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Between Financial Inclusion and Postal Banking: Isthe Survival of Posts Also There?

José Anséhand Joélle Toledano

1. INTRODUCTION

Out of 1.5 billion users of postal financial seesan the world, only 400 millions are holders
of a postal (bank) account, 300 millions of whiabcdted in developing or emerging
countries. As of today, more than 2 billion aduéisain un-banked, mostly in developing and
emerging countries, although under-banked citizaes also a concern in more advanced
economies. Have Posts started to bridge this finhaccess divide that often exists between
better and less well-off populations? Our papergssts this has become the case in an
increasing number of developing and emerging castrThey are following a path
historically initiated and recently highlighted the activities of some postal operators in
today’s high income economies.

The incentives to do so are powerful for the Postsn environment where structural declines
in mail volumes have weakened the economic vighdfttraditional postal business models
around the world during the last decade. The regésttal economic and financial crisis
(2007-9) has further deteriorated the conditionmail markets, with postal operators losing
up to 20% of their mail traffic during this two-yeaconomic downturn, and forecasting
losses of 30% over the next decade that could lgee/adustry with large excess capacities.

In these circumstances, diversification strategreshighlighted by postal executives in order
to survive and develop their business in an eraleftronic communications driven by the
massive access of consumers to new information camamunication technologies. Posts
often mention two levers to achieve a greater ewnndiversification of their activities
besides targeting higher efficiency and value inl ahelivery. On the one hand, they claim to
be well-positioned to take advantage of the groefthogistics — trough globalization or e-
commerce — and further develop the packets, paarelsexpress segments of their business.
On the other hand, they value the proximity tortlceistomers — through the largest physical
communication network in the world — and the trslsdpwn by the latter to develop and offer
an increasing range of financial services througdrtnetwork, provided national regulations
allow for such a development. The paper evaluathesthver or not these speeches and
strategies have turned into reality during the estade (2001-2008), with a focus on the
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financial channel only. It also examines the extenwhich this was achieved (or not) thanks
to a close link to financial inclusion of populat® otherwise un-served or under-served by
banks.

The postal economic literature provides little guide on the survival conditions for Posts in
rapidly declining or stagnating mail markets. Intespf numerous researches studying the
liberalization of postal markets, no clear econoraitswer is provided on the ways of
mitigating the impacts of the structural lossesail volumes, or what operators are currently
trying to do to overcome these difficulties. It ghdiitle attention to other segments historically
developed by some postal operators, such as plostalcial services. An exception is the
work of Anderloni and Pilley (1999) on European tpofices in financial services, or the
World Bank GICT (2006) on the use of postal netwgaidk improve access to finance during
the late and early 2000. More generally, postahenusts have rather focused on universal
service obligations and their impact on mails mexrkecreasingly open to competition.

In this respect, our paper tries to add relevaadbd debate on the economic future of Posts,
beyond simple market structure and technologicaluas. It assesses diversification
channelled through the provision of financial see¢i — both qualitatively (how?) and
guantitatively (how many?). It compares differenddals of provision of financial services,
such as agent banking where the Post acts as am fageone or several banks, or fully-
fledged postal bank models, among a few typicagrsthit estimates their merits and flaws in
terms of market participation. It provides an enggir demonstration of the power of postal
networks in order to reach financial inclusion goahd leverage these achievements in terms
of local economic development of relatively depdwwmmunities.

Our empirical analysis highlights the emergence acwkleration of a very recent movement
of diversification towards postal finange the last decade (2001-2008), with increasing
market shares of a significant number of postalratpes in some segments of the retail
banking business. This movement was already tagiage before the global economic and
financial crisis hit, and is probably acceleratiagther since then, a number of Posts being
more trusted than banks after the crisis. This émhous acceleration is not underpinned by
any common model though. The recent trend towardgeater development of postal

financial services features an important heteroigeme the nearly two dozens of emerging

and developing economies that are benefiting flioisidrowth in postal finance, as well as in

a few industrialized countries.

Nevertheless, a common driver is usually found lincases: a pro-active public policy of

financial inclusion adapted to the level of econordevelopment. Bank branches remain
mostly concentrated in the most prosperous areadeweloping and emerging countries

(mainly the largest cities), while post offices alistributed rather evenly within a country.

Banks have been very reluctant to expand finarsgalices towards poorer segments of the
population and may find higher returns (and somesitnail outs) in wholesale business than
in retail banking. In industrialized countries, Ifihancial inclusion has not always been

ensured by pure commercial banks, and FDIC hamatd to 60 millions the number of

under-banked U.S. citizens as of today.

Eventually, in terms of competition with other irmative models of provision of financial
services, such as mobile banking, Posts can prowderesting physical network
complementarities with these services while conmgetvith them in other respects. How
these different models interact with each other evalve over time will certainly not only



shape the future success (or failure) of Postgsifyeng through finance in terms of business,
but also in terms of broad policy objectives of mmmic, financial and social inclusion.

The paper is organized as follows. Section 2 pewia quantitative overview of the evolution
of the market share of Posts in the retail bankmuystry over the last decade (2001-2008),
which is consistent with a greater diversificatmfpostal income towards finance. Section 3
compares different dynamics in postal finance tnette identified and stylized through BRIC

countries cases (Brazil, Russia, India and Chittajompares it with the NIFS case — or
developed countries case (New Zealand, Italy, Frased Switzerland). The links with

financial inclusion policies are developed. Sectbmprovides a number of econometric
analyses referring to sections 2 and 3, providistgr&ation of impacts in terms of financial

inclusion and of success of the different modelgpo$tal finance. Section 5 offers some
theoretical considerations relating financial isatun and Posts, which are relevant for
starting understanding the success stories outlinesections 2 and 3 and the results of
section 4. Section 6 concludes.

2. GETTING A LARGER SLICE OF THE RETAIL BANKING CAK: RECENT
SUCCESSES OF POSTS

Are Posts getting a larger slice of the retail hagkusiness in recent years? In order to start
answering this question, the evolutions of a fedidators are examined over the period 2001
to 2008.

The total nominal revenues generated by postahfiahservices in the world (without Japan)
moved from SDR 14.1 billions in 2001 up to SDR 2Bikions in 2008, which is equivalent
to an 11% compounded annual nominal growth ratelout 6 % in real terms once world
inflation is taken into account).

Figure 1: evolution of the total revenue for finexdGervices operations conducted through
postal networks in the world (billions of transacis and SDR, without Japan)
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This figure is certainly stunning compared to theletion of mail traffic and revenues in the
world during the same period of time (2001-08)slaswn in figure 2. As it can be seen from
our sample representing at least 80% of worldwidsl rexchanges, domestic letter-post
traffics have been stagnating around 330 to 34i@hd items at best, before the full impact of
the global financial and economic crisis startebedelt and accelerated annual declines up to



10 to 15% in some cases. In terms of nominal rexethe domestic letter-post grew from
aggregated world revenues of SDR 63 to 90.2 baliawhich reflects a compounded annual
nominal growth rate of 5.3%. This figure in turriws little increase in real postal revenues
after discounting for world inflation (4.3 % betwe2001 and 2008).

Figure 2: evolution of the total number of dometgiter-post items and related revenue for
operations conducted through postal networks imthied (billions of transactions and SDR)
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When analyzing these evolutions in terms of singuual averages of the share of the
various business segments in the total postal iec@nstead of aggregated figures as in
figures 1 and 2), one can notice an increasing @tim of postal financial services and

postal parcels and logistics in the operators’l totestal revenue (figure 3). In average, postal
financial services increased their contributiorptstal revenues from 15% in 2001 to almost
22% in 2008, while parcels and logistics grew frbdnto 17% of total postal incomes. Taking

into account the proportion of other services @otounted for in finance or logistics), this

means that the letter-post has been evolving framtuation where it represented almost 60%
of total postal revenues in 2001 to another whanesighs slightly more than 40% as of today
(in terms of average country and after projecthrgy2001-8 trend on 2009-10).

Figure 3: proportion of postal financial servicesl garcels and logistics in total postal
income (simple averages by year)
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From a low of 112 postal operators offering posiiancial services in 2001, 133 postal
operators have been operating some sort of passaddial services since then, i.e. an increase



of 19%. While there were 32 postal operators withare of postal financial services higher
than 20% in their postal revenue in 2001, 44 postadrators reached at least this 20%-
threshold in 2008. And instead of 4 Posts with nibes half of their postal income generated
by financial services in 2001, 15 achieved at lastoutcome in 2008.

An econometric estimation was conducted to estintage trend for the increase in the
proportion of financial services in the total pésteeome for operators offering this kind of
services. It was estimated that operators offetivege services are increasing the income
arising from financial services at about an addaiohalf percentage point every year (see
econometric estimation details in table 1 in th@eaqlix). As another set of econometric
estimates shows, the revenues stemming from pfistéadcial services contribute to replace
almost a third of each percentage point of totat@larevenue substituting letter-post by non-
letter-post income, i.e. for three percentage goimit revenue lost by mail services one
percentage point is gained by postal financial isess Eventually, it was also estimated —
through a dynamic panel econometric model — that ybar-to-year variation of the total
postal revenue was positively impacted by the vianaof the number of postal (bank)
accounts held by the postal financial institutiarhile it was negatively influenced by the
variation of the number of domestic letter-postise i.e. the higher the change in the number
of postal (bank) accounts the higher the variatbiotal postal income while the higher the
change in malil traffic the lower the variation atal postal income.

Given the evolutions described above, it is impdrtédo assess the level of market
participation of postal operators in the retail kiag business and its recent evolution. In
order to do so, different sources had to be conabasereflected in the table 2a and 2b in the
appendix, and complementary data collected. Théeeaeview of postal banking was
produced by the World Bank (2006) using late ngeetand early Millennium data, before
things started moving sharply.

Overall, the retail banking business market sizénterms of bank accounts — can be
estimated to 5.185 billion accounts worldwide, ofitvhich almost a billion is held in postal
financial institutions, i.e. a 19.2 % market shafehe global retail banking business. This
underlines the significant weight of postal banksl ather postal financial institutions in
deposits and savings holdings for individuals ie thorld. Even more interestingly, these
market shares seem to have substantially increemed number of postal operators in
emerging and developing countries in the very regears (usually from 2004 to 2008) with
three of the four BRIC leading this evolution — rynBrazil, India and China. In many of
those countries, increases in the postal operataoasket share of accounts have ranged from
5 to 20 percentage points. More than a dozen deweJoand emerging countries were
identified with substantial market share increasHse compounded annual growth rate
(CAGR) of the total number of accounts has reaéhdo in average in this subgroup. When
comparing these evolutions with those prevailingnare advanced economies, one cannot
notice the same movement, except in the sub-grods (New Zealand, Italy, France and
Switzerland) countries. In advanced economies, CAf8R postal operators providing
accounts-based services was 2.6% only in avérage.

® Following the first wave of the global economicdafinancial crisis (2007-9), these institutions aieed

important inflows of savings most of which were mutluded in our sample covering the period 200080
Therefore, the growth of these postal financiatiinons needs to be monitored closely during nieet three
years so as to evaluate whether their recent ssesesin be confirmed or not.



The table also shows that market shares are fardebstantial in terms of the value of
deposits (ranging from to 6 to 11%), which eithignals that postal financial institutions have
attracted relatively more low-income depositorsntheanks (which is positive in terms of
financial inclusion) or the existence of numerowsntant accounts (which shows some
limitations of financial inclusion), or a mix of bo However, the recent acceleration of the
number of accounts held by postal financial instius and the increasing market shares
associated to this trend make the latter hypotHess likely in the subgroup of developing
and emerging countries mentioned in table 2a. Eumbre, the increasing number of social
payments and pension benefits delivered by ememgmgdeveloping countries’ governments
on these accounts decrease their likelihood to dbemant”. Anyhow, whether the very
positive evolution of this subgroup of countriesikcbbe expanded to an increasingly larger
number of nations in a near future remains an oestion.

Indeed, these numbers — though positive — revedltkie financial inclusion goal that postal
networks could help achieve has by far not bedy @idlivered yet, in spite of the impressive
recent developments. According to Bdothere are 1.5 billion users of some kind of postal
financial service in the world. Table 2a — largedpresentative of the most successful and
important market players — identifies that 300 imill accounts holders exist in developing
and emerging countries (i.e. 20% of banked adait8% of the total adult population while
banks cover 32%), and 100 million accounts holdees located in advanced economies
(accounting for 19% of banked adults, i.e. 17% diilapopulation while banks have 75%).
There are thus only 400 million accounts holders aful.5 billion users, which leaves a
potential for 1.1 billion new accounts holderst{im representing at least 2.2 billion accounts
if one assume two accounts per holder on aver#gm)ly half of the postal financial services
users without any account will opened a postal Kpatcount, this would mean that 1.1
billion new accounts could already be opened wiisting postal financial services
customers — most of them being most likely un-bdnfethout a bank account) or under-
banked.

Next section tries to understand whether somezstylifacts and commonalities could be
identified regarding these success stories.

* Presentation made during the 2009 UPU-AFI WorkshoFinancial Inclusion and Postal Banking ava#abl
on the Postal Financial Inclusion blog (http://fiosbrdpress.com):
http://postfi.files.wordpress.com/2009/11/11-harsbpdf



3. RECENT SUCCESSFUL DYNAMICS IN POSTAL FINANCE: BRAND NIFS

Once the cases of successful countries in thedadrpastal finance listed in tables 2a and 2b
(see appendix) were more closely examined, no meefiss-all model could be identified. In
order to have a better understanding of the molelind these successes, an analytical
framework is provided show-casing four stylizedesaseferring to BRIC (Brazil, Russia,
India and China).

Figure 4: postal finance and pure BRIC polar cases
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As it can be seen in the above figure 4, two dinmerssmust be taken into account when
trying to identify the successful (or less suca@3sfconomic models of provision of financial
services through postal networks. On one dimengtosis determine the number of partners
with which they provide financial services throutjteir network. On the other dimension,
they also decide the number of services that th#ysupply themselves. The combination of
these two dimensions (or “factors”) produces armd@teged number of financial transactions
(as shown in the figure 5 below). There is thusaad-off between partnerships and self-
services to reach a given level of provision o&finial services for postal operators. Reasons
for these choices may be strategic (alliances)ladgry or the initial capacity of the Post
itself. Regulatory or capacity-building constraimtisthe Post that limit the provision of in-
house built financial services can lead it to spbroal short-run choices as shown in figure
5.c. The same is true when exclusivity agreementeegulatory issues limit the possible
number of partners (see figure 5.b).



Figure 5: postal finance, production of serviced key “factors”
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If one focuses on the first dimension (partnershipae can distinguish the Brazilian case -
where the Post acts as an agent of a bank on asexlbasis to deliver a complete range of
financial services from payments to savings anditrefrom the Indian case where multiple
partners are contracted by region or area to bangide offer of financial services to
customers. Both Brazilian and Indian customers s@ wide array of financial services
through their postal networks, yet one relies oreadusive distribution agreement with a
large Brazilian private bank while the other is ope different banks — public or private — in
different regions, as well as other providers official services such as insurance scheme
providers, mutual funds companies or money trangfarators. Besides, the Indian postal
network also offers its own saving accounts whilke Brazilian Post has not developed such a
product on its own and provides access to savingsthrough its agency agreement with the
bank and associated brand “Banco Postal”.

This polar case (Brazil-India, or Bl) in terms dadrmership largely reflects local conditions
when the Posts initiated or expanded its offer inaricial services. As far as Brazil is
concerned, governmental authorities were opposetthdocreation of another public bank
through the postal network, and decided to encautthg inclusion of people otherwise
excluded from access to basic financial servicesigusaa vast network of banking
correspondents (or agents such as pharmaciesjdesitgrocery shops and post offices) in the
late nineties. Correspondents forward requestsok laccount opening or credit applications
to the principal — a bank under license with theZlran Central Bank, and are allowed to
process withdrawals, deposits and payments. Biapiheered the “branchless banking”
model as it is referred today by the World Bank,AFGand others. As such, Banco Postal —
the brand name of the association between the IBrazLorreios and the bank Bradesco —



was a first of this kind in Brazil, and has heawigntributed to widespread geographical
inclusion of the Brazilian population in the formddanking and financial system.
Simultaneously, Bradesco was able to grow its enetobase and realize important
economies of scale, and share the cost of low-iecoustomers with the Brazilian Post. In
exchange, Bradesco compensates the Brazilian Pitist avpre-determined fee for each
transaction (although subject to regular renegotiqtand a renegotiable fixed amount. In the
Indian case, public banks dominated the retail mnknarket for many years until the role of
private banks started expanding more recentlyak natural for the Indian authorities to first
allow the Post to deliver its own savings servitegpre providing the opportunities to other
financial services providers to access the largestal network in the world (about 150,000
offices). As many partnerships as possible werewaged with India Post so as to provide a
wider array of financial services to previously angerved populations — mostly in rural
areas where poverty is still most concentratedniial. In this respect, the Indian postal
network is seen as a strategic partner by the Re&ank of India — the Indian central bank —
in its financial inclusion policies.

The other polar case — once we examined the owplysupmension — is constituted by
Russia on the one hand, and China on the other fiaedRC case). In Russia, the current
model of provision of financial services througle tRost relies mainly on handling 80% of
payment services in the country, although this esharin rapid decline following the
introduction of electronic private kiosks enabliagtomated payments. Services are provided
by the Russian Post itself. Most of these paymardsash transactions that must be handled
at the counter or by the postman in order to delpsension benefits, or pay utility and other
recurrent bills. The Russian Post does not holdosiép or savings accounts (or checking
accounts) thus not leveraging the access to nurealoeady existing customers in the area of
payment services. The Russian central bank is thiea shareholder of the largest Russian
bank, potentially leading to possible conflict nfarests that were not favourable to the entry
of new market players and the reduction of finanex@lusion in the country — more than half
of the population is still un-banked in Russia. Heer, as early as of this year, the
willingness of creating a postal bank competinghvather banks in the country — including
the one owned by the central bank itself — has beeblicly expressed by Russian
governmental authorities. At the other extreme, carefind China that has developed a fully-
fledged postal bank (The Postal Savings Bank oh&hthat delivers most of its services on
its own, from payments to savings and credit, véthenormous success in the access to
micro-credit (almost two million micro-loans overome than a year).Again, local
circumstances may explain this choice. The ceb@ak of China has recently (2004) agreed
that savings deposits stay in control and belonpyeégostal savings bank, while this was not
previously the case (the postal savings accouritsmiped to the Chinese central bank during
many years). This clearly modified the incentivésicure for the Postal Savings Bank of
China in terms of business development. For Chiaesieorities, the postal network however
remains the decisive network for easing accesmamdéial services for populations not served
or under-served by traditional commercial banksuiral areas and small cities, and thereby
help balance economic development between largestaloaurban centres and less
economically developed inland rural regions andllemanterior cities.

To summarize, while the BRIC illustrate a wide he¢eneity in terms of models of provision
of financial services through the Post, a strongmitment of integrating the postal network
in financial inclusion policies is shown either bye government, the central bank or the

® Exactly 1.77 million micro-loans between 2007 &utober 2009.



financial regulatory authorities. A clear and prihze public policy of financial inclusion is
at the heart of the successes (BIC), or futurdegjia developments (Russia). This is also
related to a progressive development of social @aysn(unemployment, pension and other
benefits) that BRIC’s governments have promisedigtiver to their populations. As also
demonstrated for Brazil in the next section, Paoats become the first lever of formalization
of economic and financial exchanges in relativegprived communities. Formalizing the
economy is paramount for the development of s@aalrity and safety nets.

Beyond BRIC, other developing countries (see T&aein appendix) have also benefited
from postal finance successes. In order to highligh heterogeneity of models once more,
the countries listed in this table are attributedtite closest BRIC model. For instance,
Kazakhstan is now closer to China than Russiarmgeof its postal finance model, although
this does not mean that this country applies timeesanodel as in China. It could have been
closer to the Indian model should it have developedumber of partnerships with more
success besides the impressive development ofdivairsavings and payment services. None
of the postal operators from these countries amvknfor having developed their success
without a strong commitment and vision of the goweent or financial authorities in terms of
financial and social inclusion. Models of provisia basic finance through the postal
network seem to be adapted to local circumstandeke the goal of financial inclusion is
commonly shared in most — if not all —cases. Mostlels are closer to the Chinese than to
the Brazilian or Indian one, and none of these trasihave remained solely focused on
payments like Russia. The Indian model can findesqarallels with some models of postal
finance in the industrialized world once the cat&\Nt-S (New Zealand, Italy, France and
Switzerland) and associated countries are examinedore details (see Table 2b in
appendix). Brazil's case is relatively unique i thense that it remains a rare case of “in-
house marketed” (i.e. the brand “Banco Postal’)nadeanking model through a postal
network — probably because the postal trust cdeveaged the most by so-doing.

Table 2b in appendix shows market estimates fotapdmancial institutions in relatively
higher income economies. Two remarks are worthetanlade. First, in spite of a few very
successful cases such as New Zealand, Italy, Feamt&witzerland (NIFS), development in
postal finance seems to be weaker and slower thamierging and developing economies
before the global financial and economic crisis 8gcond, once the models are more closely
examined, heterogeneity is as striking as in BRI@w Zealand “Kiwi Bank” is a public bank
operating through the postal network and owned bw M ealand Post — making it closer to
the Chinese model. BancoPosta in Italy is not &phuat gathers a wide range of financial
services including savings, insurance and prepagment cards through numerous
partnerships — thus linking it somehow to the Indraodel. Similarly, South Korea Post
probably holds the record (more than 170) in teahpartnerships enabling it to distribute
savings and insurance services. The French “BaRqgstale” has recently obtained a banking
licence yet without being authorized to providepoate loans beyond its important role in
mobilizing French savings through its own accointest notably the livret A) — a somewhat
similar situation compared with the Chinese modél pmstal finance. The Swiss
“PostFinance” encounters difficulties to obtainbenking license even though they process a
very large share of payments in Switzerland ansgexs 70 billions Swiss francs in deposits.
It partners with other banks to provide mortgages mutual funds to its customers. It can be
classified closer to the Indian model. Other casegh as Deutsche PostBank or ING,
respectively in Germany and the Netherlands, haen lseparated from the historical postal
operator and sold to other banking or financialug — some of which having become
casualties of the global economic and financiadisrsince then. In Slovenia and Greece, a
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bank operates through the postal network and quurets to an alliance model with an
external partner where the Post is not the majafitgreholder of the financial institution
operating through its network. The latter casesalocorrespond closely to any BRIC model.
It is more an “out” model where the postal finahamestitution initially part of the Post was
separated, sold and developed outside the scofigeedPost — the open question being the
extent to which it still utilizes the post officastwork.

This section has illustrated a wide variety of pbginance business cases and policies in
advanced, emerging and developing nations. Nexitosebrings an empirical assessment of
the impact of the different models in terms of nerkhares, as well as some econometric
results evaluating the effects of access to basan€e by previously un-banked populations
on local economic development.

Figure 6: summarizing features for pure BRIC polses

BRAZIL INDIA

— “Branchless banking” through a correspondent system- Multiple partners — public or private banks, mutual
regulated by the Brazilian Central Bank funds, insurance schemes, money transfer operators

— Exclusive partnership with a bank — Own postal accounts

— “Banco Postal” postal bank brand owned by the Post — No specific brand but India Post

— Full range of retail banking services, except comsu | — Wide coverage of rural areas through the largestabo
credit (currently under development) network in the world (more than 150,000 post office

— Micro-credit developed — No bank status (no postal bank status neither)

— Not managing the credit risk (done by partner) — Full range of retail banking services, except dredi

— Simplified “Easy Account” for customers — No credit except current experiments in the area of

— Customers mostly low and middle-income micro-credit

— No wholesale banking or large loans for large fions | —  Provision of insurance schemes with special program
multinationals for public employees

— Sometimes the only point of access to finance ineso| — Delivering part of Indian social programs benefiits
municipalities unemployed people

— Intense competition with other banking agent in the | — Conversion to a postal bank under study
field of payments — Strategic partner of the central bank for financial

— Information on accounts but the latter belong ® th inclusion policies

partner bank
— Business “philosophy”: distribution channel with
broader postal goals of social and financial indiois

RUSSIA CHINA
— Processing cash transactions — Banking licence
— Payment of utility bills — Fully-fledged postal bank
— Delivery of pension benefits — Double bottom line institution (bank + goal of
— Domestic and international remittances improving access to the un-served or under-served)
— No accounts — Function of access to finance in rural areas
— Few partners — Large micro-credit player
— Recent or renewed (end 2009, early 2010) ambition|of~ Managing their own credit risk
creating a postal bank — Own accounts
— Regulation of the central bank in the area of paymen — Deposits (beyond the depositor) “belong” to thet®los

Savings Bank (formerly to the central bank)

— Some specific partnerships

— Regulated by the Chinese Banking Commission
(financial regulatory authority in China)

— Business “philosophy”: building long-term customer-
relationship
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4. ECONOMETRICS OF POSTAL FINANCE: FINANCIAL INCLU®N LEVERAGE
AND LEVEL OF MARKET PARTICIPATION

This section provides an econometric evaluatiothefimpact of the use of a postal network
to achieve financial inclusion goals on the onedhas provided in Ansén and Gual (2008),
and an original assessment of the determinantsfridrae the Post’'s market participation in
the retail banking business on the other hand.

A. LEVERAGE ON INCLUSION AND LOCAL ECONOMIC DEVELORIENT

The case of Brazil is used to evaluate the impéat financial inclusion policy conducted
through the postal network. The results were ddriire Ansén and Bosch (2008) after
combining several Brazilian databases built fos trery purpose. Three issues were studied:
the impact of geographical access to finance, e af the postal bank (Banco Postal)
services and the effects of this initiative on laaeonomic developmefit.

Geographical access

A way to analyze the geographic distribution ofaficial intermediaries is to group
municipalities according to their population or ithevealth by semi-decile (as applied in
Boldron et. al (2006)). We can infer from this eoise that Banco Postal agencies, other
correspondents and the traditional bank agenclgzredent different network topographies.
Municipalities with higher overall GDP per capitadapopulation tend to have a denser
network of financial intermediaries. However, a g@amson of these networks at different
levels of income and population reveals that theyglement each other in some cases and
overlap in others, possibly creating some competpiressure.

Figure 7: Distribution of the different networksdapopulation according to GDP per capita
semi-deciles, 2005
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Figure 8: Distribution of the different networksdapopulation according to population semi-
deciles, 2006
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Figures 7 and 8 may help to understand graphitadiydifferent distributions of the networks
and population among municipalities according teirthvealth and population. Population
mainly clusters in the richer areas; half of theydation is concentrated in the upper third of
wealthiest municipalities (in terms of GDP per ¢api Banco Postal is the more evenly
distributed network among semi-deciles, while moatitional bank agencies and banking
correspondents are located in richer and more ptgulilareas; less than one quarter of their
outlets are located in the lower half of municipes (by GDP per capita).

Use of financial services provided through the postal network

Tables 3a and 3b in the appendix present the loisiion of the use of different Banco Postal
services and products across semi-deciles. In t3déle¢he number of current deposits and
savings deposits and the number of withdrawalspaesentefl At first glance, we can see
that wealth and the per capita demand for BancdaPeervices and products are not
proportionally related. In fact, those living iretpoorest 50% municipalities, which represent
less than one third of the population (29%) accdentsome 50% of all Banco Postal
deposits. This is a very positive result as regéirdscial inclusion, as it indicates that there
are more Banco Postal deposits in poorer munitipsi

Access to credit is one of the most quoted comgsdb business development by the self-
employed and "micro entrepreneurs”. From its cogatip to the end of 2006, Banco Postal
has granted 1.93 million loans. In table 3b, creditvices are analyzed, including micro-
credits, loans and e-loans. In 2005, 10% of thal B®tazilian population, concentrated in the
20% poorest municipalities, received some 20% lomatro-credits, while the richest semi-
decile, containing some 20% of the population, ikezkless than 10% of all micro-credits

" withdrawals refer to counter withdrawals in BarRmstal. However, Banco Postal customers can atoeiss
savings by other means, mainly through Bradesewtities, at ATMSs, via Internet and by telephone.

13



granted. The effect is even more apparent withlaedoans. Nearly one quarter of all loans
were granted to the poorest two deciles, while adgne 4% of loans were granted to the
richest 5% of all municipalities, which include 1G#d 20% of the total Brazilian population
respectively.

Local economic devel opment

We have analyzed the treatment effect of a BanstaPbranch opening in 2002 on seven
variables (number of new firms, variation in thedkeof employment, growth in the average
number of employees per firm, growth in proportafnsalaried employees, number of new
bank agencies, number of new correspondents angtlgrio real GDP). All the outcome
variables are presented as the difference in tfaures between 2001 (or 2000, if no 2001
data) and 2005. The results are presented in 4abilehe appendix.

The number of firms is used to study local entrepugship. The level of employment is used
to assess job creation. To determine the size effitms, we use the average number of
employees per firm. Furthermore, in order to unded the level of formalization of the

labour market, we use the proportion of salariedppe compared with all employees. To
determine whether the launch of Banco Postal ge&era positive externality on other

financial intermediaries (i.e., whether it has adted bank agencies and other
correspondents), we look at the change in the numbether correspondent agencies and
bank branches. Lastly, we look for any Banco Pastphct on local economic growth.

The average outcome for the treated groups andhircontrol (non-treated) groups is
summarized in columns i and ii of each table respely; column iii gives the difference
between columns i and ii. This can be interpretedhe average treatment effect on the
treated (ATT). A positive (negative) difference meahat the average effect on the treated
group is greater (smaller) than on the non-tregtedp.

The estimates given in table 4 reveal that the dauof a Banco Postal agency in a
municipality in 2002 has had significant averageised effects on most of the variables
concerned. In a four-year period (2002-2005), thenipipalities that had received the
treatment experienced a formalization of their labhmarket and attracted more bank agencies
and correspondents. In concrete terms, the incieabe number of bank agencies was 56%
higher in municipalities with a Banco Postal agenc2002 compared to their peers without
Banco Postal. Another positive impact brought alipuBanco Postal was the average of 37
additional new firms per municipality with Banco $2a@ compared to their peers without
Banco Postal in four years. These treated munitigmlexperienced a 20% higher growth in
the number of additional new firms than non-treatedhicipalities.

B. DETERMINANTS OF MARKET PARTICIPATION

This sub-section provides a simple econometric mimderder to estimate the impact of the
different postal finance models described in secB@n the market share of accounts. It tests
whether or not the features of some model ease enothe contrary — hinder market
participation for the Post. One must keep in mimak the link between market participation
and profit is not necessarily linear. This approanly constitutes a first step towards a better
understanding of what frames the stake of the ihoshe of the most important segments of
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the retail banking business — namely deposits aodumts. It tries to quantify and test more
rigorously the recent highlights of postal finamteeady presented in the paper.

As introduced in the previous section, in ordedétermine the model to which one postal
provider of financial services is closer to, a g@ative assessment was undertaken and all
countries cases allocated to at least one polay, cas either the Chinese, Indian or Brazilian
cases. The Russian polar case is not part of #@scise since it does not provide access to
accounts. Some countries can share important tsatuith two different cases, and are thus
linked to two cases instead of one if necessamjedd, a continuum of models that share
relatively important features with several polases was identified, underlining the great
diversity of situations.

The econometric model tests the following hypotke$erst, postal finance is expected to
matter: the impact of leveraging the postal netwfwk increasing access to finance and
accounts is expected to be significantly positivespective of the model of postal finance
eventually selected for this purpose. The reasothis is the potential of using a widespread
physical network of post offices. If this hypotlestannot be rejected, the quantitative
measure associated to it could be named the “postavork” effect. However, and this
constitutes the second hypothesis, the model alpbsance adopted is not expected to be
neutral in terms of market participation of the P &fsvarious models of postal finance would
be neutral in terms of market participation outcontleen their respective potential
contributions to the market share of the Post shaolt be significantly different. If true, we
will refer to this result as the “non-neutrality pbstal finance models”. Third, if the latter is
confirmed, some models would then be related tatgremarket participation and others
associated with a more limited one. Models wheeepitovision of financial services is more
integrated within the structure of the Post areeeigd to result in relatively higher market
shares of accounts than those relying on exteradh@rships and agreements — this is the
integration effect. The integration of the serviggsvided is potentially reducing possible
conflicts of interests between the parties involirethe business.

It is important to keep in mind that the model agdpby the Post is not necessarily a free
choice, but is very much dependent on the locatlitimms and constraints it was facing when
starting the service. Only external institutionsn casually change these conditions
(governments, ministry of finance, ministry of commmcations, central banks, financial

regulator, postal regulator and sometimes others).

We would expect that models sharing many featur#s thie Indian and Chinese cases —
where the supply of account and savings servicesre or almost fully integrated within the
Post — are more favourable in terms of market @pgtion of the Post than others where the
interests of partner banks may conflict with thasethe Post. Or alternatively, we could
expect that models relying on the development anilibng of an integrated customer
relationship centred on accounts strengthen thé&ehaosition of the Post relative to models
focused on the distribution of financial productsdaservices and accounts designed by
external partners. We do not conclude that a migd&iperior to another for the Post in terms
of profitability — the market share only not beigough for this purpose — but simply analyze
how a model determines the importance of the rélehe Post on the market segment of
accounts.
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The following one-equation-OLS regression explainthe market share of the Post in the
retail banking business in terms of accounts asnation of the business model adopted by
the Post — and taking into account heteroskedgstiavas run:

Market share of accounts (%) = a + b * CHINA + INDIA*CHINA + d * BRAZIL + e *
OUT + (f * (Initial Market Share)) + error term

where the explanatory variables CHINA, INDIA, andRAZIL are dummy variables
indicating whether the country’s postal providerfiolancial services share some important
features with the Chinese, Indian or Brazilian mddef yes, O otherwise), or with several of
these models (several 1 being possible for eacimtggu— none of them being mutually
exclusive for a country except for China, India aBchzil as pure (polar) cases. The
interaction term INDIA*CHINA takes the value 1 if model share relatively important
features with both the Chinese and Indian modelT @Janother indicator variable for those
countries where the postal financial branch has Iseéd out but operates through the postal
network — or where the Post is a minority sharedwoid the bank operating it. INDIA alone is
not part of the equation to avoid a perfect codnitg situation when it is combined with other
variables. The constant a can be interpreted aawbege market share brought by a postal
network irrespective of the model of postal finaad®pted in the country. The terms a, b, c,
d, e and (f) are parameters to be estimated ecdnoally. The full econometric results with
more estimation details are provided in tablesd&m the appendix.

The first hypothesis — the significant “postal netk effect” — not only means the non-
negativity of the value of the constant a, butaeg its value is 0 and below a threshold of
10%. The second hypothesis — the “non-neutralitgasftal finance models” — means that the
coefficients b, b + ¢, d, and e measuring the mmatgiontribution of each business model to
the market share do not take the same values bieceommon “postal network effect” has
been isolated by the constant a. The third hypahtsting the “integration effect” -
provided that the “neutrality of postal finance ratsl can be rejected — means that the
coefficients b and b + ¢ (expected to be positare)significantly higher than the coefficients
dand e.

The first hypothesis of a significant “postal netweffect” cannot be rejected. Generally, the
positive value of the estimate of the constant tefrthe equation indicates an effect on the
level of market share of the Post automaticallyughd by the postal network dimension
regardless of the specific postal finance modepsatbby the country. This effect is estimated
by our econometric model between 15 and 26% ofriaeket share of accounts in average.
Customers geographically excluded from accessnantie due to the location choices of
banks most likely originate it. This outcome frohe teconometric estimation also confirms
that a substantial proportion of the populatiom@buntry previously excluded from access to
bank accounts had not voluntarily chosen not tofaseal financial services, but was rather
prevented from using them. If this is so, the ollemarket size of the retail banking business
will eventually grow through the significant pargation of the Post.

The second hypothesis of “non-neutrality of postance models” stating that the market
share and importance of the role of the Post inségment of retail bank accounts is not
neutral to the model adopted is confirmed. Indéleel importance of the role of the Post — as
measured by its level of market participation fréned by the features of its postal finance
model.
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As far as the third hypothesis of “integration eff is concerned, the econometric estimation
results are striking in the sense that - ceterifopa - the Chinese model appears to be the
most effective in terms of market share gains angdortance of the role of the Post in
openings of accounts, while the combination ofltitean and Chinese models features comes
just behind in this respect. The Brazilian modeitiees exert either negative or ambiguous
marginal effects on the level of market participatonce the “postal network effect” has been
controlled for, and the OUT model features exestadistically significant negative impact on
the market participation of the financial institutiassociated with the postal network for its
opening of accounts. We cannot reject that the @od Brazil models have similar effects.
The main econometric estimation results remain itpiiadely the same after introducing a
variable better controlling for the initial levell market participation.

The results of the econometric model suggest thimisgof market share and a greater role of
the Post in the opening of new accounts is likelypé subject to the degree of integration of
its account and other financial services withinowgn structure. Gaining more importance in
the accounts business seems less easy with arseechartnership agreement as in Brazil
(although by far not impossible) or in OUT moddiar in those where the postal institution
was enabled — at some stage — to develop a figerahfinancial services by itself — without
necessarily excluding partnerships as shown in dbetinuum of models sharing both
important features of the pure Indian and Chinesdeats. Besides the pure Brazilian model,
one of the least favourable options for the magasition and associated importance of the
Post is the OUT model without much surprise. Andéicdevidence can be found on the
cannibalistic strategy of banks acquiring or meggwith former postal financial institutions
or banks. More dramatically, the economic viabilifya number of postal networks in least
developed countries was jeopardized after sepgrasind selling the postal financial
institution attached to the Post, and financiallesion fostered since the new financial
institution was also losing access to most — ifalbt post offices and often had to create new
offices and counters. This was for instance the ga$/ali and in Tanzania.
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Figure 9: simulating various models

Simulating various levels of integration of the pos tal finance model
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The choice of the business model is nevertheleBgenced by a number of external
constraints as was fully described for BRIC and $liR section 3. A supply of integrated
postal financial services is not always possibléhim short run. Sometimes, partnerships and
less integrated services are the only possiblecehimir a Post given its initial knowledge of
finance or the financial sector policy of the cayntNevertheless, different levels of
integration lead to different intensities of papation of the Post in the retail banking
business.

Using the estimates of the above econometric msdekral levels of integration of the postal
finance model were simulated in order to illustratee impacts in terms of market
participation (see figure 9 above). Before studythg impacts of the different levels of
integration, the “postal network” effect is sim@dtin figure 9. Irrespective of the level of
integration, the round dashed red line indicatesdbnfidence interval for the market share
threshold exclusively triggered by the networkeafemoving the effects of all other factors.

Then various scenarios of integration are simulatadhely 1 for the Brazil pure model, 2 for
the OUT model, 3 for the mix of the pure Indian &kinese models, and 4 for the pure
Chinese model. In scenario 1, the Post does nat thevsufficient capacity to develop its own
postal financial services and decides to becomank lagent. Point 1 on the figure above
indicates the level of market share predicted kg iodel. In this scenario, the expected
market share is below what seems to be naturatiyred by the network effect (round dashed
red lines). This is an “opportunity cost” to be paged in order to learn by doing and seeing
in the finance world. It is likely to be an “accable cost” provided the experience could help
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the Post evolve towards another solution at soragestin scenario 2, the capacity of the
postal financial institution was such that it beeaimdependent of the Post and was sold out
to investors in the market. Point 2 predicts the pesition of this former postal financial
institution in the marketplace — today a bank regntr compensating the Post for its access to
part of the postal network. In this scenario, thpeeted market share is also below what
seems to be naturally ensured by the network efi@ttind dashed red lines), yet this is
probably the impact of having renounced to usingt pd the postal network, facing
unresolved conflict of interests with the Post,samply having got rid of less profitable
customers which had been previously financiallyjuded. A possible reason for scenario 2
(OUT) enabling the bank associated to the Post doiese a slightly higher market
participation than in scenario 1 (BRAZIL) is theistgnce of a postal financial institution
preceding the “OUT mode” for many years in one cadele entry in retail banking was only
recent in the other (BRAZIL).

In scenario 3, the Post was able to choose a mdemahere it starts developing some key
savings products by itself while simultaneouslyr@asing the number of external partnerships
SO as to maximize growth of its postal finance bess, i.e. its financial services are getting
more integrated within its own structure. The nenp3 predicted in figure 9 is significantly
higher than points 1 and 2 in terms of market sladtteough the confidence interval of the
predicted value has dramatically increased anduatsin where the Post achieves a market
outcome below what is naturally expected from theepnetwork effect cannot be totally
ruled out as traced by the 95% confidence intefva limit value of the lower bound of the
confidence interval is not much higher than theeexgd values for scenarios 1 and 2).
Integrating more services is closely related taghér dispersion of outcomes, i.e. to a higher
risk as well.

In the last scenario 4, the Post was ready to fidlyelop a complete scope of services: its
own products dominate its offer although some martmay be occasionally selected for
specific services. Point 4 in figure 9 above sigraimuch higher market participation of the
Post and an even higher uncertainty than in saendri 2 and 3, though there is no risk of
being below the level of market participation natlyrensured by the network (round dashed
red lines). A strong integration of the provisiohsavings and other financial services help
preserve the benefits brought over by the postalor& comparative advantage in terms of
market participation.

This section has thus underlined what might beotlteome of a change of business model
once the latter is allowed to evolve by the governtn central bank or other financial
regulatory authority at some stage, and what cd@dhe impact of this decision on the
importance of the role of the Post in terms of asde and opening of postal (bank) accounts,
which is likely to be at the centre of any ambitidinancial inclusion policy.
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5. FINANCIAL INCLUSION AND POSTS: MOBILIZING KEY RESOURCES IN
POSTAL FINANCE MODELS

Different scenarios of postal finance were simulatesection 4 according to various levels
of service integration. In turn, the occurrenceny of these scenarios was depending on the
conditions of the external environment and the ia@vailable for the Post and its potential
partners. Increasing the integration of the sergeems to produce a positive outcome in
terms of market participation of the Post, yet thger requires to acquire, develop and
maintain a number of skills — financial and IT -sigkes the use of a network.

On the one hand, three main inputs — or internetbfa — necessary for providing financial
services must be distinguished: the financial aadkimg know-how of the institution, the
information and communications technology in plaaed the physical network of offices or
branches. Those are the core competencies necessatgliver financial services. The
experience of the countries studied in this papes ahows that they cannot be mobilized
without an absolute commitment of the Post in teohdusiness strategy. Only a strong
willingness of the Post in this area can mobilizese three key internal inputs. As already
highlighted in the paper, these resources cannayal be available in-house or integrated
within the Post’'s own structure. Nevertheless, g in mutually beneficial exchanges can
potentially trade these competencies or skills.

On the other hand, important external factors alatter in determining the model that would
be naturally selected in a given environment. Thegernal factors are the willingness of the
government, central bank or regulatory authoriteegush for a financial inclusion agenda,
the resistance of banks to the introduction of mempetitors, the understanding of the role of
the postal sector by its associated ministry otgdasgulator, and last but not least the public
trust of the Post relative to banks. These elemeiitsinteract together with the internal
factors and lead to a choice with respect to tlhee abthe Post in financial services, and more
particularly in financial inclusion policies. It Wialso frame the extent to which the services
are more or less integrated.

The Post can take advantage of its external envieon by conditioning its involvement in
the delivery of a specific goal — for instance fingl inclusion — to a better access to internal
factors, for instance maintaining a universal nekuget being allowed to expand its activity
in the area of financial services and gain expegein this field. The Post can also suffer
from its external environment if banks succeed aintaining barriers to entry for non-bank
institutions in their country. Numerous cases amssfble and also explain why the
heterogeneity of postal finance models shown imptlegious sections is so great.

Another issue is why — in presence of potentialually beneficial exchanges of factors of
production between the Post and a bank and withacithrs’ interest aligned in order to
achieve a greater financial inclusion — there arenore agreements of the kind?

First, banks may be opposed to new entrants i gfipossible benefits for them: they are
afraid of the competition of these new institutiamghe longer run, particularly because they
bring diversity to the financial sector. If theyeaoo short-run driven, they are not seeing the
benefits of the Post contributing to increase therall market size of retail banking in the
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long run. Second, as it can be understood fronp#ragraphs above, many different actors
have to be involved — there is thus a coordinaiisne. Third, once the banking sector could
not oppose new entrance, the mutual exchange asidedactors of production and skills
between a bank and the Post may be biased and &uffie asymmetries of information. In
many countries, the bank may know more than theé &oshe benefit of this exchange, and
this could discourage the Post to enter into dsioaswith banks.

For the Post, the alternative to the typical conuiaérbank as a partner could thus be to
internalize the externalities of this mutually ptalble exchange through a greater integration
of its financial services, and develop its own (pfsbank — an institution with a wider scope
in terms of offer of services and adequate humaaurees. Yet, as illustrated in the previous
section and above, this might not be possible énstiort run in some circumstances. Another
possibility could be to find another partner thamaak — such as a telecommunication firm or
mobile operator potentially interested in a joivdlopment of mobile and postal banking.
One of the recent lessons drawn from the expansfomobile banking services in less
developed countries is the need of a physical amdam network besides access to a mobile
phone. Without a physical and human network, cashind cash-out operations required by
customers are impossible. Without a human toucheldping financial services beyond a
money transfer — such as savings and credit -ssslikely as illustrated by the very narrow
scope of services offered in mobile banking nowadayevertheless, this is also dependent
on the involvement of the mobile phone industrythe financial services provided in the
country.

The diversity of situations can be multiplied ahd selected model of postal finance is likely
to be the one that makes the best use and/or catidnrof internal factors — both at the Post
and potential partner — while continuously adaptmgfs external environment. By matching

these models with wider financial inclusion goa®vernments, central banks and other
financial regulatory authorities can neverthelesslitate the most adequate choices for their
people’s economic and social welfare.

8 While recent developments in Kenya would sugdesbopposite with the launch of mobile savings sewja
wider scope of mobile banking services still rersatme exception rather than the rule.
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6. CONCLUSION

This paper has provided new insights on the econonudels of postal finance. It has also
identified a significant recent trend towards dsrécation of Posts in this area in a period of
structural declines of mail volumes, further iniéied by the last global economic and
financial crisis.

It has distinguished the case of advanced econdnuiesemerging and developing countries
where a number of postal operators are playingnareasing role in the provision of financial
services in their country, particularly for poputais typically un-banked or underserved by
commercial banks. The financial inclusion agendthefgovernments of these countries often
matches the willingness of the Post to strengtheretonomic viability of its network. Even
with the emergence of new information and commuimmoatechnologies and of mobile
banking services, a physical and human networkimoes to be necessary for the providers
of these innovative services.

There is no one-size-fits-all model of postal fioeanA continuum of heterogeneous cases
exists instead between pure polar cases such ss tfid8RIC countries. Internal and external
factors frame the model and what the latter caneaehin terms of financial inclusion and
economic development goals. The case of the Baazlianco Postal has revealed powerful
impacts on local economic development of relativegprived communities. In terms of
market penetration, the postal network alone caurena significant participation of the Post
in the market of retail banking once the Post wale & enter it, yet the modalities of the
different models are not neutral with respect ® itiiarket share of accounts eventually held
by depositors in postal financial institutions. Tiheegration of the offer of financial services
at some stage appears to be decisive if a Postpgy a leading role in access to finance in
its country while simultaneously securing its f@tueconomic viability. A vast untapped
market of almost two billion un-banked customerk.* billion of which already being users
of non account-based postal financial servicesemseavailable for the Post if it is ready and
determined to seize the opportunities. These aomsithave much better prospects though if
they are closely linked to financial inclusion podis at the government, central bank or
financial regulatory authority level.
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APPENDIX

Table 1: estimation of various econometrics models

Variable Share (%) of financial services Substitution of letter-post by Total postal income asa function
in income as a function of time financial servicesrevenue of accounts and letters

Constant 21.6** 0.03 1.78*%

(2.9) (0.5) (1.08)
Time 0.49**

(0.15)
Share of financial services - 0.31**
in tot. income (0.09)
(year-to-year difference)
Share of parcels and - 0.55*
logistics in tot. income (0.14)
(year-to-year difference)
Number of postal 83.9*
(savings) accounts (47.0)
(year-to-year difference)
Number of domestic -1.29**
letter-post items (0.39)
(year-to-year difference)
Lagged variables No Yes Yes
Year dummies 2001-08 No Yes Yes
Econometric estimation Panel data: random-effect GLS Dynamic panel datatla#no- Dynamic panel data: Arellano-
method Bond GMM Bond GMM
Number of observations 945 596 144
Notes:

1. The source of data is UPU Postal Statistics fro0120 2008.

2. Standard errors of the estimates are provided leetpwarentheses below the coefficient value.

3. **and * describe statistically significant variasl at the 5 and 10% level respectively.

4. Specification tests such as first and second-axdegcorrelation for dynamic panel data economestimations were conducted satisfactorily.
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Table 2a: Posts and accounts in emerging and daxglaountries

Evolution of the market share of the Post
Value of deposits (market share) Number of acto(market share)

Total of the Post and CAGR
Value of deposits Number of agtou

Country Starting period Ending period Starting period Ending period Ending period

(associated model(s)) (1999) (2008) (1999) (2008) (2008)

Brazil 0% 7% 8 mio

(Brazil)

India 10% 11% 20% 28% 5.5 tio (CAGR 13%) 206 mio (CAGR) 7%
(India)

China 6% 10% 25% 39% 2.32 tio (CAGR 19%) 342 mio (CAGR)9%
(China)

South Africa 12% 20% 6 mio (CAGR 15%)
(China)

Egypt 30% 45% 18 mio (CAGR 11%)
(China, India)

Kazakhstan 0% 27% 3 mio

(China, India))

Namibia 50% 68% 0.5 mio (CAGR 10%)
(China)

Senegal 3% 8% 0.3 mio (CAGR 20%)
(China, India)

Algeria 29% 29% 4 mio (CAGR 2%)
(China, India)

Tunisia 40% 50% 3 mio (CAGR 6%)
(China, India)

Yemen 6% 13% 0.4 mio (CAGR 19%)
(China, India))

Comoros 0.02 mio

(?)

Burkina Faso 10 % 0.4 mio (CAGR 3%)
(China, India)

Burundi 85% 0.1 mio (CAGR 13%)
(China, India)

Belarus 8% 0.2 mio (CAGR 0%)
(?)

M orocco 13% 18% 3 mio (CAGR 9.1%)
(China, India)

Pakistan 14% 3.2 mio (CAGR 0%)
(China, Inida)
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Table 2b: Posts and accounts in advanced economies

Evolution of the market share of the Post Total of the Post and CAGR

Value of deposits (market share) Number of acco(market share) Value of deposits Number of acisoun
Country Starting period Ending period Starting period Ending period Ending period
(associated model(s)) (1999) (2008) (1999) (2008) (2008)
France 21% 40 mio
(China)
Italy 16% 20% 30 mio (CAGR 4%)
(India)
Switzerland 9% 9% 17% 47 bio (CAGR 8%) 3.6 mio (CAGR 7%)
(India)
Germany 10% 8% 22 mio (CAGR 0%)
(Out)
Netherlands*** 30% 16 mio
(Out)
Japan 53% 54% 578 bio (USD) 239 mio (CAGR 1%)
(China)
New Zealand 0% 20% 2.6 mio
(China)
South Korea 21 mio (CAGR 0%)
(India)
Greece 6% 0.9 mio (CAGR 6%)
(Brazil, Out)
Slovenia 4% 0.3 mio (CAGR 0%)
(Brazil, Out)
Notes:

1. Total number of accounts: 973 millions (mio) pogsalvings) accounts — 600 millions (mio) in devélgpand emerging countries. Since very few releeanintries in terms of
market size are missing, the total should approtériiaillion (bio) accounts in authors’ views. lmm, this total number of postal accounts corredpdn 19.2% of total personal
(savings) accounts in the world (see sources ef a@atl assumptions made below). It is worth to techthat this number was also approximated recéytihe World Savings Banks
Institute (WSBI) (e.g. in CGAP Advancing Savings\8ees Meeting Briefing Note, Paris, 23-24 Febru2®t0, or Peachy (2006)) yet a number of savingtinions are not postal
financial institutions and vice versa.
One of the pure polar cases of postal finance dompto section 3 — Russia — is not mentioned éntéble since it does not provide accounts yet.
The data source for the number of postal accounttsralue of deposits is a combination of UPU PdStatistics and direct data provided in events sicthe 2009 UPU-AFI
Conference on Financial Inclusion and Postal Bagkine 2010 UPU POC Forum on Postal Financial Sesvbr the 2010 UPU POC Plenary Forum.
4. The data source for the number of total retail ragpkccounts is the Financial Access Initiativenfiregy Note (October 2009) “Half the World is Unbadk@roduced by McKinsey

& Company, further developing a work started by bloan (2008). In some cases, the total value ofsitepioa a country is obtained through central bdata.
5. The assumptions made on the number of banks acpeubtinked adult are derived from the Financiale&s 2009 report by the Consultative Group to AtlsesPoor (CGAP).
CGAP roughly estimates to three the number of deppsr banked adult world-wide. In our table, maxounts per banked adults were assumed in demnglapd emerging
countries, while four accounts per banked adult®wapposed in advanced economies.
The compounded annual growth rate (CAGR) correspémthe most recent period 2004-8.
While the ending period (2008) market share isatfiyecomputed by dividing the number of postal agus by the total retail banking accounts, the miaskare for the starting
period is interpolated by establishing a relatigmgietween the CAGR of postal accounts and the troste of the gross domestic product (GDP) dutiireggsame period. This means

wn
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that the initial market share is significantly lawkan in the ending period if the CAGR of posta@unts or deposits was significantly above the @BRvth rate. It is assumed that
the total retail banking accounts grow at the GBfe.r

8. The value of deposits is indicated in local curserexcept if otherwise indicated between parenthésiten expressed in trillions (trio).

9. Netherlands is considered as a special case itethiis since the financial institution that patthpk its roots in the Post is now an internatidmaiking group with a non-significant
participation of the historical postal operatoitgcapital and strategies.

Table 3a: summary of the distribution of the ussa¥ices of Banco Postal from Ansén and Bosch (R(418)

Table A.3.1- Banco Postal servicesand products by semi-deciles of GDP per capita (current values, BRL), 2005

Population Current deposits (#) Savings deposits (#) Accounts (#)
semi-decile GDP p.c % % cumul % 9% cumul average % % cumul average % % cumul

<1975.72 2,49 2,49 3,86 3,86 2860,16 4,42 4,42 717,81 4,53 4,53 9
1975.72 to 2236.23 2,55 5,05 3,92 7,78 2899,11 4,36 8,78 708,88 4,29 8,82 &
2236.23 to 2457.8 2,46 7,51 4,58 12,36 3399,01 4,67 13,45 761,77 4,50 13,33 9
2457.8 to 2686.05 2,63 10,14 4,19 16,55 3103,75 4,82 18,27 782,28 4,26 17,59 &
2686.05 to 2948.25 2,56 12,70 4,49 21,04 3315,10 5,04 23,31 816,01 4,03 21,62 8.
2948.25 to 3266.09 2,74 15,43 4,58 25,62 3400,66 5,58 28,88 909,06 4,13 25,75 8
3266.09 to 3782.46 3,23 18,67 5,65 31,17 4091,52 5,55 34,44 898,60 4,80 30,55 9
3782.46 to 4413.16 2,93 21,60 4,90 36,07 3640,27 5,20 39,63 847,15 4,08 34,63 8
4413.16 to 5035.39 3,29 24,89 5,07 41,14 3753,36 5,70 4533 926,22 4,29 38,91 &
5035.39 to 5657.74 3,76 28,66 4,78 45,92 3539,01 4,58 49,91 743,81 3,89 42,80 7¢
5657.74 to 6267.37 3,61 32,27 4,47 50,39 3308,72 3,66 53,57 594,17 3,45 46,25 T(
6267.37 to 6846.34 4,45 36,72 4,78 55,17 3526,43 4,17 57,74 675,80 3,48 49,73 7.
6846.34 to 7480.5 3,18 39,90 4,22 59,39 3124,63 3,68 61,42 597,68 3,50 53,24 -
7480.5 to 8139.71 4,73 44,63 4,55 63,94 3368,68 3,77 65,19 612,41 4,30 57,54 &
8139.71 to 8872.64 5,76 50,39 5,22 69,16 3865,38 4,92 70,11 799,08 4,79 62,32 9
8872.64 to 9889.17 5,49 55,88 5,65 74,81 4179,59 4,83 74,94 785,21 5,84 68,16 1:
9889.17 to 11249.74 5,60 61,47 4,59 79,40 3409,12 3,95 78,90 644,87 5,03 73,19 1
11249.74 to 13484.76 7,50 68,97 5,14 84,54 3794,47 4,23 83,12 684,34 5,79 78,98 1.
13484.76 to 18296.01 10,38 79,35 5,53 90,07 4095,35 5,26 88,38 854,49 8,33 87,31 1
> 18296.01 20,65 100,00 9,93 100,00 7374,00 11,62 100,00 1894,05 12,69 100,00 2t
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Table 3b: summary of the distribution of the usservices of Banco Postal from Anséon and Bosch R@48)

able A.3.2- Banco Postal services and products by semi-deciles of GDP per capita (current values, BRL), year 2005

Social Security Payments ~ Social Security Payments Nondomestic remittances
Population #) (BRL) Domestic remittances (#) (#) Microcredits (#) E-loans (#) Loans (#)
semi-decile GDP p.c % _% cumul % _% cumul _average % _ % cumul _average % % cumul _average % _ % cumul _average % % cumul _average % _% cumul _average % _% cumul _average

<1975.72 2,49 2,49 4,46 4,46 691,946 4,07 4,07 201988 0,82 0,82 11,60 0,00 0,00 0,00 3,94 3,94 15,73 4,34 4,34 17,51 6,93 6,93 153,55

1975.72 to 2236.23 2,55 5,05 3,11 7,57 482,626 2,83 6,90 140214 1,26 2,07 17,87 0,00 0,00 0,00 4,01 7,94 16,01 4,14 8,48 16,71 572 12,65 126,65
2236.23 to 2457.8 2,46 7,51 3,31 10,88 515,509 3,07 9,97 152841 1,34 3,41 19,08 0,00 0,00 0,00 7,38 15,32 29,60 3,98 12,46 16,12 6,62 19,27 147,05
2457.8 to 2686.05 2,63 10,14 3,62 14,50 561,032 3,37 13,34 167231 1,62 5,03 23,07 0,02 0,02 0,00 4,30 19,62 17,17 4,81 17,26 19,40 6,15 2542 136,12
2686.05 to 2948.25 2,56 12,70 3,56 18,05 549,756 3,27 16,61 161586 2,18 7,21 30,85 0,10 0,12 0,01 4,14 23,76 16,47 4,28 21,54 17,20 6,19 31,61 136,53
2948.25 to 3266.09 2,74 15,43 3,41 21,46 530,783 3,18 19,78 158021 3,76 10,97 53,68 0,02 0,15 0,00 6,09 29,84 24,40 5,63 27,17 22,82 5,89 37,50 130,90
3266.09 to 3782.46 3,23 18,67 4,78 26,24 738,821 4,47 2425 220762 6,05 17,02 85,76 0,00 0,15 0,00 5,28 35,12 21,01 5,96 33,13 23,96 591 43,41 130,41
3782.46 to 4413.16 2,93 21,60 4,17 30,41 648,921 3,95 28,20 196798 2,80 19,82 39,90 0,27 0,41 0,04 5,05 40,17 20,25 7,17 40,30 29,05 4,77 48,17 105,92
4413.16 to 5035.39 3,29 24,89 4,65 35,06 721,975 4,51 32,71 223666 2,51 22,33 35,69 0,24 0,66 0,04 5,09 45,26 20,33 7,49 47,78 30,22 5,87 54,04 130,01
5035.39 to 5657.74 3,76 28,66 4,84 39,90 750,115 4,77 37,48 236801 2,65 24,98 37,66 1,19 1,84 0,18 571 50,97 22,82 6,24 54,03 25,21 4,53 58,57 100,27
5657.74 to 6267.37 3,61 32,27 4,66 44,56 723,46 4,58 42,06 227227 3,27 28,24 46,48 1,46 3,30 0,22 4,79 55,76 19,13 5,16 59,18 20,81 4,05 62,62 89,73
6267.37 to 6846.34 4,45 36,72 5,02 49,59 776,599 5,09 47,15 251472 3,83 32,07 54,23 1,99 5,29 0,29 3,73 59,48 14,84 4,92 64,10 19,77 3,94 66,57 87,00
6846.34 to 7480.5 3,18 39,90 4,76 54,34 738,061 4,80 51,95 238252 3,80 35,87 54,08 1,38 6,67 0,21 2,80 62,29 11,20 4,96 69,06 20,03 4,16 70,72 92,08
7480.5 to 8139.71 4,73 44,63 5,44 59,78 843,842 5,52 57,46 273802 3,92 39,80 55,77 4,42 11,09 0,65 4,46 66,75 17,83 4,77 73,83 19,25 4,30 75,03 95,30
8139.71 to 8872.64 5,76 50,39 5,20 64,98 806,482 5,22 62,68 258823 5,85 45,65 83,22 6,21 17,31 0,92 5,58 72,33 22,29 4,14 77,97 16,73 4,29 79,31 94,90
8872.64 to 9889.17 5,49 55,88 8,51 73,49 13204 8,55 71,24 423541 5,13 50,77 72,92 3,18 20,49 0,47 4,97 77,30 19,86 4,48 82,46 18,10 4,66 83,97 103,10
9889.17 to 11249.74 5,60 61,47 6,24 79,73 971,329 6,63 77,86 330131 4,63 55,40 66,08 8,96 29,44 1,33 4,59 81,88 18,39 3,82 86,28 15,48 3,80 87,77 84,44
11249.74 to 13484.76 7,50 68,97 7,78 87,51 1202,61 8,34 86,20 411420 5,91 61,32 83,81 8,40 37,84 1,24 5,35 87,24 21,32 4,36 90,64 17,54 3,45 91,22 76,16
13484.76 to 18296.01 10,38 79,35 6,98 94,49 1082,15 7,76 93,95 384254 7,15 68,47 101,73 12,14 49,98 1,80 6,64 93,87 26,51 4,44 95,08 17,93 4,49 95,71 99,42
>18296.01 20,65 100,00 551 100,00 858,664 6,05 100,00 301153 31,53 100,00 449,95 50,02 100,00 7,44 6,13 100,00 24,57 4,92 100,00 19,94 4,29 100,00 95,33



Table 4: summary of the results of the impacts arid® Postal from Ansén and Bosch Gual (2008)

TablesA.4t0 A.4.3- Causal effects of Banco Postal on local development outcome

Table A.4 ATT for the whole sample

OutcomeVariable Treated Controls Diff. S.E. T-stat
@ (i) (iii)
Nb of new firms 201.041 163.357 37.683 17.467 (2.16)**
Growth of average firms' employees 0.665 0.184 0.480 0.319 (1.5
New employees 1381.21 1209.49 171.72 133.04 (1.29)*
Growth in share salaried 0.026 0.015 0.011 0.005 (2.06)**
Nb of new bank agencies 0.138 0.088 0.050 0.029  (1.73)*
Nb of new correspondents 2.919 2.608 0.311 0.260 1.190
Growth of real GDP (2005) 0.034 0.038  -0.004 0.005 -0.780
TableA.4.3 ATT for municip. with more than 5 banks in
Table A.4.1 ATT for only the those municip. unbanked in year 2001 Table A.4.2 ATT for_municip. with 1 to 5 banks in 2001 2001
OutcomeVariable Treated Controls Diff. S.E. T-stat Treate d Controls Diff. S.E. T-stat Treated Controls Diff. S.E. T-s tat
@ (i) (iii) [0] (i) (iii) @ (i) (iii)
Nb of new firms 26.830 27.338  -0.509 1.913 -0.270|  136.477 127.420 9.057 8.452 1.070| 1091.218 970.135  121.083 155.615  0.780
Growth of average firms' employees 1.213 0.490 0.723 0.809 0.890 0.347 0.345 0.001 0.132 0.010 0.267 0.209 0.059 0.137 0.430
New employees 263.75 186.27 77.48 86.17 0.90 860.73 796.08 64.65 61.74 1.05 8014.35 7127.62 886.74  1227.55 0.72
Growth in share salaried 0.038 0.019 0.019 0.011 (1.76)** 0.020 0.018 0.002 0.005 0.410 0.012 0.006 0.005 0.006 0.950
Nb of new bank agencies 0.135 0.270  -0.135 0.026 (-5.19) == 0.051 0.011 0.040 0.025 (1.63)* 0.553 0.142 0.411 0.297 (1.39)*
Nb of new correspondents 0.370 0.438  -0.068 0.049  (-1.39)* 1.881 1.868 0.013 0.148 0.090 14.963 17.220 -2.257 2.439  -0.930
Growth of real GDP (2005) 0.045 0.045 -0.001 0.008 -0.070 0.023 0.026 -0.003 0.007 -0.390 0.047 0.034 0.013 0.013 0.950

Notes
1. Diff = Treated - Controls

2. Significance Levels: *significant at 10%; **significant at 5%; *** significant at 1%
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Table 5: estimating the share of a Post in the atavk(bank) accounts according to the postal fveamodel

Variable (coefficient) Eicker-White OLSregression 1 Eicker-White OLSregression 2 Eicker-While OLSregression 3
Constant (a) 21.6** 20.3** 8.8**
(2.9) (2.9) (2.6)
CHINA (b) 15.4* 16.7* 7.4*
(9.0) (9.2) (3.6)
CHINA*INDIA (c) -7.1 -7.1 -3.9
(11.8) (11.9) (4.6)
BRAZIL (d) - 14.3* - 9.2% -1.8
(5.2) (3.8) (2.6)
OUT (e) -24 - 8.2% - 9.4%
(6.0) (3.8) (1.5)
Initial Market Share (f) 0.9**
(0.2)
Number of observations 24 23 17
R-squared 0.23 0.25 0.87
F-Stat 12.8** 9.3**
Notes:
1. Compared to regression 1, regression 2 does natmthe Netherlands in the estimation sample siriseconsidered as a special case (see

ahrw

No

comments in table 2b of the appendix). The Netheddand other countries for which it was not pdedib estimate the initial market share are
not part of the observations for regression 3. Tdssregression should be taken with lots of cewtiue to the very low number of observations.
Regression 2 is the one used for simulating theastas of different level of services integrationsiection 4, as well as for testing the three main
hypotheses specified in table 6 of the appendix.

The source of data is found in tables 2a and 2beo&ppendix.

Standard errors of the estimates are provided leetwarentheses below the coefficient value.

** and * describe statistically significant variasl at the 5 and 10% level respectively. Thesedeara relevant due to the limited number of
observations.

When not controlling for the initial market shaResquared are typically low as usual in cross-eaeliregressions.

F-Stat confirms that the variables are jointlyistatally significant.
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Table 6: testing various hypotheses

Tests Specification of the hypothesis Statistical result Rejected or not
I. Postal network effect a=0 48.9** Rejected
(rejection meaning (expected to be rejected a > 0)
significant network effect)

a=10 12.6% Rejected

(expected to be rejected and a > 10)

Il. Non-neutrality of the b=(b+c)=d=e 4.27* Rejected
postal finance model (expected to be rejected)
(if all as expected, then
models of postal finance are b=(b+c) 0.36 Not rejected
not neutral in terms of (not necessarily expected to be rejected)

market participation)

d=e 0.02 Not rejected
(not necessarily expected to be rejected)

lll. Integration effects b=d 7.7%* Rejected

(rejection meaning positive (expected to be rejected and b > d)

impact of integration on

market participation) b=e 7% Rejected
(expected to be rejected and b > e)

(b+c)=d 4.39% Rejected
(expected to be rejected and (b + c) > d)

(b+c)=e 3.9* Rejected
(expected to be rejected and (b + c) > e)

Notes:
1. Statistical results are provided in terms of F:stat
2. **and * describes statistically significant testlwes at the 5 and 10% level respectively. Thesgdare relevant due to the limited number of
observations.
3. All tests have the expected results, thus confignaipostal network effect, non-neutrality of thetabfinance models and significant integration
effects.



