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ABSTRACT 
 
 
Financial access is gradually being recognised as an important input to economic 
development. Using World Bank (2007) database, this study examines the extent 
of financial access in developed and developing countries. Further, it develops a 
new socio-economic development index which incorporates financial access. It 
then compares socio-economic development of various countries as shown by HDI 
alone, and by the new index incorporating financial access. The results of the study 
show that Belgium ranks highest in terms of financial access among all the 
countries considered, followed by Spain and Germany. In addition, the ranking of 
countries in terms of HDI changes if financial access is taken into account.   
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Measuring Financial Access  
 
 
1. Introduction 

 

Access to finance, to enable individuals to do what they desire to do, is gradually 

being recognised as a significant aspect of economic development. It has also been suggested 

as a tool for achieving the various Millennium Development Goals (Claessens and Feijen 

2007)1. Access to finance can be defined as “availability of a supply of reasonable quality 

financial services at reasonable costs, where reasonable quality and reasonable cost have to be 

defined relative to some objective standard, with costs reflecting all pecuniary and 

nonpecuniary costs” (Claessens 2006). It can also be defined as the “absence of price and 

non-price barriers” (Demirguc-Kunt and Levine 2008).  

Access to finance eases the external financing constraint that prevents firms’ 

expansion. Low access also leads to increased income inequalities, poverty, and low growth 

rates. Thus access to finance and an inclusive financial system which caters for all groups of 

people has been advocated as a means to reduce inequalities and poverty in developing 

countries2 (World Bank 2008). Beck, Demirguc-Kunt et al. (2009) observed that, “without 

inclusive financial systems, poor individuals and small enterprises need to rely on their 

personal wealth or internal resources to invest in their education, become entrepreneurs, or 

take advantage of promising growth opportunities”3.  

What are the indicators of access to finance? Is there any indicator which exactly or 

even closely measures the level of financial services accessible to people in different 

countries4? Further, presuming there is some such measure of financial access, does the level 

of economic development in different countries indicate the extent of finance accessible to 

their adult population? Although a huge body of literature exists on the finance-growth 

relationship (for instance, see King and Levine 1993; Levine 1997; Demirguc-Kunt and 

Levine 2008), finance is seldom included among the major indicators of economic 

development, unlike other universally accepted indicators such as Gross Domestic Product 
                                                 
1 This view is in sharp contrast to the stance of earlier studies which stressed that finance is important for 
economic growth only and achieving efficient resource allocation and profitability are the sole objectives of the 
financial system (Caprio and Hanohan 2001). 
2 It, however, remains unclear what is the impact of financial sector on income distribution and whether it is 
more important to promote efficiency in the financial sector or expand access or both. 
3In India the “broad approach to financial inclusion aims at ‘connecting people’ with the banking system and not 
just credit dispensation; giving people  access to payments system and portray financial inclusion as a viable 
business model and opportunity” (RBI 2008).  
4 Access could include access to various financial products and services, bank accounts, bank credit, savings 
products, remittances and payment services, insurance services, home mortgage and financial advisory services. 



(GDP) per capita, life expectancy and adult literacy rate, all of which are included in the 

Human Development Index (HDI).   

In this study we examine the extent of financial access in both developed and 

developing countries. Based on the IMF country classification this study groups the countries 

into two major groups: advanced economies, and emerging and developing economies5. In 

the IMF classification, there are 33 advanced economies and 149 emerging and developing 

economies. The coverage in our study is, however, limited to the 98 countries for which data 

is available.  

Despite a large developing literature on financial access, a single measure of financial 

inclusion that can be applied in different countries does not exist. The purpose of this study, 

therefore, is to construct a financial access index for developed and developing economies, 

using a multiple indicator and multi-dimensional approach to cover a range of dimensions of 

access. Further, it uses financial access as an input to socio-economic development and 

develops a new economic development index incorporating financial access. It then compares 

the level of socio-economic development of the various countries as measured by HDI alone, 

and by the modified index which incorporates financial access. We have not come across any 

study which defined economic development in a similar way. Although Montenegro (2004) 

challenges the existing definition of economic development, his study does not include 

finance and its access.  

The results of our study show that among all the countries considered, financial access 

is highest in Belgium, followed by Spain and Germany. Further, if financial access is included 

in Economic Development Index or modified HDI, the ranking of the countries as indicated 

by UNDP’s HDI changes due to differences in the level of financial development. 

The contribution of our study to the literature is two-fold: firstly, it contributes to the 

literature on financial access in general. Although a huge body of literature exists on finance-

growth relationship, not many empirical studies exist in the area of financial access, perhaps 

due to lack of data on many access variables at the country level. This study uses recently 

available databases from the World Bank (2007) and also CGAP (2009) to build a financial 

access index for a large number of countries. Secondly, the study makes a novel suggestion: 

besides other indicators of economic development, finance also should be considered as one 
                                                 
5 Although the term developed and developing is quite often used in common language to place countries into 
certain groups based on their stages of development, the criteria used is not often very clear. The World Bank’s 
World Development Report divides the countries according to income level. Thus based on their per capita 
income economies are divided into low income, $975 or less; lower middle income, $976 - $3,855; upper middle 
income, $3,856 - $11,905; and high income, $11,906 or more. This classification is vague and does not reveal 
clearly the level of development of the countries.    
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of the inputs into development. To this end, the study develops a modified HDI which 

incorporates financial access.  

The rest of the paper is organised as follows. Sections 2 and 3 spell out the variables 

covered and methodology employed to compute financial access index for the two groups of 

countries. Section 4 shows the results of the study. Section 5 concludes.    

 
2. Variables to be measured  

 
Economic Development 

Different studies have used mix of indicators to measure level of development across 

the countries. Human Development Index (HDI), Human Poverty Index (HPI), Gender 

Development Index (GDI) and Gender Empowerment Measure (GEM) constructed by UNDP 

provide a picture of diverse aspects of economic development. For instance, HDI is a 

composite measure of three dimensions of human development: living a long and healthy life 

(measured by life expectancy), being educated (measured by adult literacy and enrolment at 

the primary, secondary and tertiary level) and having a decent standard of living. It 

emphasises that income alone is not an adequate criterion to assess well being and 

development of human beings. After all, the country consists of people and, therefore, to 

assess whether it is economically developed or not, development of human beings would be 

an appropriate indicator. Although HDI has been subjected to much criticism (for instance see 

Chowdhary 1991; McGillivray 1991; Nubler 1995; Sagar and Najam 1997), yet it is still 

widely regarded as a precise and simple measure of development. In our study we, therefore, 

consider HDI to be an appropriate indicator of economic development which presents 

country’s income level as well as level of human development. The three pillars on the basis 

of which HDI for each country is calculated are as below:  

 

Di+Dii+Diii    ……………………………………………………………………. (1) 

 

HDI = 1/3(life expectancy index) + 1/3 (education index) + 1/3 (GDP index) …. (2) 

 

Where the three dimensions of HDI are life expectancy index (Di), education index 

(Dii) and GDP index (Diii). HDI is the simple average of three dimension indices as shown 

above 6(see UNDP 2009).  

                                                 
6 The technical note showing the workings of Human Development Index and other indices are available at  
http://hdr.undp.org/en/media/HDR_20072008_EN_Technical1.pdf 
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HDI figures as provided by UNDP are modified in our analysis to include financial 

access as well. Thus, we add financial access index as calculated by us and subsequently 

average out the indices as is done in the calculation of HDI. We call the resulting figures as 

Economic Development Index (or modified HDI) and compare the ranking of countries based 

on HDI alone and modified HDI which includes financial access. 

 

Dimensions of access to finance  

Different dimensions of access to finance could be easy physical access, flexibility, 

and reliability (Beck, Demirgüç-Kunt and Honohan 2009; Fernando 2007; Sophastienphong 

and Kulathunga 2008)7. Sophastienphong and Kulathunga (2008) in their study on south 

Asian financial development take six indicators of banking access into account. These are 

demographic bank and ATM penetration (branches/ATM per 100,000 population); deposit 

and loan account per 1000 people; branches/ATM per 1000 square km. (geographic 

branches/ATM per 1000 sq.km). The three dimensions of an inclusive financial system in 

Sarma (2008) were banking penetration (number of bank accounts as proportion of total 

population); availability of banking services (number of bank branches per 1000 population); 

usage dimension (bank credit and bank deposit as percentage of GDP).  

Ideally one should take into consideration all the dimensions for arriving at a 

comprehensive picture on the inclusive financial system across the countries. However, data 

availability constraints prevent us from achieving this objective. Nevertheless, to cover the 

inclusiveness of the financial system in its various possible dimensions in a three pillared 

approach we consider: how many people does it cover- geographically and demographically 

(physical access or outreach dimension); how easy is it to undertake transactions (ease 

dimension); and how much does it cost (cost dimension). Our choice of different dimensions 

is an improvement over Sarma (2008) in two respects: 

 

i) Multiple indicator approach in our study in contrast to single indicator in each 

dimension as in Sarma (2008); 

ii) Sarma (2008) also does not take into account the time taken (ease of transactions) 

and transaction costs into account. Our study is an improvement in this respect. 
                                                 
7  De La Torre, A., J. C. Gozzi, et al. (2007). "Financial Development: Maturing and Emerging Policy Issues." 
The World Bank Research Observer 22(1): 67-102 expressing concern on the emerging policy issues yet to be 
tackled by the policy makers regarding financial sector development noted lack of finance to the small scale 
firms, stock market development; and pension system. Yet they did not discuss the issues relating to access to 
finance.  
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Table 1 provides a list of all the variables considered in our study.   
 

Table 1: Variables Used in the Study 
Outreach Ease Cost 

Geographic branch penetration 
(number of branches per 1000 sq km)  

Locations to open deposit account  Fees consumer loan (% of 
minimum loan amount) 

Demographic branch penetration 
(number of branches per 100,000 
people) 

Minimum amount to open checking account Fees mortgage loan (% of 
minimum loan amount) 

Geographic ATM penetration 
(number of ATMs per 1000 sq km) 

Minimum amount to open savings account Annual Fees checking account 

Demographic ATM penetration 
(number of ATMs per 100,000 
people) 

Minimum amount to be maintained in 
checking account 

Annual Fees Savings account 

 Minimum amount to be maintained in 
savings account 

Cost to transfer funds 
internationally (% of $250) 

 Number of documents to open checking 
account 

Amount of fees for using ATM 
cards (% of $100) 

 Number of documents to open savings 
account 

 

 Locations to submit loan applications  
 Minimum amount of consumer loan  
 Minimum amount of mortgage loan  
 Days to process consumer loan application  
 Days to process mortgage loan application  

 

i) Physical access or Outreach (Dimension I):  

Physical access, that is, presence of bank branches is often considered the most 

important source of access to finance in developing countries. Despite the notion of 

branchless banking and availability of ATM machines, yet easy access to a normal bank 

branch staffed with people is still very important in the less developed areas. Also easy access 

to bank branches, as Porter (1966) pointed out, develops the habit of banking which leads to 

increased savings and investment, improve the efficiency of allocation of capital, and increase 

the ability of monetary authorities to stabilise the economy. Lewis (1955) also argued: 

“Experience shows that the amount of saving depends partly on how widespread these 

facilities (i.e. savings institutions) are: if they are pushed right under the individual’s nose---

people save more than if the nearest saving institution is some distance away.” In our study 

too outreach (comprising four variables), both in geographic and demographic terms, 

constitutes an important dimension of access to finance.  

 

ii) Ease of Transactions (Dimension II):  

The other two dimensions considered in our study are ease of transactions (12 

variables considered) and cost of transactions (6 variables). On locations to open deposit 
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account, the World Bank database assigns the value of 1 if an account can be opened at 

headquarters only; 2 if at headquarters or branch; and 3 if at headquarters, branches or a non-

bank outlet. Minimum amount to open (to be maintained in) a checking or savings account is 

the minimum balance to open (maintain) a checking (savings) account. The number of 

documents needed to open a bank account range from 1 to 5 and could be documents for 

identification, payment slip, letter of reference, proof of domicile and other documents. As in 

the case of locations to open deposit accounts, as per World Bank database, the locations to 

submit loan applications take the value 1 if applications can be submitted at headquarters 

only; 2 if at headquarters or branch; 3 if at headquarters, branch, or a non-branch outlet; 4 if at 

headquarters, branches, non-branch outlets, or electronically and 5 if at headquarters, 

branches, non branch outlets, electronically or over phone. Minimum amount of consumer 

loan (mortgage) is the smallest amount of loan banks make.     

 

iii) Cost of transactions (Dimension III): 

Fees consumer loans (mortgage) are the fees associated with consumer (mortgage) 

loans. Annual fees for checking (savings) account are the fees associated with maintaining a 

checking (savings) account. The costs to transfer fund internationally is the amount of fees 

banks charge to transfer funds internationally. The amount of fees for using ATM card is the 

fee banks charge consumers for using ATM card.  

Other dimensions of an inclusive financial system which are not considered in our 

study due to non-availability of data are: dimension of gender- does the banking system 

include gender; dimension of access by less privileged people such as disabled and low caste; 

regional dimension; rural-urban population; access to finance to certain occupations. Within 

the cost dimension, costs incurred (besides the ones considered in our study) such as the cost 

involved in travelling to a bank branch also needs to be taken into account (World Bank 

2008). Due to poor roads and transport access such costs tend to be high in the poor and less 

developed areas. Also rural poor may have to forgo a day’s wage to visit bank branches 

(Singhal and Duggal 2005). In recent years, lack of financial literacy has also been cited as 

the major reason for financial exclusion, particularly in the developing countries (OECD, 

World Bank et al. 2009). A number of measures are being taken by different countries to 

improve financial knowledge of their citizens. There is, however, no indicator to judge 

financial literacy of people unlike literacy rate which is easily available to assess the country’s 

literacy level. Our study is, therefore, unable to take this dimension too into account while 
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building financial access index. Data for the three dimensions as built in our study have been 

taken from World Bank database (2007) and CGAP (2009).  

3. Methodology  

Based on UNDP’s methodology followed in the construction of HDI, HPI and GDI, 

Sarma (2008) built a single composite financial inclusion index with values between 0 and 1, 

where 0 denotes total financial exclusion and 1 implies total financial inclusion. Sarma (2008) 

calculated dimension index for each dimension of financial inclusion that is, banking 

penetration (BP), availability of non-banking services (BS) and usage of the banking system 

(BU), by using the following formula: 

 

di = Ai - mi     ---------------------------------------------------------------------- (1) 
       Mi - mi 

 
Where: 
 
Ai = Actual value of dimension i 
mi = minimum value of dimension i 
Mi = maximum value of dimension i 

 

This is broadly in alignment with the methodology used by UNDP in the construction 

of HDI and other UNDP indices. Sarma points out that higher the value of di, higher is that 

country’s achievement in that dimension. The differences from the UNDP methodology as 

Sarma (2008) pointed out were in respect of adopting a dynamic context of benchmark value 

rather than a fixed one as adopted by UNDP. For instance, in HDI while computing life 

expectancy UNDP takes the fixed maximum value of 85 years and minimum of 25 years for 

all countries. Similarly, the goalposts (maximum and minimum values) for adult literacy rate 

are 100 per cent (maximum) and 0 at the other end (minimum). Regarding financial inclusion 

index (or financial access index in our case) unlike HDI taking a fixed value is not 

appropriate, and as Sarma (2008) points out “difficult to fix what should be the 

minimum/maximum for any dimension of financial inclusion.” Furthermore, it provides a 

better picture of the relative index of financial inclusion and is not a static but a dynamic 

concept.  

In our study we follow the similar reasoning and methodology as in Sarma (2008). 

Thus for each dimension we have n number of variables:  

 

Di = X1, X2, X3…..Xn ………………………………………………. (1) 
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For each variable we compute Di using the following formula: 

di = Ai - mi  …………………………………………………………… (2) 
       Mi - mi 

 
Where: 
 
Ai = Actual value of X1 
mi = minimum value of X1
Mi = maximum value of X1 
 

The minimum and maximum values, termed as ‘goalposts’ (UNDP, 2009), are the 

minimum and maximum value of each variable in different countries. For instance, among 98 

countries data for which was made available in World Bank database, the minimum number 

of bank branches geographically per 1000 sq kilometre was 0.11 each in Namibia and 

Botswana and the maximum number of bank branches was 636.07 in Singapore.  

 

Further, DiI = (di1+ di2 + di3….dn)/n ………………………………………… (3) 

 

Assigning weights of 2 to outreach and 1 each to ease and cost of transactions the 

Financial Access Index (FAI) is derived as follows: 

 

FAI = Di-I*wi/ Di-II*wii+Di-III*wiii…………………………………… (4) 

 

where wi, wii, wiii are weights attached to three dimensions that is, outreach, ease and cost of 

transactions.  

We build two indices of Financial Access Index (FAI) which we term as FAI-I and 

FAI-II. Within FAI-I, data on all three dimensions of financial access are available only for 

16 developed and 44 developing countries. Data for outreach alone, on the other hand, is 

available for 70 emerging and developing economies and 28 advanced countries. We 

therefore, compute two series of FAI-I one, which covers all the three dimensions and is 

comprehensive in nature; the other measures financial outreach in 98 developed and 

developing economies and ranks them accordingly.  

Although following a similar approach to Sarma (2008) in computing dimensional 

values, our methodology differs in the way the dimensional indices are combined to arrive at 

the final index. While Sarma (2008) arrives at the Index of Financial Inclusion (as the study 

calls it) based on the distance from the ideal, our study takes into account the different 
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properties of each dimension in the index. Also unlike HDI which assigns equal weight to 

each variable in the index, we assign higher weight to outreach as easy approach to bank 

branch, physical or ATM can be regarded as the most important factor in accessing finance. 

The data for FAI-I is drawn from the World Bank database on access to financial 

services (World Bank 2007). These data, however, relate to commercial banks only. As is 

well known non-banking financial institutions such as microfinance, cooperative banks, and 

other financial institutions too are important sources of finance to individuals, particularly in 

the developing countries. Our study, therefore, based on CGAP (2009) database builds 

another series of financial access for different countries which we term it as Financial Access 

Index -II (FAI-II). For the non-banking financial institutions, quantitative data is available 

only for outreach (branches per 100,000 population) for cooperatives, specialised state 

financial institutions and microfinance institutions for developing countries and cooperatives 

and specialised state financial institutions for developed countries. This is in contrast to FAI-I 

which was built on three dimensions of financial access that is, outreach, cost, and ease of 

transactions.  

 
4. Results 
 

Table 2 shows that among all the countries financial access is highest in Belgium, 

followed by Spain and Germany. Within developing countries group, Hungary ranks first 

followed by Croatia (13) and Bulgaria (18). Other than the sub-Saharan African countries, 

financial access in the South Asia region is also poor and countries such as Bangladesh, 

Pakistan, and Nepal rank very low in the index. In Nepal the ease of using financial system 

and outreach is very poor. Costs too, are high in Nepal (Table 2). Noting lack of access to 

finance and huge demand for finance in South Asia, Fernando (2007) emphasised that 

“closing the huge gap between the demand for financial services from low-income households 

and its supply from the formal and semiformal sources in both quantitative and qualitative 

terms may be considered one of the biggest development challenges facing most developing 

countries in Asia and other regions.” 
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Table 2 : Financial Access Index - I
Countries Outreach (DiI) Ease (DiII) Cost (DiIII) FAI-I Normalised Index Ranking in FAI 
Belgium 0.356 0.111 0.002 6.302 1.000 1 

Spain 0.525 0.112 0.059 6.164 0.978 2 
Germany 0.302 0.153 0.015 3.594 0.570 3 

Italy 0.313 0.134 0.070 3.058 0.485 4 
Korea, Rep. of 0.268 0.133 0.066 2.692 0.427 5 

Japan 0.288 0.110 0.111 2.598 0.412 6 
Malta 0.337 0.214 0.048 2.581 0.409 7 
France 0.268 0.168 0.045 2.515 0.399 8 

Slovenia 0.134 0.082 0.028 2.439 0.387 9 
Denmark 0.220 0.157 0.039 2.239 0.355 10 
Greece 0.182 0.168 0.075 1.493 0.237 11 

Hungary 0.142 0.163 0.038 1.413 0.224 12 
Croatia 0.144 0.176 0.034 1.376 0.218 13 

Australia 0.197 0.245 0.072 1.243 0.197 14 
Czech Republic 0.073 0.090 0.042 1.117 0.177 15 
Slovak Republic 0.088 0.128 0.045 1.021 0.162 16 
United Kingdom 0.154 0.231 0.085 0.975 0.155 17 

Bulgaria 0.096 0.150 0.052 0.952 0.151 18 
Israel 0.098 0.134 0.075 0.936 0.148 19 

Lebanon 0.115 0.247 0.138 0.598 0.095 20 
Poland 0.058 0.149 0.073 0.525 0.083 21 

Lithuania 0.063 0.170 0.074 0.516 0.082 22 
Trinidad and Tobago 0.075 0.253 0.038 0.516 0.082 23 

Romania 0.064 0.095 0.163 0.499 0.079 24 
Jordan 0.045 0.144 0.047 0.474 0.075 25 
Turkey 0.059 0.212 0.062 0.431 0.068 26 

Argentina 0.053 0.205 0.049 0.421 0.067 27 
Thailand 0.054 0.193 0.079 0.400 0.063 28 

India 0.049 0.183 0.060 0.400 0.063 29 
Brazil 0.071 0.223 0.151 0.381 0.060 30 

Mexico 0.052 0.239 0.095 0.311 0.049 31 
Belarus 0.022 0.128 0.013 0.310 0.049 32 

Venezuela 0.042 0.185 0.106 0.289 0.046 33 
Sri Lanka 0.033 0.172 0.068 0.272 0.043 34 
Colombia 0.041 0.182 0.123 0.271 0.043 35 

Philippines 0.039 0.269 0.027 0.263 0.042 36 
South Africa 0.048 0.253 0.123 0.257 0.041 37 

Chile 0.069 0.338 0.200 0.257 0.041 38 
Indonesia 0.034 0.230 0.059 0.237 0.038 39 
Uruguay 0.032 0.202 0.103 0.211 0.033 40 

Bosnia and Herzegovina 0.020 0.164 0.045 0.196 0.031 41 
Armenia 0.025 0.192 0.072 0.186 0.029 42 

Iran, Islamic Rep. of 0.024 0.218 0.046 0.185 0.029 43 
Bangladesh 0.029 0.319 0.016 0.175 0.028 44 

Peru 0.021 0.150 0.094 0.172 0.027 45 
Dominican Republic 0.049 0.237 0.348 0.168 0.027 46 
Egypt, Arab Rep. of 0.013 0.157 0.009 0.151 0.024 47 

Pakistan 0.016 0.292 0.034 0.097 0.015 48 
China 0.010 0.196 0.025 0.095 0.015 49 

Georgia 0.010 0.186 0.074 0.078 0.012 50 
Albania 0.010 0.168 0.095 0.075 0.012 51 
Bolivia 0.012 0.227 0.173 0.059 0.009 52 

Zimbabwe 0.014 0.235 0.273 0.056 0.009 53 
Nigeria 0.008 0.302 0.077 0.043 0.007 54 
Ghana 0.007 0.311 0.183 0.029 0.005 55 
Zambia 0.004 0.197 0.257 0.018 0.003 56 
Nepal 0.005 0.635 0.220 0.011 0.002 57 

Uganda 0.002 0.300 0.241 0.007 0.001 58 
Madagascar 0.001 0.254 0.078 0.006 0.001 59 

Ethiopia 0.000 0.244 0.016 0.001 0.000 60 
Notes: Outreach has been worked out on the basis 4 variables; ease of transaction takes 12 indicators into account and cost 
considers 6 indicators. Outreach is higher as the figure increases; Ease is lesser as the figure increases and higher costs are 
obviously reflected in higher figures. In Column 5 higher values reflect better financial access and vice versa.  
Source: Computed from World Bank (2007). 
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On the proximate reasons why access and usage of finance varies across the countries, 

per capita income has been found to be an important indicator (Demirguc-Kunt 2010). For 

instance, Figure 1 below portrays a contrasting picture of per capita income and access to 

bank branches in some high income East Asian economies and those in the South Asia region. 

The East Asian countries with higher per capita incomes have higher bank branch per 100,000 

population compared to countries in the South Asia region which have low incomes per capita 

and lower access to bank branches.  

 

Figure 1: Economic Development and Bank Branches in South Asia and 
East Asia
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Figure 2 also shows that financial access is, by and large, higher in countries with high 

per capita income. The correlation coefficient between the two variables works out to be 

strong and positive at 0.757. However, the nature of causality between the two is not clear, 

whether higher access to financial services and better developed financial systems leads to 

increase in growth and income or vice versa. Although theoretically the nature of relationship 

between the two is not clear, the empirical studies have shown that “the services provided by 

the financial system exert a first-order impact on long-run economic growth” (Demirguc-Kunt 

and Levine 2008). Demirguc-Kunt and Levine (2008) further observed that “better-

functioning financial systems ease the external financing constraints that impede firm and 

industrial expansion. Thus, one channel through which financial development matters for 

growth is by easing the ability of financially constrained firms to access external capital and 

expand”. 
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Figure 2: GNP per capita and Financial Access
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 In the Indian context although government owned banks have been much maligned 

for their poor and inefficient lending decisions and inefficiencies, yet their achievements in 

spreading banking network far and wide, and in improving access has not been much 

acknowledged. Burgess and Pande (2003) have shown that better outreach (bank branching) 

in India has led to improvements in income redistribution and poverty reduction. As pointed 

out earlier in our study, data for outreach dimension is available for a large number of 

countries. Table 3a and 3b below show access to finance in terms of outreach for developed 

and developing economies. 

For developing economies, Table 3a shows that among the Sub-Sahara African 

countries Mauritius ranks fairly high (6 among 70 countries) followed by South Africa (25) 

and Namibia (35). Rest all the countries in the region have a very poor outreach of the 

banking system. Within the South Asia region India at 24 ranks above other countries in the 

region followed by Sri Lanka and Bangladesh. For the advanced economies, Table 3b shows 

that Singapore tops the list followed by Spain, Portugal and Canada. 
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Table 3 a: Access to Finance in terms of Outreach in Emerging and Developing Countries
Countries Outreach (Di-I) Ranking Countries Outreach (Di-I) Ranking 
Bahrain 0.162 1 Sri Lanka 0.033 36 
Estonia 0.149 2 Bangladesh 0.029 37 
Croatia 0.144 3 Botswana 0.025 38 

Hungary 0.142 4 Armenia 0.025 39 
Lebanon 0.115 5 Iran, Islamic Rep. of 0.024 40 
Mauritius 0.112 6 Azerbaijan 0.022 41 
Bulgaria 0.096 7 West Bank and Gaza 0.022 42 
Belize 0.076 8 Belarus 0.022 43 

Trinidad and Tobago 0.075 9 Peru 0.021 44 
Brazil 0.071 10 Bosnia and Herzegovina 0.020 45 
Chile 0.069 11 Guyana 0.019 46 

Panama 0.065 12 Kazakhstan 0.018 47 
Romania 0.064 13 Russian Federation 0.016 48 
Kuwait 0.064 14 Uruguay 0.016 49 

Lithuania 0.063 15 Pakistan 0.016 50 
Turkey 0.059 16 Kyrgyz Republic 0.015 51 

Malaysia 0.059 17 Zimbabwe 0.014 52 
Poland 0.058 18 Egypt, Arab Rep. of 0.013 53 

Thailand 0.054 19 Bolivia 0.012 54 
Argentina 0.053 20 Nicaragua 0.012 55 
Mexico 0.052 21 China 0.010 56 

Costa Rica 0.052 22 Georgia 0.010 57 
Dominican Republic 0.049 23 Albania 0.010 58 

India 0.049 24 Nigeria 0.008 59 
South Africa 0.048 25 Honduras 0.008 60 

Jordan 0.045 26 Guatemala 0.007 61 
Venezuela 0.042 27 Papua New Guinea 0.007 62 
Colombia 0.041 28 Nepal 0.005 63 

El Salvador 0.040 29 Zambia 0.004 64 
Saudi Arabia 0.040 30 Ghana 0.004 65 
Philippines 0.039 31 Ukraine 0.003 66 

Fiji 0.038 32 Uganda 0.002 67 
Ecuador 0.037 33 Madagascar 0.001 68 

Indonesia 0.034 34 Tanzania 0.001 69 
Namibia 0.033 35 Ethiopia 0.000 70 

Source: Computed from World Bank (2007).   
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Table 3b: Financial Access (Outreach) in Advanced Economies 
Countries Outreach - Di Ranking in Outreach 
Singapore 0.594 1 

Spain 0.525 2 
Portugal 0.370 3 
Canada 0.370 4 
Belgium 0.356 5 

Malta 0.337 6 
Austria 0.330 7 

Italy 0.313 8 
United States 0.312 9 

Germany 0.302 10 
Japan 0.288 11 

Switzerland 0.270 12 
France 0.268 13 

Korea, Rep. of 0.268 14 
Netherlands 0.261 15 

Denmark 0.220 16 
Finland 0.199 17 

Australia 0.197 18 
Greece 0.182 19 

New Zealand 0.169 20 
Ireland 0.159 21 

United Kingdom 0.154 22 
Slovenia 0.134 23 
Norway 0.122 24 
Sweden 0.114 25 
Israel 0.098 26 

Slovak Republic 0.088 27 
Czech Republic 0.073 28 

Source: Computed from World Bank (2007). 

 

We also computed Financial Access Index -II covering non-bank financial institutions 

including microfinance. A point to be mentioned is that among the emerging and developing 

economies except for Peru, Mexico and Zimbabwe, data for rest of the countries on all the 

three non-banking institutions is not available. For instance, data for microfinance is not 

available separately for India as Self Help Groups (SHGs) are linked to the banks8. As 

mentioned earlier, FAI-II includes only outreach dimension due to non-availability of 

quantitative data for other dimensions, that is, ease of transactions and cost of transactions 

covered in FAI-I. Thus, in the outreach (branches per 100,000 population) of the non-banking 

financial institutions Bosnia ranks first followed by Sri Lanka (Table 4a). These results, 

however, have to be interpreted with caution due to the data limitations as pointed out above.  
 

                                                 
8 The model of microfinance followed in India is mostly through the SHG-Bank linkage programme, wherein the 
non-governmental organisations which exist for rural development, women, child health etc., and microfinance 
is one of their activities, form the self-help groups and assist the groups in accessing credit from the banks. 
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Table 4a: Financial Access Index – II: Emerging and Developing Economies * 
Countries Cooperatives State Financial 

Institutions 
Microfinance FAI- II Ranking of countries 

in FAI-II 
Bosnia   0.690 0.690 1 

Sri Lanka 0.654 0.433  0.543 2 
India 0.012 0.785  0.398 3 

Hungary 0.267   0.267 4 
Iran  0.204  0.204 5 

Poland 0.145   0.145 6 
Romania 0.009 0.271  0.140 7 

Nicaragua   0.118 0.118 8 
Malaysia  0.155 0.075 0.115 9 
Bolivia 0.026  0.185 0.105 10 

Peru 0.014 0.074 0.165 0.085 11 
Bangladesh  0.046 0.113 0.079 12 
Lithuania 0.074   0.074 13 
Panama  0.067  0.067 14 

Madagascar   0.061 0.061 15 
Nepal  0.025 0.089 0.057 16 
Chile 0.017 0.095  0.056 17 

Zimbabwe 0.023 0.014 0.118 0.052 18 
Dominican Republic 0.036 0.063  0.050 19 

Pakistan  0.018 0.070 0.044 20 
Ghana   0.041 0.041 21 
Brazil 0.023 0.053  0.038 22 

Azerbaijan   0.037 0.037 23 
Zambia  0.014 0.056 0.035 24 

Botswana  0.042 0.008 0.025 25 
Ethiopia  0.003 0.041 0.022 26 
Estonia 0.020   0.020 27 
Ecuador 0.004 0.035  0.020 28 
Mexico 0.003 0.032 0.022 0.019 29 
Georgia 0.005  0.032 0.019 30 
Uganda   0.018 0.018 31 

Philippines  0.025 0.003 0.014 32 
El Salvador 0.008   0.008 33 
Colombia 0.008 0.000  0.004 34 
Kuwait  0.002  0.002 35 
Turkey  0.001  0.001 36 

*Includes only Di - Outreach of non-financial institutions. FAI-II is the average of results obtained for three 
non-banking financial institutions. 
Source: Computed from CGAP (2009). 

 

Data on microfinance institutions for developed or advanced economies is not 

available. The FAI –II series for advanced economies, therefore, covers cooperatives and state 

financial institutions only. Furthermore, data for developed countries on both cooperatives 

and state financial institutions together is available only for few countries. The FAI for select 

developed economies is shown below.   
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Table 4b: Financial Access Index-II: Select Advanced Economies 
Countries Cooperatives SFI FAI-II 

Spain 1.0000 0.0000 0.500 
Germany 0.2513 0.7253 0.488 

Korea, Rep. of 0.0768 0.1337 0.105 
Canada 0.1602 0.0210 0.091 

Australia 0.0938 0.0210 0.057 
Greece 0.0143 0.0013 0.008 

Czech Republic 0.0013 0.0034 0.002 
            Source: Computed from CGAP (2009). 

 

As stated earlier, an overall objective of the study was to build economic development 

index which among other indicators includes financial access too. UNDP’s HDI is often used 

by the researchers as an indicator of level of economic development of the countries. HDI 

provides a precise figure on the level of development of the country; is easy and simple to 

compute; and is comparable across the countries. The ranking of the countries in HDI and 

modified HDI is shown in Table 5 below. As can be seen from the table, ranking of the 

countries changes if financial access (FAI-I) is incorporated in HDI. For instance, Belgium 

which ranks 17 in HDI ranks first in modified HDI reflecting the level of financial access.  
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Table 5: Ranking of Countries in Modified HDI 
Countries Modified HDI HDI Value Rank in HDI Rank in Modified HDI 

Belgium 0.965 0.953 17 1 
 Spain   0.961 0.955 15 2 
 Germany   0.853 0.947 22 3 
 Italy   0.835 0.951 18 4 
 Japan   0.823 0.960 10 5 
 France   0.820 0.961 8 6 
 Korea, Rep. of   0.810 0.937 26 7 
 Denmark   0.805 0.955 16 8 
 Slovenia   0.794 0.929 29 9 
 Malta   0.779 0.902 38 10 
Australia 0.777 0.970 2 11 
 Greece   0.766 0.942 25 12 
 United Kingdom   0.749 0.947 21 13 
 Israel   0.738 0.935 27 14 
 Czech Republic   0.722 0.903 36 15 
 Hungary   0.716 0.879 43 16 
 Croatia   0.708 0.871 45 17 
 Slovak Republic   0.700 0.880 42 18 
 Poland   0.681 0.880 41 19 
 Lithuania   0.673 0.870 46 20 
 Chile   0.668 0.878 44 21 
 Bulgaria   0.668 0.840 61 22 
Argentina 0.666 0.866 49 23 
 Uruguay   0.657 0.865 50 24 
 Mexico   0.653 0.854 53 25 
 Trinidad and Tobago   0.648 0.837 64 26 
 Romania   0.648 0.837 63 27 
 Venezuela 0.645 0.844 58 28 
 Turkey   0.638 0.806 79 29 
Belarus 0.631 0.826 68 30 
 Lebanon   0.626 0.803 83 31 
 Brazil   0.625 0.813 75 32 
Albania 0.616 0.818 70 33 
 Bosnia and Herzegovina   0.616 0.812 76 34 
 Colombia   0.615 0.807 77 35 
 Peru   0.612 0.806 78 36 
Armenia 0.606 0.798 84 37 
 South Africa   0.604 0.683 129 38 
 Thailand   0.599 0.783 87 39 
 Jordan   0.596 0.770 96 40 
 Dominican Republic   0.589 0.777 90 41 
 Georgia   0.587 0.778 89 42 
 China   0.582 0.772 92 43 
 Sri Lanka   0.580 0.759 102 44 
 Philippines   0.574 0.751 105 45 
 Indonesia   0.560 0.734 111 46 
 Bolivia   0.550 0.729 113 47 
 Egypt, Arab Rep. of   0.533 0.703 123 48 
 Iran, Islamic Rep. of   0.512 0.782 88 49 
 India   0.475 0.612 134 50 
 Pakistan   0.433 0.572 141 51 
 Nepal   0.415 0.553 144 52 
Bangladesh 0.414 0.543 146 53 
 Madagascar   0.408 0.543 145 54 
 Ghana   0.396 0.526 152 55 
 Uganda   0.385 0.514 157 56 
 Nigeria   0.385 0.511 158 57 
 Zambia   0.361 0.481 164 58 
 Ethiopia   0.311 0.414 171 59 
Source: UNDP (2009) and World Bank (2007). 
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5. Conclusion 
 

The access dimension of finance is gradually being recognised as an important issue in 

economic development. Emphasis on financial development in the literature and various 

measures taken up by the policymakers to develop financial systems are unproductive unless 

finance is accessible to all and barriers to access are removed. In this study, we examined 

financial access in a large number of countries, both developed and developing. The inclusion 

of a range of countries at different stages of development enabled us to have a broad 

comparative perspective and understanding of financial access in different countries.  

The paper builds financial access index for banking and non-banking institutions 

separately. The dimensions covered in our study relate to outreach, ease of transactions and 

cost of transactions. In contrast to a single indicator in each dimension adopted by Sarma 

(2008), our study covers as many indicators as possible for each dimension in order to present 

a more accurate and comprehensive picture of access to finance. Our results show that 

Belgium ranks highest among all the countries in terms of financial access followed by Spain 

and Germany.  

Further, although a number of socio-economic indices have been developed, which 

incorporate various facets of economic development, finance has not been included as one of 

the input indicators despite its recognised importance as a contributor to growth and 

development. Our study in a novel approach incorporated financial access in a new socio-

economic development index and showed that the ranking of countries changes from that 

based on HDI alone, thus highlighting inter-country differences in financial development. 

This also indicated that adopting a more comprehensive and broader approach to 

development, which includes finance as well as other indicators, would provide a better 

picture of a country’s development levels.  

The study is, however, not without its limitations. Although many possible variables 

are included in the compilation of index, it still does not take into account rural/urban 

variables; gender; and people with disabilities, and other costs incurred such as travel costs 

associated with banking, particularly in the less developed regions and rural areas. Also as the 

Financial Access Index has been computed from survey database, time series data on many of 

the indicators are not available. Furthermore the results need to be interpreted with caution as 

the ranking of countries is relative in nature, and data for many countries particularly 

developed ones such as the United States is lacking on several dimensions. The future 
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endeavours in this regard will, therefore, need to extend the coverage further and to address 

the limitations identified.     
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