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Information from 209 banks in 62 countries is used to develop new indicators of bar-
riers to banking services around the world, show their correlation with measures of out-
reach, and explore their association with bank and country characteristics suggested by
theory as potential determinants. Barriers such as minimum account and loan balances,
account fees, and required documents are associated with lower levels of banking out-
reach. While country characteristics linked with financial depth, such as the effective-
ness of creditor rights, contract enforcement mechanisms, and credit information
systems, are weakly correlated with barriers, strong associations are found between bar-
riers and measures of restrictions on bank activities and entry, bank disclosure practices
and media freedom, and development of physical infrastructure. In particular, barriers
are higher in countries where there are more stringent restrictions on bank activities and
entry, less disclosure and media freedom, and poorly developed physical infrastructure.
Also, barriers for bank customers are higher where banking systems are predominantly
government-owned and are lower where there is more foreign bank participation.
Larger banks seem to impose lower barriers on customers, perhaps because they are
better positioned to exploit economies of scale and scope. JEL codes: G2, G21, O16

It takes more than $700 to open a bank account in Cameroon—more than the
country’s GDP per capita. Fees to maintain a checking account exceed 25
percent of GDP per capita in Sierra Leone. More than four types of documents
are required to open a deposit account in Bangladesh. It takes more than 20
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days to process a consumer loan application in Pakistan. It costs $50 to transfer
$250 internationally in the Dominican Republic. While most people in devel-
oped countries take access to banking services for granted, price and nonprice
barriers prevent large parts of the population in developing countries from
accessing and using formal banking services.

Theory suggests that financial market frictions or barriers that prevent broad
access can be a critical mechanism for generating persistent income inequality
or poverty traps (Banerjee and Newman 1993; Galor and Zeira 1993). While a
large empirical literature has established the importance of banking sector
depth for growth of GDP per capita, productivity growth, poverty reduction,
and firm growth and entry rates (Demirgüç-Kunt and Maksimovic 1998; Rajan
and Zingales 1998; Beck, Levine, and Loayza 2000; Klapper, Laeven, and
Rajan 2006; Beck, Demirgüç-Kunt, and Levine 2007), much less is known
about the determinants and implications of access to financial services by indi-
viduals and firms. This is because data on who has access to financial services
and what are the barriers to financial services remain thin and inadequate. This
article contributes to closing this gap in the literature.

Using survey data from 209 banks in 62 countries, this article develops new indi-
cators of barriers to access and use of banking services around the world, shows
their correlation with existing measures of financial outreach, and explores their
association with bank and country characteristics suggested by theory as potential
determinants. As expected, barriers are negatively correlated with aggregate indi-
cators of financial outreach and access (such as branches, loans, and deposits per
capita and the share of the adult population with access to financial services) and
positively correlated with financing obstacles reported by firms. However, some
barriers seem to be more constraining than others. Specifically, minimum balances
for checking accounts, annual fees, and document requirements associated with
these accounts, the number of delivery channels for lending products, minimum
amounts for consumer loans relative to GDP per capita, and days to process consu-
mer loans are highly correlated with outreach measures and thus seem to constitute
true hurdles to accessing formal banking services. Fees on consumer loans relative
to GDP per capita are not consistently correlated with outreach. Similarly, the fees
associated with international wire transfers and the use of automatic teller machine
(ATM) cards seem orthogonal to most other outreach indicators.

Barriers to banking services could arise from banks’ rational business
decisions based on their business model, their market position, the level of com-
petition they face, and the macroeconomic, contractual, and regulatory environ-
ment in which they operate. Some barriers could thus be seen as “optimal” in a
second-best world of deficient contractual, informational, and macroeconomic
frameworks. The article explores the association between a set of barrier indi-
cators and bank and country characteristics that proxy for the business model
and macroeconomic, contractual, and regulatory frameworks in order to under-
stand which policies might be more effective at reducing these barriers. It finds
that while country characteristics commonly linked with financial depth, such as
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the effectiveness of creditor rights, contract enforcement mechanisms, and credit
information systems, are weakly correlated with barriers, there is a strong associ-
ation between barriers and measures of restrictions on bank activities and on
entry, bank disclosure practices and media freedom, and development of the
physical infrastructure. In particular, barriers are higher in countries with more
stringent restrictions on bank activities and entry, less disclosure and media
freedom, and poorly developed physical infrastructure. Also, bank customers
seem to face higher barriers to credit services in banking systems that are predo-
minantly government-owned and lower barriers to deposit services in banking
systems with more foreign bank participation. As for bank characteristics, larger
banks seem to impose lower barriers on customers, perhaps because they are
better positioned to exploit economies of scale and scope.

This article is related to an emerging literature on access to financial services.
Most of the existing research and efforts under way focus on country case studies
that aim at measuring and analyzing access to financial services at the household
or firm level (see Claessens 2006; Claessens and Demirgüç-Kunt 2006). Few
studies examine this issue by focusing directly on banking services providers.
Beck, Demirgüç-Kunt, and Martinez Peria (2007) present aggregate cross-country
data on banking sector outreach (such as branch and ATM penetration, deposits
per capita, and loans per capita) and show that these indicators closely track
more difficult and costly to collect micro-level statistics of household and firm use
of banking services. More directly related to the current article, Genesis (2005)
examines the costs of using bank accounts in seven countries (Brazil, India,
Kenya, Malaysia, Mexico, Nigeria, and South Africa), but unlike this article,
focuses exclusively on deposit service affordability in a small number of countries.

While this article is, to the authors’ knowledge, the first systematic effort to
document and analyze banking barriers across countries, it is not without limit-
ations. First, the attempt to compare standard products across a broad sample of
countries is limited by differences in financial practices. For example, while
checking accounts are the prevalent form of transaction account in some
countries, savings accounts are in others. Furthermore, even the same type of
financial product (for example, a consumer loan) might have different definitions
and features in different banks and countries. This problem is difficult to over-
come to the extent that countries do not offer standardized products.1 For that
reason barriers are assessed on different deposit and loan products. Second, fees
and charges might differ because of differences in the scope and quality of the ser-
vices provided rather than differences in pricing strategies. Third, the focus is on
the largest banks, not on the whole banking system. While a priori this seems a
restriction, focusing on the largest banks with the most widespread branching
structure captures the barriers encountered by a majority of customers in a

1. The decision was made to collect information on actual barriers as opposed to “hypothetical”

ones based on questions on standardized loans and deposits (products with features specified to be the

same across countries) that might not exist in all countries.
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country. Finally, the survey focuses exclusively on banks, and so the data do not
reflect barriers to the use of nonbank financial institutions, such as postal savings
banks, finance companies, and microfinance institutions. While these limitations
suggest potential areas of improvement and future research, this article is an
important first step in creating consistent cross-country indicators of barriers that
households and firms face in accessing financial services.

The article is organized as follows. Section I discusses the survey used to
collect bank-level information on barriers. Section II presents the barrier indi-
cators and discusses their variation across countries. Section III explores the cor-
relation of these barriers with cross-country indicators of outreach and firms’
financing obstacles. Section IV relates the indicators to potential determinants
of barriers, as suggested by theory, in particular, the association with features
of the institutional, contractual, and regulatory environment and with measures
of government and foreign ownership, the development of physical infrastruc-
ture, and the extent of information disclosure and media freedom. Section V
concludes with some policy implication and areas for further research.

I . T H E S U R V E Y

The data set is constructed from a web-based survey with 75 questions that
was sent to the five largest banks—based on total assets or number of
branches—in 115 countries in 2004 and 2005.2 The largest banks with wide-
spread branching networks were selected in order to focus on the barriers
encountered by the average customer in each country. Survey responses were
confirmed through extensive follow-up with the banks whenever questions
about the responses arose. Some 257 responses were received from banks in 88
countries. To ensure representativeness, analysis is limited to countries where
the responding banks constitute at least 30 percent of the market in total loans
or deposits or where the responding bank was the largest bank in the
economy.3 That resulted in a sample of 209 banks in 62 countries.

The sample comprises countries across all levels of financial and economic
development, as measured by GDP per capita in U.S. dollars and the ratio of
private credit to GDP (table 1). Countries range from Ethiopia, with a GDP per
capita of about $100, to Switzerland, with a GDP per capita of more than
$34,000. Mozambique has the lowest level of financial development in the
sample, with banking sector credit at 2 percent of GDP, while Denmark and
Switzerland rank at the top, with private sector credit exceeding 150 percent of
GDP. The sample coverage is geographically balanced, with 15 countries in

2. Data collected from bank regulators and analyzed by Barth, Caprio, and Levine (2004) indicate

that on average the five largest banks in more than 100 countries account for 73 percent of bank assets

and deposits.

3. BankScope data were used to establish market share. Swaziland is the only country in which the

largest bank constitutes less than 30 percent of the market, but even there, the ratio is 29 percent. In

Algeria, for which there are also data only for the largest bank, the bank accounts for more than

30 percent of the market.
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TA B L E 1. Sample of Countries and Number of Banks Responding to Survey,
2004/2005

Country

Private
credit to

GDP
(percent)

GDP per
capita (2000

US$)

Deposit market
share

(respondents
share in system
total; percent)

Loan market
share

(respondents
share in system
total; percent)

Number
of banks

that
responded

Albania 8.80 1,463.21 91.42 64.24 5
Algeria 10.20 1,991.82 34.43 37.08 1
Armenia 6.10 985.93 59.63 47.28 4
Australia 97.60 22,082.67 32.59 33.59 2
Bangladesh 27.60 401.35 56.98 56.51 5
Belarus n.a. 1,701.42 74.58 71.63 3
Belgium 71.80 23,213.42 72.56 68.57 3
Bolivia 42.50 1,039.27 58.04 58.87 4
Bosnia and

Herzegovina
n.a. 1,410.06 64.04 58.96 4

Brazil 33.80 3,563.52 64.35 48.61 4
Bulgaria 30.50 1,958.16 34.87 31.65 3
Cameroon 8.90 736.71 83.83 81.36 5
Chile 70.40 5,461.71 35.50 36.05 2
Colombia 21.80 2,099.44 50.48 45.65 5
Croatia 52.60 4,933.67 63.42 63.69 4
Czech Rep. 30.30 6,137.49 43.00 43.00 2
Denmark 152.00 30,734.76 72.71 48.81 2
Dominican Rep. 26.40 2,440.57 39.27 42.61 2
Egypt 54.80 1,614.65 32.05 32.08 2
Ethiopia 19.10 131.69 93.73 85.37 4
France 87.60 23,431.63 26.23 30.08 2
Georgia 8.30 879.96 85.71 80.26 5
Germany 112.80 23,705.48 31.91 23.72 3
Ghana 11.60 278.46 69.49 68.72 4
Greece 71.10 11,960.44 56.92 58.36 3
Hungary 43.50 5,453.73 53.09 42.43 3
India 32.70 547.8 36.87 37.75 4
Indonesia 21.20 904.14 44.73 40.38 4
Israel 86.40 17,787.76 36.17 34.75 2
Jordan 68.10 2,000.12 83.61 80.36 3
Kenya 24.50 426.56 43.82 47.61 3
Korea, Rep. 125.40 12,762.22 68.95 73.54 6
Lebanon n.a. 5,628.37 38.00 38.00 3
Lithuania 22.00 4,481.41 88.87 86.77 5
Madagascar 8.50 229.06 72.44 74.59 5
Malawi 7.80 153.58 82.36 59.73 3
Malta 105.70 9,435.9 44.56 58.34 4
Mexico 15.80 6,055.92 48.95 45.74 3
Moldova 19.20 399.62 40.16 48.32 3
Mozambique 1.90 275.95 48.78 40.34 2
Nepal n.a. 231.59 37.86 42.40 5
Nigeria 15.90 401.62 32.22 29.31 3

(Continued)
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Eastern Europe and Central Asia, 14 in Sub-Saharan Africa, 9 in Western Europe,
9 in Latin America and the Caribbean, 5 in the Middle East and North Africa, 5
in South Asia, 4 in East Asia, and 1 non-European developed country (Australia).

The share of deposits captured by respondent banks exceeds 30 percent in
60 of the 62 countries in the sample, with banks in France and Zimbabwe the
exceptions. The share represented by respondents exceeds 30 percent in 57
countries, with banks in Germany, Nigeria, Romania, Swaziland, and Sweden
the exceptions. On average across countries, the banks that responded to the
survey account for 55 percent of the deposits and 52 percent of the loans in the
countries in the sample, based on data from BankScope.

I I . T H E I N D I C A T O R S

This section presents the main indicators of barriers to banking across
countries.4 Tables 2, 3, and 4 present country-level averages, including

TABLE 1. Continued

Country

Private
credit to

GDP
(percent)

GDP per
capita (2000

US$)

Deposit market
share

(respondents
share in system
total; percent)

Loan market
share

(respondents
share in system
total; percent)

Number
of banks

that
responded

Pakistan 24.90 566.03 47.50 44.02 3
Peru 18.60 2,206.33 81.88 76.40 4
Philippines 32.50 1,087.92 41.84 43.17 4
Romania 8.50 2,164.64 35.01 24.66 4
Sierra Leone 3.90 209.75 100.00 100.00 4
Slovak Rep. 29.70 4,494.83 58.12 51.93 3
Slovenia 42.10 10,964.99 67.48 70.68 5
South Africa 132.80 3,346.05 70.09 69.39 3
Spain 115.10 15,343.24 63.75 66.73 4
Sri Lanka 28.00 961.61 52.19 51.10 3
Swaziland n.a. 1,358.05 43.40 29.19 1
Sweden 102.10 28,857.84 39.47 22.43 2
Switzerland 157.30 34,340.34 79.57 59.19 2
Thailand 96.30 2,355.99 38.36 36.16 3
Trinidad and

Tobago
38.30 8,501.16 40.15 50.27 3

Turkey 16.90 3,196.86 50.14 38.33 3
Uganda 6.10 262.4 59.27 46.87 3
Uruguay 34.00 5,925.78 48.52 59.16 4
Zambia 6.50 338.66 46.28 34.41 3
Zimbabwe n.a. 456.69 28.24 43.45 4

Note: Variables in the table are defined in table A.1.

Source: Authors’ analysis bases on data from their 2004/2005 bank survey.

4. Additional indicators are in tables S.A.1–S.A.3 in the supplemental appendix to this article

available at http://wber.oxfordjournals.org/.
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descriptive statistics, for barriers to access to and use of deposits, loans, and
payments. Averages are reported for each country, calculated by weighting each
bank’s responses by its share of deposits in the total deposits of all sampled
banks for indicators for deposit and payment barriers, and by the share of loans
for indicators of loan barriers. Also, wherever possible, results are distinguished
by three service dimensions: physical access, affordability, and eligibility.

Deposit Services

The main deposit product considered is the checking (or transactions)
account.5 Weighted country-level averages are presented in table 2.

PHYSICAL ACCESS. Physical access to banking services can often be impeded by
long distances to a bank outlet (Beck, Demirgüç-Kunt, and Martinez Peria
2007).6 But even if there is a wide network of bank offices, they may not all
offer the same services. Physical access to deposit services is measured by
locations to open a deposit account. This indicator takes a value of 1 to 3
depending on whether an account can be opened at headquarters only (1), at
headquarters or a branch (2), or at headquarters, branches, or nonbranch
offices (3).7 While the majority of sampled banks in Greece and Sierra Leone
require customers to visit the head office to open a checking account, customers
in Moldova can open an account at headquarters, branches, and even branch-
like offices. In the median country, customers can open accounts at headquar-
ters or branches but not at nonbranch offices.

AFFORDABILITY. Affordability of deposit services is characterized by the
minimum balance required to open checking accounts plus the fees to maintain
the accounts. There is substantial variation across countries in the ratio of the
minimum balance needed to open a checking account to GDP per capita. In
Cameroon and Nigeria, the minimum balance to open a checking account
exceeds 100 percent of per capita income, and in Ethiopia, Nepal, Sierra
Leone, and Uganda, it is more than 50 percent, but in 18 countries, less than
half of them developed, there is no minimum balance. The median value for
this indicator is 0.98 percent, and the average is 12.27 percent.8

Fees associated with maintaining a checking account also vary substantially.
While in Malawi, Sierra Leone, and Uganda checking account fees are more

5. Since savings accounts are the dominant transaction account in some countries, table S.A.1 in the

supplemental appendix also shows barriers related to savings accounts.

6. Lack of connectivity might also be a concern.

7. Only the most local office is considered. Banks that allow customers to open an account at a

branch or a nonbranch office receive the same rating (3) as banks that allow customers to open an

account at headquarters, a branch, or a nonbranch office.

8. While some of the variation in this indicator might be explained by the denominator—GDP per

capita—the correlation between the amount needed to open an account and GDP per capita is far from

perfect (20.29), and even in dollar terms, there is significant variation in minimum balances.
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than 20 percent of GDP per capita, in Bangladesh, Belarus, Ethiopia, India,
Jordan, Malta, Pakistan, Philippines, and Sweden checking accounts are free.
The median value for these fees is 0.3 percent and the average is 2.5 percent.

ELIGIBILITY. Around the world, banks demand proof of identification to open
an account for a new client. However, in many countries banks demand a
variety of other documents besides identification cards, including recommen-
dation letters, wage slips, and proof of domicile. While banks in Albania,
Czech Republic, Mozambique, Spain, and Sweden demand on average only
one document to open a checking account, banks in Bangladesh, Cameroon,
Chile, Nepal, Sierra Leone, Trinidad and Tobago, Uganda, and Zambia
require at least four documents.

Credit Services

Indicators of physical access, affordability, and eligibility were collected for
four loan types—consumer, small and medium-size enterprise, business, and
mortgage. Because the interest here is products available to individuals, the
focus is on consumer loans (table 3). (Indicators for the other loan types are
reported in tables S.A.2 and S.A.3 in the supplemental appendix.) Indicators of
physical access, affordability, and eligibility barriers are highly correlated with
each other across loan types.

PHYSICAL ACCESS. Physical access to loans is measured using locations where loan
applications can be submitted. Customers in Armenia, Ethiopia, Nepal, Sierra
Leone, Thailand, and Uganda can apply for loans only at a bank’s headquarters
and branches. Customers in Australia, Chile, Denmark, Greece, South Africa, and
Spain can apply not only at branch and nonbranch outlets, but also over the
phone and the Internet. In the median and average country, bank customers can
submit loan application at headquarters, branch, and branch-like offices.

AFFORDABILITY. Loan affordability is measured by the minimum amount for a
consumer loan and the fees for these loans. The minimum amount for consumer
loans ranges from less than 1 percent of GDP per capita in Denmark and
Switzerland to 1,152 percent in Nepal. The median minimum amount for consu-
mer loans is 19.3 percent as of GDP per capita, and the average is 76.9 percent.
Fees on consumer loans expressed as a percent of GDP per capita range from
zero in Belgium, Ethiopia, and Switzerland to more than 6 percent in Albania
and Cameroon. The median fee on consumer loans is 1.3 percent of GDP per
capita, and the average is 1.6 percent.

ELIGIBILITY. A crucial function of financial intermediaries is to screen bor-
rowers. The number of days to process a loan application is a de facto eligi-
bility barrier, since some borrowers might be discouraged from applying for
bank loans and seek financing elsewhere to avoid long waiting periods. For
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consumer loans, this indicator ranges from almost 1 day in Australia, Brazil,
Czech Republic, Denmark, Greece, Israel, and Spain to more than 20 days in
Pakistan. The average number of days to process a consumer loan application
is 4, and the median is closer to 3.

Payment Services

The indicators on payment services measure primarily affordability: the costs
of transferring a small amount of funds internationally and the fees for using
ATM cards (table 4).9

The cost of transferring funds internationally varies from 0.12 percent in
Belgium to 20 percent in the Dominican Republic.10 For comparability, a stan-
dardized transfer of $250 is used. On average, the cost of transferring funds
internationally is 6.3 percent of $250, or $15.82.

The fees associated with ATM transactions are expressed as a percent of
$100 dollars. ATM fees are more than 40 cents in Nigeria and Pakistan, and
zero in half the countries in the sample. On average, the fees associated with
an ATM transaction are 10 cents.

I I I . B A R R I E R S T O B A N K I N G A N D O U T R E A C H

This section explores the association between the barrier indicators and
measures of economic development, financial depth, and aggregate indicators of
banking sector outreach (table 5). Examining these correlations provides a con-
sistency check on the indicators and shows which barriers are actually constrain-
ing, in the sense that they are correlated with less banking sector outreach.

As expected, most of the barrier indicators are correlated with economic
development, as measured by GDP per capita, and with the ratio of private
credit to GDP, a standard indicator of financial depth. In general, higher barriers
are correlated with less economic and financial development. The cost to transfer
funds internationally or to use an ATM card and the locations to open deposit
accounts are not significantly correlated with economic or financial development.
This may be because countries at low levels of economic and financial develop-
ment are leapfrogging, using the same alternative delivery channels and cheaper
technology to provide deposit and ATM services as more developed countries.

Recently compiled data on branch penetration, number of loan and deposit
accounts per capita (Beck, Demirgüç-Kunt, and Martinez Peria 2007), and a
synthetic indicator of the proportion of the adult population with access to a
financial account (estimated using existing household surveys and information
on accounts from banks, cooperatives, and microfinance institutions; Honohan

9. Though ATM cards can be used for transactions such as transferring funds across accounts, the

ATM cards are considered here primarily as facilitating payments by allowing fund withdrawals.

10. While we also considered the speed of transfers in terms of days, we found little variation across

banks and countries.
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2007) were used to gauge the relation between barriers and aggregate measures
of financial sector outreach.11 The correlations suggest that lower barriers are
indeed associated with greater outreach (see table 5). Specifically, the numbers
of loans, deposits, and branches per capita are higher in countries where custo-
mers face fewer barriers to the use of banking services in the form of high
minimum balances, fees, or required documents.

Finally, the association between barriers and financing obstacles as reported by
firms is documented through firm-level responses to two survey questions: “Is
access to financing (collateral) a problem to the operation and growth of your
enterprise?” and “Is cost of financing (interest rates) a problem to the operation
and growth of your enterprise?” from the Investment Climate Assessment surveys
conducted by the World Bank in 38 (access) and 39 (cost) countries. Responses to
these questions are coded from zero (no obstacle) to four (very severe obstacle),
with higher values indicating more severe financing constraints.12 On average,
firms report higher financing obstacles in countries where banks impose higher
barriers to the use of their services. Firms’ financing obstacles are more signifi-
cantly correlated with barriers related to deposit services than with barriers
related to payment or loan services. This suggests that firms rely not only on credit
services, but on a whole array of financial services from financial institutions.

But correlations do not imply causality. They suggest that barriers to
banking go hand in hand with less physical access to banking offices and lower
use of deposit and credit services by households and firms. However, they also
show that some of the indicators capture barriers more effectively than others.
Minimum account balances and account fees, minimum loan amounts, docu-
ment requirements, reduced number of delivery channels for loan products,
and long loan processing times seem to be significant barriers to accessing
banking services, as evident in lower financial sector penetration rates. Loan
fees, fees for international wire transfers and the use of ATM cards, and geo-
graphic access barriers to opening deposit accounts are either not significant
barriers because they can be circumvented through technological advances and
other means or they are not properly measured by the current methodology, as
they do not seem correlated with lower financial sector penetration rates.

I V. W H A T E X P L A I N S B A N K I N G B A R R I E R S A C R O S S B A N K S

A N D C O U N T R I E S ?

Theory suggests that barriers to banking arise from banks’ rational business
decisions based on their business model; their market position; the

11. Though following Beck, Demirgüç-Kunt, and Martinez Peria (2007) in referring to branches per

capita as a measure of outreach, lack of access to a branch could also be thought of as a barrier to

banking.

12. There is a growing literature that shows the importance of financing obstacles for firm growth

and financing patterns (Beck, Demirgüç-Kunt, and Maksimovic 2005; Ayyagari, Demirgüç-Kunt, and

Maksimovic 2008).

416 T H E W O R L D B A N K E C O N O M I C R E V I E W



macroeconomic, contractual, and regulatory environment in which they
operate; and the competitive pressures they face (Berger and Udell 2006; Beck
and de la Torre 2007). Barriers can thus be an optimal solution in a
second-best world. This section explores the empirical association between the
barrier indicators and an array of bank- and country-level variables. Bank-level
data are from BankScope, and country-level variables are drawn from various
databases.13

The following regression model is used to assess the association between
barriers and bank- and country-level characteristics:

Fi;k ¼ a0 þ a1Bi þ a2Ck þ 1i;k ð1Þ

where F is one of the barrier indicators for bank i in country k, B is a matrix
of bank-level variables (the log of total assets in U.S. dollars, dummy variables
for government and foreign ownership, and the loan to asset ratio), C is a
country-level variable, and 1 is the error term. Clustered standard errors are
reported at the country-level (allowing for correlation between error terms of
banks within countries). While all bank variables are included in the
regressions, only one country-level variable is included at a time because of the
limited number of countries in the sample and the high correlation between the
variables. Critically, the regression does not control for GDP per capita,
because primary interest lies in knowing which components of economic devel-
opment can explain cross-country variations in barriers, as captured by individ-
ual country characteristics. Finally, GDP per capita is excluded because many
of the explanatory country-level variables are highly correlated with economic
development (See table S.A.6 in the supplemental appendix.) Instead, to verify
whether the results are sensitive to including different income groups, devel-
oped countries are dropped from the sample, leaving the focus on developing
countries only. These results, available in table S.A.7 in the supplemental
appendix, largely confirm the findings discussed below and shown in table 6.

Estimation techniques vary according to the nature of the dependent variable.
Specifically, ordinary least squares (OLS) regressions of the log of one plus the
variable are used for all affordability indicators—constructed as minimum
amounts and fees relative to GDP per capita—to account for the skewed distri-
bution of these variables. OLS regressions on the level of the indicators are used
for days to process loans and number of documents required to open an
account. Ordered probit estimations are used for the location variables (for
loans and deposits) capturing physical access, to take account of the polychoto-
mous nature of these variables with natural order. In all cases, the top 1 percent

13. Bank ownership data are from Micco, Panizza, and Yañez (2007), based on BankScope data.

Appendix table A.1 provides definitions and sources for the explanatory variables included in the

analysis. Tables S.A.5 and S.A.6 in the supplemental appendix present descriptive statistics and

correlations for all explanatory variables.
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of the distribution of the dependent variables is dropped to control for outliers.
The first four rows of table 6 report the results of a regression on just the bank-
level variables (that is, excluding country characteristics). The remaining rows
report the results of adding the country-level variables one at a time, while still
controlling for the bank characteristics. Thus, starting from row 5, each cell pre-
sents the result of one regression, controlling for the bank-level variables.

Bank Characteristics

Theory provides opposing views on the impact of bank size and ownership types
on barriers. On the one hand, large banks might be better at exploiting scale and
scope economies, thus more easily overcoming the problem facing financial
systems in large parts of the developing world that have clients with demands
for small and few transactions and have few customers over which fixed trans-
action costs can be spread (Beck and de la Torre 2007). On the other hand,
small banks, because of their size, might be closer to “smaller” and riskier
clients and thus better able to serve them (Berger, Hasan, and Klapper 2004).

While public interest theory (Gerschenkron 1962) justifies the creation of
government-owned banks to serve the small and riskier clients ignored by
private financial institutions, a large theoretical and empirical literature
suggests mission drift by these banks (La Porta, Lopez-de-Silanes, and Shleifer
2002), with opposing implications for the barriers imposed by
government-owned banks. Similarly, while foreign-owned banks are assumed
to be more interested in large corporations and private clients with demand for
large transactions due to their limited access to soft local information (Mian
2006), they might have more efficient technologies, which allows them to
lower cost and thus barriers (Berger and Udell 2006). And even if foreign
banks do not serve the smaller clients themselves, the competitive pressures
they create might provide incentives for the domestic banks to do so, hence
lowering barriers (Rajan 2006).

The size of banks is measured as the log of total assets in millions of U.S.
dollars, with ownership type controlled for by separate dummy variables for
majority government- and foreign-owned banks. Finally, the loan-asset ratio is
used as a proxy for the degree to which banks serve retail clients to explore the
association of barriers with banks’ business orientation (Laeven and Levine
2007).14 The conjecture is that banks with a retail orientation will impose
lower barriers to attract a larger number of smaller clients, while wholesale or
corporate banks might place higher barriers to signal their lack of interest in
such clients.15

14. There could be reverse causation from higher barriers affecting banks’ balance sheets and so

causality is not implied.

15. As suggested by an anonymous referee, the impact on barriers of other bank characteristics,

such as net interest margins, overhead costs, and profitability, was also examined (see table S.A.8 in the

supplemental appendix). These variables are not significantly associated with barriers and are also likely

to be endogenous.
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The results suggest that larger banks impose lower barriers to accessing
deposit and lending services, perhaps because these banks are better positioned
to take advantage of scale and scope economies. With respect to ownership
types, the results show that with the exception of higher account fees, foreign
ownership is not associated with significantly higher barriers than those of
private domestic banks. At the same time, customers of government-owned
banks do not face significantly lower barriers. In fact, government ownership
has no statistically significant association with any of the barriers. Finally, the
correlation between business orientation and barriers is mixed. While retail,
loan-intensive banks—those with a higher ratio of loans to assets—are more
likely to accept loan applications through nontraditional channels and seem to
charge lower fees on consumer loans, they take longer to process loan appli-
cations. Overall, these results suggest that size is the dominant (most consist-
ently significant) bank characteristic associated with variations in barriers and
that scale economies and scope play a potentially important role.

Contractual and Informational Framework

Banks arise to overcome information asymmetries between lenders and bor-
rowers (Diamond 1984, 1991; Ramakrishnan and Thakor 1984; Boyd and
Prescott 1986), which can lead to adverse selection and moral hazard pro-
blems. However, how well they are able to overcome these asymmetries
depends on the contractual and informational framework in which they
operate. An extensive empirical literature has shown the importance of effective
contractual and informational frameworks for financial sector depth (for
example, Beck and Levine 2005). There is empirical evidence that this relation-
ship also holds for financial sector penetration and access to finance (Beck,
Demirgüç-Kunt, and Levine 2005; Haselmann, Pistor, and Vig 2005; Visaria
2006; Beck, Demirgüç-Kunt, and Martinez Peria 2007). To explore whether
contractual, legal rights, and informational frameworks are associated with
bank barriers, three indicators are used from the Doing Business database
(World Bank 2006a) that measure the efficiency of credit information systems,
the legal rights of creditors in corporate reorganization and bankruptcy, and
the cost of contract enforcement relative to GDP per capita.

The results not only uncover a weak association between barriers and the
informational and contractual environment, but also, surprisingly, show that
the link is mainly with deposit and not credit services.16 Banks in countries
with more efficient systems of credit information sharing impose lower barriers
only in the number of places where applicants can request loans.17 Banks in

16. The more significant correlation of these variables with deposit rather than credit barriers could

indicate that there is less international competition on the deposit side. On the other hand, the credit

barriers refer to consumer loans, traditionally a locally provided product. More research is needed to

explore this.

17. On the other hand, surprisingly, banks in countries with better informational environments

seem to charge higher fees on international wire transfers.
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countries that more effectively protect creditors are more likely to allow custo-
mers to open bank accounts in nonbranch locations and to require lower
minimum balances and fewer documents to open a checking account. Banks in
countries with poor systems of contract enforcement charge higher fees on
deposit accounts and require more documents to open accounts.

Market Structure

Theory suggests an ambiguous relation between market structure and barriers
to banking. Banks in more concentrated banking systems might either exploit
their market power, imposing higher barriers, or face higher incentives to lend
to smaller, more opaque borrowers such as small and medium-size enterprises
from which they can recover their investment in the relationship in future
periods (Petersen and Rajan 1995). Further, the variation of barriers across
countries might be affected by the dominance of government-owned or foreign-
owned banks in a banking system, with banks imposing higher or lower bar-
riers in banking systems dominated by government-owned or foreign-owned
banks independent of the individual bank’s ownership type. Specifically, com-
petitive pressures from a predominantly government-owned or foreign-owned
banking system—or its absence—can push individual banks toward higher or
lower banking barriers.

Data from Barth, Caprio, and Levine (2004) are used to assess the associ-
ation between bank ownership and market structure and barriers to banking.
Lower barriers to deposit services are found in banking systems with greater
foreign bank presence. In systems that are predominantly government-owned,
however, bank customers face greater restrictions on where to apply for loans
and how long it takes to process applications. Finally, banks in countries with
more concentrated banking systems are less likely to allow customers to open
deposit accounts outside headquarters, but are faster at processing loan appli-
cations. Hence, overall there is no consistent relationship between market struc-
ture and barriers.

Regulatory Restrictions on Bank Activities and Entry

Bank regulations might have both a direct and indirect effect on the barriers
that banks impose. Some barriers, such as document requirements, might result
directly from regulatory requirements. In other cases, banks may pass regulat-
ory costs on to customers. Two indicators are used to gauge the association of
bank barriers with regulatory policies. One is the index of banking restrictions
from the Heritage Foundation, a composite index of whether foreign banks are
able to operate freely, the difficulty of opening domestic banks, the degree of
regulation of financial market activities, the presence of state-owned banks,
whether the government influences credit allocation, and whether banks are
free to provide customers with insurance products and invest in securities. The
other is the fraction of bank applications denied, a direct measure of restric-
tions on bank entry collected by Barth, Caprio, and Levine (2004).
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Banks in economies with more restrictions on banking activities are found
to impose higher barriers to accessing deposit and lending services. Similarly,
in less contestable systems, as proxied by a higher share of new bank license
applications rejected, banks require higher minimum account balances and
demand more documents to open accounts and higher minimum consumer
loan balances.18 The findings on the association between barriers and restric-
tive regulatory policies match those of other studies that find that such policies
limit financial development and efficiency (Barth, Caprio, and Levine 2004;
Beck, Demirgüç-Kunt, and Levine 2006; La Porta, Lopez-de-Silanes, and
Shleifer 2006).

Transparency

More transparent banking systems and societies might promote lower barriers
to banking, since banks in economies where greater disclosure is mandated or
observed or where clients have more access to information might have less
leeway to impose high barriers to banking. More transparency might also
imply more competition, since customers can more easily compare products
across banks. Two indicators are used to assess the relationship between trans-
parency and bank barriers. One is an index of banking disclosure practices
developed by the World Bank (2006b), which seeks to quantitatively measure
the disclosure practices of commercial banks around the world in relation to
their assets, liabilities, equities, incomes, and risk profiles. The other is an indi-
cator of lack of media freedom, which measures the share of press outlets
owned by the government. This indicator comes from Djankov and others
(2003), who show a negative association between this and other measures of
media freedom and economic and political freedom.

In countries where banks tend to disclose more information about their
operations, banks have more locations where individuals can open deposits or
apply for loans, and annual checking deposit and consumer loan fees are
lower. In countries with less media freedom (where a greater share of press
outlets are controlled by the government), banks restrict the locations where
accounts can be opened, impose higher minimum balances to open accounts,
require more documents to open checking, take longer to process loan appli-
cations, and are less likely to accept loan applications through nontraditional
channels.

Physical Infrastructure

While the literature has paid surprisingly little attention to the relations among
infrastructure, input costs, and financial depth and breadth, the results suggest

18. H statistics were also used as indicator of competitiveness, following the approach of Claessens

and Laeven (2004). No significant relationship was found for this indicator and barriers. Regulatory

indicators of formal bank entry requirements were also tried and again no consistent correlations with

bank barriers were found.
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that the quality of physical infrastructure (such as electricity networks), which
is associated with the costs of doing business for banks, can help explain the
cross-country variation in many barriers to banking. Electric power trans-
mission and distribution losses as percentage of output (Estache and
Goicoechea 2005) are used to assess the association of physical infrastructure
with banking barriers. Banks in countries with more power outages impose
higher minimum loan amounts and charge higher fees on consumer loans and
on international wire transfers.

V. C O N C L U S I O N S

This article is, to the authors’ knowledge, the first comprehensive effort to sys-
tematically document the extent of barriers to banking services across
countries, show their correlation with measures of outreach, and explore their
association with a number of bank and country characteristics that are
expected to drive barriers. Though more research is needed (especially to better
establish causality), the findings have a number of policy implications. In par-
ticular, policies directed toward easing restrictions on banking activities and
entry, increasing banking disclosure and transparency, and improving physical
infrastructure should lower barriers. Less government ownership and more
foreign bank participation is expected to enhance competition and also help
bring down barriers.

As a first attempt at capturing quantitative measures of cross-country differ-
ences in barriers to banking along the dimensions of physical access, affordabil-
ity, and eligibility, this article complements other efforts to collect data on
access to financial services at the aggregate, firm and household levels.
Research on financial access is still in its inception, and richer data sources and
in-depth analysis are needed to improve the measurement and understanding of
access and its impact on economic outcomes.
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Claessens, Stijn, and Asli Demirgüç-Kunt. 2006. “Measuring Access to Financial Services through

Household Level Surveys.” World Bank, Development Research Group, Washington, D.C.

Claessens, Stijn, and Luc Laeven. 2004. “What Drives Bank Competition? Some International

Evidence.” Journal of Money, Credit, and Banking 36(3):563–82.
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Beck, Demirgüç-Kunt, and Martinez Peria 429



Galor, Oded, and Joseph Zeira. 1993. “Income Distribution and Macroeconomics.” Review of

Economic Studies 60(1):35–52.

Genesis. 2005. An Inter-Country Survey of the Relative Costs of Bank Accounts. Johannesburg, South

Africa.

Gerschenkron, Alexander. 1962. Economic Backwardness in Historic Perspective: A Book of Essays.

Cambridge, Mass.: Harvard University Press.

Haselmann, Rainer, Katharina Pistor, and Vikrant Vig. 2005. “How Law Affects Lending.” Columbia

Law and Economics Working Paper 285. Columbia University School of Law, New York.

Honohan, Patrick. 2007. “Cross-Country Variation in Household Access to Financial Services.” World

Bank, Development Research Group, Washington, D.C.

King, Robert G., and Ross Levine. 1993. “Finance, Entrepreneurship and Growth: Theory and

Evidence.” Journal of Monetary Economics 32(3):513–42.

Klapper, Leora, Luc Laeven, and Raghuram Rajan. 2006. “Entry Regulation as a Barrier to

Entrepreneurship.” Journal of Financial Economics 82(3):591–629.

Laeven, Luc, and Ross Levine. 2007. “Is there a Diversification Discount in Financial Conglomerates?”

Journal of Financial Economics 85(2):331–67.

La Porta, Rafael, Florencio Lopez-de-Silanes, and Andrei Shleifer. 2002. “Government Ownership of

Commercial Banks.” Journal of Finance 57(1):265–301.

———. 2006. “What Works in Securities Laws?” Journal of Finance 61(1):1–32.

Mian, Atif. 2006. “Distance Constraints: The Limits of Foreign Lending in Poor Economies.” Journal

of Finance 61(3):1465–505.
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