reviews SME finance data available to financial regulators as well as data collection methodologies. Supply-side data—information collected from financial service providers—are likely the most effective tool to collect information on SME finance volume. Firms are often reluctant to share information on the dollar amounts of their operations, such as sales or loan sizes, during interviews. As a result, information on the volume of SME financing is difficult to obtain from firm surveys and requires a survey of credit providers. The most economical way to collect this information worldwide is to survey government authorities instead of surveying individual financial institutions in each economy.The Financial Access 2010 survey, as a survey of financial regulators, evaluates whether they collect information on SMEs.


  The objectives of this year’s survey were to identify the feasibility of consistent cross-country data on SMEs going forward, summarize methodological challenges, and provide a rough estimate of SME financing volume by regulated financial institutions. The analysis of topics such as the effectiveness of SME support programs, the impact of the SME sector on economic growth, and the relationship between access to finance and SME development is beyond the scope of this year’s report


  FINANCIAL REGULATORS IN MORE THAN HALF OF THE ECONOMIES WORLDWIDE MONITOR LEVELS OF SME FINANCING, BUT USE A VARIETY OF DEFINITIONS


  Data on SME volumes are collected by financial regulators in 74 out of 142 economies surveyed in Financial Access 2010. In 21 more economies, SME finance statistics are collected by other government agencies. The Ministry of Economy collects SME data in Chile, Lithuania, Taiwan (China), Nicaragua, and Venezuela. The Ministry of Trade monitors SME lending in Albania, Botswana, Colombia, and Zambia; the Ministry of Cooperatives does so in Indonesia. In a number of economies, including Japan, Denmark, and Greece, the National Statistics Office collects this type of data. Financial regulators in 53 percent of the economies that responded to the survey monitor the level of lending to SMEs. Most important, in 42 percent of these economies these data are collected through regular reporting (figure 4.1). Financial regulators in middleand low-income countries are more likely to require regular reporting of SME statistics. Out of 59 economies that collect SME lending data on a regular basis, 86 percent are low-and middle-income countries. Most economies in East Asia and the Pacific, as well as in South Asia, monitor SME lending at least periodically (figure 4.1). Often, these data are collected to monitor compliance with lending targets set for priority sectors, including SME, as is the case in Afghanistan, India, the Philippines, and Pakistan.
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  In a number of economies where data are not collected through regular reporting, they are collected through surveys of financial institutions or by estimating lending volume in credit registries. Credit registries contain loan-level data and allow estimation of a variety of SME statistics using loan size as a proxy for an SME definition. In 13 of the reporting economies, including Argentina, Tunisia, and Brazil, regulators use public credit registries to estimate the volume of SME lending. In 23 economies, regulators conduct periodic surveys of financial institutions to monitor SME lending. The frequency of surveys varies. For example, Estonia, Singapore, and Armenia conduct such surveys annually, Algeria and Tunisia do so monthly, and Uganda does it on an ad-hoc basis. Financial institution surveys can be an important tool for a regulator to collect information not only on SME lending volumes but also on other aspects of SME finance such as fees and number of applications received and rejected, all of which are essential for the implementation of SME finance reforms and programs. In 10 economies, 8 of which are in the Western African Monetary Union, regulators combine information from the credit registries and periodic surveys from financial institutions.


  There is a clear regional pattern in reporting SME data. More than half of the economies in Asia and Africa report that they regularly collect information on SME finance. These are also regions where regulators tend to identify access to finance as a priority. Financial regulators in high-income countries and in Latin America and the Caribbean are the least likely to collect data on SME finance, because some other agency is usually assigned this task.


  The responsibility to promote SME finance often lies with more than one government agency, each of which also has the responsibility to monitor the performance of the sector, including availability of finance. Agencies collecting regular statistics from financial institutions, such as central banks and bank regulators, are well positioned to collect SME finance statistics, and already do so in a majority of economies. Experience in economies such as Malaysia, Russia, Greece, and the Czech Republic that have introduced monthly reporting for SMEs shows that SME data collection on a monthly basis is possible when there is a clear definition of SMEs, in addition to a well-established reporting process that is easy to follow.


  LACK OF A CLEAR DEFINITION IS THE MAIN CHALLENGE IN MEASURING SME FINANCE


  What is an SME? Definitions vary greatly across countries, and financial regulators in 68 economies reported that their SME definition is based on number of employees, sales volume, or loan size. Number of employees and sales volume seem to be the most widely used criteria, present in 50 and 41 economies, respectively. Sixteen economies use the value of loans. Often, the definition relies on multiple criteria and depends on the industry. In Pakistan, for example, SME refers to an entity that employs no more than 250 persons in manufacturing or service sectors or 50 persons in the trade sector, as well as sales criteria of up to $590,000 for trade and industry firms, $1.2 million for manufacturing firms, and no more than $3.5 million for any industry of operation. In addition, a number of economies use alternative criteria such as total assets, fixed assets, and turnover, and 17 economies report that no official definition exists at all.


  The following examples underscore the diversity of definitions used. In Zambia it is a firm with fewer than 50 employees and sales of no more than $50,000. In Russia SMEs include individual entrepreneurs and firms with fewer than 250 employees and sales of up to $30 million. In Canada it is a firm with up to 500 employees and sales of up to $45 million at current exchange rates. And in Korea, SMEs can have up to 1,000 employees and sales of up to $130 million.


  The most common cutoff points for the maximum number of employees cluster around 50, 100, and 250 employees (figure 4.2). A large portion of economies (20 out of 49 that use number of employees as a criterion to define SMEs) set 250 employees as the maximum cutoff.9 Maximum values of sales range from $50,000 in Zambia to over $70 million in Korea, Germany, France, Greece, and Hungary, with no clear patterns or clustering. The maximum sales cutoff value is closely correlated with income per capita but does not translate into a common ratio of SME maximum sales to average income per capita. Maximum sales values represent 23 times income per capita in Azerbaijan at the lower end and more than 8,000 times income per capita in South Africa at the higher end (figure 4.2).
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  Number of employees and sales volume are probably the most accurate parameters to define SME, but this information is not always available from lenders. Banks may collect this information at the time of evaluating loan applications but often do not keep it in their systems and as a result are not able to report lending volumes based on these criteria. Thus, some economies choose to rely on loan size as a proxy when collecting information on SME finance from financial institutions. Extracting information on loans to firms below a certain size and loans to individual entrepreneurs can be a reasonable approximation for SME lending volume. Fifteen economies in the Financial Access 2010 survey reported using loan size criteria to define SMEs (figure 4.3). As in sales criteria, high-income countries tend to have higher loan size brackets in their definition of SMEs. Canada, the United States, Estonia, and Australia set the loan value cutoff for SMEs above $1 million.
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  In the long term, encouraging financial institutions to collect and maintain information on employee numbers and sale volumes will allow for more accurate monitoring of SME lending. The data may also be useful to banks themselves for client segmentation and development of SME scoring models. In the short term, collecting data using loan size criteria as a proxy may provide a reasonable estimate of SME volumes for regulators tasked with monitoring this statistic. A number of efforts aim to streamline and harmonize SME definitions,10 although the heterogeneity of SMEs themselves and the nature of the economies in which they operate might mean that establishing a global definition is not feasible.


  VARIATION IN DEFINITION IS NOT SIGNIFICANTLY CORRELATED WITH VARIATION IN LENDING VOLUMES TO SMES


  Do economies that set higher cutoff criteria for the number of employees and sales tend to have a higher ratio of SME lending volume to GDP? The correlation between the maximum number of employees and the ratio of SME loans to GDP reported in Financial Access 2010 is positive but weak and not statistically significant at the 10 percent level.11 The correlation coefficient between the maximum definition for sales and SME lending volume is also not statistically significant. These results must be interpreted with caution as estimates are based on a small number of observations: 40 for the number of employees and 31 for the sales volume. Lack of a strong correlation (except for those economies defining SMEs as firms with 1,000 employees or more) indicates that the variation in the definitions for the most part is not a strong enough factor to permit cross-country comparison of the data on SME lending using national definitions.


  ESTIMATING GLOBAL SME VOLUME


  In Financial Access 2010, 50 economies provided data on the total value of outstanding loans to SMEs (figure 4.4). Out of these, 30 economies (60 percent) are middle-income and 14 (28 percent) are high-income. Among low-income countries, only Afghanistan, Bangladesh, Liberia, Pakistan, Tajikistan, and Uzbekistan provided these data points. The ratio of SME lending to GDP ranges from less than 1 percent in Tajikistan to more than 50 percent in the Netherlands and Portugal. The median ratio of SME credit to GDP is 6.4 percent, and in 75 percent of the economies in the sample, it is below 15 percent.
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  The share of SME loans as a percentage of total loans also varies greatly across countries, reflecting the structure of the local financial market (figure 4.4). The ratio of SME loans to total loans ranges from less than 1 percent in Hong Kong, China, to 56 percent in Korea, where SMEs can employ up to 1,000 people. Overall, high-income countries tend to have higher ratios of SME finance volume to GDP and to total loans, suggesting a more developed SME finance market compared with developing countries.


  To assess the global volume of SME financing from formal institutions for Financial Access 2010, the value of SME lending to GDP ratio was estimated for economies that have not provided statistics on SME finance using a regression model. Model selection is based on two factors: data availability and predictive power. The ratio of overall private credit to GDP, number of days to start a business, and a control for offshore financial centers are used as explanatory variables in this model.12 The level of SME finance is likely to be affected by the overall development of the credit market as measured by the ratio of private credit to GDP (figure 4.5). In addition, economies in which it is easier to start a business are likely to have higher levels of SME lending. One potential explanation is that in those economies where it is more difficult to start a business, there are fewer formal SMEs to finance, and hence lower SME lending. This finding supports earlier evidence on the importance of reforming business registration and other regulations affecting firm entry.13 The share of SME finance in relation to total lending volume is likely to be affected by the structure of the financial market. Specifically, offshore financial centers are likely to have high levels of credit to GDP but low levels of SME financing.
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  On the basis of these estimates, global volume of SME lending was roughly $10 trillion in 2009 (map 4.1). The bulk of SME lending volume—70 percent—is concentrated in high-income countries. The second largest SME loans market is in East Asia and the Pacific, which accounts for 25 percent of the total SME lending volume. But 90 percent of this amount is in China, where the SME definition is broad and SMEs can employ up to 2,000 people. Without China, the total SME lending volume in East Asia is comparable to Eastern Europe and Central Asia, or about 3 percent of the total. Africa, Middle East, and South Asia together account for only 1.6 percent of the total SME volume.
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  A similar picture emerges when comparing ratios of SME lending to GDP (map 4.1). The median ratio of SME lending to GDP in high-income OECD countries is about 13 percent, compared with the 3 percent world median. In more than 80 percent of economies, the SME lending to GDP ratio is below 10 percent.


  Data analysis indicates that further efforts are necessary to define the criteria and processes for collecting data on SME financing, which can also be comparable across countries. A recently created SME Finance subgroup under the G-20 Financial Inclusion Experts Group,14 bringing together international experts, development agencies, and governments, offers an excellent platform for the establishment of a comprehensive, consistent, and scalable framework and mechanism to measure and track the progress over time of SME access to financial services in the developing world.


  
    NOTES
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  10. OECD (2004).


  11. The correlation, controlling for income per capita, is not statistically significant when countries that set a maximum definition at 1,000 employees or more are excluded (Korea and China). The estimate is based on 65 observations. Financial Access 2010 survey data were supplemented by information on maximum number of employees for SMEs from other sources, including World Bank (2004) and World Bank Enterprise Analysis Surveys (various years).


  12. For details on estimation results see Ardic, Mylenko, and Saltane (forthcoming). A number of macroeconomic and business environment factors were tested, but relationships are not statistically significant after controlling for overall level of private credit to GDP.


  13. See World Bank (2004) for an overview.


  14. See the Pittsburgh G-20 Summit (2009), “Leaders’ Statement,” paragraph 41.


  DATA AVAILABILITY


  More economies provided data on the value and number of loans and deposits across all types of institutions in the Financial Access 2010 survey compared to the 2009 survey (figure 5.1). Information for commercial banks remains the most comprehensive. But even for commercial banks, while most economies provided information on the values of deposits and loans, only 76 percent had data on the number of deposits and 53 percent on the number of loans.
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  Information for nonbanks is limited for four primary reasons. First, if nonbanks are not regulated by the main financial regulator, this regulator may not have data on these institutions. Second, even if nonbanks are regulated, it may be difficult to collect accurate data on their performance because of a lack of adequate systems in nonbanks. Third, in economies where there are several types of regulated nonbanks, the regulator may be able to collect information on only certain types of institutions, resulting in distorted statistics. Fourth, institutions may change their type (in other words, the way they categorize themselves), or a new type of institution may be introduced that fits into one of the categories in the Financial Access 2010 survey, introducing breaks in data consistency.


  Most economies take measures to improve data availability, demonstrated by the improved responses to the Financial Access 2010 survey and responses to the International Monetary Fund’s (IMF) “Access to Finance” project launched this year.1 A number of countries, such as Mexico and Bangladesh, were able to provide more comprehensive coverage of nonbanks this year, including institutions that were not covered last year.


  With improved and cheaper technology and the push for transparency and better reporting, data on access will undoubtedly improve over time. But even today, available data provide useful insights. A consistent sample in which comparable data are available for both years is sufficiently large, at least for commercial banks, enabling empirical analysis presented in this report: 85 economies for the number of deposits and 65 for the number of loans.


  To understand what research and data collection instruments beyond regular reporting are available to financial regulators, the Financial Access 2010 survey asked what type of survey instruments (household surveys, surveys of firms, surveys of financial institutions) they use for collecting information on the level of access to financial services.


  Fifty-one percent of financial regulators responding say they collect at least some information through one type of survey instrument (figure 5.2). Household surveys are most popular, followed by surveys of financial institutions. Surveys of firms are the least popular.


  [image: ]


  Regular surveys by regulators are an important source of information for guiding policy. For example, in the United States, the Senior Loan Officer Opinion Survey on Bank Lending Practices is conducted quarterly to inform the meetings of the Federal Open Market Committee determining U.S. monetary policy. The survey questions cover changes in the standards and terms of the banks’ lending and the state of business and household demand for loans.


  These surveys could also become an important tool for collecting information comparable across countries by introducing standardized questions.


  
    Note

  


  1. IMF (2009).


  METHODOLOGY


  Financial Access 2010 is the second in an annual series presenting indicators on access to savings, credit, and payment services in banks and regulated nonbank financial institutions. The report updates data on access to financial services from a survey of financial regulators in 142 economies and includes new chapters on financial inclusion mandates and reforms, consumer protection policies, and SME finance.


  SURVEY DESIGN


  Data were collected through a survey sent to the main financial supervisors, such as central banks or bank supervisory agencies. The survey questionnaire consists of two parts: the statistical table and policy questions.


  Statistical table Similar to the 2009 survey, the 2010 questionnaire collected data on the numbers and volumes of deposit accounts and loans, number of bank branches, ATMs, and POS terminals, as well as other measures of the use of financial services by banks and formal regulated nonbank financial institutions. A formal financial institution is a registered business whose primary activity is providing financial services. Formal financial institutions can be regulated or nonregulated. A financial institution is considered regulated if it is subject to regulation and/or supervision by any of the state regulators. The regulatory requirements that apply to such institutions could be prudential or nonprudential. The data were collected for commercial banks and for regulated nonbank financial institutions, adding value to other studies that have preceded it. To make the cross-country comparison of the services provided by the different types of financial institutions possible, the respondents were asked to classify types of regulated institutions into four broad categories:1


  Commercial banks Banks with a full banking license. In some countries, the term “universal banks” or other terms may be used. Majority government-and stateowned banks should be included in this category to the extent that they perform a broad set of retail banking functions and are regulated and supervised in the same manner as privately owned banks.


  Cooperatives, credit unions, and mutuals Financial institutions that are owned and controlled by their members (customers), regardless of whether they do business exclusively with their members or with members and nonmembers.


  Specialized state financial institutions Specialized state-owned institutions are extensions of the government whose main purpose is to lend support to economic development and/or to provide savings, payment, and deposit services to the public. They include postal banks, government savings banks, SME lending facilities, agriculture banks, and development banks.


  Microfinance institutions  Institutions whose primary business model is to lend to (and possibly take deposits from) the poor, often using specialized methodologies such as group lending.


  The data collected using this institutional classification necessarily understate the scale of microfinance because many banks, cooperatives, and specialized state-owned institutions provide microfinance services as part of their activities.


  Policy questions The second part of the survey contains questions on regulations relating to the provision of financial services, including financial inclusion mandates, consumer protection, and measurement of SME finance.


  SURVEY SAMPLE


  Questionnaires were sent to 151 economies: 13 in East Asia and the Pacific, 27 in Europe and Central Asia, 20 in Latin America and the Caribbean, 14 in the Middle East and North Africa, 6 in South Asia, 40 in Sub-Saharan Africa, and 23 in the high-income OECD countries. For practical purposes, most small islands and economies at war were not included. The sample covers more than 94 percent of the world’s population and nearly 98 percent of global GDP.


  The questionnaires were sent directly to the governors’ offices of central banks. When appropriate, they were also sent to monetary authorities or banking supervisory agencies. Depending on the economy and the structure of the regulatory authority, the questionnaires were filled out by one or several of the following departments: research, statistics, supervision, and foreign relations. Of the 151 questionnaires sent, 142 economies responded, for a response rate of 94 percent.


  The data passed several robustness checks. First, the numbers and values of deposit and loan accounts for banks and other regulated financial institutions were compared with those from the 2009 survey. Where discrepancies exceeded 20 percent from the previous year, extensive follow-up was conducted to verify the numbers or to explain the data differences. Values were also cross-checked with GDP, population, private credit, and deposit statistics available in World Development Indicators and International Financial Statistics databases.


  Multiple checks for internal consistency and rationality were also conducted. When anomalies were found, the respondents were asked to provide clarification. In the absence of adequate clarity, the data points were dropped (in only a few cases).


  MAIN LIMITATIONS OF THE APPROACH


  The survey collects information only on regulated financial institutions, leaving out nonregulated providers of financial services. This practice is likely to significantly understate the scale of credit services, which are often not regulated, unlike deposit services. Even though the main financial regulator was asked to provide data on all regulated financial institutions, in cases where some financial institutions are regulated by other regulators, the data are rarely available. As a result, the available data understate the true scale of financial services provided by regulated financial institutions and likely understate the size of the nonbank segment in relation to commercial banks.


  Data on the number of borrowers and depositors are available in only a few economies. Instead, the number of deposit and loan accounts is used as a basis for core access indicators, double-counting clients with multiple accounts. Another imperfection stems from the different treatment of dormant accounts—some banks close dormant accounts after six months of inactivity, while others keep such accounts open for many years.


  GLOBAL ESTIMATES AND MAPS OF BANKED INDIVIDUALS AND SME LENDING


  Maps for banked individuals use data from the Financial Access database as well as other sources. More specifically, country-level data from the Financial Access database are complemented by various household surveys. Because most financial regulators are unable to report data on the number of individuals with a bank account, the use of household surveys is of great value even though these surveys are not fully comparable across economies and time.


  Nonetheless, data from 46 such household surveys across the world are used to estimate a regression model.2 The share of households having a deposit account in commercial banks is then predicted using the estimates of this model where the number of deposit accounts per 1,000 adults and number of branches per km2 are controlled for.3


  Financial Access 2010 predicts the ratio of SME lending to GDP using the ratio of overall private credit to GDP, a control for offshore financial centers (both from the IMF), and number of days to start a business (from the Doing Business database) by employing a regression model.4 Model selection is based on two factors: data availability and predictive power.


  
    NOTES

  


  1. To improve cross-country data comparability, definitions have been slightly modified from those in Financial Access 2009.


  2. This regression model was originally developed by Beck, Demirgüç-Kunt, and Martinez Peria (2007) and Honohan (2008).


  3. For estimation results, see Ardic, Heimann, and Mylenko (forthcoming) on financial access.


  4. For estimation results, see Ardic, Heimann, and Mylenko (forthcoming) on SME financing.
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  STATISTICAL AND POLICY TABLES


  TABLE 1Financial access: Commercial banks


  TABLE 2Financial access: Cooperatives and credit unions


  TABLE 3Financial access: Specialized state financial institutions


  TABLE 4Financial access: Microfinance institutions


  TABLE 5Outreach: ATMs and POS terminals


  TABLE 6Financial inclusion: Aspects under the purview of the financial regulator


  TABLE 7Financial inclusion: Areas of reform in 2009


  TABLE 8Consumer protection: Compliance monitoring and enforcement by supervisory agency


  TABLE 9Consumer protection: Disclosure requirements at account opening


  TABLE 10Consumer protection: Requirements for periodic disclosure


  TABLE 11Consumer protection: Fair treatment, dispute resolution, and recourse


  TABLE 12Small and medium enterprise finance
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