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The postd sector isacritica part of a country's information and communication infrastructure and
its role is crucid in the 'new economyl. Post Offices are dso essentid for socid and financid
incluson, particularly in developing and emerging countries. Over 70 % of countries use post
offices to deliver financia services? taking advantage of low operationd costs associated with this
infrastructure to achieve geographical and financial outreach.

Post offices worldwide exhibit one of, if not, the most extengve retal distribution networks with
more than 660,000 points of sde, above twice the number of branches from commercid banks.
Besides the mere numbers, if one takes into account the fact that a lot of these branches are located
in peri-urban, rurd and/ or remote aress, it becomes obvious that such a distribution tool presents
huge opportunities that many countries have vaued in offering entry level banking services to the
public.

For ingance, posta savings ingtitutions in China and India offer zero baance accounts while the
conditions for opening and maintaining basic accounts are affordable in most African countries to
caayse broad based financid access. A large proportion of these accounts display smal deposit
baance by nationd standards dbeit the Stuation varies across countries (eg. (i) Tanzania 75% of
customer accounts have baances below USD 15 and represent less than 5% of the tota deposit
base; (ii) average baance is below USD 45 in Tanzania, USD 50 in Uganda and USD 65 in South
Africa).

The reform of the postal sector has been engaged in a number of countries, with a view to optimise
the use of the network and to strengthen the efficiency and qudlity of the services offered to the
public. The economics of this restructuring process encompasses various components. policy
consderations and decisons, adaptation or development of a new legidative and regulatory
framework, restructuring of public postad operators (PPOSs) etc, and impacts the three strategic
assets on which the postd sector is usudly built on: infrastructure (essentidly post offices), core
postal services (collection and distribution of mail, parcels, and logistics aspects) and postal financia
services (savings, payments and money order/transfer services, etc3). Strengthening the provision of
postd financid services is therefore closdy connected to the postd sector reform agenda, a
complex process driven by politicd orientations and arbitrages between interests of different
stakeholders' groups.

The World Savings Banks Ingtitute (WSBI) as a globa organisation bringing together 111 retall,
regional and responsible banking organizations has a strong interest in the ongoing reform process

1 The New Economy refers to the evolution from industrid/ manufacturing-based wedth producing economies into
service sector economies driven by information and communication technologies.

3 Postal financial services may also include insurance schemes, retail loans, pension payments, etc.


http://www.cgap.org/gm/document-1.9.38735/FA2009.pdf

and discussions. A third of its total membership is made of postal savings institutions* spread across
developing, emerging and transition economies from Africa, Asiaand Europe. And the provision of
access to finance to dl categories of the population, countrywide, usudly forms their core mandate.
WSBI is strongly convinced that the potentid of posta networks in fostering financid inclusion is
immense, and seeks to support an optima use of their assets to successfully develop inclusive,
sustainable and stable banking sectors, worldwide.

This Roadmap is a contribution to enrich the ongoing policy debate on the reform of the postd
sector. It looks specifically after issues pertaining the restructuring of postal financial services. Based
on a number of recent studies and on the WBI experience, it outlines a number of “principles’
which should underpin this sengtive exercise and the “ingredients’ for its success. It is not a“one
szefits dl” solution though, but rather a checklist of critical items that should be considered if a
country wants to implement a successful reform project.

1. Accessto finance at the heart of a multi-dimensional postal financial
servicesreform

Leveraging postal networks to ddiver and strengthen the provison of financid services is
intrindgcaly linked to the posta sector reform agenda With declining mail volumes, the
development of postal financial servicesis a promising avenue and maybe the future of the Posts.

However, national experiences have proven that the reform of postal financial servicesisacomplex
exercise and asource of controverses® since it entails abroad set of changes within the Post Office
and the postd sector, and requires a strong political will and management ability to strike a careful
balance between the interests and expectations of key stakeholders (Post Office, labour unions, etc).

Postd financid services dready play aimportant role in supplying savings and payment instruments
to millions of people, micro and smdl enterprises (MSE) excluded from the mainstream banking
sector. It is etimated that there are over 750 million accounts in various classes of financid
ingtitutions that are generdly amed a markets below the level of commercid banks, and that some
substantial fraction of these institutions' clients are probably poor or near-poors.

Besides regular enterprise reforms, the reform of posta financia services has gained vitaity under
the access to finance (A2F) policy agenda For instance, the rurd finance rdam aganda dexed by the
Chinese Banking Reglatay Carmisson trigggred theresruduring d the Potd Savings and Remittanee Bureau in
China, while the inability of Lesotho PostBank to provide credit services to the poor justifies ongoing preparatory work
to apply ina near future for Tier one bank's license.

4 Postbank, postal bank and postal savings bank are concepts that cover different realitiesin different countries. This
paper uses them invariably to designate financial institutions using post offices to distribute financial serviceswith the
objective to achieve outreach

5 No matter the case, there is often reluctance from established banks, as competition from post networks is not always
welcome. The central bank’ s attitude and regulatory environment could also add to the complexity of the project.
However, the growing awareness from policy makers about the access to finance (A2F) challenge is changing this
mindset. Erstwhile ideological opposition to postal savings banksis progressively replaced by a more pragmatic
response: how to make them work?

6 Christen, Rosenberg and Jayadeva 2004



The recognition of the important role that access to financia services play for the achievement of
equitable and inclusve societies and the potentid for development of these services is a key
dimension of the postd sector reform debate. The implications in terms of dlocation of financid
revenues and oversight of these services can be the source of politicad hurdles and disputes, but can
also act as drivers to move the reform forward.

Needless to say tha “de facto” restrictions encountered by postd ingitutions in accessing the
country financid infrastructure have dso provided compelling arguments in favour of this reform.
Payment systems offer atypicd example with posta savings banks often limited in participating to
the clearing and settlement processes. Although not dways justified by objective reasons, these
regulatory limitations request responses since they serioudy constrain postd savings banks in their
efforts to expand their business.

2. A diversity of institutional set-upsto best fit the national contexts

Postd financia services are currently offered under avariety of business models, with in some cases
many variants. They result from national political, social, economic development circumstances.

The traditiona mode of postd services administered by the Ministry or Department in charge of
Posts Hill exist in a few countries (eg. Kuwait, Yemen). However, this modd has been revisited
amost everywhere and Public Posta Operators (PPOs) established separaely as state-owned legd
entities. Under this architecture, postd financid services are often handled through one or a few
operationd units and managed by PPOs as government finance vehicles generdly outside the scope
of financid sector policies. A variant of this modd establishes postd financid services as profit
centres within the PPOs, as part of efforts to boost their performance or ahead of spin-off plans
(e.g. Namibia, Vietnam).

Worth noticing is that in anumber of countries where a payment function (postal checking services
or giro services) has been established to complement the posta savings function the trend is to
integrate both under the same operationa units some times merged into a single entity that forms
the postal bank. The rationale of these developmentsistwofold: (i) savings and payment services are
basic functions for a bank and (ii) valuable synergies can be harnessed in this process.

Moreover, turning postd financid services into separate legd entities led to new modes certainly
better equipped to provide affordable and sustainable financial services through postal networks:

= Financial subsidiary of the Post Office: The postd savings bank is established as a
subsdiary of the PPOs sometimes transformed into a Group and, which may aso own
soecidised subsdiaries in logigtics, express mall, etc. (eg. France, Germany, Morocco,
Senegd, South Africa). Anutypic aseisthePhilippines Podd Bank, which doesna wak thraugh
post offices although a subsidiary of Philpost.

= Financial subsidiary in a Holding Structure: So far Gabon and Jgpan have opted for
cregting Holding structures that own the strategic assets of the postd service (mail, financid
sarvices, network) dl established as single legd entities. Here, the postd savings bank is a
subsdiary of the Holding, the Post Office likewise. The overadl coordination of the
subsidiariesis under the responsibility of the Holding.

= Direct Government-ownership: Many posta savings banks have evolved from the Post
Offices and are now established separately with ether a strong equity participation from the
Government next to the PPOs (eg. Tanzania) or are fully owned by the Government (e.g.
China, Croatia, Kenya, Iran, Lesotho). Some postd banks operating under this modd ended



up teking distance from PPOs and no longer operate through post offices (eg. Cote
d Ivoire, Madagascar, Uganda). As such they look more like state savings banks.

= Joint-venture: Whether as a subsidiary of the Post Office or in a Holding , there are dso
cases of postd savings banks set up as joint-ventures with technicd or financid Srategic
partners (e.g. Belgium, Irdand). These scenarios exhibit the possbility for the Post Office or
the Holding owning a mgority/ minority stake in the postd bank, which could dso be a co-
owner of the postal network.

= Banking agent: There are afew examples of partnerships at product level between the Post
Office and a Bank to digtribute some banking products through post offices. The postd
bank is the result of an agency agreement whereby the Post Office avals its networks and
earns commissions for the services rendered. A typical example is Banco postd in Brazil, a
patnership between the Brazilian Post and Bradesco, a leading commercid bank, which
generated 1.5 million new accounts over 5 years.

= Privatisation: Predominently in Centra and Eastern Europe (e.g. Bulgaria, Czech Republic,
Romania, Sovakia), posd savings banks have been incorporaed and later sold to
commercid banks. Snce then, they do not dways use the PPOs as agents for the
distribution of their products.

The ultimate question is: which business model could be considered the best? The answer issimple
and pragmatic. Thereis not “one size fits all approach” here. Not one single model prevails over the
othersand all of them have their own value and benefits although there are some common features
required (e.g. legal and financial autonomy, independence of the management and
commercialisation, see below). The best model is the one that works in the national context in the
sense that it should match the expectations of all stakeholders. There is no indisputable evidence
about an ideal model, and the effectiveness of any experience as well as the ingredient of success are

country-specific.



3. Guaranteeing autonomy and independence to postal financial services
entities

3.1. Legal and financial autonomy of postal financial services

Declining mail volumes and increasing competition from private sector operators rendered core
posta services financidly unsustainable in many countries. Therefore the profits generated by postd
financid services are vita to badance the accounts or mitigate the deficits a the level of the postd
enterprise. Ring-fencing people money from the generd expenses of the Post Office is essentid for
preventing abuses. Equaly important, governments should fund the cost of Universa Service
Obligations (USO).

Granting postd financid services legd and financia autonomy is grounded in the recognition that
these services ae by essence different from core posta services and consequently should be
managed digtinctly. This autonomy can take various forms, from the mere ring-fencing of financia
services into separae entities, run and operated independently from the postd business, to the full
privatisation. In any case, it should be enshrined in the legidation in order to help redefine the
business relaionship with the Post Office. In various cases legd and financid autonomy has
accompanied increasing operationa freedom, namely the ability to introduce new products and set
prices. Overal, the legal and financial autonomy is crucial for postal savings banks.

3.2. High-level of Corporate Governance standards

In recent years, corporate governance emerged on the globd agenda as a key ingredient for
pursuing proper and effective business practices. At the heart of the debae on good corporate
governance lie the conflicts, or potentid conflicts of interests, between stakeholders. In fact, when
corporate governance is effective, it helps safeguard dl stakeholders interests vis-avis the
management bodies’.

The issues confronting posta savings banks are grounded in the debate around state ownership in
banks, and the risk of political interference in the banking activities.

Corporate governance for postal savings banksis of extreme importance, particularly because of the
need to protect smdl depositors funds. Because of ther large client base, the possble risk that
could result from inadequate governance is potentidly high in postd savings banks. It is dso
socidly very senstive, due to the fact that amgority of clients comes from the most vulnerable and
low income segments of the population.

It istherefore crucia to put in place efficient and transparent mechanisms which will ensure full
independence of the management and Board of Directors of the postal savingsinstitution from
political influence and clear supervision rules and responsibilities:

7 The corporate governance system can be defined as the interactions among sharehol ders, managers, boards of directors, and outside auditors
and analysts, together with the laws, regulations and ingtitutions that govern their actions” Nisreen Darish, Elijah Brewer and
Douglas Evanoff, Corporate governance: implications for financial firms, Chicago Fed Letter, Nber 197b, December
2003.




= an independent management and Board of Directors. The risk of mismanagement in the
resources are potentia high with state ownership and the only vigble option is to build
check and baance mechanisms. By experience, the management and the Board of state
owned ingitutions submitted to periodicd assessment of their performance have
demondtrated greater accountability. It is dso recognised tha transparency and a structured
policy of nomination of Boad members enhanced ther reslience to the politicd
interference. Board members should be appointed for a fixed term and held accountable for
ther actions. Subsequently, the Senior Management should dso be sdected through a
structured approach and is accountable to the Board.

= the chalenge of having an independent Board of Directors further supports the idea to shift the
supervison from a Ministerid department to an independent body, very often the centrd
bank. However, the transition phase or an intermediate scenario has been to bring the postal
savings bank under the supervison of the Ministry of Finance instead of the Ministry in
charge of Post or both Ministries. But, there are numerous cases where this scenario has
proven loose, hence urging an independent supervision. The supervision by the central bank
implicitly means a professona management of posta savings banks and compliance with
applicable banking standards and regulations.

4. Introducing a Commercial Culture

It is obvious that the knowledge required for running financid services differs fundamentaly from
the skills necessary for the management of core postd services. Postd savings services need staff
with banking and financid skills. In addition front-office’s staff need to change ther culture to
become an essentid pat of the sde force. Required capacity building efforts should be
complemented by the recruitment of professond and experienced managers t0 accompany the
commercialization process.

Investments in infrastructure, including ICT are dso needed to improve the overdl efficiency (i.e.
automation of the processes, accurate and detalled management of information), security (online -
real time processing of transactions) and the distribution of products and services.

In an increasingly competitive market environment, the future of posta savings banks heavily rely
on ther ability to introduce a sde culture, deploy banking technologies and innovations and
implement multi-channel distribution.

5. Overarching principlesfor a successful reform process

Based on the key building blocks described above, WSBI has articulated its vison about the
institutional reform of postal financial services aong the following overarching principles:

= Theingtitutiona reform of posta financia services should not be carried out in isolation
but in the framework of abroad postd sector reform agenda. Adequate policies, enabling
legidative and regulatory frameworks, restructuring of core postd services should be
undertaken simultaneously;

= Legd and financid autonomy should support the development of posta financid
Services;

= In countries where the “savings unit” and the “payments unit” function separatey, they
should be brought under a single operaiond unit, preferably the postd savings bank,
since savings and payment services are at the core of retail banking;



= The Government should refund where customer deposits become illiquid because the
money has been misused;

= Enhancing the corporae governance system is far more relevant than the debate about
the ownership, as there is unambiguous evidence tha corporate governance is one of the
key elementsin the performance of afinancia institution;

= Pogtd (Savings) banks should fdl under the country’s banking supervisory authorities.
The independence of the banking supervisor provides a better guarantee for ensuring that
corporate governance is enhanced,

= The redtrictions that posta savings banks faced to access the financid infrastructure (e.g.
naiond and internaiond payment systems) are not dways justified. The access
conditions should be the same for dl financid ingtitutions in order to create a “leve
playing field” in the financial sector.

6. Policy and Operational Recommendations

Some government’ s measures could be quite supportive to postal savings institutionsin their
endeavour to fulfil their mandate and below are afew examples:

= The Government must ensure that posta financia services are offered a fair price/ cost and
stop the practice (in some countries) to aoply high prices in order to generate enough
revenue to cover the losses from core postal services,

= The Government must set the example and replace dl its own cash movements (in and out)
by account based transactions (i.e. the payment of socid benefits - the payment of wages to
its employees should be processed via an account at the postal savings bank rather than in
cash). Government payments could indeed be a powerful tool for spurring access to finance
in low income groups®. The partneship bewen Pogbank and the Sodd Searity Agangy in Sauth
Afria is a typd earpe and hes led Sne  January 2009 to the qoaning d nre than 700,000
transactional accounts (Pension Flexi).

= The Government should promote or facilitate the cooperaion between microfinance
ingtitutions (MFIs) and the postd savings bank. Both have complementary strengths: MFIs
have experience and know-how to provide smdl loans to the poor, whereas postd savings
banks are specidised in collecting smdl savings and handling low vaue payments. In
addition, postal networks provide the nationd coverage that MFI's are missng. Rather than
seeing each other as competitors, MFIs and dynamic postal savings banks could cooperatein
leveraging their respective strengths to foster access to financial services.

Conclusion

One could suspect that postal financia services are redundant in mature financial sectors. The reality
is the opposite with advanced economies (e.g. Belgium, France, Germany, Jgpan, Netherlands,
Switzerland) maintaining strong and dynamic posta savings banks to complement well-established
savings and mutud banks, and commercia banks. The United Kingdom from where the post office

8 M. Pickens, D. Porteous, S. Rotman, CGAP Focus Note, Banking the Poor via G2P Payments, Dec 2009, pp. 24.



savings bank’s mode originated before shrinking over time is currently assessing plans to establish a
posta bank with a broad mandate in order to address the financid incluson gap and boost
community development.

Although the performance of posta banks in developing and emerging economies varies from
modest to impressive, the potentid of expanding postd financid services is undoubtedly immense.
Brazil and China, which have quite young experiences, have achieved spectacular results. But, why
have some experiences not been successful and others even failed? D oes the business modd maiter
in the performance of postd financid services? These questions could provide relevant insights for
the future.

There is no hard evidence that a particular mode has been a cause of success or falure. In the
paticular case of postd (savings) banks, public confidence is firmly entrenched in the stable
economic environment combined to Government’ s legitimacy and wise management.

Nowadays, with increasing competition in the retail banking sector, commercialization has become a
decisve factor in the development of posta financid services. Alongside hardly needed investments
in Information and Communication Technologies (ICT) to improve the overdl management and
outreach, innovation is crucial for keeping existing customers and attracting new ones.

With the growing awareness of the need to facilitate the provison of financid access for dl, the
mandate of postd savings banks is more than ever relevant. Their ultimate chdlenge is to dign to
customers expectations through the provision of quality and competitive products and services, in a
financially sustainable and responsible way.



EEEEENT

About WSBI — The Global Voice of Savings and Retail Banking

WSBI (World Savings Banks Institute) is one of the largest international banking associations
and the only global representative of savings and retail banking. Founded in 1924, it represents
savings and retail banks and associations thereof in 90 countries of the world (Asia-Pacific, the
Americas, Africaand Europe — via ESBG, the European Savings Banks Group). WSBI works
closely with international financial institutions and donor agencies and facilitates the provision
of accessto financial sectorsworldwide —be it in developing or developed regions. At the start
of 2009, assets of member banks amounted to almost € 9,000 billion, non-bank loansto € 4,300
billion and non-bank deposits to 4,600 billion. Together the member banks conducted
operations through 160,000 outlets.

WSBI members are typically savings and retail banks or associations thereof. They are often
organised in decentralised networks and offer their services throughout their region. WSBI
member banks have reinvested responsibly in their region for many decades and are a distinct
benchmark for corporate social responsibility activities throughout the world.
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