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Session 2: Deposit insurance, Consumer Protection and the Un-banked
Comments on the remarks of Mr. Martin Gruenberg made by Carlos Isoard
Thanks to the organizers for the invitation to be discussant in this panel.
I will present my comments in three parts: First, I will make reference to some of the ideas that Mr. Gruenberg has shared with us. Second, I will talk about the Mexican experience in relation to these matters. I will conclude with the challenges I consider we face in Mexico.

I. Comments on Mr. Gruenberg’s speech
The main point to note is the interaction between confidence and trust in the financial system and the guiding objective of financial stability.
1. Financial stability is our main goal. Without it, economic growth and prosperity are difficult to imagine. 

2. Another interesting issue addressed by Mr. Gruenberg is how, at the time of its creation, federal deposit insurance represented an innovation which, in effect, came to complete the current notion of the financial safety net, comprised of the functions of supervisor, regulator, lender of last resort and deposit insurance. 

The contribution to financial stability from deposit insurance is similar to the contribution from the lender of last resort, but with deposit insurance, the depositor faces no uncertainty: money will be there whether the bank is solvent or insolvent. 

Since the birth of federal deposit insurance in the USA 73 years ago, IADI informs us that to June of 2007 there are 118 deposit insurers of which 95 are in operation and the rest are either pending or planned. 
3. Another key idea in Mr. Gruenberg’s words is that the pursuit of financial stability does not end with deposit insurance. 
Protection of consumers of financial services, financial education, expanding access to the financial mainstream —financial inclusion— and the addressing of consumers’ concerns and questions are ancillary activities that may also have a positive effect on financial stability. 
Let me devote some time to each of these activities.
The protection of the consumers of financial services adds another dimension to confidence. By itself, deposit insurance can also be understood as a powerful form of consumer protection in its most basic meaning. Yet, similarly to financial stability, consumer protection does not end with deposit insurance.
Regarding financial education, consumers of financial services need to be well prepared to face a growing array of financial products. The more educated the financial services consumer is, the less vulnerable he or she will be to make inadequate choices. 
In Mexico this is a very important challenge that called on authorities to begin with the most basic steps, as we will see later. The FDIC initiative to reach to high school students is certainly interesting and applicable to other countries.
With respect to financial services inclusiveness, Mexico also faces similar challenges. I will turn to comparative indicators of financial development later on in order to more adequately assess Mexico’s public policy responses. 
A word of caution: I have noted the potential contribution to financial stability from public policies aimed at fostering consumer protection and financial inclusion. Yet, special attention must be paid to the risk that inadequate lending or underwriting practices on a large scale may temporarily advance a notion of inclusion to the detriment of stability. 
BIS General Manager Malcolm Knight manifested this concern during his opening remarks last October during the Financial Stability Institute’s Conference on Promoting Inclusive Financial Systems. The support of inclusive financial systems must carry with it the provision of adequate and effective prudential standards
.

4. The addressing of consumer’s financial concerns and questions is the fourth way in which the FDIC promotes confidence and consumer protection. 
Beyond the conveyance of useful information to depositors, I see a valuable insight from this role of the FDIC. 
In addition to the FDIC’s initiatives regarding systematic trends, such as demographic and socioeconomic factors, and industry innovation, the FDIC also reacts to emergency situations derived from random events such as meteorological contingencies, to refer to the example cited. 
Though the last type of challenge is of a random nature, rather than systematic, a deposit insurer should also be prepared to respond to both.
In this respect, I would like close this portion of my intervention by suggesting that adequate institutional flexibility be added to the list of key features of a sound deposit insurance scheme.
II. The Mexican approach to deposit insurance, consumer protection and financial inclusion
Let me now talk about the Mexican experience in relation to some of the aforementioned issues. 
Among the foremost changes to financial services industry legislation brought about after the 1995 crisis was the need to abandon the practically implicit and unlimited coverage system that was in place for banks. 
Two institutions were established: IPAB and CONDUSEF.

a) The creation of IPAB in 1999 signaled the gradual adoption of the current limited and explicit coverage system in place, which took effect on January 1, 2005. As you may know, deposit insurance coverage in Mexico is indexed to changes in the price level, and is currently equivalent to a maximum of approximately 141 thousand US dollars, per person, per bank. In relation to consumer protection, IPAB legislation mandates banks to inform users of their services on the type and coverage amount of insured products. 
b) The second important change was the need for strengthened public policies designed to better protect the interests of consumers of financial services. Along with IPAB, in 1999 the Mexican Congress created CONDUSEF, the National Commission for the Defense of Consumers of Financial Services. The main objects of CONDUSEF are:

1) Promote, give advice to, protect and defend the interests of financial services users;
2) arbiter differences between consumers and providers; and
3) supply financial educational content in coordination with other authorities

The creation of these two entities completed the current architecture of the Mexican financial safety net, which in addition to IPAB and CONDUSEF, is complemented by the central bank, the ministry of finance, and the banking and securities supervisor.

However, the rapidly changing complexity of financial products and the low level of financial literacy are all factors that reflect on the need of improved access to financing services. 

More recently, significant steps have been taken to further the objectives of financial consumer protection, inclusion, and transparency. 
On top of efforts spearheaded by the central bank and the financial consumer protection agency, who in recent years have actively fostered greater transparency in financial services through initiatives such as the publishing on their websites of a variety of consumer friendly tools like credit simulators and calculators, landmark legislation was passed in June of this year that strongly favors inclusion by ordering the availability of a low cost, basic banking product for customers with balances below a certain amount, as well as fostering transparency regarding costs and characteristics of financial services to existing and potential customers by all types of finance entities, not just banks
. 
The new law also assigns financial authorities (the central bank, the supervisor and the financial consumer defense commission) and the consumer protection agency (PROFECO
), the obligation to publish regulation and apply sanctions in the spheres of each institution’s attributions. 
Highlights of the new legislation include:
Basic Banking Product. Banks must offer customers a so called basic banking product that is free of all commissions and fees related to opening a new account, withdrawals, and balance inquiries, as long as the balance in the account does not exceed 8,300 Mexican pesos, which is approximately equivalent to 750 US dollars. 

Annual Total Cost or CAT: Creditors must calculate and publish the total annual cost on a percentage basis of the product they offer, including financial costs, commissions and fees. This is similar to the US notion of the Annual Percentage Rate or APR.
Account Statements. Account statements must reflect the financial costs and commissions charged for the provision of financial services and products. 

Other features of the new legislation include:

New Account Contracts: The contracts used by financial service providers must now contemplate, among others, the following aspects:

a. Use of formats that facilitate the reading and comprehension of the contract’s obligatory content
b. Bases to clearly reflect the main characteristics, terms and conditions of the service in a one page extension
c. The procedure to follow in order to cancel the service
d. Amounts and concepts related to collections
e. Prohibition to financial institutions from using consumer account information for marketing of publicity objectives and the obligation to create a registry of consumers who opt out from receiving marketing and promotional material

Publicity: The publicity of financial service providers must be non deceptive and clear, and must contribute to the formation of a financial culture among the public.

In general, financial authorities are pursuing renewed public policies for the financial services industry. 
The challenge is to increase competition under an adequate level of prudential regulation and supervision. 
Increased competition should increase the reach in society of formal, organized financial services providers. 

The main thrusts of the new policies are:

· Remain open to foreign capital (few restrictions on foreign ownership)
· Reduce certain barriers of entry

· Make available new types of banking and intermediary licenses (niche banks, limited and multiple aims financial companies - Sofoles and Sofomes)

· Regulate and supervise popular credit and savings providers

In addition to the government’s regulations, banks have also initiated efforts to further the objective of a greater financial culture. The Association of Banks of Mexico and constituent banks are also contributing to the development of financial educational content while fostering greater inclusion. 

III. Concluding remarks
IPAB acknowledges the challenges that Mexico and other countries share toward the creation of inclusive financial systems and the contribution that deposit insurers, in coordination with other authorities, should make to strengthen initiatives regarding financial literacy and consumer protection. 

Though Mexico has taken solid steps in the right direction through legislative reforms and public policy measures, figures clearly highlight the problem at hand. 

Let me share with you some numbers pertaining to Mexico in relation to financial development. 
· Regarding banking finance indicators, at the end of 2005, the ratio of bank deposits to GDP reached 24%
· Moreover, to June of 2007, the number of ATMs per 1 thousand persons was of only 0.3 machines
· Turning to capital market finance, the picture is largely the same, with a ratio of stock market capitalization to GDP of 27% at the end of 2005
More generally, according to the upcoming International Finance Corporation’s Policy Research Report on Access to Finance, the fraction of Mexico’s households with access to finance is between 20% and 40%.
In closing, I think that as deposit insurers we should work to make the interconnected aims of deposit insurance, consumer protection and consumer confidence and trust, work in the direction of financial systems characterized by stability, inclusiveness, and competitiveness. Economic development will also be served to the extent that the financial sector is better capable of addressing the needs of new and existing customers. 
________________________
� http://www.bis.org/speeches/sp061016.htm


� Ley de Transparencia y Ordenamiento de los Servicios Financieros.


� Procuraduría Federal del Consumidor.
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