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Abstract

This paper assesses the impact of the banking correspondent model, a policy

enacted to enable financial intermediaries to provide basic banking and pay-
ment services through third-party nonfinancial commercial establishments,

on financial inclusion in Mexico. In particular, the study focuses on deter-
mining the effect of this policy on formal savings, measured as the number of
active bank accounts and the total volume of bank deposits. To achieve this,

we assemble a dataset that merges bank-correspondent levelinformation with
locational and operational data on banks in Mexico. We use this data with
a difference in differences model using multiple time periods to determine
whether the introduction of banking correspondents has boosted formal sav-
ings in Mexico by increasing the availability of financial services. Qurresults
show a significant positive effect of the entrance of banking correspondents
on both the volume of savings (in Mexican pesos) and the number of savings
bank accounts. We do not find a differentiated effect for rural municipalities.

We also find evidence of a spillover effect at a municipal level that suggested
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that banks’ deposits would be reduced if a correspondence relation in which
they are not involved begins.

Keywords: financial inclusion, branchless banking, banking correspon-
dents, Mexico, savings.
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1.INTRODUCTION

here is an extensive literature that explores the impact of fi-

nancial institutions on economic activity. Since Goldsmith’s

publication (1969) on the relation between financial structure
and economic development, many studies have found that the de-
velopment of markets that efficiently allocate financial resources
withinan economy has a positive causal effect on economic growth
and other well-being indicators.' Consistent with these findings,
financial inclusion has become a relevant topic over the last few
years, since access to financial services has been found to increase
economic growth. Recent evidence shows that countries with more
deeply integrated financial systems experience accelerated eco-
nomic growth and reduced income inequality and poverty rates
(Beck et al., 2007). Also, there is evidence at the micro level that
suggests that financial inclusion expands a household’s ability to
make different intertemporal choices and increases (reduces) its
durable goods (temptation goods) expenditure (Banerjee et al.,
2014). Furthermore, access to financial instruments has been seen
to help alleviate unexpected situations such as disease and long
periods of unemployment. Concurrently, access to credit may help
the poortoobtain nonconventional outcomes of welfare measured
by indicators related to the need for aid, lack of depression, trust,
and female decision making (Angelucci et al., 2015).

However, market frictions often prevent access to financial ser-
vices for households or firms that face higher transactional costs or
are more informationally opaque. The most common examples of
marketfrictionsarelack of infrastructure, suchasroads, bridges, or

Levine (2005) gives a thorough theoretical and empirical review on the
link between finance and economic growth. Various empirical methods
have been used to describe this question (for example, cross-country
studies, panel, and time-series, among others), many of which are
described in the aforementioned work.
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electric power, and the disorganization of institutional frameworks.
Such frictions often arise when economic downturns and financial
crises cause a greater mistrustin the economy. These frictions are
more prevalentin emerging economies with less developed finan-
cialmarketsand tend to limit disproportionally the access of small
oryoung businesses and low-income households to these financial
services. Since the supply of financial services is consequently in-
hibited from reaching its potential size, access to formal products
is only available for a restricted segment of the population, name-
ly the most developed economic areas. Excluded agents, in turn,
tend to fulfill their need for financial services through informal
mechanisms.

Despite recent improvements, Mexico still lags behind other
similarly developed economies in most measures of financial de-
velopmentand inclusion, which makesaddressing these problemsa
crucial task for boosting economicactivityand reducing poverty.In
particular, Mexico haslowlevels of financialinclusion compared to
other developing economies. Demirgiic-Kuntetal. (2015) describe
that only around 39% of the adult population in Mexico possess
anaccountatabank or other type of financial institution, which is
still lower than the average of the Latin American and Caribbean
region of approximately 51 percent.

According to the 2015 Mexican National Survey on Financial
Inclusion (ENIF 2015), carried outin June 2015, 23.5% of all adults
(between 18 and 70 years old) in Mexico do not have any savings,
formal or informal. Approximately 15.1% of adults use only formal
methods of savings; meanwhile, 32.5% only use informal methods.
And, 28.9% of adults use both formal and informal instruments of
savings.Inaddition, 56% of adults in Mexico donothaveabank ac-
count, of which only 14% are former users who have stopped using
theiraccounts. Thatis, 42% of adults have never had abank account.
The same survey shows that 65% of the national adult population
has saved cash in its home, and slightly more than 30% has saved
money through a popular informal method called tanda.’

 Aninformalsavings clubin whichrelatives, friends, and neighbors regu-
larly contribute money to a pooled fund, and the member that receives
the savings accumulated during the allotted time period is rotated or
randomly determined. For example, the group may contribute to the
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The absence or nonuse of formal saving methods is important
since greater participation in these services closely correlates to a
greater access to formal credit services. Consequently, all public
policies that foster formal savings are of national interest because
they encourage financial inclusion.

Unfortunately, in Mexico thereisstill asignificant difference re-
gardingwealth between urban and rurallocalities, whichisreflected
inaccesstoformalsavings. The Mexican caseis characterized byits
geographical disparities and insufficient economic opportunities
inremote areas. On the one hand, banks face high fixed costs when
opening new branch offices. This situation encourages banks to lo-
cate their branch offices close tourban areas to recover their invest-
ment quickly. On the other hand, geography dictates that people
from remote areas have to travellong distances and pay high tariffs
to obtain access to financial services. Aswe can imagine, this group
of the population has to decide between paying for using formal fi-
nancial servicesinaddition to travel costs, or paying for using infor-
malfinancialservices. These circumstances bring higher incentives
for using informal rather than formal services.

In order to facilitate access to basic financial services for house-
holds, Mexicanlegislation was changed to create alegal scheme that
facilitates financial intermediaries in operating through banking
correspondents—establishments such asretail or convenience stores,
pharmacies, and supermarkets. Banking correspondents, an exam-
ple ofabroader term called branchless banking, isabusiness modelin
which the commercial establishment handlesservicesitself, includ-
ing cashwithdrawals, deposit operations, loan and utility payments,
and the payment of checks issued by the bank. The regulation was
modified in December 2008° and operations began in November
2009. Since then, the number of banking correspondent units has
surpassed the number of bank branches. Given their prevalence,
it is likely that the banking correspondent model expanded access
pointstofinancialservicesforthe Mexican population, thusincreas-
ing overall geographic coverage. This model could be a potential so-
lution to the absence or disuse of financial services that are critical
to expeditious economic growth and development. The presence of

savings pool weekly, and give the accumulated savings to a random
member of the group at the end of the week.
3 Published in the Diario Oficial de la Federacion, 12 /04 /2008.
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banking correspondents could rapidly help formalize the demand
for banking services, and thus help informal savers take their first
step towards formal financial products.

In this paper, we aim to measure the impact of banking corre-
spondents on savings, measured both as the number of active bank
accounts and as the amount of total deposits in these accounts. The
reasonsforfocusing on formalsavingsare the following: First, a for-
mal savings account is normally a gateway to other types of formal
financial products. Assuch, aformal savings account is aminimum
requirement for financial inclusion. Second, savingisafundamen-
tal tool for smoothing expenditure across time, and one that may
bringlarge welfare benefits, particularly to low-income households
(MasandSiedek, 2008). Third, anyone can now easily open asavings
account, asthereare savings accounts that are notsubject to anyfee
or minimal monthlybalance. Finally, as we explained before, there
is a distinct lack of financial inclusion in Mexico, and consequent-
ly evidence of alarge latent demand for formal financial services.

Our empirical strategy relies on the fact that some of the retail
stores used as banking correspondents have a large presence in
Mexican territory. When banks signabanking correspondentdeal,
banksregisteradiscontinuousincreaseintheir presence across dif-
ferent municipalities. The service becomes available immediately
overnight, thus increasing the geographical coverage of formal fi-
nancial services. For example, by July 2011, Oxxo (the largest retail
stores chain in Mexico) signed its first correspondence deal with
Santander,and the bankimmediately obtained presence in 325 mu-
nicipalities in a correspondence format. Moreover, the banks have
different constraintsin terms of capacity tosign dealsand different
preferencestosignthem. This circumstanceyields to heterogeneous
effects of the correspondence service. In other words, the effect of
signing a correspondence deal with the biggest correspondent is
notthe sameassigning one with the smallest because of differences
in the respective correspondent’s geographical coverage level. In
addition, the effect may vary depending on the characteristics of
thelocation of the stores, namelyifthe establishmentislocatedina
rural or urban area. In order to test whether this increase in access
points has a significant effect on savings, we use a difference in dif-
ferences model with multiple time periods to estimate the volume
of'savingsand the number of active savingsaccountsinagiven bank
afterithad contracted anewbanking correspondent. To do this, we
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constructadatabase with information on the dates of contracts for
different banking correspondent dealsand data on monthlysavings
on a bank-municipality level. Preliminary results showed a positive
and significant effect of the entrance of banking correspondents
on both the volume of savings and the number of savings accounts.
Even though we account for the difference in characteristics of dis-
similar municipalities, we donotfind a differentiated effect forrural
municipalities, where we would expect banking correspondents to
have alargerimpact. Finally, we find evidence of a possible spillover
effect between banks. Asabank begins anew correspondence rela-
tion, the bank not only increases its savings but also reduces their
competitors’ volume of savings and bank accounts primarily due
to a substitution effect among financial institutions. This spillover
considerably reduces the initial calculated effect.

Thestructure of thisdocumentis the following:Section 2 contains
a brief literature review of research relevant to this study. Section
3 describes the banking correspondent model and how this policy
relates to branchless banking. Section 4 describes the evolution of
banking correspondentsin Mexico.Section 5 defines the economet-
ricapproachusedinthisstudy.Section 6 detailsthe data collected for
our model. Section 7 describes our preliminaryresults, and Section
8 contains the conclusion of the study.

2. LITERATURE REVIEW

Thereisalarge empirical literature that studies the effect of access
to financial services on well-being indicators, with most of the re-
search focusing on microfinance institutions and rural banks. For
example, Burgessand Pande (2005) find that the expansion of bank-
ing services into rural areas significantly reduced poverty. For the
Mexican case, both Bruhn and Love (2014) and Ruiz (2013) study
the sudden expansion of Banco Azteca and its impact on different
economic outcomes. Grupo Elektra—-one of the largest retailers in
Mexico-suddenly opened a Banco Azteca branch in every one of
theirstores. More than 800 bank branchessimultaneouslyappeared
over the country. Bruhn and Love identify a significant impact of
the introduction of Banco Azteca on the number of informal busi-
ness owners, overallemployment, and average income in the treated
municipalities. Similarly, when evaluating the impact of the same
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event, Ruiz (2013) finds that households in municipalities in which
Banco Azteca is present are more likely to borrow from banks and
less likely to borrow from pawnshops due to the appearance of the
financial service.

Inaddition, Aportela (1999) measurestheimpact of the expansion
of the public institution Patronato del Ahorro Nacional (Pahnal)*
on savings, using the Mexican Income and Expenditures National
Survey (ENIGH). He identifies a positive effect, where the Pahnal
expansion increased the savings rate by around 3%-5%. The effect
is even more prominent for the poorest households.

However, a significant gap still seems to exist in the literature on
theimpact of banking correspondentsin Mexico.’In Latin America,
most of the empirical literature on banking correspondents focus-
es on Brazil. Assuncao (2013) estimates the average entry thresh-
old, thatis, the minimum population needed to obtain at least one
banking correspondent or one bank branch in Brazil. He finds that
the entry threshold for banking correspondents is practically zero,
observing a banking correspondent in almost every municipality,
whereasbank branches have an entrythreshold of 8,000-9,000 peo-
ple.Rodrigues-Loureiro etal. (2016) find that thereis anegative cor-
relation between the existence of banking correspondentsand bank
branches, hinting that banking correspondents might be substitut-
ing some of the functions of bank branches. Nonetheless, banking
correspondents attend to a different sector of the population than
bankbranches, astheyare presentin municipalitieswhere the aver-
age income is considerably lower.

For the Mexican case, two works evaluate the impact of banking
correspondents on different economic outcomes. Peiaand Vazquez
(2012) show that banking correspondents do not have asignificant ef-
fecton chosen measures of financialinclusion. Theiranalysis focuses
on both savings (measured by anumber of accounts and number of
debit cards) and credit (viaanumber of credit cards) as measures of
financial inclusion. However, they only analyze the years 2010 and

4 Pahnallater came to be Banco de Ahorro Nacional yServicios Financieros

(Bansefi). Its main goal was to promote savings and financial inclusion
on a national level, specifically in low-income households.

o

The banking correspondent model is not extremely common in the
world. A broader term called branchless banking (mentioned in the
following section) has been studied in more detail. See, for example,
Ivatury and Mas (2008).
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2011, the initial stage of the banking correspondents boom. Using
alarger time frame and a different identification strategy, we aim
to reevaluate the impact of the banking correspondents model. In
addition, we will focus solely on formal savings measures.

Eisele and Villarreal (2015) find that the introduction of bank-
ing correspondents in Mexico might have had a positive effect on
household income. However, theyargue that theirresultsareincon-
clusive because their study does not account for the fact that many
householdsthatuse banking correspondents previously had access
to financial services.

There arealso studies of the physical distance between borrowers
and lending banks and its effect on credit conditions. For example,
Degryseand Ongena (2005) find evidence of spatial price discrimi-
nation, which growslargerasthe distance between the lending bank
and other potential competitors increases. This point could be rel-
evantinthe case of banking correspondents. As banking correspon-
dentsappearin different municipalities, market power, and thereby
credit conditions, might change. Although not in the scope of this
paper, itisimportant to consider market power changes as another
possible impact, for example in the form of spillover effects.

3. BANKING CORRESPONDENTS IN MEXICO

Thelegal construct of banking correspondents has existed in Mexico
since the end 0f2009. From 2010 to 2011, the number of banking cor-
respondents per 10,000 individuals increased considerably (from
1.2 to more than 2.5), while the number of banking branches has
stayed atalmostat the same level throughoutall periods (Figure 1).°
Figure 1 also shows that banking correspondent units’ growth rate
was almostzero from 2012to 2016. Nonetheless, asseenin Figure 2,
the number of bank-correspondent deals has grown steadily during
this period. We observe that smaller banks most commonly adopt-
ed the banking correspondent model at first, but the participation
of larger banks in this practice sharply increased in 2011 and has
steadily grownsince then. This meansthat more banksare operating

% Pefaand Vazquez (2012) only observe the first two years of this figure.
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Figure 1

NUMBER OF ACCESS POINTS TO FINANCIAL SERVICES
PER 10,000 INDIVIDUALS AT THE END OF THE PERIOD
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Source: CNBV Financial Inclusion Data.

throughthird-partyretailagents, evenif the number of physical ac-
cess points has not increased significantly since 2012.

Accordingto Comisién Nacional Bancariayde Valores (National
Bankingand Securities Commission, CNBV) financialinclusion data
for the first quarter of 2015, there were still 36.1% of municipalities
(which only constitutes 4.3% of the total population) that did not
have the presence of banking correspondents or bank branches.
Conversely, the other 63.9% of municipalities (which constitutes
95.7% of the total population) have at least some means of access to
financial services (banking correspondents or bank branches). Itis
important to note that 14% of all municipalities have banking cor-
respondents as their sole access point, many of which are either ru-
ral or semi-rural.

From this perspective, it seems that banking correspondents
have improved financial access to municipalities that bank branch-
esalone would not havereached. In terms of usage, results from the
ENIF show that banking correspondents usage increased consider-
ablyfrom 2012 to 2015 (Figure 3). The increase is even greaterinru-
ralareas, where more than 25% of the population reported that they
had used a banking correspondent at least once in the last couple
of months priorto the survey. Usage of ATMs alsoincreased, though
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Figure 2
EVOLUTION OF CORRESPONDENT-BANK RELATIONS
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Figure 3
EVOLUTION OF CORRESPONDENT-BANK RELATIONS

A. USE OF BANK BRANCHES
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the mostnotablerise occurred in urban areas. It should also be not-
ed that the use of bank branches decreased for the same period. As
Rodrigues-Loureiro et al. (2016) describe for the Brazilian case,
banking correspondents and ATMs might be substituting some of
the functions of bank branches in Mexico. This is not necessarily
detrimental to financial inclusion, as we already saw that banking
correspondents are reaching smaller communities. One possible
readingisthatbanks have found awaytoreduce costsand still reach
outtonew customers byimplementing the new banking correspon-
dentmodel.Itisimportant to mention that we consider ATMs as bank
branches because of the difficulty in differentiating between them
across the database.

InFigure 4, we plotthe average of the difference in formalsavings
(both number of accounts and volume of bank deposits) between
municipalities with the presence ofan active banking correspondent
and municipalities without correspondents. Figure 4 illustrates a
possible impact of banking correspondents on financial inclusion.
After signing a new banking correspondent deal, savings (mea-
sured both asa number of accounts and total balance) increase.

We have seen the growth, bothin presence and usage, of banking
correspondentsin Mexico, butthereare various purposes forwhich
people choose to utilize certain correspondents. Since adistinct vari-
ability existsin the agreements established between each bank and
itscorrespondents, the services each bank-correspondent pair offers
customers will consequently vary and can limit the overall services
available to each customer. For example, while anyone can open a
bank account in Oxxo with Banamex,’ customers cannot open an
account with Bancomer, even if Oxxo offers other financial servic-
es for Bancomer. Similarly, the agreement that Bancomer has with
7-Eleven (anotherretail stores chain) isnot the same asits agreement
with Oxxo.* The full range of services thatabanking correspondent
can offer is the following: making deposits to bank accounts, mak-
ingloanandservices payments, makingacashwithdrawal, opening

Banamex is a subsidiary of Citibank. Only Banamex offers a certain
type of low risk bank account that allows monthly deposits of no more
than 800 USD, approximately.

Bancomer only allows Oxxo to process deposits and loan payments. In
addition to these services, Bancomer allows 7-Eleven to process service
payments.
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Figure 4

DIFFERENCES BETWEEN TREATED AND NON-TREATED MUNICIPALITIES
BEFORE AND AFTER SIGNING A NEW BANKING CORRESPONDENT DEAL
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low-risk bank accounts, collecting checks, and checking balance in-
formation. However, despite the fact that customers can have access
to afull array of financial services, there is a maximum transaction
limit forboth paymentsand deposits. As such, wewould expecthigher
usage of banking correspondents among households and lower us-
age among business enterprises. The variation?in the combination
of services offered by each correspondent-bank pair is significant
because this heterogeneity presents an obstacle for identifying the
impact of banking correspondents, as correspondent agreements
are not comparable with each other. Nonetheless, we account for po-
tential agency problems by capturing the bank’s identity.

On aggregate, almost all banking correspondents accept loan
payments and deposits to bank accounts (personal or third party).
These two are the most common types of transactions carried out
by the banking correspondents (Figure 5). Interestingly, cash with-
drawalisaservice allowed onlytovery few banking correspondents,
themainagent of whichis Telecomm (the Mexican state-owned tele-
graph company'’). Nonetheless, itis the third most popularservice
used in banking correspondents.

To observe the participation of each banking correspondent in
the market, we see that Oxxo represents 60% of the total bank-cor-
respondent branches (Figure 6). Bybank-correspondent branches,
we mean that we are counting a retail agent twice or more if it has
double or multiple correspondence relations. Commercial estab-
lishments do not necessarily have an exclusive correspondent rela-
tionwith just one bank.Inthe former example, Oxxo-Bancomerand
Oxxo-Banamex are counted as two different bank-correspondent
units, even if the business unitis the same.

In Mexico, Oxxo demonstrates the greatest participation in cor-
respondent banking because theyhave thelargest retailnetwork and
have multiple correspondent relations.! The next most prominent

For a full description of services allowed by each bank to their corre-
spondents, see Table 2.18 of the National Report on Financial Inclusion
7 (Consejo Nacional de Inclusién Financiera, 2016)

10" Telecomm not only provides telegraph services. Its infrastructure now
also delivers the federal conditional cash transfer programs and other
telecommunication services.

' According to Consejo Nacional de Inclusién Financiera (2016), Oxxo
provides banking correspondence services to Banamex, BBVA Bancomer,

Compartamos, Inbursa, Santander and Scotiabank.
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USE OF SERVICES PROVIDED BY BANKING CORRESPONDENTS,
TO NOVEMBER 2015
Number of transactions

Deposits 71.341
Loan payments 44.594
Cash withdrawal 12.659
Payment of services 11.166
Other! | 0.519
T T T 1
0 20 40 60 80

! Other services include opening savings accounts, check collection and balance
information.
Source: CNBV.

participantis Telecomm, which hasasimilarlylarge retail network,
presence in rural areas, and offers the cash withdrawal service.!?
Walmart, Soriana, Chedraui, and Coppelare supermarkets or retail
stores, normally located in urban or metropolitan areas."

As we can see, there exists an enormous heterogeneity across
banking correspondents’ agreements, which creates difficulties in
addressing theirimpact on banking savings. The first dimension of
heterogeneityisthe spectrum of the establishmentswith which banks

12 According to Consejo Nacional de Inclusién Financiera (2016),
Telecomm has a correspondent agreement with Afirme, Banamex,
BBVA Bancomer, Banorte, HSBC, Inbursa, Santander and Scotiabank.

¥ Accordingto Consejo Nacional de Inclusién Financiera (2016), Walmart
provides banking correspondence services to American Express, Invex
and Walmart Bank; Soriana to American Express, BBVA Bancomer,
Banorte, HSBC, Invex, and Scotiabank; and Chedraui to American
Express, Banamex, BBVABancomer, Banorte, HSBC, Invex, Scotiabank.
Coppel only gives services to Bancoppel.
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Figure 6

USE OF SERVICES PROVIDED BY BANKING CORRESPONDENTS,
TO NOVEMBER 2015
Percentages
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Source: CNBV Report on Banking Correspondents.

make banking correspondent deals. Some establishments prefer to
place themselves in urban areas (as 7-Eleven and Chedraui) while
others prefer rural areas (for example, Telecomm). Furthermore,
there are banking correspondents like Walmart, which have even
larger fixed costs than those of bank branches. Given the presence
of bank’s plans for expansion, each bank chooses whom to hire as
a banking correspondent. After banks choose with whom to work,
theythenfaceasecond decision: “What servicesshould be included
inthe correspondence agreement?” Thisbringsasecond dimension
of heterogeneity to bank-correspondent deals.
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4. THEORETICAL CONSIDERATIONS
ON BANKING CORRESPONDENTS

As described in Mas (2009), the banking correspondent model is
only one particular example of branchless banking, where bank-
ing transactions are taken out from banking branches and putinto
non-banking retail agents. Other types of branchless banking are
payment cards or mobile phone transactions. The fundamental aim
of branchless banking is to lower transaction costs for both the pro-
vider and the potential user.

Building bankbranches carryaninherentlylarge fixed cost. Thus,
bank branches are located in communities where a dense popula-
tion guaranteesasufficientlylarge amount of daily transactions. As
such, for communitieswhere these criteriaare not met (thatis, poor
and rural communities), the cost is transferred to the population,
via traveling and queuing.

Byusing banking correspondents, banks use existingretail stores
astheir point of transaction origin, considerablylowering fixed costs
to offer bankingservices. Onthe otherside, customers’ transaction
costs are alsolowered, as they do not have to travel or waitaslongto
use financial services. In addition, although we would expect bank-
ing correspondents to have amore prominent effect onrural areas,
theycanalso haveapositiveimpact onurbanareas. Evenwhere bank
branches are easily accessible, the presence of banking correspon-
dents can incentivize customers to shift lower-value transactions
outside bank branches.

Anew banking correspondent deal can be awin-win ssituation for
the three partiesinvolved. Customers have easyaccessto some finan-
cialservices, banksattractnew customerswithoutincurringinlarge
costs, and banking correspondents win directly through commis-
sions per transaction and indirectly through higher customer traf-
fic. However, Mas (2009) mentions two possible obstacles to banking
correspondents achievingsuccess. First, asthe potential market per
banking correspondent unit is relatively smaller, it is important to
catertoas many customersas possible. Thisisadifficult endeavor for
banking correspondents, astheyneed to attract new customerstoa
third-party financialinstitution. The correspondent scheme has to
make banking correspondents attractive and profitable for offering
these financial services. The second obstacle is that, as the number
of customersserved by banking correspondentsislower than that of
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bankingbranches, the number of transactions per customer should
be as high as possible to generate sufficient business for agents. As
such, banking correspondents should offerawide array of services:
savings, credit disbursementsand repayments, bill payment, collect-
ing salaries and welfare payments, and remittances, among others.
This, aswe described in the previoussection, has proven difficultin
the Mexican case. Notall of the banking correspondents are able to
supply the full range of financial services. Only recently were bank-
ing correspondents able to open bank accounts, a service still not
standard for all correspondents.

5. DATADESCRIPTION

5.1 Savings

Thesavings datawe usein this paper comesfrom the CNBVRegulatory
Reports. This report gives detailed information about the number
and balance of alltypes of depositaccounts offered to the public. We
use available data from April 2011 to February 2016. This report is
particularly useful for our analysis, as it disaggregates the informa-
tion on abank-municipalitylevel. For everytype of product, we know
how many accounts bank 4 has in a given municipality mat time ¢.
Essentially the banks offer three broad types of deposit accounts:

1) Low-risk current accounts. These can only be opened by nat-
ural persons and have a maximum monthly balance limit.
Some of these accounts can now be opened with banking
correspondents.

2) Conventional currentaccounts. These canbe opened bynatu-
ralorjuridical persons. These types of accounts have ahigher
maximum limit or do not have one at all.

3) Term depositaccounts. These accounts are subject to a given
terminthe bank and tointerest payments previously agreed.

The great majority of bank accounts is concentrated in conven-
tional currentaccounts, bothin numberand average balance terms
(Figure 7). In Table 1, we briefly describe savings in volume (or bal-
ance) and the number of accounts.
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TYPES OF SAVINGS ACCOUNT IN MEXICO

A) NUMBER OF BANK ACCOUNTS. MILLIONS, YEARLY AVERAGE
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B) BALANCE PER BANK ACCOUNT. THOUSANDS OF PESOS, YEARLY AVERAGE
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Full sample

Standard
All banks Mean deviation
Total
Savings balance by municipality 236,642 1,733,585
Number of accounts by municipality 10,687 66,716
Top seven banks
Savings balance by municipality 315,477 2,096,402
Number of accounts by municipality 12,147 51,718
Rest of banks
Savings balance by municipality 83,292 516,423
Number of accounts by municipality 7,847 88,848

As we explained before, we will study changes in the volume of
savings and number of accounts. Our savings measure is the sum of
all types of accounts, as all of them are saving instruments.

5.2 Business Location Information

An important aspect of our empirical strategy is the correct iden-
tification of municipalities with and without the presence of retail
agents before they become banking correspondents. To do so, we
use information from the National Statistics Directory of Economic
Units (DENUE) published by the National Institute of Statistics and
Geography (INEGI). This directory has location information on all
the active commercial establishments in the Mexican territory.
Using the commercial or legal name of the establishments, we
identifythe biggest banking correspondent chainsin Mexico: Oxxo,
Wal-Mart, 7-Eleven, Telecomm, Farmacias Guadalajara, Farmacias
Benavides, Coppel, Extra, Soriana, Radioshack, Chedraui, Diconsa
supermarkets,14 Comercial Mexicana,Sanborns, FarmaciasABC, and
Suburbia. The aforementioned retailers cover more than 95% ofthe

* We used a slightly different strategy to identify Diconsa supermarkets.
We identified all the establishments that had the word Diconsa on their
commercial orlegal name. We then filtered them by type of commercial
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Figure 8

LOCATION OF BANK BRANCHES,
ATMS AND BANKING CORRESPONDENTS
Banking correspondents and bank branches plus ATMs
February, 2016

+Bank branches and ATMs X Banking correspondents

Source: DENUE.

banking correspondent unitsin Mexico. Using the same method, we
also identify bank branches and ATMs for each bank. Although the
DENUE only gives information on active establishments, they give a
yearly date of incorporation starting from 2010. This coincides per-
fectlywith the timing of the introduction of banking correspondents.
Figure 8 shows how both branch offices (including ATMs) and bank-
ing correspondentsare distributed allaround the Mexican territory.
The geographical distribution of banking correspondents seems to
overlap that of bank branchesand ATMs. By estimating the geodetic
distance between a banking correspondent and the closest branch
office (or ATM), we find that the average is less than one kilometer

establishment and only kept those that fell into the supermarkets
category.
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(approximately 825 meters), and the distance for the 50th percen-
tileisaround 300 meters.

By using information from CNBV, we can retrieve the date of the
contractbetweenabankandacorrespondent. Assuch, we caniden-
tify which of the aforementioned establishments start giving bank-
ing correspondent services for a specific bank on a specific date. In
Table 2, we see the maximum number of banking correspondent
deals by the institution (bank and retail chain). We see that the big-
gest banks and retail stores have the highest number of deals.

MAXIMUM NUMBER OF DEALS BY INSTITUTION

Maximum
number of Maximum
deals with number of deals
correspondents with banks in
Bank in the pPeriod Correspondent the period
BBVA Bancomer 11 Chedraui 8
Banamex 7 Oxx0 7
American Express 6 Soriana 7
HSBC 5 Walmart 5
Invex 5 Suburbia 5
Banorte 4 Seven Eleven 4
Inbursa 3 Farmacias 3
Guadalajara
Santander 2 Extra 3
Scotiabank Comercial 3
Mexicana
Compartamos 2 Farmacias 2
Benavides
Banco del Bajio 1 Farmacias ABC 2
Afirme 1 Telecomm 1
Monex 1 Coppel 1
BanCoppel 1 Radioshack 1
Consubanco 1 Diconsa 0
Sanborns 0
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6. EMPIRICALMETHODOLOGY

6.1 Basic Model

Ourstudyaimed to quantify the effect of the implementation of the
banking correspondent model on householdsin Mexico, primarily
ontheir formalsavings. We define formal savings as savings deposit-
edinbankaccounts, bothinnumberandvolumein Mexican pesos.
The first stepin ouridentification strategyrelies on studying the ef-
fect that contracting a new banking correspondent relation has on
savings for a given bank. As discussed above, we exploit the cross-
municipality variation in banking correspondent units. Depending
onthe date ofthe agreement, establishments that, for example, were
only convenience stores a few days before are now able to provide
some basic financial services. Figure 4 illustrates the dynamics of
savings, measured by both the number of accounts and the volume
of savings, before and after signing a new banking correspondent
deal. We identify the date of activation and assume that all the es-
tablishments become active banking correspondents after that date.
Notethatthe difference between bank-municipalities pairs that were
treated (i.e.,abanking correspondentwasactivated) and those that
were not increases after the date of treatment.

This variation allows us to use a difference in difference model
with multiple time periods in the following form:

ln(sb’m’t + 1) =y, +0, +7,+6 (Num Correspy,,, , ) +B (chk By s ) +

+Bs (Num Corresp, ,,, * Bank Br, ) + B Xt +Ep s

where s, , isameasure of savings (number of accounts or balance
volume in Mexican pesos) in municipality m taken by bank 4. On
all of our estimations, we use two measures of savings: a log of the
number of accounts plus 1 and alog of savings volume plus 1. These
transformations allow us to include those bank-municipalities for
which savings were zero at some point in time. In this specification,
thevariable of interest is the number of active correspondence rela-
tions thatbank b hasat time ¢in municipality m, Num Corresp, ,, ,. We
identify only the number of commercial chains, not establishments,
working as banking correspondents in that municipality m and for
bank 4. As bank b signs more banking correspondence deals, this
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variable will have a heterogeneous effect on different municipali-
tiesdepending on the presence of the banking correspondentsand
the presence of otherdeals. Bank By, , isadummyvariable indicat-
ingifthereare bank branches of bank b in municipality m at time ¢.
Finally, we include an interaction indicating the effect of the pres-
ence of different banking correspondence relations with the pres-
ence of atleast one bank branch of bank b in municipality m at time
t. Thislastinteraction wouldindicate if the presence of bank branch-
es boosts or dampens the presence of banking correspondents. As
such, we do not expect aspecificsignon Bs. X,,
trol variables that can help account for possible time-varying non-
observed characteristics between municipalities. In this vector, we
include the number of retail store chains in municipality m at time
t, whether they have a banking correspondent deal with bank 4 or
not. Thisvariable will help control for nonobserved infrastructure

¢ 1savector of con-

in the municipality, given by the presence of different convenience
stores, supermarkets or pharmacies. We alsoinclude an interaction
of the previous variable with the presence of bank branches at mu-
nicipality m at time ¢ The interaction seeks to account for different
effects of the number of chains over savings between municipalities
withand withoutbankbranches. y,,0,, and 7, are bank, municipal-
ity, and time fixed effects, respectively.

For our identification strategy to be valid, we need to assume
thataverage differencesinsavings between the two groups of focus,
bank-municipality pairs-with and without a banking correspon-
dent-would have been the same before and after signing the bank-
ing correspondent deal. Trends should not be different for each of
these groups. If the savings growth rate were to be greater for bank-
municipality pairs with a soon to be banking correspondent before
signing the banking correspondent deal, then we would be detecting
a spurious positive effect. Additionally, to control for possible dif-
ferencesin bank growth rateswe include abank-specific time trend
in our specification. Finally, we account for possible differences in
bank-and time-fixed effects between those bank-municipality pairs
with and without branch offices.
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7. RESULTS

Inthe following subsections, we present our results onan aggregate
level, discuss a potential spillover effect, and finally present the re-
sults disaggregated by the type of municipality (rural or urban).

7.1 Basic Model

First, we investigate the impact of the number of active banking cor-
respondent chains with our entire sample. Table 3 shows results for
the number of accounts and volume of savings, respectively. Column
1 shows only a basic estimation, without any of the aforementioned
fixed effects. We see that for both the volume of savings and the
number of savings accounts, there is a positive relation between
banking correspondents and savings. Aswe would expect, the pres-
ence of bank branches is also positively correlated with savings. In
column 2, we add the previously mentioned control variables for
infrastructure. As expected, we observe higher savings in munici-
palitieswithalarger presence of potential banking correspondents
(convenience stores, supermarkets, and pharmacies, among oth-
ers). Note that the coefficient of interest is significantly lower when
including these controls. As we now distinguish between the activa-
tion of banking correspondents and the presence of the commer-
cial establishment, the effect is not overestimated, correcting for a
possible omitted variable bias.

Aswe add the fixed effects, we see that the estimated impact of
banking correspondents diminishes. Still, columns 3 and 4indicate
that the introduction of banking correspondents increases savings
significantly in both the volume of savings and the number of sav-
ings accounts (around 30%).

Column 4 of Table 3, in terms of the number of accounts, indi-
catesthattheintroduction of banking correspondentsincreasesthe
number of savings accounts significantlyin both municipalities with
and without bank branches (10.1% and 33.3% respectively, as read
in the marginal effects box). As we expected, the effect seems to be
larger for those municipalities without bank branches, while both
marginal effects remain positive. Likewise, in terms of the volume
ofbank deposits, column 4 of Table 3 shows that the introduction of
banking correspondentsincreases the volume of savings significantly
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in both municipalities with and without bank branches, by 8% and
30.6% respectively.

These preliminaryresults suggest thatthe appearance of banking
correspondents does have a positive and significant effect on savings.
Nonetheless, in thisspecification, we are not considering two veryim-
portantdimensions. First, theintroduction of banking correspondents
might have differentimpacts depending on the type of municipality.
Second, banking correspondents might be experiencing a spillover
effectbetween banks. Thatis,asnewbanking correspondentsappear,
customers might be changing from one bank to another. In the fol-
lowing subsections, we try to study these dimensions.

7.2 Rural vs. Urban

Ifwe expectbanking correspondents to have a positiveimpact on sav-
ings, there would be a greater effect on the communities in which ac-
cess to financial services is more limited. According to INEGI, there
are six types of municipalities depending on the population size: ru-
ral, in transition, semi-urban, urban, semi-metropolis, and metrop-
olis. Based on these categories, we use a broader classification. We
define rural as both rural and in transition municipalities. Urban
aggregates all other classifications: urban, semi-urban, metropolis
and semi-metropolis. Our database has information on 1,054 urban
municipalities and 1,401 rural municipalities that account for 2,455
Mexican municipalities.

Table 4 shows the results of estimating the basic model in Section
6.1, while interacting the independent variables with arural dummy
variable. Contrarytowhat we mightexpect, we donotfind asignificant-
ly greater effect of banking correspondents on rural municipalities
than on urban municipalities. Thatis, although there is a significant
effect on both rural and urban, there is no evidence of a heteroge-
neous effect between these different types of municipalities. Column
3ofTable 4suggeststhattheintroduction of banking correspondents
increases the number of savings accounts in municipalities without
bankbranchesforbothruraland urban areas by 20.6%. This positive
effectis also homogeneous between rural and urban municipalities
(17.9%) in terms of the volume of savings (column 6 of Table 4and the
bottom box of marginal effects).

For urban municipalities with branch offices, the effect on the
number of savings accounts is 3.5%, and 17.9% on volume of savings
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(second column of the bottom box). However, in the case of rural mu-
nicipalities with a presence of bank branches, we find that the mar-
ginal effect of banking correspondentsis negative (shadowed). Since
there is only a small number of rural municipalities with branch of-
ficesand correspondent chains, further analysisis necessarytoassess
that there was not, in fact, a negative impact on the presence of cor-
respondent relations in these municipalities.

7.3 Spillover Effects

Finally, since our observation units are bank-municipality pairs,
there maybe other banksin the same municipality with new active
correspondents. As aconsequence, the bank’s competition maybe
triggering a spillover effect on savings records. This effect is im-
portant in terms of financial inclusion. Banking correspondents
might affect abanklevel but not the aggregate level, as customers
(already financially included) are simply changing their savings
from one institution to another.

Inthisexercise, the explanatoryvariable varies slightly. We build
anew variable, defined as the total number of active correspon-
dent chainsin municipality m, minus the number of correspondent
chains working for bank &. If the number is too large, then there
are many banking correspondents not working for bank 4, and as
such, we would expect its coefficient to be negative. We then pro-
ceed to estimate the model described in Section 6.1.

Wereportourfindingsin Table 5. In terms of the number of sav-
ings accounts, the activation of a new correspondent for another
bankreducesthe number ofaccounts by 10.8% if the municipality
hasbankbranches, and by 26.8% if the municipality does not have
branch offices. For the case of the volume of savings, the activa-
tion of anew correspondent for another bank reduces the volume
of savings by 8.5% if the municipality has bank branches, and by
24% if the municipality does not have branch offices.

These results suggest that even though the positive effect of the
activation of a correspondent is very strong, the negative effect of
the activation of a competitor correspondent at the same munici-
pality may considerably decrease this effect.

Banking Correspondents and Financial Inclusion 417



(¢82£0°0) (86L0°0) (g¢01°0) (1650°0) (6850°0) (68L0°0)
aG61°0  oL6T°0  TFI00- +91°0  9G1°0  £¥30°0-
(86%0°0) (¥6%0°0) (LL¥0'0) (0$50°0) (1$50°0) (9§50°0)
868°0—  I¥30- 3130- LFT0- FFI0- STIT°0-
(0850°0) (1950°0) (96%0°0) (8¢¥0°0) (11¥0°0) (£3£0°0)
68G°0 <1990 6190  90F0  «3EF0  «649F0
(FLy0)  (L2v0)  (gr90) (6g¢0) (L8¢0) (91F%°0)
S0P I- 8PP I- GGL0- «880°[- 80L'[- 099°0-
(gog'0) (g0¢0) (¥gg0) (9830) (9850) (8%5°0)
FG6°0-  8G6°0-  oLF9°0- &61°0-  935°0-  -F8F0-
(F21°0)  (921°0) (003°0) (881°0) (831°0) (F¥1°0)
0980°0- G€80°0- G9T°0- €6600 68500 GIT0-
(601°0) (801°0) (01T0) (1880°0) (8080°0) (9180°0)
[LT0-  GLL0-  «66%°0- oILL0- oS81°0- <LLPO-
(8¢z°0) (9¢g0) (srg0) (841°0) (9.1°0) (09T1°0)
618°L  «6S8°L  «GPF'8  «GP8'G  GI8C  :L3G9
(801°0) (g0r°0) (80T°0) (1880°0) (8640°0) (L6L0°0)
6L1°0  8FT°0 20L6°0 49080  J0LT'0 1350
(€) (z) (1) (€) () (1)
([+$2oum)Dg )W) ([ +81Un000D J0 49QUINN ) U]

(40442 pavpuvIS) 1u1Nff207)

Ayredorunur oY) UL SUTRYD [BIDISUIUIOD JO ISQUINU,, [BINY

yueq £q $921j50
youeiqAypedoiunu oY1 UL SUTRYD [BIDISWWOD JO I9QUINN

Ayredprunur oY) UL SUTEYD [BIDISUIWIOD JO JOQUINN
2UMPINAISDL[UL 0] PIID]I4 SJOAIUO0I DUOINPPY "]

yueq £q $9d1Jj0
YOUeIq,SUreyd Juapuodsariod 9ANIE JO JOqUINU,, [eIy

Yueq Aq S9OTJJO YOURI(, [BIIY

yueq £q $921jj0
OUBIQ,SUTRYD JUIPUOdSIIIOD IATIOR JO IOQUINTL, [BIY

ueq
£q $921JJ0O YoUuRIq,SUTEYD JUIPUOdSILIOD IATIOE JO IdQUINN

yueq £q $901JJO youelg

sureyd JuapuOodsalLIOd JAIIOE JO IIQUINN

pouiad 3sv) ayy wr Quodirunu 2y) fo $213514999040Y7) Y

ALI'TVAIDINNN 40 HdAL Ad SLINSTA

418 M. Carabarin, A. de la Garza, J. P. Gonzilez, A. Pompa



6L1°0 6L1°0 9030 903°0 $901JO OULI] INOYIM
6L1°0 ¥é6° 1- ¢s0°0 6490 T- $921JJO YourIq YIM
uvgi) 104y uvqgi) 04y

sduiaps Jo awunjop SIUN099D JO 42QUINNT

(uwnpod 1se] 91 Ul $IMNSII YIIM PIIB[NI[RD) NOILVIAA INIANOISTAA0D THL 40 NOLLVALLOV 10 LOFTIAT TYNIOAVIN

6960
Sox.
SOK.
SOK.
Sox.
SOK.
SOK.
Sox.
SOx.

(232°0)
469570

“JURISUOD B DARY] JOU SI0P [9POW YL, "% 0T ‘%G ‘%[ I 20UedJIUSIS [EINSTILIS 2JBIIPUIL, ¢ ¢
*9[q[B) ST} UT UMOYS JOU Ik §109JJ0 PIXIJ-puaI) dwin-yueq pue -redoiunu -yueq -owWn JO SIUIIIJO0D ) :9J0N

®©Oﬁ©ﬁﬁ SUOTIIEAIISCO JO Joquun N
L¥6°0 $66°0 L1670 .80 g16°0 o
S9X SOX S9X SOK SOX $109JJ9 PIXIJ PUII) WY UB(,, [EINyY
SOX ON SO SO oN $109JJ0 POXIJ UR(, eIy
SOX SOX S9X Sax SOx $109339 paxiy-Aypedorunur,, reIny
SOX ON S9X Sax ON $109JJ9 POXIJ-oWI),[eINy
ON ON SIX. OoN ON $109]J9 PaxXI] pual) dW-Yuey
Sax S9x SOx Sax SOX $109]J9 paxy-yueyg
S9X ON S9X sox ON s109p30 paxiy-Ayedrungy
S9X ON S9X S9X oN $109JJ9 POXIJ-OWIL],
$]043U00 $193f]2 paxvy )

(16300 (g¢g°0) (991°0)  (991°0)  (081°0) yueq £q sa01j0 YoueIq,Liedorunm
.119°0 GGS'0 406€°0 nﬁwwo N*NO 91} Ul sUTeyd [ENI2WWOI JO JIoqUUNU,, JeIIy]

419

Banking Correspondents and Financial Inclusion



(09¢0°0)  (8990°0) (9¥90°0) (61¥0°0) (30¥0°0) (18%0°0) q Yueq 10] $331jJ0 YoueIq,Lipedorunm
GFE0-  +G3E°0-  «081-  +998°0-  +588°0- 593 1- oY) ut sureyd Jupuodsariod Jo rquny
(8620°0)  (0290°0) (8390°0) (09¥0°0) (83¥0°0) (0L¥0°0)
699°0  +399°0  «81€°@ 9990  LPSO0 6691 Anredprunur oy ut sureyd JUIPUOdsa110d JO LqUINN
2UNIINUISDA[UL 0] PIID)2L S]OLIUOD IDUOIPPY “
(1880°0) (L¥80°0) (¥11°0)  (0990°0) (6190°0) (6€80°0) q YUeq 10 $9D1JJO YOURIQ,, (¢ YURq 0] SUTRYD
>GGT°0 601°0 _whbw.ﬁ q«091°0 QNMM.O x@bw.ﬂ uﬁwﬁGOwahHOU JAIE-SsUreyd HCUUCOQmUz:OQ 9AID®E —NHO,HV
(¢rg'0)  (Log0) (FI1°0) (191°0)  (991°0)  (0380°0)
C16°L  W9I8'L  GPE6  I8L'G  «309°S  0FL'9 q >ueq 10§ $IVJo yourrg
(8980°0) (L6L0°0) (¢11°0)  (6¥90°0) (0650°0) (1€80°0) q Yueq 10 sureyod
0% 0— Nofon | 166 G- 896 0— WG¥10- 879 1- JUIPuO0dSaIIOd SATIOR- SUTRYD JUIPUOdSIIIOD JAIJOR [€I0],
powad 1svp ayy ur Guodrorunw a2y Jo $21751420040Y7) Y
(€) (¢) (1) (€) () (1)
(1 +$22uD)DG)U) ([ +51un029v J0 49quUnN)w)
(40442 PADPUD]S) JUNN[J207)
SLOAAAT YAAOTTIAS

M. Carabarin, A. de la Garza, J. P. Gonzéilez, A. Pompa

420



0¥%é'0-
g80°0-

89¢°0-
801°0-

sgunws fo aunjon

SIUN02ID [0 4IQUNN

(uwIn[od Ise[ 2YI UL SI[NSAT IIM PIIB[NI[eD)

SOO1JJO YoUeI(g INOYIM
S921JO youelrq NI

NOILVTIA INAANOdSTIIOD dHL 40 NOILVALLDY A0 LOTAAT TYNIDIAVIN

“JUBISUOD B JARY] 10U S20P [9POW YT, "%0T ‘%G ‘%[ Y 20UedIJIuSIs [EINSNLIS 2ILIIPUIL , ‘¢ ‘.

*9[q®) SIY) UI UMOYS JOU dIE §109JJ9 PIX-pua) swn-yueq pue -edorunw -yueq -owWr Jo SJUIDIFI0 ) :9J0N

890°91%
166°0 9%6°0 86L°0 L¥6°0 0¥6°0 99’0
Sox SOx ON SO SOxX ON
SOX SOX ON SOX SOX ON
SOX ON ON SOX ON ON
Sox SO ON SOxX SOx ON
SOx SOx ON SOX SOX ON
SOX S9X ON SOX SOX ON
(€) (z) (1) (€) () (1)
([ +$22um)Dg)U) ([ +S1un02op fo s2qunpy)uj

(40442 pADPUD]S) JUN[J207)

SUOTIBAIISCO JO JOqUINN

ad

$109JJ0 PIXIJ-YUB(,SIIIJO YourIg
$109JJ9 POXIJ-2WIN},$IVJO YourIg
$109JJ9 POXIJ-PUSL} W)Uy
$109JJ0 PaxIy yueg

$109330 paxiy-Aypedotunyy

$109JJ0 POXIJ-ouIL],

$]049U00 $193[]2 PaxLT 1)

421

Banking Correspondents and Financial Inclusion



7.4 Municipal-level Estimations

In our final exercise, we also considered an analysis at municipal
level to observe the aggregate effects of the activation of the corre-
spondentservice. Byusing information on amunicipallevel, instead
of bank-municipality, we can capture the spillover effect and deter-
mine if there is still a final increase in formal savings. To do so, we
considered the following model:

ln(?m’t + 1) =0, +7,+0 (Num Corresp,,, ) + B (Preschk Br,, ) +
+ B (Num Corresp,, , * PresBank Br,, , ) +Bs X +BsZy +Emys

where 5, , isalsoameasure ofaverage savings of banksat the munici-
pality m at time ¢. We use average savings by municipality because we
want to study the effect on the average bank. Num Corresp,,, refersto
the totalnumber of banking correspondent relations at municipality
m at time ¢, and PresBank Br,,, is a dummy variable that has a value
of lifthe municipality has the presence of atleast one branch office
ofanybankand 0 otherwise. X,,, is the usual vector of control vari-
ablesthatincludesthe number ofretail store chains at municipality
m at time ¢. Additionally, we include a set of dummy variables indi-
catingwhichbanksreportnonzerosavings for municipality m. Z,, ,

isavector of controlvariablesrelated to the proportion of banks re-
porting either zero number of accounts or zero volume of savings,
dependingoneachcase. Thatis, Z,, , ,includesavariable that rang-
es from 0 to 1 and measures the proportion of nonreporting banks

m,t

as well as the interactions with all the control variables considered
for this specification. All other variables, namely the fixed effects,
have the same definition of the basic model. Errors are clustered at
amunicipal level.

Theresultsin Table 6 showthat, on aggregate, banking correspon-
dentsdo have apositive effect on the number of savingsaccounts. We
estimate a 20% impact for municipalities without branch offices but
onlya 1% increasein municipalities with branch offices. In terms of
the volume of savings, we do not see a statistically significant effect.

422 M. Carabarin, A. de la Garza, J. P. Gonzdlez, A. Pompa



8. CONCLUSIONS

In this paper, we estimate the effect on the volume of savings and
the number of active accounts for a given bank-municipality after it
contracts a new banking correspondent relation through a differ-
ence in differences model with multiple time periods. We provide
evidence thatbanking correspondents have had a positive effect on
formalsavingsin Mexico, measured both by the number ofaccounts
and volume of savings. This impact seems to be homogenous for
bothruraland urban areas, aswe do not find a differentiated effect
for rural municipalities. Itisimportant to highlight that we cannot
distinguishifthisincrease in formal savingsis due toanincreasein
overall savings or just a shift from informal to formal services.

Wealsofind thattheimpact of banking correspondentsatabank-
municipalitylevelislargely due toaspillover effect. Ourresults show
thattheactivation of banking correspondent dealsinside the munic-
ipality can have a negative impact on rival banks. Customers might
be changing from one institution to another, depending on the acti-
vation of banking correspondents for other competing banks. This
spillover is prominent, but there still seems to be a positive effect
atthe aggregate level. Finally, these findings contrast with those of
Penaand Vazquez (2012), who do not find banking correspondents
to have any effect on financial inclusion.
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