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Executive Summary

Reassessment of mainstream microfinance implibgiehg core ideas about public policy, public
banking and social banking. Microcredit and mianafice emerged in the 1970s as an alternative to
inefficient state institutions and old ideas abdenelopment that valued industrialization and large
centralized state owned enterprises. The microfi@eanovement therefore created new networks
linking social movements and non-governmental aggdions, the private sector and capital
markets to provide powerful new means to bridgegtye between banks and unbanked citizens in
many developing countries. However, recognitioprablems with excessive profit orientations
and pressures from markets and private banks c®&davith the financial crisis of 2007-8 to call
for reassessment of core ideas about how goversmaentpublic policies, banks and microfinance
institutions may reach the poor in developing caaestand sustain financial inclusion in advanced
economies amidst crisis.

This paper reviews trends in microfinance, regatgttechnology and promising
experiences with banking and financial inclusioml@veloping and advanced economies. We argue
that public banks, historical experiences with ablsanking, the untapped potential of large savings
institutions in developing and emerging countriesy policies at central banks designed to
accelerate financial inclusion, new information aedhnmunication technologies and broader
reflections on the microfinance industry sinceisrgovide a variety of new perspectives on
banking and agendas for financial inclusion.

The paper is organized as follows. First, we repodings from our research on the
Crediamigo microfinance program of the Banco dod¥ste do Brasil (Bank of the Brazilian
Northeast, BNB) and downmarket policies of the @dtcondmica Federal (Federal Savings Bank,
Caixa) to rethink how governments, markets and gmrernmental organizations may accelerate
financial inclusion in developing and emerging dos. Second, we turn to the history of social
banking to argue that past experiences with sawnag&s, cooperative banks and development
banks also provide important references for todaggecially given what we describe as a “back to
the future” modernization of social banking sinibetalization of the industry in Europe and
developing countries. Third, we explore recent@es at central banks in large developing
countries that seek to accelerate financial inolusiFor example, pilot programs to emit citizenship
cards as bank cards promise to fundamentally ladteking and bring millions into the formal
economy and market for banking services.

Fourth, we examine two new policies and channelsdfaching the bankless in Brazil, the
creation of simplified bank accounts and use ofespondent banking institutions as points of sale
and services for major banks. Fifth, we exploreithygortance of new information and
communication technologies for these new chanmelbdnks to reach the poor as well as other
strategies such as mobile banking over cellulanpeoBefore concluding with comparative
observations about financial inclusion, we explamether important development in Brazil — that
of family grants as conditional cash transfers tebt on card payment technologies and other
banking services and conduits.

The draft paper submitted in response to the fGaPapers by the Organizing Committee
of the Financial Inclusion Research Conference 28%&ws these issues. However, we plan to
specify the risks and opportunities raised her@iaugh analysis of the recently published Financial
Inclusion database by the World Bank, and othea dats created during the course of our research.
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I ntroduction

Microfinance - the supply of financial servicespmor people, such as money transfers, loans,
savings and insurance - has been at the cent@vefty alleviation and development efforts.
Microfinance, as currently understood, is direcdlated to microcredit, made famous most notably
by Muhammad Yunus and the Grameen Bank. Microccifférs from traditional credit by using
innovations that mitigate problems of informati@y@metry and transaction costs. Yunus
challenged the conventional wisdom of the 1970sutin innovations such as group lending, use of
credit agents and a focus on women to successuitgnd credit to the poor (Aghion & Morduch,
2010). Microcredit soon gained momentum and becagiiebal movement. The United Nations
declared 2005 the international year of microcrediinus was awarded the Nobel Peace Prize in
2006. However, it also became evident that the ::ieéthe poor could not be addressed by credit
alone. Experiences with anti-poverty policies ardedopment programs and policies called for
“going beyond microcredit” to include questionssalings, income and insurance. In addition, the
Grameen Bank’s non-profit model faced restrictimos a lack of proper funding structure. In
general, policies turned to NGOs, the private sectpital markets and the creation of commercial
microfinance institutions (MFIs). Microfinance b&ga mainstream, a phrase coined and echoed
throughout the world of microfinance stakeholders.

The details of this process remain beyond the sobfies paper. However, it is worth
remembering that, since its beginnings, the minsosfce movement attempted to create new models
of financing the poor that could replace state-avibanks and other subsidized government actions
that were seen as inefficient. The microfinance mamity embraced this view, paradoxically, just
as the 2007-8 financial crisis hit. The consequeméerisis added to widespread misgivings about
excesses in profit oriented microfinance to inspaé@&ssessment of core assumptions about
microfinance. For example, Schmidt (2010) arguas ¢dbmmercialization approaches in
microfinance struggle to balance profits and sati@isions. Reaching the poorest of the poor often
conflicts with realistic interest rates and prochgcreturns. Schmidt thereby notes limits to
commercial approaches and examines the case obEammpartamos to conclude that clearer
ethical principles should be taken into accoumnhiarofinance.

In the spirit of this broad reassessment of miocaniice, this paper reviews experiences with
public banking, adopts a historical perspectivesotial banking, notes important new central bank
policies designed to accelerate financial inclugsiod surveys several technologies and policies that
promise to bridge the gap between banks and thankeilol.

The Crediamigo Program in Northeast Brazil

Policymakers across the world have attempted toaugpfinancial markets to serve the poor.
Market failures such as adverse selection providenain justification for interventions (Stiglitz
and Weiss, 1981). Despite sound rationales and guextions, mismanagement and inefficiency
often pervade government initiatives, state-owrmdroercial banks, development banks, savings
banks and postal banks. Many critics of governrbanking have clarified the risks and
dysfunctions of these institutions. However, weuarthat positive experiences with public
microfinance institutions deserve a closer looke Tirst example is the microcredit program run by
the Brazilian regional development bank, Banco doddste Brasileiro (Bank of Northeast Brazil,
BNB). The BNB Crediamigo program accounts for a8@¥o of microenterprise credit in Brazil. In
December 2011, the Crediamigo had a portfolio @ra@ne million active clients. In July 2012, this
number reached over 1.2 million; a 20% rate of ghosluring a period of turbulence and slow
growth in the country. The Crediamigo has acceterfinancial inclusion to the extent that it has
played a countercyclical role in the economy ajear
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Launched in 1998, it took Crediamigo time to achi@s current position, like many other
MFIs. Its learning curve has been essential. SXE8 Crediamigo has been managed by a
partnership between the BNB and Instituto Nord€stiadania (Northeast Citizenship Institute), an
NGO created in 1993 by BNB employees. This partnpr&as essential, among other factors, for
the involvement of BNB as an agent of public pelécrelated to microcredit, for example in the
implementation of the 2005 Programa Nacional derddiédito Produtivo Orientado (National
Program of Microcredit for Oriented Production, PR®) (Gonzalez et al, 2009). This program
increased the ability of the Crediamigo programetach distant areas of the Brazilian Northeast,
the poorest region of the country. Currently, Caetigo has operations in 13 of 26 Brazilian states,
reaching 1820 municipalities through 314 branckceff and outposts and 1894 staff. Operations in
Rio de Janeiro began in 2009 through a partnerxsitipa local MFI, Vivacred - the group’s first
operations outside the Northeast region.

There are five different credit lines availableCaeédiamigo for working capital or fixed
asset investment. Moreover, it is possible to aperent accounts at BNB and buy life insurance.
A full 94 percent of operations are made througiugrlending (grupos solidarios). For groups of
three to ten members, working capital loans rang® iR$100 (US$50) to R$10.000 (US$5000),
with interest rates between 1.2 - 3 percent pertimdtor fixed asset investments, groups are larger
(15-30 members) and interest rates are 1 percemh@eth. For individuals, operations range from
R$100 (US$50) to R$15000 (US$7500) with interetgsat 2-3 percent per month. Registration
fees (taxa de abertura de cadastro, TAC) of 3 peare progressively reduced to 1 percent as new
operations are made.

Crediamigo has also pioneered microinsurance iziBiais important to point out that
recent legislation has sought to accommodate anda& new microinsurance companies and
operations. However, as in many instances, reguldgigs behind market practices. Some players
already offering insurance products that coulddgarded microinsurance. Crediamigo has offered
life insurance (for clients and non-clients) si2€4.0 with 82.000 contracts. Average premiums of
R$25 cover insured values of R$3000 (US$1500) REBB40 (US$420) of funeral assistance. In
addition, monthly lotteries of R$1500 (US$750)a&tts attention in line with the popularity of
lotteries among the poor (Bankable Frontiers, 2012)

The average client of Crediamigo is poor, althonghamong the poorest of the poor.
Women account for 65% of operations; 91% of clidratge low level of education (elementary)and
4% are illiterate; last but not least, 57% haveifgmcome no greater than R$1.500 (US$750). In
terms of the potential impact of Crediamigo onchents, there seems to be evidence that supports
the idea that borrowers are better-off than conmparsamples. For example, Neri e Buchman
(2010) showed positive impacts in terms of grosdifior microentrepreneurs that borrowed from
Crediamigo when compared with non-borrowers (7, erénce in favor of borrowers). In
addition, the authors found evidence of higher phility of upward social mobility of borrowers
with higher gains for smaller initial income levels

Further research on Crediamigo programs and the BNBeded. However, in the context
of reassessments of problems with the market-basegrivate-sector driven aspects of
mainstream microfinance, the Crediamigo programaltizacted attention. In 2008, it was awarded
a “Prize in Excellence” from the Inter-American Réspment Bank.

In sum, the view that microfinance would replacefficient government-led initiatives has
been contradicted by problems within the evolubbmainstream microfinance. Moreover, the
financial crisis and its fallout has challenged viev that free markets and government absence is
always superior. This paper therefore examinesne@tions between poverty alleviation and
financial inclusion in experiences that have enddg®h markets and governments.
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Historical Experiences with Social Banking

Although not new, one place to look is history.tHiges of banking tend to cite the transformation
of money-lenders into merchant banks during tHedehtury as the origins of modern banking
(Cameron, 1972; Hicks, 1969). Social banking enctrgell before. Catholic orders and monarchs
created pawnshops and savings institutions in 4f@ad 15" centuries to reduce usury, weaken
money-lenders and promote use of official currentiy the 17 century, the large capital
reserves and patrimony accumulatedMmnti di pietawere used to fund crown and court,
especially for war and repression of rebellionshia 18" and 18' century,Monti became regional
and, later, national banksSavings banks were founded in Northern Europhéridte 18 and

early 19" century. The Raiffeisen and Schulze-Delitzsch muerets founded cooperative banks in
German territories at mid-f&entury.

European pawn banks, popular banks, savings manksooperative banks thus share
philanthropic origins (Mura, 1996). These socialiiented banks were created by religious orders,
royal concession, local public administration ongfthropists with the mission of consolidating a
capital base. Their patrimony was soon able to rctheecosts of charitable institutions or sustain
savings and productive activities for small farmerban laborers and artisans. The deposits and
lending of social banks generally grew quickly torgsignificant market shares of domestic
banking across Southern Eurchidoreover, by the late focentury, savings banks and cooperative
banks with social missions had become key pilldtsaoking systems across Europe. In the early
20" century, alternative banks survived revolts, regithange, boom and bust cycles, depression
and two world wars. After 1945, these institutitbegame central to European social economies
and Welfare States. Since 1980, social bankingifaesv challenges of liberalization and European
integration. However, instead of ceding to privatel foreign banks, social banking has instead
realized competitive advantages and sought toréheir social missions. A brief historical review
of these institutions is in order to explain thi@maly for contemporary banking theory — the
superior performance and ‘back to the future’ magstion of social banking in advanced and
developing countries.

Savings banks

For Kohler (1996:7), ‘the savings bank concept Euaopean idea.’ The first savings bank appears
to be theErsparniskasse der Allgemeine Versorgungsan@aitdential Institute Savings Cashier)

of Hamburg in 1778 (Wysocki, 1996). Savings banksensoon created throughout German
territories (reaching 110 banks by 1825). Afteresal’experiments in Great Britain, the Tottenham
Benefit Bank (1801) and Ruthwell Savings Bank (J)&dbpted two practices that became the core
business model of savings banks; free savings atsamnd liquid deposits. At savings banks,
depositors could save small amounts, receive isitere savings and get part or all of their money
back at any time. After regulation by Parliamen1817, British trustee savings banks grew in
number to 289 by 1820 and 555 in 1841. Savings aake founded and grew in similar
trajectories throughout Europe as indicated in &dbbn the following page.
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Table 1) First Savings Banks in Europe, 1778-1844

Year City Country Year City Country
1778 Hamburg Germany 1820 Llubljana Slovenia
1786 Bern Switzerland 1821 Smecno Czech Republi
1801  Tottenham Great Britain 1822 Padua Italy
1810 Ruthwell Great Britain 1823  Turku Finland
1810 Holsteinborg Denmark 1824 Riga Latvia
1816  Kilkenny Ireland 1825  Tournai Belgium
1817  Workum Netherlands 1827 Poznan Poland
1817 Haarlem Netherlands 1830 Memel Lithuania
1818 Paris France 1836 Brasso Hungary
1819 Vienna Austria 1838 Madrid Spain
1820 Goéteborg Sweden 1844  Lisbon Portugal

Source: Mura, History of European Savings Bank996 and 2000

Savings banks emerged as local deposit takingaardrhaking institutions. However, by
the late 18 century, independent savings banks had formectiasgms to provide payment and
transactions through clearing houses and othereght# banking products and services. This two
tier structure remains a competitive advantageawviingis banks (and cooperative banks) in thié 21
century. Independent local and regional banks byeretain relationship banking and retail
networks while sharing wholesale banking unitssi@ize economies of scale and reduce costs.

Savings banks were created to teach popular cléssémbit of saving, increase the
liquidity of capital and spur economic growth. Taesstitutions emerged throughout Europe
during the 19 century, often amidst famine and economic reces€itassical economists,

Marxists and corporatists nonetheless maintainédadrviews of savings banks and cooperative
banks. Marxists abhorred alternative banks as ghianthropy designed to dupe workers into the
worst of fetishes, that of credit. Corporatistg] #ater fascists, perceived the patrimony of
alternative banks as a prized resource for ramldstrialization and, where they came to power,
asserted single party control over local and regjisavings banks and cooperative banks.

For classical economists, alternative banks may Iheen useful to address the social
guestion. However, the capital accumulated by sgvand cooperatives banks, they argued, should
be put to work more efficiently by private bankscapital markets (Gide, 1910). Savings banks
should remain limited, like piggy banks, to coliagtsmall amounts of capital. Neo-classical theory
and market oriented reforms also expected saviagksto be replaced by more efficient private
banks and financial markets. Instead, Europeamgavwanks have modernized to retain or expand
market shares while seeking to sustain social anda@mic missions. These experiences provide
new perspectives for bridging the gap between bankighe increasing number of unbanked in
Europe and the large number of bankless citizestsréiimain in developing countries. Appendix 1
reports a statistical overview of savings banksiadathe world that are members of the World
Savings Bank Institute.

Cooper ative banks

Cooperative banks are deposit taking and loan myakstitutions grounded in the one-member

one-vote principle of governance. Schulze-Delitzaot Raiffeisen movements founded

cooperative banks in the mid*8entury as philanthropic self-help institutionsetecourage

workers to join resources and accumulate savingspé&rative banks were designed to counter

famine, failures in labor markets and problems witblic grants inspired by Ferdinand Lassalle.
9
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The movement soon extended to other European ¢esijniotably Austria, Italy and the Americas.
Des Essars (1896) reviewed the rise of cooperaam members in Italy from 77.3 to 405.3
thousand 1876-1893 and noted their continued soofabosition of small farmers and artisans.

After 1860, cooperative banks across Europe grevwdisaand formed wholesale
associations similar to savings banks. The fiestiafl) phase of growth involved the accumulation
of savings deposits and reserve capital by indegr@ridcal credit cooperatives. The second
(wholesale) phase involved the organization ofathdmanking serves such as cross border payment
transactionsgiro accounts and other services. Sharing let cooperhtinks retain solid deposit
bases and independent local relational bankingewk#lizing economies of scale with cost
effective wholesale divisions. This second tiecetral cooperative agencies@irozentralen
emerged in German territories in 1895. Historicaktseries (Bundesbank 1976) record how
interbank payment services, capital and metal veseforeign exchange, securities, credit and
interbank credit and acceptances grew at centogarative agencies (one in Prussia, nine across
German states consolidated into 6 by 1913). Sirwartier organizations emerged in Italy, with
cooperative associations acquiring substantial etastkares in loans, discounts, commercial paper,
public bonds and industrial securities (Des Esdd8896). Elsewhere, creation of second-tier
wholesale banking divisions involved state supperteported by Gueslin (2002) for France and
Cabo and Rebelo (2005) for Portugal.

Credit cooperatives had flourished by the earf} @ntury only to succumb, in many cases,
to nationalism, xenophobia and mobilization for VWdd/Var |. Moreover, by the 1920s in Italy and
1930s in Germany, Spain and Portugal, fascist &iatbpge movements centralized cooperative
banks and credit unions under single party and-akegbvernment control. After 1945, cooperative
banks regained autonomy and acquired large mahlaees in many European countries, while
remaining less important in market centered ecoasrmsuch as the US and UK. Cooperative banks
also have responded unexpectedly well to markehted reforms since the 1980s. Instead of
disappearing, the social mission and identitiesooiperative banks helped these institutions to
adopt new technologies and ride out crises in #iy @1 century. Appendix 2 reports basic
statistics on cooperative banks that are membetsedhternational Association of Cooperative
Banks.

Development banks

Continental European governments created developbagks in the 19th century to finance
industrialization in lieu of private banks and d¢apmarkets (Sylla, 1991; Diamond, 1957). The
French Caisse de Dépots (1816) and Credit Mol{lli8s2) were emulated abroad to finance
railroads and industry (Aghion, 1999; Kindleberdegd84). Development banks were also created to
manage industrial reconstruction after World WaAfter 1945, the Kreditanstalt fur

Weidaraufbau (Reconstruction Credit Agency, KWl dapan Development Bank channeled
Allied funds for reconstructiohDevelopment banks have since adopted new pobiridsstrategies

as challenges evolved. For critics, developmenk®aeproduce financial repression and rent
seeking, protect uncompetitive industries and pcedoefficient resource allocation (La Poetaal,
2002; Ding, 2005; Woo-Cummings, 1999). Howeverecstsidies suggest that European
development banks have helped transform indugirauction towards environmentally
sustainable practices and channel strategic inweg8o priority sectors such as home construction
and public finance.

While development banks lack the broad retail nét&of cooperative banks and savings
banks, they retain powerful competitive advantaages provide comparative advantages for
government policy. First, the lean administratitrectures of development banks translates into
very low cost-income ratios. For example, in 20B68rman special purpose banks reported cost
income ratios of 33.0 (Kf\W=22.1), far below commalbanks (79.9), foreign banks (69.9),

10
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savings banks (67.2) and cooperative banks (70.6efatral coops; 69.1 for regional coops)
(Bundesbank, 2010). In 2010, the cost income fatithe French CDC was 17.0.

Second, development banks can do more for lessnmstof fiscal cost: Over ten times more
if one compares money used to implement policy witney held in reserve at development banks
against credit and finance. For governments witlpodaiic banks, one million available in budgets
translates into one million invested or spent. Wik same one million, public banks can l&od
times this valueinder Basel Accord capital risk guidelines (iem times reserves, rounding and
ignoring risk weighting and profits and losses)eOmillion in reserves covers ten million in loans
or finance. Public banks cannot perform all tasgkgowernment. However, when they can, they
provide atenfoldcost advantage as well as instruments for contahcbntrol and policy
supervision. Moreover, since transition to markatdd banking, development banks such as the
KfW have increasingly raised capital on bond maKeften with government guarantee). This
further reduces fiscal cost.

As banks, alternative banks multiply money (Toldi#63). Budget allocations to public
banks become reserves against loans. These lodtiglyrthe amount of money in the economy. It
follows that concerns about banks apply to pubdiolds. Excessive lending may feed inflation or
create credit bubbles that worsen boom and busyé/ithout adequate supervision, crony credit,
corruption and resource waste may occur — at ank.lidowever, the core difference between
public and private banks turns on the large lettaas public banks provide policymakers.
Development banks fell from favor during the tusmtarket based banking in the 1980s-1990s.
However, since 2000, crises, interbank-credit dnes¢cmarket downturns, increasing volatility,
deteriorating infrastructure and the modernizatbdevelopment banks suggest that these
institutions have realized competitive advantages@ovided policy alternatives. We suggest that
these large institutions may also be able to hetigb the gap and reach the bankless. We have
shown above that the BNB, a Brazilian developmanmikbhas proved instrumental in accelerating
financial inclusion through creative new joint vergs with a NGO. This suggests that the broad
reconsideration of microfinance is in order and fhablic banks may provide new opportunities for
bridging the gap between banks and the unbanked.

Social Banking: Back to the Future of Financial Inclusion

We also suggest that large public savings banke hagn overlooked as agents of financial
inclusion. These traditional institutions oftenaiatvery large market shares and broad retail
networks in developing and emerging countries. @search has found that large savings banks
have been at the center of new policies designaddelerate social inclusion in Brazil. The
realization of competitive advantages by a fedsaalings bank serving as social policy agent to
distribute citizenship cards (bank cards) diffemr both mainstream and critical theories of bank
change. The Brazilian experience with basic incpuiesies, conceptions of citizenship and social
justice, and attempts to recuperate traditionoiad banking repressed under military rule
provides alternative approaches to neo-liberalcpesdi market based microfinance and private
banking. Moreover, programs designed to reach leaskhajorities in large emerging countries
suggest that views of fiscal dominance, structooalstraints to change and zero-sum relations
between central banking and social inclusion negasion.

Given the disappointment with private banking andrafinance, we argue that large
traditional savings banks in developing and emergwmuntries may provide new ideas. Our
research on the Brazilian Caixa Econ6mica FedErddral Savings Bank, Caixa) explores how
agency for federal government social policy andadrbranch networks combined since transition
from military rule. Founded in 1860, the Caixa ne¢al, in July 2011, over US$294 billion in
assets, 108,979 employees, 2,335 branch officea 4ddb Basel Accord Capital Adequacy Ratio
(Central Bank of Brazil, 2011). Caixa performances 2001 (and especially since the 2008

11
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crisis), analysis of data from branch offices ameérviews with 116 clients, staff and management
confirmed previous research (Mettenheim 2006) amdparative findings (Ayadi et al, 2010) that
many traditional savings have realized competitisheantages over private and foreign banks since
financial liberalization. This counters expectatidhat opening banking industries would lead to
the dominance of private and foreign baaks provides alternative to microfinance approaches
favoring private banks, non-governmental organmregtiand capital market funding.

In Brazil, since transition from military rule atite end of inertial inflation (1994),
liberalization of banking (1995) and capitalizatwifederal banks (2001), the Caixa has
consistently performedetterthan private and foreign banks in terms of prdditsl returns. This
suggests the modernization and reform of this pgavings bank in transition to international
standards of bank regulation, supervision and obri@ritics of government banking emphasize
political capture (La Portet al, 2002). The Caixa and other Brazilian governmeamikis did suffer
centralization and abuse under military rule (1864-and capture by traditional elites during
prolonged transition (1974-94). However, sincenmeto democracy, recovery of price stability and
liberalization of banking, the Caixa has realizegvprful competitive advantages amidst a more
transparent and regulated banking and financiaésys

Indeed, the Caixa’s dual role as federal governmelity agent and savings bank has
provided competitive advantages over private angigo banks (Mettenheim, 2010). Policies such
as family grants and other social services (uneympémt insurance, social security, and payroll
savings) have been widely credited with reducingnous levels of inequality in Brazil. Caixa
management of these social policies helped theaGaipand its networks of branch offices and
bank correspondengddeepened institutional foundations of competitisleaatage. For example,
federal government social policy transactions veemesolidated during the early 2000s into a single
Cartdo do Cidadao (Citizenship Card). Since 2088 Qaixa has distributed over 130 million
Citizenship Cards under federal government con{eatther competitive advantage over private
banks). This presents further opportunities. The&has also requested permission from the
Central Bank of Brazil to permit use of CitizensRiprds as bank cards, a development that would
more than double the number of bank cards in thatcy.

Central Banking and Financial Inclusion

A variety of new policies at central banks have alsught to accelerate social inclusion. Most
studies of central banking assume banked popukatiad zero-sum games derived from profit
maximizing actors amidst stable prices and econgniecontrast, inequality in developing and
emerging countries provide large marginal gainenffmancial inclusion that improves monetary
authority. For example, compare Brazil in the 19804 2000s. To regain market confidence during
crises in the 1990s, the Central Bank of Braziteéased Selic benchmark overnight interbank
interest rates td2 percen{Mexico, 1994-5, Asia 1997, Russia, 1998, Brag®9). Progress, of
sorts, can be seen by recours@3@erceninterest rate hikes during crises in the earlyd200
(Argentina, 2001, Brazil 2003), whil2 percen(7 percent real) rates were adopted during 2008-9
to counter crisis abroad and current Selic intenagsis of 8 percent imply 5 percent real interest
rates. The relation between financial inclusion arahetary policy is positive sum.

The large number of bankless Brazilians broughtiwitredit and interest rate channels has
increased the effectiveness of monetary policd@0, an estimate?2D percenbf Brazilians had
bank accounts. Interest rate policies and goverhmenitoring of credit flows and banks thus
missed 80 percent of the population outside dckahnels of influence. By 2010, the number of
Brazilians with bank accounts had increased tosimated 45 percent. This remains roughly half
levels in advanced economies. However, doublingtieber of citizens with bank accounts 2000-
10 has been fundamental for more effective cebtaaking and monetary policy.

12
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From this perspective, policy frameworks (suchrdigiion targeting, the Taylor rule and
models of dynamic general equilibrium) provide netmmmonitor market signals and estimate
inflationary pressures from basic income policied ather social policies. This differs from both
theories of fiscal constraints and the primary esnof economists about monetary policy shocks.
Research on central banking, monetary theory agditcand interest rate channels assume contexts
of advanced economies, banked populations and enatarkets for loans and bonds. These
assumptions do not hold if 80 percent of citizearaain bankless and bond markets are
concentrated in a select number of corporate anttatggovernment issuers.

Figure 1) Financial Inclusion in Brazil at Currdtace, 2000-2030
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Figure 1 estimates the time needed for Brazil &eshdevels of bank inclusion common to
advanced economies under four different policy frworks. Frameworks based on private banking
and capital markets fare the worst. A simple lin@ajection of recent trends suggests that reaching
levels of bank inclusion (say 80 percent) typidehdvanced economies will take another two
decades. To consider alternatives, we plot fodetfit supply curve scenarios for a mature
banking market in Brazil in 2030. Figure 3 suggdisés, at the current pace of bank inclusion
according to private bank supply curve, one careeixp0 percent or 150 of 300 million Brazilians
to have bank accounts in 2030. In comparison,daivei supply curve of savings banks that
specialize in simplified (no-cost, ‘no-questionged) bank accounts, then one can expect roughly
66 percent or 200 of 300 million Brazilians to hdamk accounts. If we plot the number of bank
accounts to be expected from a more expensive,argansupply curve of specialist private banks,
then the total number of bank accounts would reratinoughly five percent or 60 million of the
population projected for Brazil in 2030.
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Figure 2) Four Supply Curve Scenarios for MaturalBslarket, Brazil 2030
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The fourth scenario is based on recent experimeitiisissue of identity cards as no-charge
bank cards. This supply curve at zero cost (to)sehorizontal. Accordingly, full bank inclusion
of 300 million Brazilians could be completed bef@@0. We conclude that reliance on private
finance and banking to extend supply of bankinglpobs and services to the vast numbers of
Brazilians still without bank accounts is sub-omlmAnd without improved income distribution,
high financial returns can be expected to sust@h levels of inequality. New social policies
thereby provide new opportunities for social bagkin

Two further policies have been critical for bantisatcelerate financial inclusion in Brazil,
creation of simplified bank accounts and correspontanking.

Simplified Bank Accounts

The Central Bank of Brazil introduced simplifiednliaaccounts in 1999 to reduce barriers that kept
an estimated 80 percent of citizens bankless. Barks thereforeequiredto accept applications

for simplified accounts based on presentation ehidy cards, with no proof of income or

residence needed. If clients of simplified accouetained a positive balance for 90 days, then they
became eligible for loans up to R$200 (US$117). Tuvther 90 day periods could increase credit
lines to R$600 — without any information about eteeexcept for identity card numbers. The
number of such Caixa Facil accounts reached 8.Mmby 2010, increasing Caixa market share
of simplified bank accounts from 58-87 percent 2004
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Table 2) Simplified Bank Accounts, 2004-10

Caixa Total Caixa Market Active Accounts Active%s
Jar-04 1,100,00¢ 1,897,82 58% 1,882,64: 99%
Jan-05 2,200,000 4,275,309 51% 4,117,667 96%
Jan-06 3,100,000 6,443,218 48% 4,467,924 69%
Jar-07 3,900,000 6,806,37! 57% 4,520,62! 66%
Jan-08 4,700,000 7,693,608 61% 4,424,697 58%
Jar-09 7,000,000 9,966,53! 70% 5,644,47. 57%
Jan-10 8,750,000 10,056,674 87% 5,612,934 56%

Source: Caixa Annual Reports and Central Bank azBrhttp://www.bcb.gov.br/?MICROFIN

The Caixa seeks to build on these accounts. Ies/ivith Caixa managers and staff
confirmed their new policy of offering simplifiecabk accounts to family grant recipients.
Designed to enable direct deposit of grants, thi@ies opening bank accounts for the first time for
most (women) recipients of family grants. Direcbill®f family grants into bank accounts
eliminates the need to appear in person at thecbraffice, reduces risk of theft, facilitates
payments for goods and services by electronic aastiead of cash, and provides registry of
addresses, often for the first time so women magsfurther public and private services requiring
proof of address. The Caixa also begaautomaticallyextend overdraft privileges if simplified
account balances remained positive. This effegtitraihsforms a simplified bank account into a
payroll credit — on the income of R$150-200 (US483) per month supplied by family grants.
Further research into family grants and simpli@@dounts as gender based social policy will be
required. However, this combination of basic incosuoial policy and social banking suggests
fundamentally different experiences than expectethlinstream and critical theories, i.e. the
predominance of private banking after financiatfddization. Use of bank correspondents by the
Caixa also differs.

Correspondent Banking

To reach the vast interior of Brazil still withdo#nk branch offices and underserved urban areas,
the Central Bank of Brazil freed banks in 2003 aatcact with ‘bank correspondents’ to provide
seven basic banking servicemstitutions such as supermarkets, lottery shopspliarmacies have
since become bank correspondents and proved tfdicaxpanding the supply of banking services
in Brazil. Since liberalization of banking in 1996e number of branch offices in Brazil has
remained largely the same. In comparison, the nuwidgank correspondents increased from 1,373
to 110,000 by 2010 (for comparison, ATM machineséased 54,075 - 150,000).

Serving as agent for federal government sociatpalso provided competitive advantages
for the Caixa to extend correspondent bank netwdnkilarch 2011, the Caixa retained 32,712
bank correspondents, the second largest netwdkainil.** In 2009, the Caixa specialized
correspondent bank operations by creating thresgoats of participating institutions;
transactional, business and housifigansactionabank correspondents are predominantly lottery
shops acquired at auction by entrepreneurs, a cfdassiness owners represented by a professional
association that negotiates terms, prices and patgmath the Caixa. In comparisdmysinessand
housingcorrespondents tend to build more complex saledashess relations with clients and
Caixa branch office management and staff.

Caixa bank correspondents stand out as channghsjonents of family grants and
management of other social policies. Of 11.92 omllpayments of family grants in September
2010, 7.86 million were processed at corresponblanking institutions (remainder = 1.77 million
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via direct deposit, 810,000 at ATMs, 140,000 onkmel 134,000 at Caixa branch offic&sframily
grant recipients prefer bank correspondents subtttasy shops for processing of payments and
transactions.

In Guianasedyusinesgorrespondents were mostly building material shpsdepots. In
2010, the Caixa launched a new credit card (Cocetd) for sale of credit lines at building material
shops. Business correspondents tend to offer feer gervices such as payment transactions,
largely because shops became correspondents tio@&inthe need to retain cash on hand in favor
of electronic payments via connections to the Caikanet.

Finally, transactionalbank correspondents (mostly Lottery Shops) speeiah providing
social payments and banking services. Supermawkets are favored locations for transactional
bank correspondents because of the cheap rentad apd contribution of keeping payment
channels local. Caixa clients consistently citemvjgion of banking services by lottery shops as
critical for increasing local business and imprayiiie by reducing the need to leave the
neighborhood.

The Importance of New Technologies

Information and communication technologies (ICT8 emportant sources of innovation in
microfinance and banking. ITC has stimulated thaggaphical diffusion of banking services and
greatly increased operational proximity of bank#otal economies. Automated teller machines
(ATMs), Internet banking and new point of sale (@& examples of how technology can foster
geographical expansion of banking services. Oppdi&s abound for banking technology to
connect lower income citizens at reduced costsaing millions of consumers to the formal
financial marketplace through electronic chann@lgiésbourd 2002). Numerous studies
emphasize how technology may play a significarg molimproving access to banking for the poor
by delivering sustainable financial services tdatis and underserved locations (Stegman et al.
2005; Claessens 2006).

In the last decade, ICT has been at the centenof/ations in branchless banking in Africa
(Kenya and South Africa), Asia (Philippines andi&dgand Latin America (Peru and Brazil), most
of them associated with strategies for financialusion. Low cost channels for banks have been
widely adopted by low income groups for basic ficiahservices such as remittances, bill
payments or receiving governmental aid, extenduegdistribution of financial services to poor and
remote areas, usually underserved by traditionak lb@anch networks (Ilvatury and Mas 2008).

Branchless banking may be based on many confignebetween banks and business
partners. However, the most successful experievici® last decade rely on infrastructure that
connects a diverse group of actors involved imisvork arrangement designed to deliver
financial services outside regular bank channeblss §2009) note that three main elements typically
compose the network: (1) retail stores easily aibbsby low-income clients (2) an electronic
payment infrastructure and (3) an account platfarhe latter is provided mostly by traditional
banks. Account platforms necessarily operatednialer within banks. Retail establishments, in
contrast, are obviously outside agents, actingt@smediaries between the institution and its
customers. The payment infrastructure may eithepeeated internally by the bank or supplied by
third parties.

There are two main approaches for ICT-based btasstanking, one of them related to
mobile phone networks and the other one to poifieovice (POS) or personal computers (PC)
terminals (Prochaska and Brix 2008). The first apph tends to be dominant where bank
penetration is very low and client interaction wiitle network is driven by mobile phone use and so
controlled by telecom firms. These experiencesteel to mobile phone projects tend to be more
common in Africa and Asia.
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The second approach tends to be -led, and client interactions with the network arade
through technologies that are commonly used irb#rk industry, such as plastic cards. This -
controlled model has been most succe in Latin America in arrangements usually cal
“correspondent banking"We return to this innovative approach to finanaiglusion to examin
the dimensions of ITC.

Technologiesfor Correspondent Banking

Correspondent networks are based on agrets involving a diversity of social groups, so
identified with local interestddcal government, small retailers and cli) and others with nc-
local interestsr(ational government, big banks, technology proadeetwork integrato). To
reach the vst interior of Brazil stillargelywithout bank branch offices and underserved u
areas, the Central Bank of Brazil freed banks id32@ contract with ‘bank correspondents
provide seven basic banking servi®® Institutions such as supermarkétstery shops an
pharmacies have since become bank correspondaehfg@red critical for expanding the supply
banking services in Brazil. Since liberalizationbainking in 1995, the number of branch office
Brazil has remained largely the same¢ comparison, the number of bank correspondentsasen
from 1,373 to 110,000 by 2010 (for comparison, Afchines increased 54,0- 150,000)"*

An important aspect aforrespondents is that tinformation and communicatic
technology (ICT) they use éditional POS terminals or PCs, connected to bamn&ssactior
processing systems through already existing trassan technologies), do not represen
innovation per se. Insteaidinovaton involvesnew types of arrangements and business partnel
between banks and anous entitieisuch as small retailers and MElsross the Brazilian territor
In this sensegorrespondents and correspondent netware asocial innovatio, leading to new
uses okxisting banking technologi to bridge the gap between banks and the.

Figure 1 illustrates the three main blocks of bh@gs banking model in a corresponc
banking infrastructure: 1) the account platformtH® network infrastructure; and 3) deliv¢
points, usually relatetb a retail outle

Figure 1: Correspondent banking network infrastrce
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Source: Adapted from Diniz (20C
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Correspondent networks can be seefiptechnological innovatiofrom a supply-side
perspective. Each correspondent network providescenle and low-cost technological
infrastructure to ensure access of microfinancei®es in a more cost-effective way than other
alternatives. From a demand-side perspective, sgoredent networks represent a social
achievement, &) social innovationgiving the poor easier access to essential bgrdervices,
even in remote locations where traditional banlebines usually do not reach. Finally,
correspondent networks can also bé3radaptive innovatiorbut here we need more knowledge
about what adaptations are necessary regardingtdggation microcredit-correspondents in order
to increase their scale and transferability to otoatexts.

Correspondent networks have dramatically increasedt outreach and proved an attractive
way for banks to reach an estimated 40 million jonesly bankless Brazilians (Soares and Melo
Sobrinho 2007). This use of ITC significantly redat¢he costs and increases the reach of banking
in Brazil, making correspondents an attractive ekehfior the underserved low income population
(Kumar et al. 2006). Correspondent banking pravglgnificant opportunities for reassessing how
policies and bank initiatives may bridge the gag accelerate financial inclusion.

Mobile

The use of cellular phones has spread with astmgspeed among the poor all over the world.
Much of the success of mobile phones is a conseguainthe prepaid model, which enables the
possibility of not charging incoming calls. In déyging countries, where more than 80 percent of
cellular phones are prepaid, the poorest beneim fihe possibility of receiving incoming calls even
when they cannot afford to make calls themselvasn@re mobile phones reached the hands of
people who lacked access to formal financial sessithe concepts of mobile money, mobile
payment and mobile banking became consolidated. gienomenon appears widespread,
inevitable and irreversible, although it is stilder debate in terms of regulation, business mpdels
security and a variety of other concerns. Countsigls the largest deficits in access to formal
financial services have developed the most innegaolutions for using mobile phones as a
payment instrument.

As a payment channel, cellular phones have thenpiat to tackle two questions
simultaneously. On the demand side, they promisedtelerate financial inclusion of immense
populations underserved in terms of banking sesviGas the supply side, cellular phones open new
horizons for delivering a greater diversity of fireéal services than offered by traditional bankg an
financial institutions, generally constrained bgtcbarriers in reaching the poor in the more
remotely located areas. It is important to note éxamples such as mobile money have been
disseminated in nations where technology and fimhndrastructure are precarious, such as Kenya
(Souza 2011). However, guaranteeing that a mobyenent operation works demands a complex
operation for payment clearing and logistics.

Mobile operators have the expertise to make cdrorec However, clearing to complete the
payment process is not in their core business.iSdue of payment clearing is easier to solve when
it is limited to databases inside a single compaims can be exemplified by the Kenyan case,
where the whole process is controlled by Safarichnather alternative would be to establish a
partnership with a financial institution, such asaak, which happens in South Africa, and also
facilitates the process as banks are better prépardeal with payment clearing processes.
However, neither of these usually takes place istrmontexts.

In most countries, in order to enable the possioif mobile payments it would be
necessary to design adequate infrastructure t@gtes the interoperability among a diversity of
banks and mobile operators. This means that in ie@veloped markets, where there is a greater
probability of observing a more balanced competigavironment among a number of banks and
also a number of mobile operators, developing argl@amenting a mobile payment solution
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accepted by all parts involved would be a much ncoraplicated task. In Kenya, with one single
company controlling the whole mobile market anchwitost of the population not being served by
the formal financial system, meaning that bankdangely irrelevant to most of the population, the
M-pesa could be widely adopted very rapidly.

Another important aspect that needs to be bettéenstood refers to the distinct mobile
payment models that can be built based on thrae baxlels: bank-led, non-bank led, and
partnerships between banks and non-bank agerttse first model, the bank-led model is the most
common in developed countries and serves mainlgitteens who already have a bank account,
having little relevance in terms of financial inslon purposes. The non-bank led model can be
exemplified by the Kenyan and Philippine” casessmmon-bank agents, such as mobile operators,
are protagonists and banks play only a supportheg r

The partnership model would be the case in masttcies, where banks want to play a
protagonist role and operators have access tochests underserved by banks. The case of MTN
and Standard Bank in South Africa illustrate thisdkof partnership. This type of arrangement
raises an important question referring to how maictne market would actually be served by “one
bank and one operator”, or “one bank and many ¢pesta or “many banks and one operator”
partnerships, and also what kind of impact theHerént kinds of partnerships would have on
mobile payment delivery.

Naturally, the ideal alternative would be a “muiéink and multi operator” arrangement in
one single clearing process, but this would demragdlation and infrastructure that has not yet
been made available in any developing country. @eBiank and telecommunication regulators
would have a crucial role in such a process, gtheir relevance in the control of the money flow
in the country, and thus in the whole economy. itlea of exchanging credit minutes for cash in
retail outlets, the way it happens in Kenya, tiighly regarded by most central banks who want to
continue having a strong control over currency aad the availability of money in the market to
limit inflation, restrict money laundering and s0.0

Conditional Cash Transfers

Cash transfer programs represent another innovstiiggegy to reduce poverty that has been
increasingly adopted in developing countries, elgmeing varying degrees of success. Most cash
transfer programs provide money to poor familiesditional on children attendance in school and
regular medical visits. Conditional cash transfe€T) programs therefore target two interrelated
causes of poverty: consumption levels and the dhakvestment in human capital. Unlike
traditional social assistance programs that fozatusively on short-term poverty alleviation and
food or income distribution, CCT programs tenddous on long—term investments in human
capital, thus aiming to reduce structural poveRgwWlings and Rubio 2003, Rawlings 2004,
Sadoulet and Finan and Janvry and Vakis 2004, Bayngn and Ferreira and Leite 2002, Handa
and Davis 2006, Brito 2004).

CCT programs have shown several advantages @abtidnal social assistance programs.
They allow families to allocate money accordingnimnediate needs. Benefits extend beyond the
beneficiary, having an impact on local shops antetwauses, as the family’s spending in the local
market increases. CCT programs extend beyond thwagiee of food to the general well-being of
the family and community, as they empower poor kasito spend locally and invest in human
capital by keeping children in school and workimgikness prevention through regular visits to the
local health clinics. Thus, in CCT programs, goveents, providers and families are all co-
responsible for service improvements in both heatith education (Rawlings 2005:144).

However, the CCT programs’ success in reachiagptor is highly dependent on the
efficiency and availability of Information and Coramication Technologies (ICTs) infrastructure.
In Brazil, the Bolsa Familia Program (BFP) has bleegely successful due to the adoption of an
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innovative ICT model, known as the correspondenkivay, or branchless banking. Since bank
branches and ATMs are usually located quite fanfrehere most CCT program beneficiaries live,
the Caixa Economica Federal (CEF), a Braziliarestatned bank, has extended the payment
process of the BFP to the correspondent bankirntgsysvhich includes local shops and lotteries.
These alternative payment channels have consigedableased the logistical costs of the benefit
payment process making the BFP much cheaper. Thespondent banking model has also
contributed to undermine clientelism and vote bgyaehavior at the local level by monitoring the
benefit distribution through a centralized compstgstem.

In addition to the payment process, the correspotsdmay provide easy access to other
banking services, such as access to saving an#ingeaccounts, credit, and insurance, among
others. Although every BFP beneficiary receivesagmetic and personalized card to cash the
benefit, not every beneficiary opens a checkingantin the bank. The financial inclusion through
the correspondent banking model is simple andlégdbut there are still numerous challenges that
need to be faced in order to expand the systengteater number of beneficiaries.

As previously mentioned, CCT programs are higldgehdent on ICT infrastructure to be
efficiently operated and managed. ICTs play anrggdeole in the BFP providing infrastructure
for all processes involved: a) family registratibh storage and maintenance of data on beneficiary
families, c) payment logistics and d) productiorpodgram monitoring and evaluating reports.
Registration is done locally, close to where théB&milies live, and is managed at the municipal
level. As the registration process does not invéilvancial transfers, nor is it time sensitive, it
demands relatively low computing power that camagle available at a low cost. Usually in this
process, PCs and hand held devices are suffi@eridure the needed ICT operative infrastructure,
since the data will enter the system through thekwbpeople in the field in some sort of local
agency. The use of hand held devices as an ICiumsnt can mean a significant improvement in
the registration process since it reduces the okddta reentry in the system. As such, the major
focus in this phase is on human resources as anagled team is critical to guarantee that the
system will operate well.

Storing and processing data from families as alroducing control reports can demand
high computing capacity, but they are usually pened in a centralized way and can be done
where the central government already has good coingppiower installed. Once municipal
governments have locally collected the data, tleeyl st to some sort of centralized account
platform, which can be accessed and handled byrgment officials and technicians to generate
all sort of analysis needed to monitor and evaltte#eCCT program.

In terms of the ICT infrastructure, the most coexpbperation needed to operate a CCT
program is the payment logistics. This process aeimaighly integrated, secure and time sensitive
systems for paying the benefits locally, close tere the beneficiary families live. Since the dffec
of such programs are directly dependent on theoifgpat making the payment in attendance points
as close to the beneficiary families as possible correspondent banking model is crucial to the
BFP’s success.

The logistics of issuing the benefit payment of GTCprogram involves the process of
planning, implementing and controlling flows recpdrto trigger the payment network in order to
allow the withdrawal of the benefit by beneficidaynilies, including cash management. There are
two main processes related to the payment logitecdelivery of the payment authorization and
the payment itself. As some of the most importa@T (programs are based on payments through
electronic cards, the payment authorization proises®stly done by delivering an electronic card
to the beneficiary families. The payment procesoraplete when the payment, usually in cash, is
withdrawn by the beneficiary. Conditional cash sfans provide an essential addition to policies
and debates about reaching the bankless — thengidsnension of income among the poorest.
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Conclusion

The arguments presented in this paper derive freamesearch on banking and financial inclusion
in Brazil and other developing countries. Given ¢herent post-crisis disappointment with market
based models and private bank led microfinanceesfies, we have attempted to raise several
promising areas for reassessment of mainstreanofimance. New policies, new technologies, and
new experiences involving public savings banks deskirther attention. Like many other
countries, the combination in Brazil since the 1980economic reforms, financial liberalization
and democratization provides a quasi experimeiitatson to examine banking, new technologies
and strategies for financial inclusion. Changeditisred from expectations. Opening the Brazilian
bank system has transformed the old, inefficiemtiestentered banking system built during th® 20
century by national-populists, developmentalisid sunstained by military rulers through the 1980s.

Since the liberalization of banking in the 199@sny state government banks were
privatized and new foreign banks have entered thwket. However, instead of transition to private
banking and market-based microfinance, Brazil extteas experienced a different outcome in the
21 century. Three findings from Brazil and comparsaith other emerging and developing
countries stand out. First, liberalization has cetlia ‘back to the future’ modernization of social
banking'® The combination of social agency and savings Ipatikies proved key for Caixa
leadership in expanding access to banking, bothargeographical sense of reaching into the vast
interior of the country and in the social sensesaiching poor regions left unbanked by private
banks. Large savings banks in developing and aédaeconomies appear to have passed through
similar processes of modernization since liberélra This provides many opportunities for
reassessment of core assumptions about microfinance

Second, this dual role of social policy agent aanvrsgys bank provides competitive
advantages in banking over profit-maximizing shatéér banks controlled by local private and
foreign capital. Caixa policies such as free ‘nesjions asked’ accounts, use of correspondent
banking (over 34,000 institutions) and managemeéaboial policy concessions suggest that scale,
scope, tradition, confidence and universal appreswtdtased on citizenship and public policy
provide competitive advantages for the Caixa aarkpespecially downmarket. The Caixa has
used its traditional institutional foundations ohepetitive advantage in housing and construction,
urban development, social policy transactions attély management to modernize since financial
liberalization in the 1990s. This is an anomalyrf@instream conceptions of microfinance that
expected convergence toward private, market-bagekiryg.

Third, policies designed to expand family grant agament into simplified banking
accounts suggest that conceptions of citizenshdgoasic income policies appear more promising
than policies designed to usher all citizens imtegte sector employment and/or entrepreneurship
driven by private banking and capital markets. Paots for financial inclusion at the Reserve Bank
of India (2010) and Bank of Indonesia (2010) catlissuing identity cards as bank cards for all
citizens. These ideas, although embryonic, protaiseshape core ideas about reaching the
bankless. These new channels of financial inclugitirequire further study. However, in terms of
broader concerns about banks may bridge the gapeact the unbanked, the evidence reported in
this paper suggests that social banking, monetaligypand theory, and new technologies provide
grounds for reassessing core assumptions aboutfimence and the means to radically increase
the pace of financial inclusion.
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Appendixes
Appendix 1: Overview of World Savings Bank | nstitute Member Banks, 2010 .
/E:api
tal
Country Savings Bank Assets US$mi L oans Deposits | adequacy | Outlets | Employees | Customers
Albania Banka Kombetare Tregtare (BKT) 1504 631 1 333 13.0p 80 922 321 269
Caisse Nationale d’Epargne et de Prévoyance
Algeria (CNEP) 11 278 3 616 10 20 13.37 209 5108
Angola Banco de Poupancga e Crédito (BPC) 5845 3169 4 484 13p 2 836
Austria Osterreichischer Sparkassenverband 216 147 154 774 134 97 27.37 1071 12 559 318917
Azerbaijan Kapital Bank 960 595 259 25.0( 96 2043 2 500 000
Belgium Argenta Spaarbank n.v. 44 115 24511 3025 18.61 524 2118
Benin La Poste du Bénin 123 105 565 41 795
Bolivia UNIVIV 568 365 440 43.0( 40 525
Botswana Botswana Savings Bank 51 27 36 121 180 190 00d
Brasil Caixa Econdmica Federal do Brasil 227 696 95 043 121918 15.44 7261 83 200
Bulgaria Bulgarian Post Bank 4 046 2 665 3 166 13.34 220 2 660
Burkina Faso Société nationale des Postes (SONAPOST 323 304 88 978 4 266
Cameroon CAMPOST 227 140 339 1077
Cape verde Caixa Econdmica de Cabo Verde (CECV) 441 342 397 14.1 38 260
Chile BancoEstado 36 848 21 902 24782 12.14 4992 8 139 8 500/000
China Industrial and Commercial Bank of China (IQBC 1987 901 978 303 1782 44 1236 16 232 386(7239 610 000
China Postal Savings Bank of China 501 726 80 392 31226 45 000
Colombia BCSC 4224 2278 3 466 17.31 261 6 485 4 096 037
Comoros Soc. Nat. des Postes et des Services RrafBNPSF) 8 12 10 250 17 859
Costa Rica Federacion de Mutuales de Ahorro y Bmést 889 606 737 89 1061 257 00¢
Croatia Hrvatska PoStanska Banka (HPB) (CroatisaPBank) 2 724 1627 2070 16.99 b3 1051
Cuba Banco Popular de Ahorro 825 411 449 421
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Czech Republic Ceska Sporitelna AS 46 163 32 238 37 348 14.14 667 10 311 5 265097
Czech Republic | Ceskoslovenska Obchodni Banka - CSOB 46 342 20 607 32 805 18.03 3677 7 641 3078|000
Denmark 3S Group 24 318 16 10§ 16 336 232 3180

Dominican Rep. Asociacion La Nacional de Ahorrd@rgstamos (ALNAP) 472 276 98 17.82 A5 693 307 [144
Dominican Rep. Asociacién Popular de Ahorros y fRréss (APAP) 952 625 717 36.23 50 859 1498 179
Dominican Rep. Banco Nacional de Fomento de laévigda y la Produccion (BNV) 48 156 294  5000,0P% 2 66 ¢

Egypt Principal Bank for Development and Ag. CréBiBDAC) 5906 3 4685 5012

El Salvador FEDECREDITO 833 615 344 24.89 11b 1835 649 138
Ethiopia Construction & Business Bank 219 109 163 38 1074

Finland Saastdpankkiliitto 9 705 7 979 8 034 22.8 214 1293 581 (023
France BPCE 1390 825 932 722 662 081 11.6 7543 117 POO 38000
Gabon La Poste Gabonaise 73 5 73 59 515 15 32D
Germany Deutscher Sparkassen- und Giroverband@SGV) 3451318 233371p 2338999 1600,00% 20|85 363000 50 000 000
Ghana HFC Bank (Ghana) Limited 255 127 129

Greece TT Hellenic Postbank 21976 11 848 20 200 18/5 147 2510 6 024 520
Guatemala Banrural 3576 2 200, 2 896 70p 4 000 0pO
Guinea Office de la Poste Guinéenne

Hungary OTP Bank Plc. 47 036 32 418 31136 17.48 1890 30 367 13 055|887
Iceland Samband Islenskra Sparisj6da 532 311 368 23 150

India National Bank for Agriculture and RuralDevefoent (NABARD) 29 806 26 354 15 308 23.47 423 4 607

India National Savings Institute 145 030 145 03d 145 030 ] 184

Indonesia PT Bank Tabungan Negara (Persero) Thk 7 523 5671 5 292 16.74 3077 4281 6 023 P46
Iran Postbank Iran (PBI) 1584 1007 1171 7.2 14 0539 2909 4 253 283
Italy Association of Savings Bank Foundations (ALRI 271958 129 544 185 287 4 529 38 162

Ivory Coast Caisse Nationale des Caisses d’Epd@NEE) 215 167 108 673 20 820
Kazakhstan JSC Halyk Bank 14 237 7 407 10 084 205 632 11 648 5271290
Kenya Kenya Post Office Savings Bank 250 169 544 786

Korea Korea Federation of Savings Banks (KFSB) 65 308 51 738 57 350 9.83 118 7 749 4 498 817
Korea Dongbu Savings Bank (Member of KFSB) 1498 1028 1 30( 116 0 156 66 660
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Korea Korea Post, Postal Savings Division 47 915 414 44 874 2761 43 920

Latvia Latvijas Krajbanka 1237 821 1 093 14.38 110 895 257 Q00
Lesotho Lesotho PostBank (LPB) 35 1 30 18.99 13 140 104 895
Luxemburg Banque et Caisse d'Epargne de I'Etat BCE 50 435 23 821 35814 2116 15 1811

Macau Caixa Econdmica Postal de Macau 135 19 85 117.45 24

Madagascar Caisse d'Epargne de Madagascar S.A. 118 96 95 90.02 27 444

Malaysia Bank Simpanan Nasional 6 299 3 258 5 56( 15.24 384 5 827 8 000 D00
Mali Banque de I'Habitat du Mali

Malta Bank of Valletta Plc 8 404 5 257 7 334 1500,00% g 1570 380 575
Mexico Banco del Ahorro Nacional y Servicios Finienas (BANSEFI) 1186 995 996 494 147 5703 93
Mongolia Savings Bank of Mongolia 326 172 247 14§ 478 270Q0

Morocco Poste Maroc - Al Barid Bank 3137 2 895 1784 7 936 1433 256
Morocco Caisse de Dépot et de Gestion 17 373 4119 10431

Namibia Nampost Savings Bank 249 206

Netherlands SNS Bank 104 690 88 474 54 35y 167 680 2639

Nigeria Nigeria Postal Service (NIPOST)

Norway Sparebankforeningen i Norge 403 505 276 876 251 804 135 745 18 311

Pakistan Central Directorate of National Savings 356 3377

Panama Caja de Ahorros de Panama 1607 1154 1 327 4p 1560 788 8114
Peru Fed. Peruana de Cajas Municipales de Ahamégito (FEPCMAC) 3 587 279 2712 16.51 450 1919 926264
Philippines Philippine Postal Savings Bank 118 81 101 16.95 25 34j7

Poland PKO Bank Polski 55 463 43 549 46 249 11.99 3150 26 170

Portugal Caixa Economica da Misericordia de Angradéroismo (CEMAH) 358 17( 31y 10 88

Portugal Caixa Geral de Depositos 166 964 113 194 99 244 12|3 869 23083 4 548|605
Portugal Montepio 27704 19 040 16 654 12,8 335 2914 1285 P92
Romania Bancpost SA 4448 3134 3494 13.99 2975 3906 1381 635
Senegal POSTEFINANCES 212 174 30 2500
Slovakia Slovenska Sporitelna AS 14 628 9 199 12 368 13.52 291 3 816 2509 671
South Africa Postbank 747 544 2 443 20%
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Spain Confederacion Espafiola de Cajas de Ahorie€4AJ 1682329 1230068 113017Y8 12/05 23 B60 1678

Sri Lanka Sinhala/Tamil (National Savings Bank) 3573 821 3 143 19.2 4239 3050 16 700 00O
Sudan Savings and Social Development Bank 227 124 149 20.1 38 806 282 790
Sweden Sparbankenas Riksférbund (Swedish SavingssBessociation) 30 15% 25600 26 043 16(15 P58 883 1995114
Sweden Swedbank 238 040 187 814 93 098 13(3 986 17224  10177|000
Tajikistan Amonatbonk, State Savings Bank of Taji&n Republic 200 71 143 133 581 2 623

Tanzania Tanzania Postal Bank 86 46 76 9.31] 148 39p 670
Thailand Government Savings Bank 46 115 34 312 37 529 11.78 955 11 153 17 312|874
Togo Banque Populaire pour I'Epargne et le Crédit 64 1 55 28 145

Tunisia La Poste Tunisienne 8321 7973 1177 9 288 5296 54p
Turkey Turkiye Vakiflar Bankasi TAO 49 215 29834 31740 14.35 636 11Q77 10 876|551
Uganda PostBank Uganda 49 33 42 20.2 31 430 438 962
Uganda Pride Microfinance Limited (PML) 37 27 11 29 23 558
Uganda Uganda Finance Trust (UFT) 18 14 7 28 312

Ukraine State Savings Bank of Ukraine - OschadnykBakrainy 10971 7 10( 35.71 6 158 3672

United Kingdom Lloyds Banking Group 1532 147 962 43 686 048 15.21 104 230 2500000
USA Independent Community Bankers of America (ICBA) 1200 000 700 00 1 000 000 19 150 287 884

USA Wells Fargo 1258 128 734 24% 847 942 15.01 6 239 272 P00 bm00
Uzbekistan XALQ BANKI 726 538 559 3 603 12 000

Vietnam LienViet Bank (1) 1880 822 1393 18.0p 43 1392 20 608
Vietnam Vietnam Postal Savings Service Company (1) 393 379 821 131 383 607
Vietnam Vietnam Bank for Agriculture and Rural Dimment (VBARD) 28513 22 283 22 033 6.15 2 330 080 9283 075
Zambia National Savings & Credit Bank of Zambia 42 19 34 6.3 29 334

Zimbabwe People's Own Savings Bank of Zimbabwe a7 24 38 16.75 19¢ 400 243 093
WSBI total 15647 177 9665410 10217809 226929 2235266 YB#ES
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Market
SME share Market
Expenses loans of Nr. of share
Members New staff % of SME clients/ of

Full Member / clients  employees training/ total loans, Nr. ATM's
Organizations (a) ratio hired 2007 payroll loans % branches (%)
Austria
Osterreichische
Raiffeisenbanken 47% 500 n.a n.a n.a 1,569 39%
Osterreichischer
Genossenschaftsverband 87% 371 2% n.a n.a 1,302 % 11
Bulgaria
Central Co-operative
Bank 1% 286 2%  17% n.a 3,511 14%
Finland
OP-Pohjola Group 38% 332 3% n.a n.a 6,486 n.a
France
Crédit Agricole 29% 4,640 6% 27% 28% 2,847 25%
Crédit Mutuel 65% 1,070 6% 25% 16% 2,894 14%
Banques Populaires 42% 2,700 7% 46% 8% 2,655 9%
Germany
BVR/DZ BANK 54% -399 2%  27% 25% 2,201 34%
Hungary
Federation of Savings
Coops 23% 1% 50% 4% 688 15%
Italy
Assoc. Nazionale Banche
Popolari 11% 2,240 1% 49% 23% 1,018 26%
FEDERCASSE 17% 1,223 1% 29% 17% 1,299 10%
Luxemburg
Banque Raiffeisen 5% 59 0% 17% 6% 1,963 16%
Lithuania
Assoc. Lithuanian credit 99% 42 42% 539
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Netherlands
Rabobank 18% n.a 3% 19% 38% 7,765 33%
Poland
Krajowy Zwiazek
Bankéw Spéldzielczych 24% 1201 20% 13% 2,611 17%
Portugal
Crédito Agricola 15% 362 0.40% n.a n.a 3,011 10%
Slovenia
Dezelna Banka Slovenije
d.d. n.a 34 2% 40% n.a 85,215 2%
Spain
Unién Nac. Coop's de
Crédito 19% 1,034 n.a n.a n.a 207 8%
United Kingdom
Co-operative Bank 50% -1,789 5% 0% 2% 28,440 4%
AVERAGE (EU 27) 37% 2,124 4% 29% 25% 3,068 25%
Associate Member
Japan
The Norichukin Bank /
JA Bank Group 19% n.a n.a n.a n.a 5,021 9%
Source: International Association of Cooperatival&a
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Notes

L peculiarity of public banks [was] the originahture of their founders, specifically philanthmjstitutions, whose mission included aid to mafrly weak social
classes (orphans, abandoned children prisonersamieah mothers), sanitary assistance (like hospitgitutes) and granting particular accessiblenfoiof credit to the
poorest people (the system of loan pledge on thetiMib Pieta is a typical example)’ Giannola (2008).

2 For example, thBanco de Napolivas created by consolidation of eight popular paamks in the 1Bcentury.

3 Authorizations granted in the course of time bg Spanish Vice-royalty to the Philanthropic Ingés so that they could extend their activitiesallgicontrolled by the ‘money
lenders’ quickly made them dominant on the markgiannola (2009:20)

* The co-operative societies which have prosperedtamse that have made up their own capital byéneic setting aside of part of working men’sylaibges.

Those to whom the Government made loans in 1848 sawn broken up.’ Des Essars (1896:210)

®In 1876 and 1893, small farmers composed 16.@4rpercent of members, while small manufactumatsmerchants declined from 32.1-25.2 percent eachers and clerks
increased 16.5-18.6 percent (Des Essars (1896:@)10-1

® Aghion (1999) cites: Société Nationale de Créditrilustrie (Belgium, 1919), Crédit National (F@ 1919), 1928, National Bank, Poland, 1928), 192fustrial Mortgage
Bank (Finland, 1928), Industrial Mortgage Instit(itungary, 1928), 1933, Instituto Mobiliare Ital@(italy, 1933), Instituto per la Ricostruzione Ustriale (Italy, 1933).

" Many developing country governments created deweémnt banks after World War 1l to channel World Béwans and foreign aid - and retain such instngitoday. This
increases the importance of understanding Eurogeeelopment banks.

8 The number of simplified savings accoudésreasedo just 6031 in June 2010, after reaching over @3Djn 2006. Expansion of banking services frompéified banking
accounts to simplified savings accounts appeahste largely failed. Interviews with Caixa stafflatlients — and the aggregate data on income @scimong lower income
quintiles - confirm the difficulty of accumulatirgavings.

% The correspondent banking model dates to Centrak®f Brazil Circular 220, October 1973 and reofu2.166, 1995. However, banks began to sigrespwndent bank
contracts only after resolutions 3.110 and 3.158003 defined seven services banks could legalBgdée to correspondent institutions (Diniz, Ponre& Jayo 2008).

% Data from Central Bank of Brazil and FederatiomBdzilian Banks.

™ Of four banks retaining correspondent networks @000, two are federal banks — the Caixa and#reo do Brasil. Moreover, because Aymore (Samgrubrrespondents
offer loans but not accounts or payment serviceg thmain finance franchises.

12 Central Bank of BrazilRelatério de Inclusdo Financeir®rasilia: No. 1, 2010, p. 20

B The correspondent banking model dates to CentrakB®f Brazil Circular 220, October 1973 and reofu2.166, 1995. However, banks began to sigrespwndent bank
contracts only after resolutions 3.110 and 3.158003 defined seven services banks could legalBgdée to correspondent institutions (Diniz, Ponre& Jayo 2008).

1 Data from Central Bank of Brazil and FederatiomBdzilian Banks.

15 Ayadi et al (2009) report similar modernizatiorigaropean savings banks not privatized.
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