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Abstract

In many countries postal savings and giro remittances have long enabled provision of financial services to

all segments of the population, particularly women, rural communities and the urban poor and to have

helped mobilize savings for investment in development. This paper reviews the postal financial systems

of twelve developing Asian countries, including savings product development, investing mobilized funds,

receiving overseas remittances and utilizing financial technologies. Also examined are experiences of

developed countries where market liberalization and privatization have challenged savings operations.

Policies are proposed for more effective utilization of the postal infrastructure in delivering financial

services in developing and transition economies.
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I. Introduction

One of the most pressing concerns for the econo-

mies of the developing world is the need for mobilizing

domestic financial resources. Despite the variety of vehi-

cles that are intended to mobilize and allocate financial

resources in developing countries, all too few offer strat-

egies for meeting the needs of poor and lower-income

people for financial services. This paper reviews the ex-

periences of various countries that have made use of one

of the few institutions that does aim to provide financial

services to these population groups, the postal system,

through postal savings, postal remittances, postal check-

ing and “giro” services, which are collectively referred to

as postal financial services.1 Postal savings funds also

play a significant role in financing public debt and in a

number of countries the funds are intermediated through

a variety of policy-based financial institutions with de-

velopmental objectives, returning the funds to the direct

benefit of the community of savers, which we will be

noting throughout this paper.2

The paper examines major policy and manage-

ment issues confronting postal financial services today

in developed and developing countries. It is based on

the author’s work in this field over several years in a va-

riety of countries on several continents, including 13

Asian countries.3 Selected postal and savings officials

and experts from the latter countries also participated in

a project on postal savings that DESA supported in co-

operation with Keio University, Tokyo, with the assis-

tance of the Government of Japan. This paper draws as

well from materials prepared for that project.4

The outstanding advantage in providing financial

services through a postal system is the post’s ubiquitous

character. Financial services can be made available to all

by virtue of the broad network of postal facilities. They are

usually provided as a public service, including in those

cases where the posts act as an agent, providing the ser-

vices on behalf of another institution or bank, or when the

postal system itself is privately owned—a relatively new

phenomenon. The essential characteristic distinguishing

postal financial services from the private banking sector is

the obligation and capacity of the postal system to serve

the entire spectrum of the national population, unlike con-

ventional private banks which allocate their institutional

resources to service the sectors of the population they

deem most profitable. Indeed, for many developing coun-

tries, especially those with fragmented and dispersed pop-

ulations, the posts may represent the only significant

contact a large number of people have with their govern-

ment and the most visible institution symbolizing national

unity and identity on a positive, grass-roots level.

Postal financial services, and postal savings in partic-

ular, begin with a social mandate which embraces the

strength of the postal network’s “brick and mortar” facili-

ties. When postal financial services are themselves run un-

der agency agreements for separate savings banks or

private financial institutions, it is the synergy between the

postal and financial operations that makes them uniquely

efficient. The shared cost and common facilities operated

in a combination of high and low volume branches keeps

down the costs of providing both postal and financial ser-

vices. Indeed, run as a public enterprise or a regulated pri-

vate monopoly, postal systems and their associated

1 Other postal financial services may include tax and fee collection on behalf of government agencies, bill payments for utilities, foreign
remittance services and foreign exchange. In some countries, credit, insurance and investment products are also available, typically provided
by private firms in agency relationships with the postal system.

2 In addition to financing public debt through Government bonds and approved securities, in some countries recipients are State governments,
municipalities for civil projects and National Development Funds. In a number of countries the funds are used to provide mortgages for
low-income housing and small-enterprise loans, while in other countries the funds are intermediated by development banks and similar
institutions for financing projects in agricultural, industrial and infrastructure development. The author is currently preparing a more detailed
study of the differing modalities being used in the application of mobilized funds for developmental purposes.

3 Visits were made by the author in 2000 to observe postal financial services operations, training centres and national savings institutions, and
to meet with postal, national savings bank, central bank and finance ministry officials in the following Asian countries: China, India,
Indonesia, Japan, Kazakhstan, Republic of Korea, Malaysia, Philippines, Singapore, Sri Lanka, Thailand, Uzbekistan and Viet Nam. In
addition, visits were made in 1999-2001 to Belgium, France, Germany, Morocco, the Netherlands and Switzerland to observe postal financial
services operations, meet with officials and participate in international meetings on postal financial services.

4 Case studies were prepared by national experts and originally presented at a workshop at Keio University, Tokyo, in January 2001. They are
being revised and are to be published along with a revised version of this paper in 2002 in a forthcoming book on postal savings development
in Asia by M.J. Scher and N. Yoshino.



financial services should be able to operate without sub-

sidy. As will be seen below, however, difficulties can arise

when the package of services is unbundled and the former

obligations of once-public newly privatized components

to sustain the entire network are removed.

This paper is organized as follows: Section I intro-

duces postal financial services and the factors that contrib-

ute to its success. Section II addresses the impact of market

liberalization upon the changing economics of the posts.5

Section III reviews the current state of postal savings in de-

veloped and developing countries and the different types

of governance regimes of the posts. Section IV reviews

changes in recent decades, particularly in Europe, in pol-

icy approaches to postbanks and privatization and dis-

cusses the effect these changes have on the loss of postal

financial services and the problem of financial exclusion.

Section V reviews the experiences of a number of Asian

countries with respect to management and organizational

issues, including savings product development, invest-

ment policy on funds, building overseas remittances, and

the introduction of appropriate financial technology. Sec-

tion VI sets forth policy proposals on postal financial ser-

vices in developing countries, focusing on the delivery of

services to underserved populations, including to women,

rural populations and the urban poor, strengthening sav-

ings mobilization and overseas remittances, and the in-

vestment of funds for development.

A. Evolution of the system

1. Creation of a global postal network

The posts first came into existence to serve com-

merce and privilege. Organized to meet the needs of royal

courts in Asia and Europe, formal postal operations were

intended for royalty and their use was reserved for the

needs of the state. The Mongol Empire’s postal service

stretched from Korea to the Ukraine by the 13th century.

In the 15th century, European royal franchises were

given to private postal carriers and local courier services

to serve merchants, bankers and others privileged

enough to afford their high fees. With the rise of the mod-

ern nation-state in the late 18th and 19th centuries, vested

private carrier operations were consolidated into national

postal systems whose services were inexpensive, profit-

able and therefore self-sustainable. The benefits of af-

fordable communication to both commerce and civil

culture were readily apparent, and universal postal ser-

vice for the delivery of letters and parcels at uniform

rates soon became the norm. To this day, the posts re-

main unrivaled in their world-wide scope of operations,

with over 600,000 post offices and universal service to

virtually all communities [Data of Universal Postal Un-

ion, Postal Statistics, 1980-1999, Berne, 2000].

2. Creation of postal savings and

giro remittance services

The combination of financial services with the

posts predates the modern era. Merchant bankers from

medieval times in Europe and Asia carried correspon-

dence for fees, along with letters of credit, payment

guarantees and other financial instruments for their cli-

ents. After the institution of municipal mail delivery

systems, local merchants came to expect that their local

post offices would be utilized for commercial payment

settlements, thus leading to the establishment of munic-

ipal postal giro systems in which payments were remit-

ted through the postal system in many cities. 6

In the 19th century, postal financial services were in-

stituted nationally from two distinct but complementary

services, postal savings, based initially on the British

model, and the postal giro system.7 The postal giro system

2 DESA Discussion Paper No. 22

5 The posts typically comes under the jurisdiction of ministries of communications, and, while its core business activity is the collection and
delivery of letters and parcels, it frequently provides a broad range of additional public services including the postal financial services described
in footnote 1 and, until recently, in most countries telephone and telegraphic communications, which we will discuss in Part II, Section A.

6 Alternatively to giro systems described below, some postal systems offer postal checking services, similar to those found at banks in the
United States and the United Kingdom and elsewhere, which employ paper cheques debited against an account, These two payments systems
were culturally informed by two distinct traditions, the ancient Egyptian system based on credits (giro) and the ancient Babylonian debit
system that employed cuneiform clay tablets as debit instruments (cheques).

7 Taken from the Greek word γυροs (guros) meaning revolving, a reference to its ability to maintain the circulation of funds through the postal
payment system. In developing countries, the giro payments system is found extensively among the former French colonies, especially in
Africa and the former Dutch colonies. It was not adopted by the United Kingdom, however, until 1968 and therefore, generally not found
among former British colonies that had already achieved independence.



is a retail payment system widely used today in Europe,

Japan, and some developing countries based on written

transfer orders submitted through the posts, as well as

standing payment orders. In recent years many developed

and some developing countries have added electronic pay-

ment cards used at the point of sale that directly credit the

account of the recipient and debit that of the payee.

The giro payments idea was first introduced on a

national scale in 1883 in Austria and was instituted

throughout the Hapsburg Empire, which then encom-

passed present-day Hungary and the various Balkan and

Central European countries under its rule. The giro sys-

tem enabled migrant workers to remit their wages safely

and easily to their families in their home villages. It also

aided the Austro-Hungarian State by reducing the

amount of coinage it had to mint and by providing the

treasury with the use of these funds while they resided

in postal giro accounts.

Today, these benefits of the giro system still apply

and the posts continue to be an integral part of many

countries’ payments systems. Especially in countries in

which there are weak and unreliable banking institutions,

or where bank service fees are high, postal financial ser-

vices offer a secure alternative and are the preferred pay-

ment system. For example, Swiss Posts report that giro

payments comprise over 50 per cent of Switzerland’s fi-

nancial transactions.8 Postal giro systems also provide

postal patrons with an easy and affordable means of re-

mitting payments of bills, such as for utilities services, li-

censing fees, and taxes, and for the receipt of pension,

social insurance, and welfare benefits.

3. Postal savings for the people

The introduction of savings accounts at post of-

fices followed the rise of the savings bank movement in

Scotland and thrift movements elsewhere in the begin-

ning of the 19th century. In 1861, the United Kingdom

organized the first national system of postal savings

through post office savings accounts, which were seen

as a safer alternative to some of the earlier thrift move-

ment failures. The institution of national postal savings

systems followed in many other European countries,

British North America and Pacific, and Japan. Soon

thereafter, the United Kingdom, France, Austro-Hun-

gary, and later Japan, went on to introduce postal savings

into their colonies. Most present-day postal savings sys-

tems in developing countries were introduced or first pat-

terned after colonial systems. However, in many

countries, these institutions were not well supported in

the post-independence period and in a number of cases

fell into disuse.

In the 1990s, postal savings was restored in many of

today’s transition economies. In particular, the countries

in Central Europe and the Balkans that had once be-

longed to the Hapsburg Empire, reintroduced the Aus-

trian Postsparkasse model during this period. There has

also been a revival of interest in a number of developing

countries. In addition, the Universal Postal Union gave

attention and support to postal financial services at its

1999 Congress in Beijing.

The existence of postal financial services in some

countries and not in others reflects historical circum-

stance. In some countries, savings bank institutions came

about independently from postal savings yet significantly

paralleled the development of postal savings. Notably,

the German Sparkassen in the 19th century influenced

the development of the Russian sberbank system, which

in 1841 became the first national state-owned savings

bank system, later centralized under the State Bank of the

Soviet Union, and now prevalent throughout the coun-

tries of the Commonwealth of Independent States (CIS).

Although institutionally separate from the posts, since

1889 the Sberbank has utilized the postal infrastructure,

sharing counter space within post office buildings,

mainly in those areas where it is too costly for them to

maintain their own branches.

B. The public’s confidence in

postal savings

Not only do postal savings systems thrive in many

countries, history demonstrates time and again that the use

3 Postal Savings and the Provision of Financial Services

8 Postal financial services are by far the Swiss Post’s most profitable activity, since it suffers heavy losses from its parcel delivery and only
marginal profits from letter delivery operations. Swiss Post’s efforts to establish not only postal savings operations but also a full range of
banking services have met strong opposition from the banking industry. [Swiss Post Annual Report, 2000]



of postal savings systems dramatically increases when the

public’s distrust of banks rises or when there is an unusual

amount of political anxiety or economic insecurity. During

the Great Depression of the 1930s postal savings account

deposits in the United States rose to $1.2 billion, a nearly

eight-fold increase over the $153 million on deposit in

1929 [In Business, July 1999]. Japan’s banking crisis,

which began in the early 1990s, has precipitated enormous

growth in postal savings deposits. Political and economic

uncertainty in Niger and Togo in the 1980s may have been

the reason for a dramatic increase in postal savings depos-

its. In Niger from 1985 to 1990, there was a 329 per cent

increase in deposits; similarly in Togo, from 1984 to 1986,

a 45 per cent increase was experienced [Postal Statistics,

1980-1997, UPU]. Postal savings deposits in the Republic

of Korea have jumped since Korea’s financial crisis began

at the end of 1997. Postal savings officials in China and In-

dia reported that fears of contagion also influenced their

depositors, even though they were not directly affected by

the crisis, and deposits jumped as well in the Philippines

during recent political unrest at Philpostbank, which is a

free-standing bank owned by the postal administration.

[country report authors].

Depositor confidence in postal savings is directly

related to an implicit, if not explicit, guarantee by the

government of the safety of deposits, which is the pri-

mary concern of all savers. In Malaysia, the National

Savings Bank (NSB), which utilizes the postal infra-

structure, prominently displays a sign printed in four

languages (Malay, English, Chinese, Tamil) that states:

“Your savings are guaranteed by the Government.”

Even in the Netherlands, which has fully privatized its

postal savings system, survey data show that the mis-

taken belief persists that postal savings are still secured

by the Government.

In fact, so strong is the postbank’s brandname that

some banks that had been created out of postal savings

systems and that ceased to use postal facilities as service

points continue to call themselves “postbanks.” In Hun-

gary and other countries that had postbanks in the pre-so-

cialist era, “Postbank” entities continued into the socialist

period as commercial banks without a postal savings

function. In 1999, Singapore’s DBS Bank, a commercial

bank which had acquired POSBank and immediately be-

gan to shed the POSBank branches, found that the origi-

nal POSBank brandname exceeded DBS’s own name in

familiarity and consumer confidence in public relations

surveys. In 2001, it reversed its decision to drop the

POSBank name [author’s interviews].

The security of the postal savings system is gener-

ally not hard for the government to guarantee as the in-

vestment of postal savings funds is usually restricted to

government-guaranteed or approved bonds and equities.

The safety backing their savings encourages depositors

to leave their funds in the system. Hence, postal savings

institutions typically have a broad base of depositors,

many with small accounts, who tend to maintain their ac-

counts on a long-term basis. The higher cost of servicing

a higher percentage of small deposits tends to be offset

by the smaller number of withdrawals per account, com-

pared to current accounts at commercial banks.

Depositors have confidence in the postal saving

systems, even when they operate under the most rudi-

mentary conditions using simple procedures without

special equipment and even though in some places they

require customers to wait a long time in lines for ser-

vice. Critics of postal savings systems point to bureau-

cratic inefficiencies and/or corruption in national postal

services that may be challenged to deliver a letter in a

timely fashion. Not surprisingly, however, such coun-

tries typically do not have a postal savings system. As a

general hypothesis, in those countries where private

sector institutions are strong, there exists a strong and

dedicated public sector as well; in those countries where

the public sector is weak, the private sector institutions

are typically also weak and inefficient.

It must also be kept in mind, moreover, that usually

very few, if any, alternatives to postal savings are avail-

able for the poorest depositors in developing countries.

In most cases, people must resort to burying, or hiding

their money in unsafe places. In some African countries,

such as Benin and Mali, in rural areas and among the

poor, people are accustomed to paying fees to obtain

even a low level of security against loss. That is, savings

may be deposited with so-called “money-keepers,” unli-

censed, informal deposit takers who charge a fee for

holding a client’s savings. That people pay the fee indi-

cates the value placed on the safekeeping function [“Role

and Impact of Savings in West Africa: A Case Study of

Benin and Mali” B. Kalala, UNDP, 2001].

4 DESA Discussion Paper No. 22



C. Giro: safe and cost-effective

remittances

Postal checking and giro accounts, where they ex-

ist, are strikingly popular for compelling reasons. They

are cheaper for households and small businesses to

maintain than commercial bank accounts and provide a

secure, affordable means to transfer money. The “infor-

mal economy” in many developing and transition coun-

tries often relies on giro accounts to make the transfers.

Evidencing the utility and economy of the giro accounts

system, the use of giro accounts extends beyond na-

tional borders. West African and North African coun-

tries, along with many European countries, Japan, and

the Republic of Korea, have established international

giro payment systems by bilateral and multilateral

agreements. Cross-border payments from European

countries into accounts in North Africa, for example,

enable overseas workers to make inexpensive and safe

remittances to their home countries. By contrast, in

countries that lack international postal remittance trans-

fer systems, overseas workers must use commercial

banks or other providers of international transfer ser-

vices, which tend to charge high fees, or else resort to il-

legal courier or payment services.

II. The changing economics of
the posts: market
liberalization, privatization,
cross-border entry and
acquisition

In recent decades, public sector, universal postal

networks have been facing the severest threat to their

existence ever as a result of the entry of the private sec-

tor in the provision of services formerly provided exclu-

sively by the posts and from the concomitant separation

of different components of public services from the posts

according to their susceptibility to private competition.9

Private or privatized public operators have come to domi-

nate markets, sometimes through questionable strategies,

including predatory pricing, the illegal subsidization of

cross-border acquisitions with protected monopoly prof-

its, or other anti-competitive activities,10 often resulting

in a net reduction of postal services and the capacity of

the posts network. Most affected are rural and low-in-

come areas where post office closures have resulted in

the loss of postal savings and other financial services to

communities previously served, as well as the loss of

postal services. The results of a number of such cases are

detailed in Section IV.

A. Market liberalization: new technologies

and privatization

The liberalization wave of the last decades of the

20th century presented serious challenges to postal sys-

tems by placing disabling restrictions upon the posts in

their capacity to respond to new technology. Postal sys-

tems had continually faced changes in technology over

the past 175 years by putting these developments into ser-

vice for the posts. Historically, advances in communica-

tions arose out of the creation of highways for

stagecoaches, the building of railroads, the advent of the

airplane. In each instance, the post was able to rapidly in-

corporate the benefits of an expanding communications

infrastructure to reduce costs and enhance mail delivery.

In many countries, the posts provided subsidies, often

having to take over the early private operators that went

into bankruptcy, sometimes even the initial capital to

build the telegraph and telephone infrastructure. In many

countries, the Ministry of Posts became the triad of Posts,

Telegraphs and Telephones (PTT), with the telecommu-

nications business the chief source of profits.

5 Postal Savings and the Provision of Financial Services

9 The legislative process, in this regard, is not always unidirectional. For example, originally scheduled to terminate at the end of 2002, the
German Parliament in July 2001 extended Deutsche Post’s monopoly of domestic letter delivery for an additional five years, until the end of
2007 [Financial Times, 18 July 2001].

10 In particular, the European Commission ruled that the newly privatized Deutsche Post was guilty of abusing its officially sanctioned
monopoly in letter mail delivery in Germany to subsidize its business parcel services to undercut competing delivery providers [Financial

Times, 21 March 2001]. Further findings of the EU’s Competition Commission criticized Deutsche Post, whose domestic letter rate is among
the highest in Europe, for using its protected mail monopoly profits to finance its cross-border acquisitions, and furthermore, for deliberately
slowing the incoming mail delivery of overseas rival firms [The Economist, 18 November 2000].



At issue for the posts today is the re-ordering of the

regulatory and competitive framework in which the

technology operates. Under re-prioritized regimes, do-

mestic and foreign private competitors are allowed en-

try in the market, while the posts are restricted or

eliminated from competing in markets in which they

have been long-time stakeholders. Although in many

cases the government through the posts had heavily in-

vested public funds in industries such as national posts

and telephones, in the liberalization process the posts

lost important assets and gained nothing in return. The

effect of liberalization and privatization trends in mar-

ket structure has been to undermine the foundation of

universal service. Once viable postal institutions are be-

ing threatened with extinction, while new, highly com-

petitive private operators have been able to capture

some of the most profitable operations of the postal net-

work that employ new technologies, most notably the

telecommunications sector and parcel delivery.

The policies on market liberalization and privatiza-

tion adopted by many of the developed countries, espe-

cially in the European Union, have also been made part of

development assistance policy programmes of the multi-

lateral banks. In particular, the World Bank’s prescrip-

tions for the privatization of public services include

telecommunications, water supply utilities and sanita-

tion, and electricity. [World Bank Annual Report, 2000].

Similar programmes also exist for the privatization of

postal services and postal savings systems.11

Today, in most countries the telecommunications

branch of the posts has been detached and subsequently

privatized. The loss of this important source of income for

the postal administrations in Kazakhstan, Republic of

Korea, Thailand, Viet Nam and other Asian countries in

this study has been the main impetus in their seeking to

create a new profit centre in postal financial services to

replace departed telecom revenues [author’s interviews].

B. The charge of “cross-subsidization” as

a threat to public savings institutions

The charge of cross-subsidization has become the

main complaint of private financial institutions which

seek to capture the markets served by public institutions.

This is perhaps most clearly illustrated in a number of le-

gal actions brought against German public-sector finan-

cial institutions at the European Commission (EC).

Germany has a well-developed network of 564

Sparkassen (municipal savings banks)12 for small-scale

savers that feed funds into the twelve State-owned

Landesbanks (regional-based development and whole-

sale credit banks). Challenges to the continued existence

of the Landesbanks have come before the European

Commission premised on the Landesbanks having lower

cost funding than the private sector banks. The com-

plaint, first lodged by the European Banking Federation

(a private-sector lobbying group), attacks both the

Landesbank’s public’s ownership status (Anstaltslast)

and the State’s maintenance requirement (Gewährträ-

gerhaftung) to supply additional capital against any un-

met obligations of the Landesbanks. The complaint thus

claims that the Landesbanks, and the Sparkassen as well,

are able to function at lower costs than Germany’s pri-

vate-sector commercial banks.13 The complaint was
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11 The World Bank’s Private Sector Development Department addresses postal sector reform in Redirecting the Mail, K. Ranganathan, 1996.
Later in this section and in Section IV we will take a closer look at several case studies of countries which have experienced the consequences
to the posts of market liberalization and privatization, the issues upon which the World Bank’s initiatives have focused. The antipathy of the
World Bank and other international lending institutions’ to postal savings begins with their core belief that private-sector financial institutions
are sufficiently equipped and motivated to meet the saving needs of the public and hence that publicly-owned financial institutions, such as
postal savings compete with the private sector. The reality and logic of these suppositions are also discussed in Sections IV and V within the
context of the case studies on privatization, commercial bank strategies and financial exclusion.

12 The Sparkassen system originated in the early 19th century and thus predates the founding of the German State. With 55 per cent market share
and a highly loyal depositor base, the Sparkassen ‘S’ logo is recognized by 98 per cent of the German population, second only to the crucifix,
according to market researchers. Postal savings, in contrast, was not introduced until Germany’s take-over of Austria during the Nazi period
when Austria’s Postsparkasse was incorporated into the German postal system. Deutsche Postbank, which is now a commercial bank, is thus
a relative latecomer, owing to the strong position of the Sparkassen [author’s interviews; Euromoney, March 2001]

13 In fact, these re-capitalization guarantees are formally no different than those requiring shareholders of private banks to meet their bank’s
minimum capital requirements. The difference is that a private shareholder maybe unable or unwilling to do so, wherein the bank goes
bankrupt. Except, however, the “too big to fail” policy provides an implicit guarantee for large private banks from Government’s role as the
“lender of last resort”.



widely seen as part of the agenda of Germany’s commer-

cial banks to force the privatization and then take over

the Landesbanks. Even though the Sparkassen are not in-

volved in cross-border activities—67 per cent of their

balance sheet are retail deposits (which is the actual

source of their funding advantage), and their lending is

primarily to local small- and medium-sized enter-

prises—the EC agreed to consider the case that the

re-capitalization guarantees by the State governments to

the Landesbanks and the Sparkassen were a “cross-sub-

sidization,” that might disadvantage foreign entrants into

Germany’s retail banking market [Euromoney, March

2001; Financial Times, 17 July, 2001].

The cross-subsidization issue has been a recurring

theme in other countries in which private financial insti-

tutions have sought to take over the market of pub-

licly-owned savings institutions. In particular, Japan’s

commercial banking sector has for the past decade re-

peatedly called for the break-up and privatization of the

postal savings system, also charging “cross-subsidiza-

tion.” Meanwhile, it may be noted, some ¥8.4 trillion

($80 billion) in public funds has been injected in the

re-capitalization of 16 major commercial banks and 11

regional banks, mostly in March 1999, and the Bank of

Japan has lost the credits it extended in its fruitless at-

tempts to stave off the bankruptcies of Long-Term

Credit Bank, Nippon Credit Bank, Hokaido Takushoku

Bank and a host of regional banks. We will discuss this

question in more detail in the cases in Part IV, Section D

on “Transition economies and privatization: bailouts at

public expense,” and further on the case of Japan in Part

V, Section B.3, “Are postal savings in competition with

commercial banks?”

The implication of the “cross-subsidization”

charge for the future of postal financial services is that if

it succeeds in Germany and Japan it may provide a

means in other countries as well for cross-border and

domestic private capture of the markets of postal sav-

ings operations. However, both the German

Landesbanks and Sparkassen and the Japanese postal

savings system enjoy a large amount of regional and lo-

cal political support. In the face of difficult economic

times, the German Government is also looking to these

State-owned institutions to help fund small- and me-

dium-sized companies. Any talk of final settlement of the

issue is far from being at hand, and is usually spoken of in

terms of 2005 when the postponed Basle II Accord on

minimum capital adequacy standards for commercial

banks are to come into effect [Financial Times, 1 Novem-

ber 2001]. In addition, the Japanese postal savings

agency purchases a large part of Government bond is-

sues, an important consideration for Japanese policy

makers. Both Germany and Japan are bank-centered fi-

nancing regimes, so their Governments’ policy responses

to the “cross-subsidization” issue are of some interest to

many developing countries where bank intermediation is

also the chief source of corporate finance, particularly for

small and medium-sized firms. In Part V, Section C, we

discuss the intermediation and investment of mobilized

savings within the context of Asian developing countries.

C. Cross-border entry: the express

package delivery wars

The policy of the European Union to create a sin-

gle internal market has allowed cross-border entry in

services that were once a national postal monopoly. 14

This has led to the unfettered entry into various national

markets of express package delivery companies, includ-

ing some owned by the major privatized postal opera-

tors. Germany’s recently privatized national postal

operator Deutsche Post spent $8.6 billion acquiring

DHL and 30 other express delivery and logistics firms

and financial institutions. The French and Italian

state-owned postal operators jointly formed Geopost, a

parcel delivery company that is now competing with the

document and parcel delivery firms owned by the pri-

vatized postal operators of Germany and the Nether-

lands, namely DHL and TNT, as well as with such

independent operators as United Parcel Service (UPS)

and Federal Express. Each has been aggressively chal-

lenging the others as well as the Express Mail Service
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14 A number of EU regional association agreements such as the European Union Mediterranean Partnership Agreement [The European
Commission MEDA II Programme, November 2000], as well as EU technical assistance programmes such as Phare (Eastern Europe) and
Tacis (CIS and Mongolia) are also aimed at market-opening policies in pre-accession and other non-member countries.



(EMS) courier service of postal operators in targeted

countries.15

The strategy of these new entrants is to

“cherry-pick” the market, i.e., target the most profitable

market segments. In some cases, Governments do not ac-

cept this. For example, Deutsche Post recently withdrew

from bidding for a stake in Hellenic Post after the Greek

Government attached a condition that the German group

would be required to deliver packages anywhere in

Greece [Financial Times, 26 June 2001]. In other coun-

tries, newcomers have been allowed to skim profits from

urban markets and to leave unprofitable areas to the na-

tion’s postal service. In those countries, the post must

compete with well-capitalized private operators in the ur-

ban, higher-volume commercial areas while also fulfill-

ing its mandate in providing delivery services to widely

dispersed, low-volume and therefore unprofitable re-

gions. One consequence has been a drastic reduction in

the scope of the post’s network in a number of countries

owing to cost reduction measures.

The loss of the posts’ telecommunications and ex-

press mail delivery services in commercial urban areas

that was seen in Europe has been repeated in developing

countries as well, where the challenge posed has been

greater. That is, for developing countries, non-letter reve-

nues are crucial to maintaining the profitability of their

postal network. In most developing countries, mail vol-

ume is quite low, especially outside large urban, commer-

cial areas. For example, while the average annual mail

volume in the European Union is 275 letters per capita and

in the United States 705, among the developing countries it

typically ranges between five to ten letters per capita per

year, and less in the least developed countries [Universal

Postal Union, Postal Statistics, Bern, 1998]. It is estimated

that 91 per cent of the cost of postal operations is expended

in the logistics of sorting, moving and delivering letters

and parcels [J. Lohmeyer, World Bank 2001]. The eco-

nomic difficulties of postal administrations are often fur-

ther compounded by politically mandated low postal rates.

It is therefore no surprise that letter delivery, the core

business of the posts, generates losses and often requires

cross-subsidies from the post’s other activities in order to

maintain its network. One solution for them is to create

and/or expand the role of postal financial services to seek

new centres of profit.

III. Financial services through
the postal infrastructure

A. Current situation

In order to develop a picture of the extent and

character of postal savings operations around the world,

the United Nations Department of Economic and Social

Affairs undertook a survey in 1999 of postal savings au-

thorities. Forty-nine of the countries on which data was

collected had postal savings facilities, as listed in table

1. Based on other information, it is believed that an ad-

ditional 27 countries and territories currently have

postal savings systems (see notes to table). In addition,

32 of the 64 countries that responded to the survey had

postal checking or giro payments operations.

The list of countries in table 1 indicates wide-

spread usage of the postal savings system in a variety of

countries, both developed and developing. A number of

Asian countries are particularly highly ranked in the

number of accounts per capita, which reflects the high

rate of individual savings found in many Asian coun-

tries, but also the effective systems in those countries,

which we discuss later in Section V. Two Asian transi-

tion economies, Kazakhstan and Viet Nam had just be-

gun their postal saving operations at the time of the

survey in August 1999. Most striking, however, is the

absence of the postal savings systems of certain devel-

oped countries that only a decade ago headed the list,

such as New Zealand. In addition, since the data were

compiled, Finland and Sweden stopped offering postal
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15 While severely destabilizing the financial underpinnings of domestic postal operators in the markets they have entered, these new
“international logistics operations” have so far proven to be rather unprofitable investments, not even meeting the cost of capital. For
example, despite accounting for 42 per cent of revenues, express and logistics services contributed only seven per cent to Deutsche Post’s
profits, a distant third compared to their domestic mail monopoly which contributed 34.5 per cent of revenues and 74.3 per cent of profits; and
the postal financial services franchise which contributes 23.5 per cent of revenues and 18.7 per cent of profits [Deutsche Post Annual Report
2000; Financial Times, 20 November 2000].
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Table 1: Postal savings data from DESA Survey

Country Year

Number

of saving

accounts

Number

of accounts

per person

Japan

Korea, Republic of

Sri Lanka *

Greece

Slovenia

France

Austria

Italy

Sweden

Germany

Tunisia

Mauritius

Gabon

India

Egypt

Trinidad and Tobago

Finland

China

Czech Republic

Bahamas

Aruba

Benin

Côte d'Ivoire

South Africa

Syrian Arab Republic

Morocco

Belgium

United Republic

of Tanzania

Burkina Faso

Croatia

Central Africa

Republic

Comoros

Niger

Macao, China

Jordan

Mauritania

Pakistan

Viet Nam

Yemen Republic

Mongolia

Sierra Leone

Iran, Islamic Republic of

Congo, Democratic

Republic

Kyrgyzstan

Kazakhstan

Bangladesh

Malawi

Hungary

Slovakia

1998

1999

2000

1998

2000

1997

1998

1998

1999

1998

1998

1999

1998

1999

1999

1999

1998

1999

1999

1993

1999

1999

1998

1999

1999

1998

1998

2000

2000

1999

1997

1998

1992

1998

2000

1999

1999

1999

1998

2000

1999

1999

1997

2000

1999

NA

NA

NA

NA

113,690,000

18,164,000

9,007,530

4,500,000

160,000

20,000,000

2,300,000

15,000,000

2,226,000

19,670,000

1,871,500

210,296

159,884

116,000,000

7,500,000

143,000

2,392,913

104,000,000

830,000

17,178

6,028

330,000

708,000

1,700,000

565,550

1,029,905

310,639

1,003,224

323,924

126,502

68,099

12,629

115,000

500

54,000

22,300

1,000,000

204,816

53,721

6,000

6,700

71,380

17,402

1,280

482

NA

NA

NA

NA

0.899

0.822

0.476

0.426

0.358

0.341

0.284

0.261

0.252

0.240

0.202

0.183

0.137

0.117

0.112

0.111

0.097

0.082

0.081

0.063

0.062

0.054

0.046

0.040

0.036

0.036

0.030

0.029

0.028

0.027

0.019

0.019

0.014

0.011

0.011

0.009

0.007

0.003

0.003

0.002

0.002

0.001

0.000

0.000

0.000

NA

NA

NA

NA

Source: DESA survey and country reports on postal savings.

Notes: Questionnaires were sent to the Ministries and postal

administrations of approximately 80 countries in July 1999 and

were further distributed with the assistance of the Universal

Postal Union at the UPU Congress in Beijing, August 1999. As

of April 2001, information has been collected directly from 64

countries, either as survey responses or as parts of reports

contributed as case studies, as noted in footnote 4. A significant

problem affecting data collection is that many privatized

postbanks and national savings banks that utilize the postal

infrastructure do not report statistical information to the postal

authorities, which supply information to the UPU for its

statistical publications. In addition, in some countries, the postal

savings bank also had stand-alone facilities, whose accounts

were not disaggregated from the accounts mainly transacted at

the postal branch offices. Moreover, in some countries many of

the reported accounts were dormant. Thus, data on postal

savings as reported in this table and as published by the UPU

should be used with caution. *Denotes national savings bank

which also utilizes the postal infrastructure.

Postal savings operations are believed to currently exist in the

following countries and territories which did not supply DESA

with information: Algeria, Brazil, Cameroon, Cape Verde, Iraq,

Ireland, Israel, Kenya, Democratic People’s Republic of Korea,

Libyan Arab Jamahiriya, Madagascar, *Malaysia, Mali,

Namibia, Nepal, Netherlands, Norway, Portugal, Samoa,

Senegal, Sudan, Taiwan Province of China, the Former

Yugoslav Republic of Macedonia, *Togo, United Kingdom,

Yugoslavia, Zimbabwe. *Denotes national savings bank which

also utilizes the postal infrastructure and has additional

stand-alone facilities.

The following countries postal savings systems are privatized:

Aruba, Austria, Belgium, Cape Verde, Côte d’Ivoire, Czech

Republic, Germany, Hungary, Kyrgyzstan, Netherlands,

Norway, Slovakia, Trinidad and Tobago.

The following countries provide postal counter facilities under

agency agreements with private sector banks: Australia,

Denmark, Indonesia.

The following countries had postal savings which were

subsequently suspended or abolished: Bosnia, Bulgaria, Canada,

Chad, Finland, Guyana, Mozambique, New Zealand, Nigeria,

Romania, Singapore, Sweden, United States of America.

The following countries reported to DESA their having postal

giro and/or postal checking services: Austria, Belgium,

Burkina Faso, Central African Republic, Chad, China, Côte

d’Ivoire, Croatia, Czech Republic, Democratic Republic of

Congo, Denmark, Dominican Republic, Egypt, Finland,

France, Germany, Indonesia, Italy, Japan, Republic of Korea,

Latvia, Mauritania, Morocco, Mongolia, Niger, Pakistan,

Slovakia, Slovenia, Spain, Sweden, Syrian Arab Republic,

Tunisia. In addition the following countries, which did not

respond, are also believed to have postal giro systems:

Algeria, Burundi, Benin, Cameroon, Gabon, Iceland, Israel,

Liechtenstein, Luxembourg, Madagascar, Malta,

Netherlands, Norway, Poland, Rwanda, Senegal, South

Africa, Switzerland, the Former Yugoslav Republic of

Macedonia, Togo, Turkey, United Kingdom.



savings. The reasons for their departures from the list are

addressed in Section IV on privatization and the loss of

postal savings services.

B. Governance structures of the posts

Generally, postal systems are operated under one of

three governance structures: first, a traditional model cen-

tred on a department of government; second,

corporatization of the posts to overcome shortcomings of

the traditional model; and third, a fully privatized postal

operator. With liberalization as a general economic strat-

egy, many countries have moved from a traditional model

to a government-owned corporation, and several to privat-

ized systems. Europe has had the most occurrences of pri-

vatization of postal operations, and the entire systems of

the Netherlands and Germany have been privatized.

The traditional model of postal governance. Here

the posts are run by a department of the government un-

der a ministry of communications or similar government

body. It operates within a budget determined by the gov-

ernment, and all revenues from its operations are returned

to the treasury. Under this regime, the postal administra-

tor’s managerial imperative is to operate within the bud-

get, although competing government budget priorities in

developing countries seldom result in the posts being ad-

equately funded. Typically, income derived from postal

savings or postal financial services as well as from all

other services is reported on the basis of gross revenues

collected, most often without any analysis of actual trans-

action costs to determine net profits, or more likely in the

case of most mail delivery operations, net losses. Further-

more, with government-mandated postal rates often set

below actual costs, the post’s problems are compounded.

Clearly, this governance structure provides no incentive

to progress beyond the predetermined targets set by the

government.

The corporatized model of postal governance. The

need to rationalize operating costs under a traditional

mode of operation has motivated many governments to

corporatize their postal system. Such postal systems are

no longer departments within the government but are

government-owned companies. Such entities are respon-

sible for the profits and losses of their own operations

and, like private corporations, must maintain overall

profitability or, at least, not run at a loss. This gover-

nance regime contains incentives to raise the efficiency

of postal operations. Being government-owned and thus

supervised by a board of official appointees, such enti-

ties could also continue to be directed to fulfill public

policy objectives. In addition, there are strong incen-

tives for management under this model to seek to add

new profit-making services to its operations and to cre-

ate efficiencies in all areas of operations.

In such an environment, management is compelled

to analyze its cost of providing different services and the

fees needed to cover costs. Rates are still likely to be set

by policy and will perhaps not cover all costs for all ser-

vices. This means earnings from more profitable services

would “cross-subsidize” the losses of others.

In postal operations, cross-subsidization and over-

all subsidies should not be heard as pejorative, anti

competitive concepts, but rather may exist to serve oth-

erwise unmet public needs. Without denying that inap-

propriate policies have been applied in some cases,

subsidies remain legitimate instrumentalities by which

government mandates to the postal administration to

provide services at “socially-determined” prices and

may be carried out in the interests of national policy.

Subsidized postal rates for books, newspapers, and the

like generally reflect a policy to promote a democratic

civil culture and other subsidies are similarly intended

to promote other public welfare objectives. What is es-

sential is that postal management has a clear analysis of

transactions costs and be able to articulate the nature

and extent of such subsidies so that the domestic politi-

cal process can better assess their cost within the con-

text of their social benefit.

The privatized postal model. The most complete

break with the traditional model of operation is the fully

privatized postal operator. In this case, the government

gives up direct oversight of management of the postal

system and the role of the state is limited to that of a reg-

ulatory authority over a private operator. Supervision is

usually by a governmental agency or commission. The

postal operator is required to conform to government

standards and practices so as not to conflict with the

public good and to fulfill its social mandate as a regu-

lated public utility. Placing national postal systems in

the hands of privatized postal operators in the 1990s
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was a relatively new occurrence in modern times, al-

though its historical antecedents date back to the feudal

days of Thurn und Taxis and the Holy Roman Empire.16

The privatization phenomenon has largely occurred

within the overall framework of market liberalization of

public services.

IV. Postal systems and
“Postbanks”: creation,
separation, privatization and
synergies of reintegration

A. Postbank creation and separation

from the posts

It is not unusual for postal savings operations to be

restricted in the range of financial services they may of-

fer. They are often denied licenses for issuing consumer

credit and small business and agricultural loans by the

financial regulatory authorities, and, as a practical mat-

ter, often lack the institutional capacity to undertake the

intermediation and investment of mobilized funds on a

large-scale. This combination of factors has led to the

creation of an entity known as the “postbank.”

Postbanks have existed in Europe, originally as

state-owned institutions, since the early part of the last

century. While postal savings banks frequently pro-

vided services for the small-scale consumer, agricul-

tural credits and mortgage housing facilities,17 the

primary impetus for their conversion to postbanks was

to provide for a greater range of investment options be-

yond these small-scale loans and the purchase of Gov-

ernment debt securities. They were especially

interested in providing large-scale commercial credits.

These fully licensed postbanks are regulated by the

ministry of finance or central bank or similar govern-

ment agency. They operate through use of the postal in-

frastructure, especially for deposit collection and

withdrawal, although they may also have free-standing

branches. However, the more commercially-oriented

operation of the postbanks in developed countries in re-

cent decades has embodied two tendencies which

should be of concern to developing economies. First is

the demise of postal savings functions and the loss of

this modality for mobilizing funds for developmental

purposes when postbanks adopt commercial banking

strategies. Second is the weakening of the postal net-

work’s infrastructure, which provides a wide range of

civil and social services besides mail services, including

postal financial services itself.

It will be seen in the cases that follow that once

ownership of the postbank is separated from the posts, the

management goals of the postbank authorities come into

significant conflict with those of the post. An important

issue is thus whether the posts should retain an ownership

stake in the postbank irrespective of whether the postal

system itself is government-owned or under private own-

ership. Holding an ownership interest provides the posts

with the means to resolve what could otherwise be a diffi-

cult problem of loss of incentive to promote savings. Oth-

erwise, after the postbank is separated from the post’s

ownership, the mutually sustaining synergy between the

posts and postal savings typically disappears.

B. Loss of postal network and savings

services after privatization

Although postbanks were wholly owned by the

postal system when first organized, many were subse-

quently privatized. An increasing volume of evidence in

European cases attests to the losses of synergy that ensue

when the government sells the postbank to private-sector

banks. As will be seen in the cases discussed immediately

below, in a common scenario, the privatized postbank be-

11 Postal Savings and the Provision of Financial Services

16 The Counts of Thurn und Taxis held the hereditary postal franchise from 1460 to 1867 for the Holy Roman Empire and its successor States.
17 In the UN-DESA survey 80 per cent of the developed countries reported offering credit facilities to their clients, while only 20 per cent of the

developing countries postal savings systems reported this function. The British postal savings model, unlike its continental European
counterparts, did not offer credit facilities to its clients. This historical circumstance may explain why the credit function is seldom found in
the postal savings systems of former British colonies. In Part V, Section B we will discuss the importance of credit services, especially in rural
areas and its link to savings mobilization in developing countries.



gins by using the postal service as its agent. However, the

privatized postbank also often inherits having to pay only

a nominal transaction fee for its use of post office ser-

vices and infrastructure, well below what it might be

charged for similar transactions as an unrelated private fi-

nancial institution. When the postal system owned the

postbank, earnings from its ownership stake offset the

low transaction fee. With privatization, the post’s reve-

nues from financial services are reduced to these nominal

fees alone without the benefit of dividends from postbank

shares.18 As a result, overall postal revenues decline to

such low levels that many marginalized post office loca-

tions are shut down. At the end of this scenario, the pri-

vate takeover of the postbank has compelled a series of

negative consequences, including the closing of many

post offices that previously provided both mail and postal

financial services to local communities. Isolated commu-

nities and low-income areas that are not typically in-

cluded in a private bank’s marketing strategy are

especially hard hit.

1. Commercial banks strategies replace

savings linked to development

The scenario described above was most clearly

played out in the Scandinavian countries, which were early

movers towards the separation of financial services from

ownership by the postal systems. Their subsequent experi-

ences with privatization led to the eventual elimination of

postal savings and other postal services. For example, the

Finnish Postal Savings Bank (PSP) was founded in 1887.

The PSP first invested in State bonds and in the 1920s and

1930s increasingly channeled loans into the Cooperative

Credit Societies for agricultural credits under terms nego-

tiated by the Ministry of Finance. In 1939 the PSP’s own-

ership was separated from the Department of Posts and

Telecommunications but the PSP continued its develop-

ment bank functions, funding state-owned hydroelectric

power and electrification plants and providing credits to

forestry and wood-processing industries and housing be-

fore turning to industrial credits in the 1950s.

As of 1987, 90 per cent of the cashier transactions of

Postipankki (Postbank), the former PSP, took place in

Finland’s 3,200 post offices [Postipankki—The First 100

Years, 1987]. Postipankki, however, was also increasing

its independent branch network. In 1987, in addition to

the post offices, it had 50 branch offices in 33 cities and

towns, 13 of them in the Helsinki area alone. Following

Finland’s commercial banking crisis in the early 1990s,

Postipankki rapidly increased its stand-alone branches

by acquiring failing private banks in the high-volume

commercial areas of Finland’s larger cities. With its new

base of urban commercial clients, Postipankki adopted a

new corporate strategy which de-emphasized the postal

network clients. It negotiated a reduction of its annual

franchise fee to the posts and at the same time expanded

its independent branch network which by 1999 stood at

83 retail branches, 55 commercial branches, and 18 de-

voted to private banking clients. This in turn led to a has-

tening downward spiral of loss of revenues to the posts,

which forced the closing of 65 per cent of Finland’s post

offices between 1990 and 1995, following the first

large-scale fee reduction in 1990. The number of postal

branches that handled savings fell from 2,700 to 927.

Following a second large-scale fee reduction in 1995, the

total number of postal savings points was further reduced

to 477 by 1998, which also marked a dramatic loss in the

availability of all postal services in rural regions and

among lower-income populations. Not surprisingly, the

reduction in the number of post office branches was ac-

companied by a drop in the number of savings accounts,

i.e., from between 3.2 and 3.4 million accounts at the end

of each year in the first half of the 1980s, the number of

accounts fell to an average of 2.5 million in 1994-1998.

At the same time, the average size of accounts rose from

Fmk2,673 to over Fmk14,250 in these two periods, indi-

cating that the composition of the clientele had become

more heavily weighted towards higher income people,

suggesting that Postipankki was following a strategy to

shed its least profitable clients.

Following these reductions in the postal network,

Postipankki was re-named Leonia Bank (April 1998),
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and was fully commercialized. At the outset of privat-

ization negotiations, Leonia Bank demanded further re-

ductions in its annual fee payments to the posts, citing

the decreasing utility of the postal infrastructure to its

corporate strategy. Leonia Bank asserted that the vol-

ume of financial services at the least busy post offices

(i.e., in rural areas) had declined, owing to “the in-

creased use of ATMs, bank cards, the telephone ser-

vices, on-line banking” [Leonia Bank Annual Report,

1998].19 Such claims notwithstanding, Finland Posts re-

ported that 50 per cent of post office staff activities were

still being conducted on behalf of Leonia Bank

[Helsingin Sonomat, 28 October 1999]. When fully pri-

vatized and part of the Sampo Insurance Group, Leonia

Bank ultimately refused to renew its agreement with the

posts. By the end of December 2000, Finland, which

once had among the highest per capita usage of postal

savings in the world was completely without postal sav-

ings and in many areas without post offices as well [Fin-

land Post Ltd, Annual Reports, 1999, 2000; Postal

Statistics, UPU; Financial Times, 10 July 2000].

In Sweden, another early convert to privatization

of postal banking, similar reductions in postal banking

services have been reported. After a ninety-year history

of providing both savings and loan services, the Swed-

ish Postal Savings Bank was separated by the Govern-

ment from the post’s ownership in 1974 and merged

with the Swedish Kreditbanken to form the Govern-

ment-owned Post and Kreditbanken (PK Banken). In

the aftermath of the Swedish banking crisis in 1994, the

Swedish Cabinet attempted to rescue the failing private

Nordbanken by merging it with PK Banken. Since then

Nordbanken has undergone repeated mergers and sev-

eral changes of ownership, first merging with the Finn-

ish private bank Merita. Merita-Nordbanken then

became part of Baltic Holding Ltd, now called the

Nordea Group, a pan-Scandinavian international finan-

cial consortium. From the privatization through the

Nordbanken takeover in 1994 to June 1999, 85 per cent of

Sweden’s 14.8 million postal savings accounts were

closed [UN-DESA Postal Savings Survey; Postal Statis-

tics, UPU], the bank having changed its corporate strat-

egy to market its services to a wealthier clientele, in

effect abandoning the nation’s postal savings franchise.

The result of all these mergers was a decline in post office

revenues from financial services, a leading factor in the

closing of over 1,000 post offices in Sweden between

1989 and 1998. Seven hundred fifty post offices were re-

placed by partial postal service operations at gas station

and shop counter locations. Thus all postal services were

drastically reduced. Postal savings were terminated in

April 2001 [author’s interview; Sweden Post AB Annual

Reports, 1996-2000; Merita-Nordbanken Annual Report

1998; Nordic Baltic Holdings Annual Report 1999].

At issue, in the cases of Finland and Sweden, is the

changing character and priorities of the postbank institu-

tion. Its initial mission was as a public sector institution

providing financial services to the whole population, in-

cluding rural, disadvantaged and small savers, local com-

merce and small enterprises, and providing the

intermediation of savings for development. As a private,

commercial bank, its purpose changed to the maximiza-

tion of private shareholder value, and its investment strat-

egy changed to the wholesale intermediation of funds.

These differences in objectives and outcomes are a matter

for policy makers to consider when privatization is con-

templated, which is not to say, however, that private banks

have no interest in the utility of the postal infrastructure.20

Later, in Section E, we discuss private sector interest in

finding opportunities in postal financial services.
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banking usage by younger and more affluent clients and what is feasible for elderly pensioners or available to low-income populations without
access to personal computers. In Deutsche Postbank’s case, three-quarters of all the bank transactions are still handled at postal counters, even
though it has a highly-regarded Internet-banking website and also offers telephone banking for its wide range of brokerage, funds management,
currency and derivatives trading services for its commercial and retail clients. Following in this section we will discuss in more detail attempts to
address issues of financial exclusion and the “unbanked” in the United Kingdom and see how Internet banking has not provided a solution.
Although Internet usage is relatively high in developed countries, especially Scandinavia, in Africa, for example, only one out of every 250
persons has access, with relatively advanced South Africa accounting for 94 per cent of this usage [“Industry Statistics” CommerceNet]. In
Section V, I will also discuss the use of financial technology based on telecommunication within the context of developing countries.

20 For example, in 2001, Finland’s OKOBank, a major savings institution, sought (unsuccessfully) to acquire the Finnish postal system.



C. Tackling the problem of

financial exclusion

The loss of access to financial services for low-in-

come and rural populations has been a matter of great

concern in the United Kingdom, where the postal sav-

ings concept first originated. Founded in 1861 as the

Post Office Savings Bank, its chief purposes were to

provide a convenient, government-secured means for

people to save and to provide a source of funds for gov-

ernment borrowing, including the sale of savings certifi-

cates and government bonds. In 1969 ownership of the

postal savings operations was separated from the posts,

renamed “National Savings” and transferred to the

Treasury, with the post office subsequently playing an

agency role. The National Savings system then fell rap-

idly into disuse and, although 20.4 million accounts still

exist, many of them have been long dormant with only

nominal amounts on deposit. The sharp decline in use

has largely been due to cumbersome, outmoded account

posting procedures which mostly requires the account

owner to send his passbook along with the deposit or

withdrawal request to the National Savings Agency

postal counter service. Otherwise, withdrawals are lim-

ited to £50.21

Among other postal financial services, in 1990 the

postal giro system was sold to a private institution, Alli-

ance & Leicester, although it too continues its services

through the posts.22 Independent of the giro system and

non-giro bill payments, including taxes, etc., the main ac-

tivity of postal financial services in the United Kingdom

is the disbursement of pensions and benefits; some £50

billion a year is delivered in cash to post offices to be dis-

bursed monthly to 15 million recipients.23 Despite obvi-

ous safety and security concerns, these funds largely

remain in the cash economy.

1. Who you are and where you are:

the unbanked in the United Kingdom

Banks in the United Kingdom have reduced their

branches over the past decade from 17,000 to just over

12,000 in 2000, with more closures expected, leaving

many small towns without financial services. The Brit-

ish Financial Services Authority (FSA) has reviewed

the social impact of these changes and has found that

over 20 per cent of the adult population lack current

accounts, and upwards of 37 per cent of households do

not own savings accounts or investment products.24

The FSA attributes this largely to the closing of com-

mercial bank branches over the last decade and the

banks’ failure to extend government-mandated bank-

ing services to the poor through low-fee accounts. The

banks’ strategic goals over the past decade have been

the cross-selling of financial services such as invest-

ment brokerage accounts and insurance products to

wealthier clientele, ignoring the low-income, rural,

and aged populations which have traditionally relied

on the post for their financial services and often harbor

an antipathy towards if not mistrust of banks, where

they feel socially, as well as economically excluded

[author’s interviews; In or Out? Financial Exclusion,

FSA, July 2000].

2. Restoring the network

In an attempt to address the issue of the

“un-banked,” the U.K. Government has decided to di-

rect its pension and benefit payments into commercial

bank accounts by 2003. This change will result in a loss

to the Post Office of £400 million in fees that are de-

rived from pension and benefits payments. These fees

account for 40 per cent of postal operation profits, and

their loss will also result in the closing of many of the

post office branches that provide financial services.
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1998/1999].
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were also higher in Scotland, Wales and certain sections of Greater London [“Understanding and combating ‘financial exclusion’,” Rowntree
Foundation, March 1999].



Concern over these outcomes has led the U.K. Govern-

ment to attempt to reinvigorate the postal infrastruc-

ture’s more than 19,000 post office branches, of which

some 50 per cent are in rural areas and typically a sec-

tion of the only village shop and a focal point of com-

munity activity. Recognizing the important social role

the post office branches play in their communities, it

has thus become a policy priority of the Government to

provide both financial services to those excluded and to

restore a sound fiscal base for maintaining the postal in-

frastructure to prevent future rural post offices closures

[Counter Revolution–Modernizing the Post Office Net-

work, Cabinet Office, June 2000].

Among the proposals to be implemented is the

creation of a new Post Office-based “Universal

Bank,”25 which would be jointly owned by the Post Of-

fice, the High Street banks and other financial institu-

tions. The mission of the universal bank will be to tackle

the issue of financial exclusion by providing a wide

range of financial services in rural and disadvantaged

urban areas as a non-competitive neutral agent for pri-

vate sector financial institutions. Private institutions so

far have been reluctant to contribute the £180 million

they are to be assessed for the plan. However, the U.K.

Government maintains that, since these private sector

institutions are being gifted the Government’s direct de-

posit of pension and social benefit payments, their con-

tribution to the universal bank plan is obligatory.

Envisioned in the Government’s plan, also to become

operational in 2003, is the outlay of £1.1 billion for the

creation of a PC-based on-line “banking-engine” which

will implement computerized counter service to be in-

stalled in all U.K. post office and branch network loca-

tions as well as the use of debit-cards allowing access to

the LINK network’s 28,000 cash machines. It should be

noted with respect to Internet banking in the United

Kingdom, that those financially excluded are more

likely not to have a telephone (40 per cent) and even

more so, a computer (over 90 per cent).26 Critics point

out that, not only do many post office clients have a dis-

tinct preference for managing their financial affairs on a

cash basis, any arrangement that gifts the Government’s

direct deposit of pension and benefit payments provides a

significant cross-subsidy by Government to the big four

High Street banks that have failed to provide adequate ac-

cess to the financially excluded through their own dimin-

ished branch networks despite their dominance of retail

banking services. The implementation and outcome of

the plan should invite further study as it progresses [au-

thor’s interviews; Competition in UK Banking: Report to

the Chancellor of Exchequer, D. Cruikshank, March

2000; “Access to Financial Services,” O. Pilley, 2000].

D. Transition economies

and privatization:

bailouts at public expense

Another issue of importance in the privatization of

postbanks, particularly in transition economies, is how

poorly the privatization process and subsequent govern-

ment oversight have been carried out. Almost as soon as

postal savings services were reintroduced in the transition

economies of Central Europe and the Balkans, the postal

systems joined other state-owned institutions in being tar-

geted for privatization, often at bargain prices. However,

in some cases, governments offered up hasty sales of

state-owned property to foreign corporate investors that

were not fully aware of the weak financial condition of

their acquisition, ultimately forcing these governments

into large-scale bailouts at public expense.

For example, the Czech Government merged its

Postbank with their financially troubled Investment Bank

in 1994 and then privatized the merged institution for

CzK200 million ($6.1 million). In the process, the newly

formed Ivesti�ní a Postovní Banka (IPB) gained access to

the Czech Republic’s 3,400 post offices and the CzK75

billion ($2.3 billion) deposits of the post’s two million sav-

ings account holders. From the perspective of the posts,

the deal represented a serious loss in which the posts re-

tained 6 per cent ownership of the new bank. In 1998, Ja-

pan’s Nomura Investment Bank purchased the Czech
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government’s 46 per cent stake in IPB. However, IPB had

failed to disclose $7.5 billion in outstanding loans to client

firms in which it owned shares. This led Nomura Bank to

walk away from its investment in 2000, charging cronyism

between IPB’s managers and their clients. The reported

size of the Czech Government’s latest bailout of IPB, as

part of a merger deal with �eskoslovenska Obchodní

Banka (owned by KBC Bank of Belgium) is CzK95 billion

($2.5 billion) in government guarantees against all prior

loan losses and will cost the Czech taxpayers approxi-

mately five per cent of GDP. This bank rescue is the costli-

est so far among the European transition economies

[Financial Times, 10 August 2001].

In Hungary, the privatized postbank went into bank-

ruptcy in 1998 as a result of non-performing commercial

loans, necessitating a $750 million takeover by the Gov-

ernment, ruining the brandname of the postbank, and dis-

rupting newly resumed postal savings services in the

process [Financial Times, 7 March 2001]. Still another

case, illustrating that the issues raised here are not exclu-

sively European nor the sole provenance of developed

and transition economies, is Indonesia’s Posbank, which

was merged during the market deregulation of the 1990s

with a commercial bank owned by the family of former

Indonesian President Suharto. The Suharto commercial

bank had concealed a massive bad-loan portfolio that

quickly forced the Posbank into bankruptcy with the re-

sultant loss of postal savings operations.

E. The private sector finds opportunities

in postal financial services

As noted above, the process of liberalization and pri-

vatization of postal savings functions has been going on

for more than a decade. Other financial institutions with al-

ternative retail strategies have sought to enter into agency

agreements or even purchase entire postal systems. There

have been two major categories of buyers. First, commer-

cial banks and insurance companies have vied for the fran-

chise opportunities represented by the large and stable

deposit base of postal savings and for the opportunities to

sell other financial products such as insurance, pension

plans and investment funds to postal savings customers.

In this context, mega-financial conglomerates have ex-

panded beyond their national boundaries to acquire

postal financial services in other countries. Large finan-

cial firms, such as Citibank, Belgium’s Generale Bank

(now part of the Fortis insurance and financial group27),

and the Dutch firm ING Barings (insurance and finan-

cial), which partly owns Netherlands Posts with TNT

Post Grope, have sought to expand through foreign direct

investment in postal financial operations and payments

systems in other countries.

The second major category of buyers of postal fi-

nancial services are privatized postal systems them-

selves. The privatized national postal operator

Deutsche Post reacquired Deutsche Postbank in 1999,

from which it had been separated by the German Gov-

ernment nine years earlier, and also acquired a commer-

cial credit institution. Deutsche Post’s financial

services account for almost a quarter of its revenues and

rank second in profitability after its protected monopoly

in domestic mail services [Deutsche Post Annual Re-

port, 2000]. In addition, Geopost, newly created by La

Poste of France and Poste Italiane, and the Dutch postal

system under ING Barings-TNT Post Grope are also of-

fering a wide range of financial business services, in-

cluding factoring and equipment leasing.

Also interesting in this regard is the fact that pri-

vatized posts-cum-banks, such as Deutsche Post, as

well as banks, as noted above, have sought to invest in

postal financial services internationally. Foreign-

investing private operators, whether banks or postal

systems, expect substantial earnings from their postal

and financial services business in other countries. Of

particular attractiveness to foreign banking interests is

the central role that postal remittance services play in

individual and household payments in CIS and Eastern

European countries, including the delivery of pension

payments, social welfare benefits, and payment of bills,

as for utilities and taxes. This is unlike the commercial

banking sector, which plays only a minor role in per-
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sonal retail payments in these countries. Indeed, it hassonal retail payments in these countries. Indeed, it has

been estimated that postal financial services account for

a significant amount of postal revenues, upwards of 80

per cent in these countries [“Harmonization of postal

money orders (including Giro systems),” a report of the

ING Postbank Consultancy for the European Union

Phare Programme, 20 June 2000].

1. Restoring synergies: the reintegration

of postbanks and postal services

We referred earlier to the German experience in

which the postbank was separated from its postal sys-

tem, privatized and later reacquired by the now-privat-

ized postal service. As with Deutsche Post, the

Netherlands’ postal system had undergone a similar

transformation. Both have sought to make full use of the

synergies of the postal network, which has increasingly

drawn them further into postal financial services.

Like Deutsche Post today, ING Postbank func-

tions not as a stand-alone institution but as a part of a

multi-function service strategy. The Dutch postal sav-

ings system and postbank were efficient operations

when they were publicly owned. However, as a result of

a decision of the Dutch Cabinet to attempt to rescue the

failing Netherlands Middenstandsbank (NMB), a pri-

vate commercial bank, the Postbank was merged into

NMB. The NMB-Postbank was unsuccessful and was

ultimately acquired by the ING Insurance conglomer-

ate, now known as ING Barings [author’s interviews].

The Postbank has functioned more successfully under

its latest owner, most likely because ING Barings is also

the fifty per cent owner of the Netherlands Post. With

the Postbank and the Netherlands Post under the same

ownership, the two institutions can again tap the syner-

gies possible in agency relationships based on mutual

interests [“Best Practices in Postal Banking: Case Study

‘the Netherlands’,” ING Barings Postbank]. The same

would be true of cross-owned institutions.

In Germany, division of the post and the postbank

had led initially to severe operational discord. When

ownership of the Deutsche Postbank was separated

from the Posts by the German Government, the result was

a nine-year period from 1990 to 1999 marked by constant

disagreements at all levels and areas of operations be-

tween the Postbank and the Posts, accompanied by the

Postbank’s yearly demands for further reduction of fran-

chise fees to the Posts. Only after Deutsche Post reac-

quired the Postbank and common ownership was

reinstated in 1999 was managerial harmony restored [au-

thor’s interviews].28

F. Conclusions

In sum, the cases we have discussed illustrate some

of the major hazards of the privatization process. Chief

among them, as was seen in Finland, Sweden, and the

United Kingdom, is the potential destruction of the im-

portant symbiosis between postal financial services and

the posts whereby postal financial services significantly

support the cost of maintaining the postal network upon

which both are dependent. The separation of the postbank

from the posts effectively destroyed synergies that made

providing financial and postal services to lower-income

and rural populations financially feasible. The cases of

the transition economies also make a point which should

be underscored here. As was seen, many governments

have undervalued their postal savings institutions both as

financial and social-economic assets. This in turn led to

opportunistic mergers and sales, subsequent liabilities re-

quiring intervention and bailouts and, worst, the reduc-

tion or elimination of services. On the other hand, some

private sector operators, such as ING Barings and Deut-

sche Post AG, realized opportunities in maintaining the

postal network and the profitable synergies it has with

postal financial services.

In other words, in the policy debate over separation

and privatization of postal savings operations, analysts

seem to have missed a crucial point. Postal financial ser-

vices make possible more intensive use of the postal net-

work, reducing costs through economies of scale in

transactions through the postal infrastructure. This syner-

gistic relationship produces opportunities to provide
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low-cost services such as postal savings, postal checking

and giro, postal life insurance and pension plans, money or-

ders, overseas remittances, and so on, as well as mail deliv-

ery. However, after policy makers split apart the postal and

financial services, it seems that at least some privatized op-

erators rediscovered the synergies from recombining them.

As policy makers in developing and transition economies

contemplate the separation and privatization of their own fi-

nancial and mail delivery components of their postal sys-

tems, these experiences might be fruitfully kept in mind.

V. Asian experiences in
postal savings

A. Introduction

1. The legacy of colonialism

The countries which have had the most extensive ex-

periences with postal savings outside of Europe have been

in Asia. The origins of the Asian systems trace back to the

merchant and military operations of the European imperial

powers. Spain and Portugal, then Holland, Great Britain and

France gave an international scope to postal operations as

their merchant fleets carried mail as well as cargo to ports in

Asia, Africa and the Middle East. With the advance of colo-

nial conquest into the interior, a system of colonial posts

routinely supplanted the native merchant post infrastruc-

ture. Many colonial postal savings programmes were estab-

lished towards the end of the 19th century, but catered

primarily to serving the savings and remittance needs of the

colonial civil service employees. At that time there was little

thought given to the mobilization of those savings to im-

prove conditions in the colonies or, for that matter, to meet

the financial service needs of the indigenous populations.

2. Post-independence: mobilizing savings

It was after national independence from British co-

lonial rule in Asia that the Post Office Savings Bank

(POSB), a 19th century British institution, began to

evolve in different directions in different countries. Some

resulting types include POSBs in Bangladesh and India

which operate not as banks but as agencies of their re-

spective countries’ National Savings Organizations

(NSOs). In Malaysia and Sri Lanka, the POSBs have

been transformed into National Savings Banks that have

independent branch networks with full banking func-

tions. They still utilize the postal infrastructure, but

with severe limitations on the services and products that

may be offered through them.

The savings system has evolved as well in many of

the CIS countries. As noted earlier, the Sberbank, a na-

tional savings institution, had been the only savings in-

stitution under the Soviet system. In the Russian

Federation, it remains under the ownership of the State

Bank and is by far the largest and safest of all financial

institutions. In many of the other CIS States, the chief

savings institution, now re-named Narodni Bank (Peo-

ple’s Bank, Halyk Bank in Kazakh), has been put under

market pressure to transform itself into a commercial

bank and relinquish its original mission of offering sav-

ings and financial services to serve the broadest possi-

ble population. At the same time, market liberalization

forces also gave the impetus for new postal savings sys-

tems in Kazakhstan, Mongolia, and Viet Nam, as the

posts sought to create new profit centres to replace the

loss of former telecom earnings.

In China, postal savings was abolished in 1952 when

personal savings was subsumed under the People’s Bank

of China, the central bank. In 1986 postal savings was re-

introduced at the initiative of the central bank in an effort

to mobilize savings. It has shown remarkable growth in

the 1990s as a repository of rapidly rising personal savings

resulting from the opening and development of the pri-

vate-sector economy. A similar rapid growth in postal sav-

ings resulting from private-sector activity began in Viet

Nam after it established postal savings in 1999.

In Japan, the postal savings system has long been

an important collector of savings and provider of finan-

cial services for middle, low-income and rural people,

and has played an important role in the financing of

public capital investment. The Japanese postal savings

system was established in 1874, at a time when Japan

had just left behind centuries of feudalism and isolation.

Its leaders took note of the foreign indebtedness of the

Chinese and Ottoman empires, and, using its new postal

savings system as a foundation, the Japanese State was

able to forswear all foreign borrowing for the next 30

years (until the advent of the Russo-Japanese War). The

Japanese model has also had an impact on the Republic

of Korea, Taiwan Province of China and many other ar-
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eas in Asia that came under its colonial and military oc-

cupation [“Postal Savings System” M.J. Scher in

Encyclopedia of Japanese Business and Management,

A. Bird ed. Routledge, London, forthcoming 2002]

Other models have had some influence on the de-

velopment of postal savings and postal checking in

Asia. These include: the Dutch postal system in Indone-

sia; the Austrian model of postal savings and giro sys-

tem during the time of the Ottoman Empire, which was

followed in Turkey, Iraq, Lebanon and Syria; and the

Philippines system, which first established postal sav-

ings in 1906 under a U.S. administration, its success

contributing to the introduction of postal savings in the

United States itself in 1910.29

Although many of the Asian postal savings sys-

tems were founded during the colonial era and have

been informed by a colonial past, all have evolved in

their own right, adapting to their respective countries’

social, economic and political environments. All offer

valuable lessons to developing countries in the differ-

ences and similarities of their experiences.

In what follows, we examine institutions that are

being successfully used in a variety of economic and in-

stitutional environments in Asia. The focus is on issues

which lie at the heart of the concerns in developing coun-

tries relating to the mobilization of postal savings: finan-

cial product development and promotion, postal savings

in rural areas, the credit function and the building of part-

nerships with other institutions, agency problems and

private sector competition, overseas remittances, the in-

vestment and intermediation of funds for development,

management operations and the utilization of technol-

ogy. It is also within this context that we are able to relate

the issues discussed earlier, in Sections II-IV of this pa-

per, regarding market liberalization, foreign entry and

acquisition, postbank creation, separation, and privatiza-

tion as they may affect savings institutions in developing

countries and transition economies. We also discuss is-

sues bearing on postal payment systems, particularly as

regards international transfers.30

B. Management and competition

issues in Asian systems

1. The organization of postal savings:

four models

One may distinguish four types of organization for

providing savings services through the postal infrastructure

in Asia: 1) the national savings organization, as in Bangla-

desh and India; 2) the postal savings bureau, as in China, Ja-

pan and the Republic of Korea; 3) the linkage of savings to a

postal payments system, as proposed in Kazakhstan and

other CIS States; and 4) the national savings bank use of the

postal infrastructure, as in Malaysia, Sri Lanka and formerly

Singapore (postbanks, as discussed in Section IV, would

also belong in this category). Individual country cases serve

to describe the different types.

National Savings Organization: the case of India.

India has by far the world’s most extensive postal savings

network and the oldest one among developing countries.

Some 154,000 post offices all offer postal financial ser-

vices even in small and remote villages; overall it is esti-

mated that they service some 116 million account holders

with some Rs. 1,817 billion on deposit (approximately

$42 billion). Originally organized during British rule in

1883, since India’s independence in 1947 the Post Office

Savings Bank (POSB) has offered an extensive array of

postal savings schemes and other financial products, al-

beit acting as an agent of the National Savings Organiza-

tion (NSO), a division of the Ministry of Finance.

Currently the POSB offers some 12 different savings in-

struments, each crafted to meet the savings requirements

of different markets.

The NSO designs the various savings products and

markets them through a trained sales force of 500,000 li-

censed agents. These agents are assigned to sell specific

savings plans to targeted markets, such as rural women,

industrial workers and the like, and receive a 1 per cent

commission on the deposits they collect and deposit in

the POSB. Since 1947 the NSO has introduced, revised

and/or withdrawn some 230 plans in response to market

conditions and mobilization objectives. Although many
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of the same NSO products are also offered by Govern-

ment-owned commercial banks, those sold by the post of-

fice account for some 85 per cent of all household savings

in financial institutions in India.

Since 80 per cent of the funds mobilized go to the

States, each Indian State Government has a Small Savings

Organization which vigorously promotes postal savings.

For example, some States operate lotteries with cash prizes

tied to savings deposits or encourage small businesses to de-

posit funds in postal savings rather than commercial bank

accounts in consideration for additional and/or future gov-

ernment business or other inducements, such as the speedy

approval of business licenses.

Postal Savings Bureau: the case of China. Follow-

ing the re-establishment of China’s postal savings system

in 1986 after a 34-year hiatus, both postal savings and re-

mittances have shown dramatic growth, particularly in

urban areas, and have an increasingly large market share

in the collection of individual household savings. Initi-

ated with the assistance of the People’s Bank of China

(PBC, the central bank), the Postal Savings Bureau has

served as a vital link in mobilizing income and profits

from the private-sector activities encouraged by the Gov-

ernment’s economic reform programme, with all funds

transferred to the PBC.

In its first years of operation from 1986 to 1989, the

Bureau functioned merely as an agency of the PBC, re-

ceiving a fixed commission of 2.2 per cent of the funds on

deposit. In the subsequent decade, market principles

were introduced and the Post was able to profit on the dif-

ference between the PBC’s wholesale rate and the retail

rate. All funds, however, were still deposited with the

PBC. Most recently, the postal savings system has be-

come a separate corporation under the State Post Bureau

with the future possibility of intermediating funds to

other financial institutions such as development banks.

At the end of 1999, 380 billion yuan were on deposit

in the postal savings system. There are some 104 million

postal savings accounts. Eighty per cent of China’s post

offices provide postal savings services; of the 31,544 post

offices with savings facilities, 22,081 are located in rural

areas. However, only 30 per cent of all deposits are from

these rural branches, where incomes are lower and there

is strong competition from rural credit cooperatives [au-

thor’s interviews]. Postal savings deposits exhibited an

extraordinary annual growth rate of over 50 per cent per

annum in the first half of the 1990s and over 24 per cent

per annum in the second half of the decade. In 1998

postal savings accounted for 47 per cent of China Post’s

operating revenues. By 1999, 63 per cent of the postal

savings branches were computerized, and all were ex-

pected to be so by the end of 2000.

Linking savings to postal payments: the case of

Kazakhstan. Kazpost is the name of the Republic of

Kazakhstan’s State Enterprise of Postal Services. With a

relatively small and declining population (14,952,000 in

1999), Kazakhstan has 3,800 post offices spread over a

territory almost the size of India (2,724,900 sq. km.). In

August 1999, Kazpost established the first postal savings

system among the CIS republics. Savings mobilization,

however, is a sideline to the main financial service of

Kazpost, which is to operate an extensive payments sys-

tem for individuals and households on behalf of the State,

as is the case in most of the other CIS economies in tran-

sition. Kazpost has primary responsibility for the distri-

bution of pensions and other social-benefit payments, as

well as the distribution of salaries, including those paid

by some private enterprises. Twice a month pensioners

and other recipients line up at their village post office on

an appointed day to receive their pensions in cash, which

are delivered to the post offices by armored vehicles. If

the funds are not claimed within three days they are re-

turned to the central accounting office. Current govern-

ment regulations require that only delivery be effected

and prohibit the direct transfer of these funds into cus-

tomer savings accounts. It has been proposed that this

regulation be changed to permit the signing of direct de-

posit agreements with individual pensioners.

After a year’s operations, Kazpost still remained

handicapped by the lack of direct pension deposit facili-

ties, and postal savings deposits which had been targeted

at one billion tenge, stood at 110 million tenge (about

$775,000). In 2000, roughly one-fourth of the branches,

some 1,000 post offices, were offering postal savings ac-

counts. Kazpost offered eight different types of savings

products. Savings can be held in tenge or in U.S. dollars.

The minimum account size is 500 tenge ($3.52), and $10

for U.S. dollar accounts. Kazpost is restricted from offer-

ing the greater variety of products with higher interest

rates that its commercial bank competitors are allowed to

offer. The National Bank (central bank) requires that all

postal savings funds collected be invested in State securi-
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ties (tenge and U.S. dollar denominated). Postal savings

offered a 10 per cent interest rate guaranteed by the Gov-

ernment on tenge accounts to its depositors in 2001.

Household savings are mainly held in the national

savings bank, Halyk Bank. The majority of depositors

of both Halyk Bank and Kazpost are pensioners and sal-

aried workers. In 1999, the two institutions reached an

agreement whereby Halyk Bank would transfer its rural

operations to Kazpost, while retaining its strong urban

franchise through its own independent branch network.

Halyk Bank is also pursuing its own goal of privatiza-

tion and transformation into a commercial bank.

National savings banks: the cases of Malaysia,

Singapore and Sri Lanka. In some cases, postal savings

regimes have been converted from POSBs, a division of

the post office, to national savings banks (NSBs). This

was the case in Malaysia, Singapore and Sri Lanka, where

the POSBs were newly chartered as publicly-owned sav-

ings institutions in the early 1970s. The new NSBs began

to open banking branches in urban markets that were sepa-

rate from the postal branch offices, while continuing to

rely on the postal infrastructure in an agency relationship,

especially in rural areas. Sri Lanka’s NSB has continued to

use all of the 4,012 post offices and postal sub-stations.

Malaysia’s NSB, by contrast, set about creating an exten-

sive independent branch network, relying on the postal

network only in remote regions where independent

branches were not economically feasible. In recent years,

Malaysia’s NSB has had to scale back the number of its

bank branches in favor of again using post offices, finding

that it had overreached itself in its original plan in some ar-

eas where it was too costly to maintain separate branches.

With a move to own independent branch networks,

the NSBs in all three countries, to a greater or lesser extent,

have adopted urban service strategies aimed at competing

with commercial banks for the more affluent, upscale

market of young professionals. In adopting such strate-

gies, however, they have departed from their primary, or at

least initial, mission of providing financial services to all

segments of the population. This shift in focus was accom-

panied by a de-emphasis on rural savers and the urban

poor, with the rural and urban poor populations only having

post office branches geographically near them. Under this

regime, postal branches offer only a small number of finan-

cial products with limitations on services, particularly sav-

ings withdrawals, compared to the much more extensive

range of products and services offered by stand-alone NSB

branches, thus creating a two-tier savings system. Neverthe-

less, many customers say that they feel more comfortable

patronizing the post office branches.

The development of a two-tier system has been re-

flected in the widely differing physical conditions of the

servicing facilities. Aging, deteriorated conditions of the

post office branches have contrasted sharply with air-con-

ditioned urban mini-branch savings bank offices. This was

especially true when these NSBs first came into existence

in the 1970s. In Malaysia and Singapore the posts have

since been modernized so that their counter facilities run

as smoothly and efficiently as any bank, and in Sri Lanka

some post offices have been modernized as well.

Singapore’s POSBank provides an example of the

ultimate evolution of a two-tier system. It first em-

barked upon an independent branch network strategy

in the 1970s, based on a two-tier infrastructure like the

one described above. By the 1980s the Singapore

POSBank abandoned the use of the post office’s

branch network and separated completely from the

postal infrastructure. In 1999, the Government merged

the POSBank with DBS Bank, the former govern-

ment-owned Development Bank of Singapore, to pro-

vide a deposit base for what would be a new, private

commercial bank. DBS Bank, which did not have the

social obligations of POSBank, immediately adopted

an upscale marketing strategy targeting affluent young

professionals and entrepreneurs. More than half of the

POSBank’s 133 branch operations were soon closed;

all of them were in poorer residential areas. It also

raised the no-fee minimum for passbook savings from

one Singapore dollar to S$500 (US$287). Consistent

with this overall strategy, the latest figures indicate

that 80 per cent of the POSBank’s branches were

closed as of 2000.31
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2. Agency problems: disincentives to

mobilizing savings

Issues bearing on the nature of agency relationships

and disincentives to mobilizing savings arise when man-

agement of savings operations in the posts is separate

from ownership of the savings operations, as earlier dis-

cussed in the European context in Section IV, in the

sub-section on the loss of savings services after privatiza-

tion of postal savings. This has been the case in Asia as

well, whether the savings facility takes the form of a na-

tional savings organization (NSO), as in Bangladesh and

India, or national savings bank (NSB), as in Malaysia and

Sri Lanka. Principal-Agent relationships, both manage-

rial and economic, require contractually-defined incen-

tives for the posts as agents to align their interests with

the owner-principals, such as the NSO, NSB or Postbank.

If no such incentives exist, then disincentives govern the

relationship. The latter has been/can be the case even

when both sides are publicly owned, as were the posts

and the NSOs and NSBs in the Asian case studies, or, as

was seen in the examples discussed in Section IV, when

the publicly-owned posts in Finland and Sweden were

separated from their postbanks, which were then privat-

ized, or in the case of Deutsche Post and Deutsche

Postbank, when both were privatized separately.

Sri Lanka provides an example of incentive prob-

lems that can arise in an agency relationship between the

posts and an independent NSB. The separation of the Post

Office Savings Bank (POSB) and its reconstitution as the

National Savings Bank in 1972 led to a dual system of

savings networks: an independent system of NSB

branches in the major cities and a separate network cov-

ering the whole of the country that utilizes the postal in-

frastructure with postal employees as its agents. Despite

increases in the gross value of postal deposits, the NSB

has complained that the posts are not doing their best to

promote savings, since postal deposits have steadily de-

clined in terms of their percentage of the overall value of

NSB deposits. The value of postal deposits decreased

from 66.9 per cent of NSB deposits in 1972 to 22.7 per-

cent in 1982, to 12.4 percent in 1992, and to 9 percent in

1999, suggesting that the NSB might be doing a more

effective job in mobilizing funds through its own

branch network in the major cities than through the post

office network.32 On the other hand, many Sri Lankans

find it necessary to hold two accounts, one at the post

office, since only the post office savings accounts allow

them to make deposits and withdrawals at all post of-

fices throughout the country, and another account at an

NSB branch which is limited only to that district but of-

fers more savings products and services.

The postal system, from its perspective, views its

relationship with the NSB as under-rewarded, especially

since the NSB puts more of its resources per depositor

into its own branches and targets the more affluent sav-

ers. The Sri Lankan posts have raised the possibility of

obtaining new revenues by replacing their relationship

with the NSB with other agency relationships with rival

financial institutions. Such a change occurred in Malay-

sia, when the posts broadened their agency relationships

after the NSB eliminated its use of post offices in urban

areas in favor of its own branch network. In India, postal

officials have voiced dissatisfaction that their compensa-

tion is based solely on an annual franchise fee without the

commission fees that other agents and financial institu-

tions receive for similar services. As a result, India’s

Posts have begun to market the investment products of

private financial institutions.

For the posts, appropriate recompense for their

services is a matter that requires both testing the mar-

ket for its agency services and assessing the costs of

providing the services. Sometimes, despite the regu-

lar availability of information, neither the post nor

the NSB does the requisite cost analysis, and opportu-

nities are neither seen nor seized. In the case of Sri

Lanka, monthly reports have been generated for years

from all of the country’s over 4,000 post offices.

These reports, which give a daily accounting of the

number and size of transactions, are not analyzed for

transaction costs. This may reflect a lack of incentive,

owing to the NSB’s long-standing agency agreement

with the posts, by which the posts’ compensation, ex-
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cept for an inflation adjustment clause, has not

changed since the early 1980s. The agreement pro-

vides no incentives to the posts to promote savings

deposits or to go beyond fulfilling only the minimal

contractual obligations.

The Sri Lankan experience is illustrative of a

phenomenon that commonly arises when the posts

contract to act as an agent for an institution in which

they are not a stakeholder, typically a separately char-

tered post bank or savings bank, either private or pub-

licly owned. Often the contracts provide the posts as

agent with little or no incentive to promote postal sav-

ings. Most agency agreements that this author has ex-

amined were based on a flat annual franchise fee to the

posts, calculated on some historically based estimate

of the number of annual transactions. In some cases,

however, compensation to the posts was on a

per-transaction basis; in others the posts rented their

counter space to an assortment of financial firms

which were not necessarily savings institutions. Su-

pervising government authorities therefore have an in-

terest to ensure that appropriate incentives are built

into any agency relationship established for the provi-

sion of postal savings services.

3. Are postal savings in competition with

commercial banks? The case of Japan

In Asia and elsewhere, postal savings have been

sharply criticized as “unfair” competition for commer-

cial banks. As a case in point, for many years the Japa-

nese banking industry has clamored for the breakup and

privatization, if not the abolition, of the postal savings

system, commonly referred to as “Yu-cho.” Postal sav-

ings deposits in 1995 exceeded the combined savings

deposits of Japan’s six largest banks (Dai-Ichi Kangyo,

Sumitomo, Sanwa, Tokyo-Mitsubishi, Fuji and Sakura

Banks), amounting to some 34 per cent of all household

savings deposits in all financial institutions nationwide.

By 1997 this figure was some 42 per cent, and on the

rise as Japanese public confidence in its banking system

continued to fall due to the non-performing loan prob-

lem plaguing the banking industry that is well covered

in the Japanese press. In 2001, postal savings deposits

were almost equal to the combined total of household and

individual savings deposits in all commercial banks.

Critics from the banking industry have complained

that numerous exemptions, including exemptions from

all national and local taxes, payments to the Deposit In-

surance Corporation, Bank of Japan reserve require-

ments, and the requirement that private banks pay

dividends to their shareholders, give unwarranted advan-

tages to the postal savings system.33 Bank critics further

argue that postal revenues subsidize the entire infrastruc-

ture of the postal savings system. The post, however, has

conducted its own analysis of the costs allocated to la-

bour and apportioned use of space that specifically re-

futes these charges. In addition, postal officials counter

criticisms by pointing to the costs they bear in providing

postal, savings and life insurance services in rural areas.

It is likely the case that without postal financial service

revenues many small and rural post offices in Japan

would have to be closed, as was the case in Finland and

Sweden discussed in Part IV, Section B.

Putting these charges and counter-charges aside, the

success of the Japanese postal savings system in attract-

ing deposits is much more likely attributable to the confi-

dence factor and to the fact that the more than 24,000 post

offices in Japan function as collection points for its sav-

ings system, far outstripping the 16,000 branches of all

commercial banks. Japanese people are on average

within 1.1 kilometer from a post office, the offices of

which are uniformly distributed in rural, urban and subur-

ban populations, while bank branches are typically found

clustered in business districts. Of the 3,235 cities and mu-

nicipalities that have post offices, 567, some eighteen per

cent, are without banks.

The existence of the postal savings system may

raise the quality of private banking services available to

the general public. The postal savings system in Japan

has been a factor in keeping the private sector competi-

tive in the services offered. The consumer-oriented Japa-

nese postal savings system offers products such as life

insurance as well as a nationwide network of about

22,000 automatic teller machines that can be used to

make deposits, withdrawals, credit card payments, or to

pay utility bills or transfer payments to anywhere in the
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country at lower fees than charged by banks. As a result,

banks have begun to respond to the competitive pressures

of the postal savings system.

A large reason for the complaint about the postal sav-

ings system by commercial banks is that the commercial

banking sector relies heavily on individual and household

savings, chiefly from the accounts of employees of the cli-

ent firms of a bank. These accounts have historically

formed the mainstay of a bank’s deposit base under Ja-

pan’s so-called “main bank system” whereby corporate fi-

nance in Japan has been largely mediated by the banking

sector, especially within groupings of affiliated compa-

nies.34 The shift of household deposits out of the employee

accounts into postal savings has been quite a significant

loss to the commercial banks and thus a factor in the de-

clining efficacy of the corporate lending system.

Although cost efficiency, certain former tax advan-

tages and the ongoing banking crises explain part of the

competitive edge of the postal savings system in Japan,

the Tokyo Stock Exchange’s poor performance since its

collapse in 1989 is another major reason that the public

has been seeking safe placements for the investment of

household savings. Together, these factors have left the

public with few alternatives to the convenience and secu-

rity of the postal savings system.

4. Financial technology: choosing

appropriate systems

Whatever the organizational form of postal savings,

important management decisions have to be made re-

garding the technological upgrading of savings services.

Today, relatively low-tech methods developed over time

by the posts to mobilize savings through the postal infra-

structure often still provide efficient and economical ser-

vice without the need to invest in high technology

equipment. For example, in Sri Lanka account verifica-

tion procedures are conducted by fax when clients need

to make rapid withdrawals,35 and low-tech microfiche

readers are used for signature verification for withdraw-

als throughout the system. The sufficiency of low-tech

methods notwithstanding, consultants and equipment

sales people typically urge the posts to upgrade to the

technological level of private sector banks, resulting in

a needless and wasteful diversion of scarce financial re-

sources. These expenditures often ignore the fact that

many high-tech systems and services are not designed

to meet the needs of the typical constituency of postal

financial services in developing countries. The outcome

can even be that the NSB or postbank needing to ratio-

nalize its investment, reorients its marketing strategy to

compete with commercial banks in serving the needs of

an upscale urban clientele.

The lack of fit between the objectives of many

consultants and those of developing countries is evident

from the consultants’ recommendations that were re-

ported by various postal administrations in Asia [au-

thor’s interviews]. For example, the capability to

perform on-line interactive processing of transactions is

generally presented by consultants as a necessity, even

when private sector financial institutions are not using

such systems, or only in limited geographic areas, such

as the capital city and perhaps some other major city.

Typically, to acquire on-line transactional processing

capability requires investment in a telecommunications

infrastructure as well as new hardware and software

computer equipment to handle the task. Private sector

banks typically employ overnight batch processing,

which requires only the limited use of one phone line at

non-peak hours rather than interactive on-line process-

ing which would require a more complex communica-

tions network. Indeed, overnight batch processing is the

norm in the regional operations of many banks in devel-

oped countries as well.

Also, since technological advances in hardware,

software and communications networking continue to

expand quite rapidly, the prices for such systems have

been falling steadily and developing countries can reap

benefits from not adopting such systems before they are

necessary and acquisition costs have declined. In addi-

tion, inexpensive, modularized, off-the-shelf systems,
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well tested by banks in different market environments

are available, and may be customized to fit both specific

financial products and the technical requirements of de-

veloping countries. These systems dwarf the capabilities

of old-technology systems still in place in the postal sav-

ings systems of some developed countries. Unfortu-

nately, these old systems are being promoted to

developing countries, despite that fact that they are many

times the cost of the off-the-shelf systems. Moreover,

these “legacy systems” are based upon financial products

designed for the clientele of developed countries and

may lack the capability to process the financial products

suitable for clients in developing country markets.

Some of the developing countries in Asia, such as

India and Kazakhstan, have or are developing their own

dedicated systems, although issues of compatibility with

other financial systems in their own countries and abroad

have not yet been addressed. Compatibility with other

systems is a prerequisite for electronic transfer of over-

seas remittances (international giro), and open architec-

ture-based financial technology systems would facilitate

the posts in more easily acquiring agency relationships

with other institutions in the future. In India, the provi-

sion of postal financial services at postal counter-based

Internet connections is being testing on a trial basis in

some States. A commercial vendor of agricultural chemi-

cals and insecticides delivered via the posts is bearing the

cost of the trial installation of this system, which may

prove to be a prototype of dual-use partnership with the

private sector that can be followed elsewhere.

C. Mobilizing savings: product

development and market analysis

Developing countries that have policies to pro-

mote postal savings offer a wide range of products ap-

propriate to their economies, with features designed to

appeal to specific segments of the population. Some of

the postal savings products in use in Asia include: prod-

ucts designed for women in households or engaged in

entrepreneurial activities; products aimed at the needs

of small-scale enterprises, including small-scale farm-

ers and agricultural businesses; and products for indus-

trial workers, salaried workers, civil servants,

professionals, overseas workers, youths and students.

There are also specially constructed products adhering to

religious laws (such as Shari’a), and special services and

products for those who traditionally save in kind, such as

in gold, livestock or land. The following section exam-

ines issues that arose in Asian countries with respect to

the socially important area of product development and

marketing.

1. Postal savings in rural areas:

making a link to credit

The social mandate of postal savings is to offer ac-

cess to financial services to all population groups. To do so

effectively requires offering products suitable to rural

farmers, which are different than products designed to

meet the needs of salaried civil servants. For example, in

many countries postal savings products are tax-exempt,

designed to appeal to urban salaried workers whose in-

come is taxed. This kind of product has little appeal in ru-

ral areas where farmers are either exempt from taxation or

are taxed in-kind on their production of grain.

Chief among concerns of rural savers, after safety

and accessibility to savings, is access to credit, particu-

larly where in-kind savings predominate and are not eas-

ily liquidated to meet short-term emergency cash needs.

The postal savings systems of most developing countries

do not offer credit. Rather, agricultural credit coopera-

tives often have an established position in the countryside

as a result of the credit they offer to farmers. The cooper-

atives may also take deposits. Despite their apparent

competitive positions, a symbiotic relationship can be

forged between the postal savings system and the credit

cooperative. For example, in rural areas of India,

long-term savings are usually held in the postal savings

system and short-term savings in credit cooperatives.

There is generally a rise in the number of time deposits at

the postal system following a harvest, as farmers save a

portion of their earnings. Farmers at credit cooperatives

transact short-term deposits and withdrawals year-round.

In addition, farmers and others can use postal savings de-

posit certificates as collateral for loans from credit insti-

tutions to cover additional credit needs.

In China, the Postal Savings Bureau has a less

symbiotic relationship with rural credit cooperatives

and thus has a smaller rural presence than postal savings

in India. This reflects in part the decentralized character
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of China’s posts and the fact that they lack both a na-

tional programme and specific strategies designed for

the differing needs of the rural areas of China’s 32 prov-

inces and special administrative areas. Even more im-

portant, however, is that rural credit cooperatives

already collect deposits and extend credit in the country-

side. Moreover, postal services themselves are subcon-

tracted in rural areas by the posts to the respective local

People’s Committees, which have close ties to the credit

cooperatives, resulting in a reduced “corporate” pres-

ence for the posts.

A similar situation exists in the Republic of Korea,

where the chief competitor of postal savings in the coun-

tryside is the Bank of Agricultural Credit (BAC). In

1977 the Ministry of Information and Communications,

which supervises the Korean Postal Service (KPS), de-

cided to concentrate its resources on the development of

a telecommunications division within the KPS. The

functions of the postal savings system were transferred

to the BAC. Later, the KPS was stripped of its telecom-

munications division and it resumed postal savings op-

erations once again, but now with a formidable

competitor of its own making in the countryside. Never-

theless, the introduction by KPS of competition in bank-

ing in the rural areas has been seen as a benefit to the

local population. Today, 30 per cent of KPS deposits are

from rural areas due to an extensive branch network that

is 70 per cent rural even though the Republic of Korea is

rapidly becoming urbanized. On the same principle, the

Central Bank of Mongolia recently licensed the Mongo-

lian State Posts to introduce postal savings in rural areas

to counter the market dominance of the agricultural

credit cooperatives.

The foregoing examples are not intended to suggest

that postal savings institutions should themselves extend

credit. Postal staffs are not generally trained in assessing

client creditworthiness, whereas agricultural credit asso-

ciation staffs are trained for this function, as are staffs in

micro-credit institutions, where they exist. In Thailand

and Viet Nam, for example, senior planners and manag-

ers in their respective Departments of Posts expressed the

feeling that they were hampered in their ability to com-

pete with the banking sector by a lack of knowledge of

financial service industry practices, as their training

was in postal matters and not in financial services. Not

only does the staff have to be able to identify promising

credit prospects, but they also work with them and with

others in providing ancillary services, such as advice to

small business owners. Given their respective strengths

and shortcomings, postal savings systems and credit co-

operatives, as well as non-governmental organizations

involved in microcredit schemes, can form alliances to

provide together the complementary operations of

microsavings and credit.

Postal financial systems, for example, as in Indo-

nesia, can complement the operations of credit institu-

tions by acting as an agent for them in the

disbursements of prearranged loans, as well as the re-

ceipt of installment repayments of the loans. The postal

service network can provide essential agency services

for local agricultural credit cooperatives, microcredit

and other finance institutions, as well as other financial

institutions that lack a rural network infrastructure.36

In many countries the agricultural credit-coopera-

tives come under the jurisdiction of the ministry of agri-

culture, small business credit institutions under

ministries of commerce or industry, while mort-

gage-lending institutions may come under the ministry

of housing or some other government entity. In such situ-

ations, fostering inter-ministerial cooperation needs to be

one of the posts’ goals in promoting financial services.

Similar concerns arise regarding banks and their

regulators. Thus China, with the active support of its

central bank, and the Republic of Korea have been able

to come to a modus vivendi with private sector financial

institutions and with their respective regulatory minis-

tries. In other countries, such as Japan, Kazakhstan, the

Philippines, Thailand and Viet Nam, the posts have

been at loggerheads with private financial sector inter-

ests as well as with their respective central banks and fi-

nance ministries on a number of issues, such as limiting

the size and scope of operations, investment policy, al-

lowing the full use of the postal networks infrastructure,

limitations on the range of savings products offered,
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and competition with existing commercial and savings

institutions. In a number of countries, despite the poten-

tial for expanding the natural complementarities of

postal savings and remittances with credit institutions

and other financial service institutions, bureaucratic ob-

struction and institutional rivalries often prevent this

from taking place.

2. Overseas remittances via the posts

For many developing countries in Asia and else-

where, a significant amount of foreign exchange comes

from the remittances of nationals working overseas. Ex-

amples include Philippine nationals working in Hong

Kong Special Administrative Region of China, Singa-

pore and the Middle East, and workers from Bangla-

desh, India, Pakistan and Sri Lanka employed in the

Persian Gulf States.37

In China, overseas remittances to family members

by emigrants also provide a substantial flow of income

to certain regions of the country, and is reflected in the

relatively higher amounts of postal savings deposits in

provinces such as Fujian, Guangdong and Hainan.

Other regions in which postal savings do well due to pri-

vate sector entrepreneurial activity include heavily ur-

banized areas and industrialized provinces. In Viet

Nam, high levels of overseas remittances are reported in

the southern half of the country, mainly from the Viet-

namese immigrant community in the United States.

For these overseas workers, a safe and convenient

means of making remittances to their families in their

villages is an important concern. Although international

money orders via the posts have existed for many years,

their use has been limited because the receipt of funds is

slow and not all countries provide this facility. On the

other hand, the cost of electronic bank transfers is ex-

tremely high compared to the modest sums typically be-

ing remitted. In response to such factors, many migrant

workers frequently resort to informal couriers who

charge lower fees but subject the funds to greater risk.

In some countries, the regulatory regime has pre-

vented the posts providing its own services to compete

with banks and private money-transfer firms. Companies

like Western Union and Moneygram, the two largest

non-bank global operators who offer rapid cash remit-

tances, have agency agreements with many banks, the

postal system and others. Generally, the success of these

companies derives from their cost-effective use of the

postal system’s extensive network. For example, a major-

ity of Western Union’s more than 100,000 worldwide

agency locations are post offices. In addition, the recipi-

ents are mostly in countries where the posts do not offer

reasonably prompt transfer payment options. Neverthe-

less, despite their use of the postal infrastructure, West-

ern Union and Moneygram’s fees are disproportionately

high in relation to the amounts remitted, and an extremely

disadvantageous exchange rate may be charged in mar-

kets that lack competing services. With a lack of alterna-

tive remittance systems, the result can be $25 to $30 in

fees for remittance and exchange of a $100 transfer of

funds [authors interviews; International Herald Tribune,

16 August 1999].

However, as noted at the outset of this paper, in a

number of countries there is an alternative method of

long standing by which foreign exchange remittances

may be handled on a more affordable basis, namely giro

facilities, postal checking and savings accounts with di-

rect deposit features. Where they have been introduced,

international giro payments have low fees. Indeed, the

transaction fees for remittances among the European

countries, Japan and the Republic of Korea are equivalent

to only a few dollars each.

Foreign currency exchange into local currency is an-

other aspect of international remittance operations that can

be brought in-house by the posts to the benefit of both the

client and the posts. Kazpost, Kazakhstan’s postal opera-

tor, obtained a license for dealing in foreign exchange,

thereby avoiding the foreign exchange fees charged by the

commercial banks to process overseas funds transfers.

This is especially important since many Kazakh nationals

have emigrated to other CIS and European countries with

which Kazpost has postal remittance agreements and can

send money to their relatives in Kazakhstan. It is important
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as well to the high volume of Kazakh “shuttle-traders”

who buy goods in other Asian countries, such as China, In-

dia, Republic of Korea and Thailand.

Kazakhstan has established—and China plans to in-

troduce—U.S. dollar denominated postal savings ac-

counts, in part to encourage overseas remittances.

Kazpost thus helps its clients retain more of their savings

through a simplified transaction that eliminates fees to

third parties. In addition, these money-changing activi-

ties provide Kazpost with an important source of reve-

nue. As the Kazakh tenge, the U.S. dollar, and German

mark are freely convertible, this service also aids in im-

portant cross-border trade between Kazakhstan and sev-

eral of its CIS neighbors.

Another important issue is the design of savings

products that will enhance the volume of overseas remit-

tances. These include special savings vehicles relating to

family housing, farmsteads, investment in small busi-

nesses and the education of family members. Savings ve-

hicles that benefit local community public works, such as

hospitals and schools, can also attract the special interests

of overseas workers, as has been the recent experience in

the Philippines.

3. Economic growth: is tax exemption

necessary in mobilizing funds?

A further issue involves postal savings resources and

the national treasury. It is the practice of offering tax-ex-

empt savings products, as in China, India and Viet Nam.

Despite the costs of these products to the treasury, such

costs may be outweighed by the volume of low-cost domes-

tic funds mobilized, which are then lent to the government.

For example, several of the savings products devised by In-

dia’s National Savings Organization feature tax advantages,

including tax-free saving certificates sold through the com-

mercial banks and marketed to the economically upscale

population. Until recently an anonymous savings certificate

designed to garner money made in the black market was

available that did not even require a designated owner’s

name or beneficiary for payment. There is a price to be paid

by the public treasury for tax exemption, however, and in

India the Ministry of Finance estimates that the overall

cost of tax incentives amounts to 16 per cent of the value

of the funds collected under the programme. In China, any

number of postal savings accounts can be opened with fic-

titious names, and, as in Viet Nam, it remains to be seen

whether these funds could be mobilized otherwise. More-

over, use of tax-exempt products, mainly benefiting the

well-off, highlights the need for governments to use their

ingenuity in devising and enforcing equitable forms of

taxation rather than promoting schemes based upon tax

avoidance.

D. The intermediation and investment

of mobilized savings

Government policy on the investment of postal

savings funds has been historically predicated on main-

taining the public’s confidence in the safety of postal

savings funds. As noted earlier, postal savings systems

are typically restricted to investing in government

bonds and government-guaranteed securities. In all

cases, the posts in the Asian countries discussed in this

paper were highly restricted in their investment options

by their respective ministries of finance and/or central

banks. Frequently, mobilized savings funds are used to

purchase general obligation bonds or otherwise help to

finance the government’s general budget deficit.

Among Asian countries a commonly stated principle, if

not explicit policy, is that savings mobilized through the

postal savings system should be invested or intermedi-

ated to serve economic and social development goals.

In the case of India, fully 80 per cent of the funds

collected are distributed by the Ministry of Finance to

the Governments of the States in which the deposits

were made. The Union Government retains the other 20

per cent. There is no specific oversight by the central

government of the States’ use of the borrowed funds

once they are remitted to them, as they are viewed as

general financing for the state budgets, the largest out-

lays of which are for civil service salaries, followed by

debt service.38
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An alternative to placing mobilized postal savings

in government securities is to place them at the central

bank. In China, all funds are currently transferred to the

People’s Bank of China, the central bank. Future plans

of China’s Postal Bank include the investment of a por-

tion of its funds in a development bank.

In recent years, alternative market-based philoso-

phies for the investment of funds have been called for in

some countries and have led to problematic attempts

and mixed results which we will discuss in the next two

sub-sections.

1. Mobilized postal savings funds and

economic development

Since the 1880’s, Japan’s Ministry of Finance

(MoF) has directed the use of postal savings funds to-

wards national goals, and at various times to remedy

specific problems. For example, during the inflation

following the First World War, saving was encour-

aged to absorb excess liquidity and curb inflation.

Postal savings provided resources for public-sector

pump-priming for new and developing industries,

and the development and modernization of infra-

structure. Japanese postal savings funds have also

been used to stimulate the economy during recessions

or to stabilize financial markets when needed. His-

torically, their foremost goal has been economic

development.

Beginning in the postwar period and until the

end of 2000, the MoF’s Fiscal Investment Loan

Programme (FILP) had allocated the funds to meet

national and regional development goals. In recent

years, numerous critics had questioned the efficacy of

the FILP programme. The question of optimal place-

ment of postal savings resources has become a con-

cern in recent years in Japan. The large volume of

funds coming into the postal system has raised con-

troversy over how they should be deployed, espe-

cially in the light of the vast amounts of public debt

generated in efforts to resuscitate the stalled Japanese

economy.

In response, a partial market approach has recently

been implemented. Since the beginning of 2001, postal

savings funds are being managed by a reorganized Postal

Savings Agency that has been given a large measure of

discretion over the investment of collected funds. The cur-

rent policy calls for purchasing Japanese Government

bonds with 60 per cent of the funds and allocating the re-

mainder to a mix of domestic and foreign equities and cor-

porate bonds, thus subjecting a significant portion of the

funds to market risk for the first time. The funds are pres-

ently invested by the Postal Life Insurance Welfare Corpo-

ration and at the end of the last fiscal year (31 March

2001), reported market losses of Yen 1,297 billion (ex-

ceeding $10 billion) [Financial Times, 11 July 2001]. Fu-

ture plans call for domestic and foreign fund managers to

handle yu-cho’s investment needs.

2. Is the market approach a realistic

option for developing countries?

A market approach is not a realistic option for most

developing economies which typically have shallow fi-

nancial markets. Such markets are often subject to high

volatility, speculative forces and opaque operations,

making placement in them highly risky and thus inappro-

priate for postal savings. Efforts to place funds in domes-

tic markets in Malaysia and Sri Lanka typify the problem.

Their National Savings Banks are required to invest a

minimum of 60 per cent of their funds, reduced in recent

years from 100 per cent, in government bonds and gov-

ernment guaranteed securities, leaving the rest for other

placements. However, they have found few prudent op-

portunities in which to invest the balance in local finan-

cial markets and achieve the same rate of return or safety

that government securities offer. Malaysia’s NSB offers

its own credit products such as housing finance, small

business and consumer loans; however, as this market

falls far short in absorbing their investment needs, 87 per

cent of Malaysia’s NSB investments still remain in gov-

ernment securities. In Sri Lanka’s case, 80 per cent is in-

vested in Government bonds and Treasury bills, while

most of the remaining balance is in short- and long-term

lending to other financial institutions, and only 1 or 2 per

cent is allocated to housing credit.

Some foreign financial institutions have suggested

that the savings funds be invested overseas in wholesale

banking markets or in foreign bonds and equities; how-

ever, these would do nothing to satisfy the development

needs of the country. Moreover, these options would also

expose the postal savings system to various market risks.
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VI. Policy conclusions and
proposals on postal savings
in developing countries

The ultimate premise of this study is that postal sav-

ings and giro payments systems can be important mecha-

nisms for the mobilization of indigenous financial

resources that can be applied to domestic development.

The preceding discussion points to a number of areas in

which policy might enhance existing advantages of

postal financial services and meet the challenges to sav-

ings mobilization through the wider provision of finan-

cial services through the postal infrastructure. We have

also pointed to conspicuous problems that have con-

fronted the posts in both developed and developing coun-

tries in the face of market liberalization and privatization.

What follows are some considerations for policy reforms:

1. The first prerequisite is that governments de-

termine whether they wish to ensure that a specified

set of communications and financial services is

made available nationwide at moderate cost to all

users. This has long been the case in all countries

that have maintained postal savings systems and re-

lated national savings institutions. Once decided

that such services should exist, the question is to de-

cide the best way to provide this function. As we

have seen, the national network of the posts has

been able to provide a set of related communica-

tions and financial services in the form of a fiscally

viable network that is effective in serving the poor,

women and rural populations, as well as small- and

medium-sized business interests. However, with

the general withdrawal of the state from heretofore

public services, or as specific services are deemed

to be less warranting of protection, the financial via-

bility of the postal system itself comes into ques-

tion, affecting the range of services offered, such as

the provision of postal savings and other financial

services to the unserved and underserved. If that

happens, the choices are to close down major por-

tions of the postal network or subsidize it to cover

its operating costs. Alternatively, the government

could decide to restrict private competition in some

services in order to allow the postal system to re-

main financially viable. The point is to be aware of

the consequences of policy being made in this cru-

cial economic sector.

2. Postal management and policy makers must

obtain the hard data needed to make informed deci-

sions. A diagnostic accounting analysis that regu-

larly tracks and assesses the costs versus benefits of

the individual operations and products of the postal

savings system is required. Such analysis would de-

velop a system-wide information base necessary

for management decision-making and the ordering

of government priorities, including either possible

termination or upgrading of services including

more realistic assessments of proposals for the pur-

chase of new technology and equipment. Many

postal financial systems have not yet undertaken

such an analysis.

3. In addition, knowledge of the operating costs

for each of the system’s services would permit

analysis of the cost at which postal services are

meeting their mandate relative to revenues earned.

It could thereby enable or fortify political support

for achieving social, economic, civil and cultural

development goals through the posts. The follow-

ing are some of the areas on which a cost/benefit

analysis could focus: meeting rural communica-

tions needs, provision of financial services to

low-income and rural populations, small business

development, educational/library class post rates,

non-governmental organization rates, public ser-

vice and government’s free-franking privileges. At

the same time, postal service rates that result in sub-

sidies to private interests should also be examined.

These may include subsidized rates given to forms

of mail that are used for primarily commercial pur-

poses, such as bulk rate advertising postcards and

under-priced parcel delivery.

4. It is equally important for governments con-

templating privatization proposals to understand

the social value of the assets they are offering for

sale. As we have seen all too frequently, govern-

ments have undervalued the postal savings net-

work as a socio-economic asset, such as when

merging postal savings and government-owned

postbanks with commercial institutions in order to

provide a stable deposit base for a weak or failing

30 DESA Discussion Paper No. 22



private bank, rescuing it from collapse and thus

avoiding the political ramifications of a direct

government bailout, or to satisfy political pressure

to privatize publicly-owned services in order to

meet economic assistance objectives. More gener-

ally, as was seen in the European cases, those in-

stitutions that privatized then followed a

commercial strategy that deprived them of an ex-

isting means to provide financial services to rural

areas and the poor, as well as a means to mobilize

domestic savings. For emerging economies this

would also deprive them of an important develop-

ment resource as well. The expectations of the out-

comes of privatization policies need to be

re-examined by governments, as well as interna-

tional development institutions.

5. In Europe and in some developing countries,

government restrictions had led the posts to con-

sider the establishment of a separate “postbank” in

order to obtain a license to broaden the range of fi-

nancial services offered, and to expand the invest-

ment and commercial lending possibilities of

mobilized funds. However, the creation of the

postbank often has come in tandem or was soon

followed by its severance from ownership by the

posts. In Scandinavia, this led to the loss of reve-

nue by the posts from shared facilities, under-

mined the economic viability of the postal

infrastructure network, and forced closures of

many branch post offices on which postal savings

and many other community services depended. In

assessing the pros and cons of establishing a

postbank or the consequences of privatizing it,

consideration should be given to providing contin-

uing incentives to the posts and the postbank to ac-

tively cooperate in the operations of postal

financial services. Such incentives can include

some form of ownership stake of the posts in the

bank, or an annual franchise fee paid by the bank

to the post based upon the total value of deposits

plus fees on a per-transaction basis.

6. Most developed countries, even before the

advent of the postbank concept, offered credit fa-

cilities to their clients, recognizing the important

role consumer credit and home mortgage lending

plays in building a savings institution’s base of de-

positors. However eighty per cent of developing

country postal savings systems surveyed offered no

credit facilities, often the result of overly restrictive

policies, which in some cases were based upon the

historical legacies of the colonial period, or in other

cases denying the posts a license on the rationale

that it would unduly compete with private-sector fi-

nancial institutions.

There are a number of ways, however, to pro-

vide these services beside postbank creation (as

noted above). The posts in many countries have

concluded agency agreements with independent fi-

nancial institutions that would provide the financial

products that the posts may not be permitted to pro-

vide under the financial regulatory regime or has lit-

tle experience in managing. This approach allows,

in particular, the marketing of credit and investment

products through the postal system without the

posts itself incurring the high risks associated with

credit evaluation and debt collection, or the invest-

ment of funds in inherently risky markets. Alterna-

tively, the postal savings system could enter into

joint agreements with savings and policy-based de-

velopment institutions to perform some of these

functions with appropriate incentives to each party

or by their outright acquisition by the posts.

7. The postal infrastructure has been the main

vehicle for the mobilization of rural savings and

the provision of financial services to low-income

populations and women in many countries. In this

regard, general savings promotion campaigns may

be undertaken through the postal system. While

postal management may see them simply as mar-

keting, they also help to inculcate values of thrift

and can have a broader development function. A

related area requiring attention is the development

not only of savings products suitable for rural and

urban markets, but also for specially targeted

groups within those markets in order to reach pop-

ulations that are underserved.

Some institutions, such as a national savings

organization, may address the need to create and

promote savings products as part of a coherent na-

tional plan to mobilize savings. Other institutions,
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such as national savings banks, may provide a link

between the collection of funds and their interme-

diation back into the community, such as provid-

ing mortgages for low-income housing, and the

funding of development banks which can assess

sustainable projects for agricultural, industrial and

infrastructure development. Other strategies that

can successfully be employed include the creation

of alliances with microcredit organizations for

which the posts can provide deposit-taking func-

tions. Successful microcredit operations need a

microsavings component such as postal savings in

order to be self-sustaining.

8. Domestic development would also be assisted

by placing a portion of postal savings resources

with qualified microfinance institutions to encour-

age small business enterprises and small-scale agri-

cultural credits (such a pilot programme is being

undertaken in Morocco). This policy would have

the two-fold effect of providing credit to the poor,

often women, as well as giving encouragement to

rural savers by returning investment funds to their

communities through local microcredit institutions.

An expected benefit for the posts would be greater

use of postal financial services through the opening

of small business accounts and remittance services.

9. An opportunity exists to adapt the postal pay-

ment systems to include savings facilities particu-

larly in CIS and other transition economies, but

also in those developing countries where such

postal payment systems already exist and are ex-

tensive. By allowing direct deposit of payments

into personal savings accounts, large amounts of

financial resources that would otherwise move

upon receipt into the cash economy can be mobi-

lized instead in the financial system. In addition,

savers would have a safe placement of funds that

earns interest for them. From a managerial stand-

point there are also enormous synergies achieved

by joining the operations of postal savings and

postal payments services using the same counter

service windows and equipment.

It is crucial, however, that clients be able to

easily withdraw from their savings accounts. A re-

lated idea, already in use in the usually crowded city

post offices in China and the Republic of Korea, is

the introduction of “cash cards” to help speed ser-

vice through the posts’ automatic cash withdrawal

machines (ACMs). In a further application of this

idea, some commercial banks have ATMs that are

linked to the postal savings system. This can result

in a higher retention rate of savings by minimizing

early withdrawals.

10. For many developing countries in Asia and

elsewhere, a significant amount of foreign ex-

change comes in the form of remittances from

overseas workers. Yet, for the most part, only ex-

pensive or inadequate and unsafe systems of re-

mittance are available. The availability of

lower-cost remittance services would encourage

more remittances from abroad and perhaps in-

crease the total inflow. International postal giro

remittances to postal savings accounts with direct

deposit features are an established transfer mech-

anism in many developed countries. Steps should

be taken to include more developing countries in

Asia as well as in Africa in the international giro

systems of Europe, Japan and the Republic of

Korea. One comprehensive solution would be the

enactment of an international treaty that provides

for universal giro services through the posts, sim-

ilar to the provisions for the universal exchange

of mail between member countries of the Univer-

sal Postal Union.

In conclusion, postal savings and giro services

have long played a vital economic and social role in

many countries by providing financial services to those

who have the least access to the banking sector. How-

ever, the vector of forces of financial sector develop-

ment, market liberalization, domestic and foreign entry

and acquisition, privatization and technological change

has dramatically reshaped the financial sector in many

countries. This has challenged the continued provision

of public services, diminishing the opportunities to ex-

pand or in some cases even to continue, to deliver postal

financial services to low-income populations, women

and discriminated minorities, especially in rural areas.

Yet, our review of experiences of Asian developing

countries suggests many ways that developing coun-

tries can help themselves to mobilize domestic savings
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and provide domestic financial services through postal

savings and remittances and thereby provide financial

services to those most likely to be excluded.

Finally, this paper is the product of research and

discussion in many countries in Asia whose experiences

reflect the often significant differences between their

economic, social and cultural develop- ment and the ex-

periences of developed countries, primarily in Europe.

These differences, among other things, underscore the

particular value of an ongoing South-South colloquy on

postal financial services and economic development.

Such a colloquy would focus on the policies and practices

to increase institutional efficiency and effectiveness of

postal financial services in developing country environ-

ments so that they may build their capacity to mobilize

savings to serve the people.
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