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INTRODUCTION

inancial systems are facing major changes, due, among other things, to the emergence of new tech-

nologies that facilitate online financial services (payments, credits, transfers), digitalization of financial

intermediaries’ activities (internal back offices, auditing), and the appearance of new products and
actors specialized in the development of certain financial services or client segments (online financial plat-
forms, telecommunications companies, other providers of electronic money, etc.). To these, add the strate-
gies, reforms, and innovations that aim to promote greater financial inclusion.

According to Global Findex, 51% of the region’s population have an account in a financial institution,
13% affirm having savings in a financial institution, 11% indicate they received a loan in the past year,
and 1.7% affirm they have an electronic money account or something similar via their cell phone.

In addition to addressing these challenges (innovations and gaps in financial inclusion), there is also the
need to preserve or improve the financial system’s stability. Such stability, ideally, provides the foundation
for reforms and innovations that favor financial inclusion and the accommodation of new technologies in

financial services provision.!

How can we meet these challenges while keeping in mind each country’s specific features, and at the same
time preserve the stability and solvency of the region’s financial systems? As a starting point, it is important
to have a vision of the financial system as a whole, which combines aspects of both financial sustainability
and financial inclusion. We need to understand the structures, actors, products, and segments served in

' Several studies have analyzed financial inclusion and its macroeconomic effects, or financial inclusion as a mechanism to achieve
the benefits of greater development of the financial system to reach the entire population. Greater development of the financial
system (which includes aspects of penetration, efficiency, and stability) is not necessarily accompanied by greater levels of financial
inclusion. See: Cihak et al. (2012), Sahays et. al. (2015) and Dabla-Norris et al. (2015).
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each country; and at the same time, see how each financial system functions in relation to its partners in
the region, in the interest of sharing knowledge.

In 2015 we began to set up a regional database, with information disaggregated by financial institution
(both regulated and unregulated). The variables included were chosen to facilitate a deeper understanding
of the financial systems in the region, combining aspects of sustainability and financial inclusion. This tool
has been created to provide information to investors, multilateral institutions, regulators, and policymakers
in order to understand the current level of development of financial systems and their progress in financial
inclusion at the micro level.?

2 No other source of information at the regional or global level allows analysis of data related to sustainability as well as financial
inclusion. The information gathered enables construction of the majority of the indicators established by the GPFI 2016, produced
through information on supply (G20 Financial Inclusion Indicators).
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” METHODOLOGY

e 2016 report is based on the IFLAC database,® with information disaggregated by financial institu-
tion, as well as aggregated data provided by financial requlators and supervisors in the region, other
public institutions in charge of surveillance of credit-providing entities, and financial institution net-

works or syndicates. The report includes information from 20 countries in the region (with a few exceptions)
and presents information up to December 2015. The majority of information in the report corresponds to
regulated financial intermediaries, except for data in the microcredit section.

3 For more information, see Trujillo and Navajas (2016). Database of Financial Institutions in Latin America and the Caribbean (IFLAC).

MIF, IDB.
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”l FINDINGS

THE ENVIRONMENT

As in previous years, we present some statistics on each country’s economic and social environment to pro-
vide the reader with a context for the financial system data presented in the following sections (Table IV.1
and IV.2). Many different hypotheses can be put forth to attempt to integrate these data with the develop-
ment of each country’s financial system (in terms of stability, access, efficiency, and penetration).* Here are
two examples:

B Significant differences can still be observed in per capita GDP from each country in the region,
fluctuating from US$ 800 in Haiti to USS$ 15,600 in Uruguay, according to World Development
Indicators (WDI) data. This variable can help put into perspective each financial system'’s potential
level of sophistication.

B Another relevant factor is the informal population or number of microentrepreneurs, accounting
for approximately one quarter of the adult population (over age 15) and one third of the
workforce. These population segments traditionally do not use financial services or they turn to
informal providers, which gives an idea of the potential unmet supply. There is a need for the
design of products adapted to these segments'needs. The progressive digitalization of financial
services is an attempt to include these groups. How can we best include them? Are we using
appropriate digital platforms? How can we improve the reputation of formal or traditional
intermediaries in this sector? Can microentrepreneurs be reached with quality products? What
type of market behavior rules can be applied to their current service providers? What type of
regulation can be applied to digital service providers?

* These factors were determined by Cihak et al. (2012) as criteria to compare and evaluate financial systems around the world.
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THE FINANCIAL SYSTEM

The data presented (up to December 2015, from a universe of 20 countries) include information on a total
of 2430 regulated institutions: 574 banks, 278 non-banking institutions, and 1578 cooperatives or credit
unions. Some noteworthy features include:

B Bank participation is predominant. In almost all countries, the bank portfolio accounts for 85% or
more of total portfolio; except for Jamaica and Costa Rica, where the percentages are 75% of the
total portfolio.

B |n Mexico and Costa Rica, the regulated cooperative sector plays an important role compared
with other countries in the region; these institutions account for approximately 10% of the total
portfolio of the financial system.

B |n Jamaica, non-bank mortgage institutions are significant actors, with a 23% share of the total
portfolio and deposits in the financial system. Ecuador, Costa Rica, Peru, and the Dominican
Republic also show significant non-bank institution participation, although such institutions hold
less share of the portfolio (8% to 14%) and deposits (5% to 12%).

B Brazil reports a higher number of regulated cooperative institutions; however, this number does
not go hand-in-hand with level of market penetration, accounting for just over 2% of portfolio
share and 4% of deposits.

B Data on financial penetration at the regional level (calculated as proportion of credit or deposits to
total GDP) is approximately 45%. Countries with greater financial penetration include Panama, Chile,
and Costa Rica. The results are not the same when compared with financial inclusion levels and
environment, according to several sources (Microscope, FAS, Global Findex), which corroborates
the argument that penetration and inclusion (or access) do not always go hand-in-hand.

POINTS OF ACCESS

Countries in the region report detailed information on points of access to financial services, according to
type of establishment, in accordance with established national norms. Data that we report aggregate points
of access according to type of operations the client can choose from. Some points offer a wide range of
operations, such as offices, branches, or agencies, whatever the denomination in the country. We also report
separately on automatic teller machines (ATMs) and agents or non-banking correspondents, and we group
all other points of access in the column called “Other”” This last group includes all those points of access
that provide a limited or very sporadic range of financial services (such as rural market-day offices, elec-
tronic access points, consulting points, and pre-sale of service or what are reported as “points of service”).

Little data are available on points or agents for mobile money or electronic money operations. We have not
found any available information on how non-banking agents or correspondents already in existence might
be assuming this role.

At the regional level, we found more than 1.2 million points of access (without counting the category
of “Other,"in which a reduced range of services is included). For each 100,000 people, there is approxi-
mate coverage of 330 points of service. We also see that non-banking correspondents or agents have the

> See Dabla Norris et al. (2015).
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greatest volume (based on data from 10 countries). Countries with the greatest coverage per 100,000 adult
inhabitants include Mexico, Colombia, Chile, and Peru. Countries with the least coverage include Honduras,
Nicaragua, Jamaica, and Paraguay (with less than 70 points of access per 100,000 inhabitants).

CREDIT, PORTFOLIO TYPES

The loan portfolio at the national level is more than US$ 2.3 trillion with more than 220 million clients
(including individuals and companies). Data on credit volume by portfolio type are available in almost all
countries of the region. In a few countries, however, data are not presented by type of credit but instead by
economic destination, making comparisons difficult (for example, in Paraguay, Uruguay, and Costa Rica).
More uniform and generalized data would enable better understanding of the penetration level, scope, and
efficiency in the provision of this financial service.

The largest portion of the portfolio is directed at financing companies, ranging from 50% to 70% of total
financing in the country.In several countries, the average loan in this portfolio is around US$ 20,000, although
wide ranges can be observed, probably as a function of the country’s level of economic development. For
example, in the Dominican Republic, the average loan in the commercial portfolio is close to US$ 13,000,
while in Chile it is about US$ 97,000. Interest rates (reported by only five countries) range from 5% to 12%.

In most countries in the region, the consumer portfolio is greater than the mortgage portfolio. The
mortgage portion of the portfolio varies from 10% to 18% of total portfolio, with some atypical amounts
(Venezuela, for example, hovers around 5%). Average mortgage amount also varies from US$ 20,000 to
USS 50,000; and the interest rate reported is about 10% (based on data from only five countries).

The proportion of consumer portfolio to total portfolio also varies from 15% to 25%, with some exceptions
(such as the case of Bolivia with 11% or Jamaica with 34%). The average loan amount for this portfolio, log-
ically, is much lower than that found in the other portfolios and varies from US$ 900 to USS$ 6,000. Interest
rates are also reportedly much higher than those reported in other portfolios, varying from 15% in countries
such as Chile and Ecuador to 26% in Mexico.

Financing SMEs and microenterprises in LAC

There is no database that compiles institutional-level data on the volume or penetration of loans for small
and medium-sized enterprises (SMEs) and microenterprises for the whole region.® The IFLAC database
reports information on the SME portfolio (loans for small and medium companies) from 204 banks (of the
almost 600 that report information), more than 150 non-banking institutions, and more than 700 coop-
eratives. Participation by “specialized” non-banking entities in financing for this segment is well-known.
Microcredit is provided by a slightly higher number of institutions, which goes hand-in-hand with its longer
history of development in the financial system.

Financing for small and medium enterprises accounts for 9% of the total regional portfolio, and added to
the financing for microenterprise, totals 13%. Total balance of the portfolio is US$ 219.5 billion. There are

© |FC data are aggregated calculations at the country level that apply assumptions to estimate volume and penetration.
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more than 700,000 borrowers (or loans) and the average loan varies in function of institutional type. Very
few countries, however, report information on this portfolio or, to a lesser degree, data on borrowers, limit-
ing comparisons even further.

Among the 20 countries in the region analyzed, only six report data on SMEs, which basically refers to the
portfolio balance and number of borrowers.” Reports on these figures are generally based on regulatory
definitions established for portfolio risk management, and definitions are used in function of the size of
the company.

Upon analyzing the country data, we observe that in those reporting data, more than 60% of the institutions
participate in financing these segments. Total credit for SMEs as a proportion of the commercial portfolio
appears to be higher in countries with higher economic development levels. In Peru and Brazil, these per-
centages are close to 40%; while in Guatemala and Nicaragua, they are 15% or less. The average loan in these
countries varies from US$ 30,000 to USS 40,000, except for Mexico, which presents an atypical amount of
close to USS$ 200,000.

Thirteen of the 20 countries present data on microcredit. In some, almost all institutions offer this type of
credit (Bolivia, Guatemala, Peru, and Venezuela). The amount as a proportion of the commercial portfolio is
below 10%, except in Bolivia and Costa Rica, where it is around 40% or more. These data will be analyzed in
detail in the following sections. It is worth noting that the numbers in Table IV.5.2.2 differ from the specific
analysis conducted in the tables IV.8 to IV.8.3 because they only collect data reported for 2015 and include
data on institutions that only present portfolio balance.

Agricultural portfolio

Seventeen of the 20 countries analyzed report data on their agricultural portfolio. The regional total is
more than USS 153 billion, equal to 7% of the financial system portfolio and 2.4% of the region's GDP.
Countries with a higher proportion of this portfolio to the total financial system are Paraguay, Nicaragua,
and Venezuela, with percentages of 10% or higher. Only four countries have data available on the number
of borrowers, but in none of these cases is this number significant (below 4% of the rural population).

FACTORS IN FINANCIAL INCLUSION
Credit for women

Little information is available on loans to women and financial products segregated by gender? Only
two of the 20 countries analyzed reported data on portfolio for women: Honduras and Chile.? In the

7 Some countries report data on interest rates and portfolio at risk; however, it has not been possible to use interest rates because
they are reported in local and foreign currency.

& Arecent IDB study (see Paillé, Cristina, 2016) presents factors that explain the lack of such data as lack of awareness of its importance
and lack of leadership to collect it (as well as poor quality of existing data and its unavailability).

° This study refers to data available in Colombia on products segregated by gender [from analysis conducted on information
provided by the credit risk center and presented in the financial inclusion report prepared by Banca de las Oportunidades (2015)].
These data are not reported by the Superfinanciera. Such data do not provide gender information because the entities supervised
identify people by their |.D. number, which does not allow distinction by gender.
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case of Chile, the information was not disaggregated. In both cases, the proportion of credit to the total
financial system was around 20%. In general, segmentation of the portfolio is done by differentiating
physical persons and legal persons (companies). Within the set of physical persons would be the division
between men and women. Some other countries, in periods prior to 2015, have provided information
on their portfolio for women, which indicates to us that, despite the fact that it is not reported regularly
or automatically, the information does exist or can be obtained a little more widely from some countries (or
institutions).'®In many cases, however, the main constraint is that the differentiation by gender is not made
at the moment of capturing the information. This illustrates the need to create greater awareness of the
importance of collecting and making public data that segregate financial products by gender in order to
improve decision-making with respect to supply and related public policies."

Use of electronic payment systems

Very little information is available on the digitalization of transactions or related infrastructure and products.
At the aggregated level, and from the perspective of the payment system, some data can be found reported
by central banks (in the FAS or Global Findex); but at the institutional level, this information is very limited.
The IFLAC database provides us information on numbers of credit and debit cards active in the financial
system and amounts of these transactions conducted annually.

For purposes of this report, we collected the numbers of cards only as a proxy for determining in which
countries this type of payment method is more widely used and disseminated. One initial observation is
that not all countries report this type of information. Only eight of the 20 countries present such informa-
tion. Upon comparison of the data on credit and debit cards, we find a larger penetration of debit cards.
Comparing with credit cards, the proportion of credit cards in relation to adult population is lower in all
countries. The issuance of these means of payment is associated with the opening of an account which
might explain the lower proportion of credit cards. Even so, the problem of double-counting persists, since
all existing debit cards are tallied without consolidation by individuals. In the countries reporting such
credit card data, lower penetration rates are observed in lower-income countries. For example, Honduras,
Paraguay, and Jamaica report penetration levels below 25%; while Argentina, Chile, and Peru report per-
centages above 40%.

Proxy to assess scope: number of depositors and borrowers

Information reported by each country varies greatly across the region. In general, it is not possible to have a
real vision of the actual penetration in terms of savings and loans throughout the entire regulated financial
system. Information available from the unregulated sector is even scarcer, except for supply of microloans
through some network or syndicate.

1% In previous years Bolivia has been one of the countries that have provided data disaggregated by gender. This information is often
available only by accessing data from credit information centers. In Costa Rica, one of the largest institutions (National Bank of
Costa Rica) also provides portfolio data segmented by gender.

" According to Paille, Cristina (2016), p. 9, much data from some regulators and banks can be disaggregated by gender, but this
capacity is underused. To make this disaggregation, statistical capacities are needed to process, work with, and publish the data.
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Credit data

More than half of the 20 countries included in this report present some data that could be used to estimate
credit penetration levels. Ten countries report numbers of loans by financial institution, sometimes even by
type of portfolio. Eight countries (not necessarily the same as the 10 mentioned above) report numbers of
borrowers. In no case can we determine if a consolidation and streamlining of borrowers has been under-
taken in the national financial system, so the statistics reported are most likely slightly overestimated. In
cases where this information comes from the risk center, these figures may be consolidated and streamlined
with respect to the entire financial system, but this distinction is difficult to make based on the publicly
available data.

Despite these limitations, by using the number of total borrowers as a proxy, we can estimate that pene-
tration levels vary from 35% to 50% of the adult population. Bolivia presents the lowest penetration level,
covering around 20% of the adult population, and Brazil the highest, with almost 90%. These disparities
reveal the risk already mentioned of double-counting. Another factor to address is how these figures
can be so much higher than those reported by Global Findex. An accounting and streamlining process
by financial authorities would enable us to have more precise data on access to and use of credit in the

region.

Savings data

Two types of usable data on savings are also reported for their estimates, but with similar constraints to
those reported in the case of credit. The problem of double-counting becomes more evident since many
of the proportions in relation to the adult population are above 100%. If we concentrate on reported data
(such as number of depositors), again we see figures above 100%, which reveals the trend toward more
than one account per client (which is not consolidated for this report). Countries such as Nicaragua and
Paraguay appeared to report consolidated data on the national financial system, with coverage levels of
around 30% of the adult population. In the case of Nicaragua, the numbers are similar to those in the Global
Findex, indicating that 20% of the population has an account in a financial institution, even more if we keep
in mind the potential problem of double-counting, if the numbers of depositors are not consolidated and
streamlined among the different institutions in the financial system.

SAVINGS

Savings in the region are generally reported in the categories of short-term accounts (savings and checking)
and long-term accounts. In the regulated sector in the 20 countries in the region, the total amount is more
than USD 2 trillion. Approximately 70% of the deposits are short term and 30% are long term. The reported
numbers of depositors (or numbers of accounts) are well disseminated at the regional level, although not
necessarily by type of deposit. We find that in the region there are more than 189 million depositors; approx-
imately 60% have short-term deposits and 40% long term.

Data that includes type of savings accounts enables us to use three types of short-term deposits as a proxy
for measuring financial inclusion: simplified accounts, accounts between US$ 0 and US$ 500, and savings
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accounts.”? Although in legal terms, simplified accounts are set up under different legislation (more flexi-
bility in requirements for client identification, no commissions, maximum transaction costs, among other
things), few countries report information on such accounts. Only two of the 20 countries analyzed provided
this information. In terms of accounts between US$ 0 and US$ 500, six of the 20 countries reported informa-
tion. Itis interesting to note that in most cases, the proportion of clients with this type of account compared
with the total number of short-term depositors is more than 85%.

Data on savings accounts indicate that this is the most common type of deposit in both balance and num-
ber of depositors. Savings accounts represent from 45% to 70% of all short-term deposits in the countries
analyzed. In terms of penetration, the percentage compared with total depositors is more than 70%.

MICROCREDIT
Microcredit data

Among all the possible indicators of financial inclusion in the region, credit for microenterprise is the one
that presents the most information. This is due, in large part, to the maturity of the industry; the arduous
work on the part of the public sector, private sector, and donors to generate greater transparency in this
segment’s information; and the success of its commercialization, resulting in the fact that the majority of
regulated institutions now report microcredit portfolio. Each year more information is reported on this
portfolio segment, although definitions vary at the regional level. Classification of types of portfolio for the
purpose of risk management (as is the case in Peru, Bolivia, Colombia, and Ecuador) has provided fairly con-
sistent data over time as well as valuable additional information on the quality of these portfolios, applicable
interest rates, and number of borrowers. Recently, in other countries, although microcredit is not defined
as a category in the portfolio for purposes of risk management, credit for “microenterprise”has begun to be
reported based on estimates or the application of assumptions about the entrepreneurial portfolio. Much
less data are presented in these cases, sometimes only the volume of financing is reported, or, if number of
borrowers is reported, the figures we can obtain on average loan size by far exceed any expectation about
the reasonable size of a loan for microentrepreneurs.

For these reasons, and to continue with the work methodology of previous years, for the detailed tables on
microcredit analysis we have constructed a specific database that includes only data on cases where we
have information on portfolio balance and number of borrowers in which the average loan to the micro-
enterprise is not more than US$ 30,000. For a more complete panorama, we also used some figures from
2014 in the case of unregulated institutions that did not have 2015 data available.

In terms of traditional microcredit entities, data on the unregulated sector are beginning to dwindle, as well
as the level of detail reported. Nor do we currently have any information on or tracking mechanisms for dig-
ital products (digital credit) and the financial services offered by these new credit providers. Much progress
has been made in the last 40 years in terms of market transparency and knowledge. It is essential that such
transparency continues to grow and to ensure that relevant and complete information on microcredit pro-

2 Savings accounts in the IFLAC database are defined as those accounts that do not allow the use of checks or the option of
overdrafts.
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viders and others targeting this segment be made available to the public and maintained and updated. This
will favor the evaluation of clientimpact, facilitate financing to these intermediaries, and enable us to under-
stand where we should aim in the design of public policies, regulations, and cooperation in development.

Regional level

In general, it can be seen that the portfolio continues to grow, partly due to the slight growth in supply,
and in large measure due to greater availability of information. Portfolio balance is over US$44 bil-
lion, with more than 18.5 million clients. The roles of regulated and unregulated entities are extremely
important in the provision of this financial service. The different institutional types in each segment play
an extremely important role. Banks, for example, offer loans that account for 80% of the total portfolio,
but only reach 50% of clients. The remaining 50% of the clients are divided among specialized regulated
non-banking entities and cooperatives (with some 15% of the clients) and unregulated institutions
serve the remaining 35%.

In terms of penetration, it is curious to observe how the average amount of a microcredit loan from an
unregulated cooperative is much higher than one from a regulated non-banking entity, indicating the
significant role these specialized entities play in the formal financial system. They are able to reach clients
with distinct risk profiles with lower amounts of financing. It is also interesting to observe that the average
balance varies among the different unregulated institutions, indicating wide diversity in institutions and
scope. In particular, it is interesting to note that the average loan from cooperatives or NGOs is larger than a
loan from other types of unregulated entities (sociedades anénimas [corporations], finance companies, etc.).

Efficiency and competitiveness

The regional microcredit portfolio can be seen to be moderately concentrated, although it varies widely
from country to country. Countries that present higher levels of competitiveness in their markets include
Bolivia, Ecuador, and Peru. This goes hand-in-hand with their long history of microfinance markets and favor-
able regulation. Countries with high concentration levels are characterized by their younger markets, where
there is generally no express recognition of microcredit as a portfolio type with corresponding specific risk
management. Such countries include Mexico, Panama, Uruguay, and Chile.

To assess the efficiency of microcredit provision, we use data available on interest rates and financial income
and we create a proxy to estimate the portfolio interest rate of each country. We do not use data that
distinguish between national and foreign currency because we do not have the information necessary to
construct an average based on the different currencies.

Of the more than 800 institutions that report portfolio (regulated and unregulated), we have calculated
interest rates by country based on a universe of 259 institutions, which reveals the scant information avail-
able. Therefore, the data available correspond to only 10 of the 19 countries included in this section.

The regional interest rate for microcredit is around 27% and remains stable in relation to figures reported in
previous years. The highest interest rates continue to be found in countries with moderately or highly con-
centrated markets, which shows the relation between less competitive markets and poorer conditions of
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supply. There appears to be a relation between more mature markets and lower interest rates. For example,
in countries with long traditions of microcredit (such as Bolivia, Peru, Ecuador, and Colombia), interest rates
are below 25%; while in countries with relatively younger markets (such as Argentina), the interest rate for
microcredit is around 60%.

Penetration and reach

The information available still does not allow clear determination on whether the barriers blocking micro-
entrepreneurs’ access to credit have been overcome. Given that more than one-third of the adult popula-
tion works in the informal sector and that estimated numbers of microentrepreneurs in the region are also
around that proportion (see Tables IV.1 and IV.2), microcredit penetration levels are surprisingly low. Given
that microcredit is offered by the majority of institutions in the region’s financial systems, it is hard to under-
stand why coverage still does not reach beyond 20% of the potential demand. This 20% to which we refer
is the maximum coverage level when we compare the number of microcredit lenders with the total pop-
ulation working in the informal sector or the proxy created to estimate the number of microentrepreneurs
in the region. Will these penetration levels change with the incursion of new technologies into financial
services, and with the quality of services provided? It isimportant to remain attentive to the influences these
innovations could have in terms of over-indebtedness and consumer rights.

12 FINANCIAL INCLUSION AND FINANCIAL SYSTEMS IN LATIN AMERICA AND THE CARIBBEAN
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