
[image: image1.emf]   EUROPEAN COMMISSION    Brussels, 18.7.2011   SEC(2011) 906 final   ANNEXE       COMMISSION STAFF WORKING PAPER   ANNEXES 1 - 17 TO THE IMPACT ASSESSMENT   Accompanying the document   COMMISSION RECOMMENDATION   on access to a basic payment account   (Text with EEA relevance )   {C(2011) 4977 final}   {SEC(2011) 907 final}  


TABLE OF CONTENTS
Annex 1: Results of the 2009 and 2010 public consultations on ensuring access to a basic bank account
6
1.
Results of the 2009 public consultation
6
1.1.
The objective to ensure access to a basic bank account
7
1.2.
Addressing the issue at EU level and the Commission’s role
7
1.3.
Difficulties in opening bank accounts cross-border
8
2.
Results of the 2010 public consultation
9
2.1.
General comments
10
2.2.
Principle of accessibility
10
2.3.
Characteristics of a basic payment account
11
2.4.
Cost for the consumer
11
Annex 2: Glossary
13
Annex 3: Population without a bank account
14
Annex 4: Correlation between economic development and bank account penetration
15
Annex 5: Magnitude of the problem
16
Annex 6: How existing policies at Member State level respond to the problem
20
Annex 7: Causes of financial exclusion in 14 countries
28
Annex 8: Availability of banking facilities
29
Annex 9: Prices of retail bank account services in the EU
31
Annex 10: Charges for cashing cheques
33
Annex 11: Process and costs to banks
34
ANNEX 12: Assessment of impacts and comparison of policy options
35
1.
Products and services
35
1.1.
Option 1: No policy change
35
1.2.
Option 2: Ensure that basic payment services are offered by payment services providers (PSPs)
35
1.3.
Option 3: Ensure that basic payment services and a payment card are offered
by payment services providers
36
1.4.
Option 4: Ensure that basic payment services, a payment card and
an overdraft (credit line) are offered by payment services providers
37
2.
Price conditions
39
2.1.
Option 1: No intervention at EU level
39
2.2.
Option 2: Ensure that where a basic payment account is not free of charge,
the price is reasonable
40
2.3.
Option 3: Free of charge provision of a basic payment account
42
3.
Conditions for access to minimum basic payment services
44
3.1.
Option 1: Do nothing
44
3.2.
Option 2: Access for unbanked households
45
3.3.
Option 3: A requirement that all unbanked consumers are granted access
45
3.3.1.
Option 3.1: Access only for unbanked residents in their home Member State
46
3.3.2.
Option 3.2: Access for unbanked residents and non-residents
46
3.4.
Option 4: Access for every EU consumer
47
3.4.1.
Option 4.1: Access only for residents in their home Member State
47
3.4.2.
Option 4.2: Access for residents and non-residents
49
Annex 13: Maximum benefit to be obtained
51
1.
Potential costs and benefits to consumers
51
2.
Potential direct costs and benefits to providers
53
3.
Potential direct costs and benefits to other stakeholders
56
3.1.
Savings to Member States
57
3.2.
Impact on utility firms
59
4.
Cumulative direct impacts
60
5.
Summary of non-quantifiable costs and benefits
61
Annex 14: Cost-benefit analysis by CSES
63
1.
Potential costs and benefits to consumers
63
5.1.
Costs to consumers
63
5.1.1.
Specific charges for account operation
63
5.1.2.
Potential charges for inappropriate use of accounts
64
5.1.3.
Potential fraud losses if account access details lost or stolen
65
5.2.
Benefits to consumers
65
5.2.1.
Access to money transmission services and lower transaction costs
on payments and receipts
65
5.2.2.
Ability to take jobs, rent property
67
5.2.3.
Access to discounts for electronic payment
67
5.2.4.
Quicker access to funds
68
5.2.5.
Increased security through lower level of cash transactions
68
5.2.6.
Increased choice of goods and services through Internet where
electronic payment is required
69
5.3.
Summary of costs and benefits to consumers
69
6.
Potential costs and benefits to banks
70
6.1.
Costs to banks
70
6.1.1.
Basic bank account process
71
6.1.2.
Costs of bank accounts
72
6.1.3.
Extending bank infrastructure
73
6.2.
Benefits to banks
74
6.2.1.
Revenue from charges for basic bank accounts
74
6.2.2.
Increased customer base for selling of additional services
74
6.2.3.
Reduced costs and risks from cash-based payments
74
6.2.4.
Contribution to capital
75
6.2.5.
Improved perception of banking
75
6.3.
Summary of costs and benefits to banks
75
7.
Potential costs and benefits to other stakeholders
76
7.1.
Costs to other stakeholders
78
7.1.1.
Utility firms
78
7.1.2.
Retailers
79
7.1.3.
Financial services: Cash-based money lenders
79
7.1.4.
Government (central and local)
79
7.2.
Benefits to other stakeholders
79
7.2.1.
Cost reduction and/or loss avoidance
79
7.2.2.
Government (central and local)
79
7.2.3.
Basic utility providers
80
7.3.
Additional market potential
81
7.3.1.
Retailers
81
7.4.
Summary of costs and benefits to other stakeholders
82
Annex 15: Administrative burden of the preferred options
83
Annex 16: Consequences for consumers
86
Annex 17: Dynamic baseline scenario
88
1.
Bulgaria and Romania
88
2.
Present economic situation
88
3.
Influence of other initiatives
89


Disclaimer
This impact assessment report commits only the Commission’s services involved in its preparation and the text is prepared as a basis for comment and does not prejudge the final form of any decision to be taken by the Commission
Annex 1: Results of the 2009 and 2010 public consultations
on ensuring access to a basic bank account
1. Results of the 2009 public consultation

On 6 February 2009 the European Commission published a consultation document on financial inclusion: ensuring access to a basic bank account, and invited the stakeholders to respond by 6 April.

The objective of this consultation was to collect views from all stakeholders on how financial inclusion can be improved and, more specifically, on how best to ensure that by a certain date every EU citizen or resident has access to a basic bank account. The Commission services in particular welcomed input on how the responsibilities and competences between the public authorities and the private sector, and more broadly between the national and the European level, should best be shared to address financial exclusion, and on what instruments could be used.
The scope of the consultation was limited to the access to basic bank accounts, which include services such as payments and withdrawals but exclude overdraft facilities.
The European Commission received 97 responses to the public consultation.

The respondents can be classified into seven main categories: public authorities, consumers/users, financial services industry, trade unions, civil society organisations, academics/think tanks, and individuals/others. The table below shows how the responses are split between these different categories.

Table 1: Contributions received by stakeholder category
	Stakeholder category
	Number of replies
	Percentage

	Public authorities
	23, of which:
19 Member States authorities
4 municipal authorities
	23.7 %

	Consumers/users
	11, of which:
9 representative bodies
2 expert panels
	11.3 %

	Financial services industry
	29, of which
24 representative bodies
5 corporates
	30 %

	Trade unions
	2
	2.1 %

	Civil society organisations
	21
	21.7 %

	Academics and think tanks
	5
	5.1 %

	Individuals and others
	6
	6.1 %

	Total
	97
	


In total, contributions were received from stakeholders in 20 EU Member States as well as from representative bodies at EU and international level.

In general, most respondents welcomed the Commission’s initiative giving an opportunity for all stakeholders to provide input on this issue. Access to a basic bank account was considered necessary for fully participating in the society. It was recognised that financial exclusion contributes to social exclusion and that denying access of some persons to basic financial services opens a gateway to denying them a host of other fundamental, social and economic rights. It was also accepted that financial exclusion is increasingly a problem in the EU, and considering the important societal role of financial services, the level of financial exclusion in Europe is alarming. Many respondents agreed that increasing numbers of people are likely to be affected as a result of the ongoing financial crisis, and welcomed the priority that the Commission gives to this public policy challenge that the EU is currently facing.

Access to a basic bank account was viewed by many as the most urgent issue to be tackled, while other financial services such as savings, insurance, credit, microfinance, could be looked at in the future.

Below are some extracts from the summary of responses to the consultation.

1.1. The objective to ensure access to a basic bank account

Most public authorities share this objective, emphasising that access should be a right rather than an obligation. Consumer/user stakeholders would like to see a universal EU-wide right to a basic bank account provided free of charge or at a minimum fee. The financial services industry recognises the importance of basic bank accounts but believes that the freedom to contract should be maintained. Several respondents see it as a business opportunity which enables the implementation of anti-money laundering rules since funds would circulate through formal channels. Civil society stakeholders consider access to a basic bank account as a universal right. Academics/think tanks believe that banking should be considered a utility service and several of them support a legal requirement for it. They consider that minimum standards and fees of an appropriate account would need to be defined at EU level.

1.2. Addressing the issue at EU level and the Commission’s role

All public authorities support EU action in this field which is shared with national authorities as the levels of exclusion vary significantly from country to country. The majority favour sharing of best practices or issuing of a Recommendation (with a monitoring mechanism), a few public authorities support EU legislation or self-regulation at EU level. Some respondents favour legislation only after other measures have failed. Several believe that EU activity should also offer cross-border solutions. It was pointed out that the main problems at EU level are the different costs and availability of financial services. Some believe that setting a date by which nobody in the EU is denied access to basic financial services would have obvious advantages in some Member States.

Consumer/user stakeholders are more evenly split between sharing of best practices, a soft law and legislation, and a few support self-regulation. Supporters of binding EU regulation find it necessary especially in the current financial climate where the interests of vulnerable consumers are unlikely to be the priority of the industry. It is generally felt that there is not sufficient will on part of many Member State authorities to tackle exclusion, that there has been too much reliance on self-regulation and market initiatives which have failed to deliver. Many support a general policy of EU on financial inclusion. It is believed that the Commission should define the main features of a basic bank account and tackle the issue of the validity of an EU address and set up a continuous monitoring system across the EU.

Industry stakeholders generally support the Commission’s role in monitoring national markets and promoting best practices, encouraging an EU code of conduct but emphasise that solutions need to be adapted to different Member States, and that it is therefore difficult to define basic products. They argue for an umbrella agreement approach by setting targets and timelines for the level of inclusion, measures to monitor closely the performance and, if required, soft law. The need to follow the subsidiarity principle is mentioned by many. It is believed that the Commission should act as a general facilitator, assure a level playing field, encourage the diversity of banking models, seek insight in the innovative schemes developed in other continents, provide financial education and work on cultural sensitivities that can prevent certain groups from engaging with service providers. To raise awareness, the Commission should also carry out surveys/evaluations/market studies on regional/local level at regular intervals on the number of the unbanked. EU funds should be allocated to improve the skills of financial services staff, also infrastructure needed for the setup of account services.

Some civil society respondents are of the opinion that increasing unemployment will increase the importance of financial inclusion. A common definition is needed. It was also recommended that each state should report to the Commission on its activities which may bring appropriate information to identify which political tool is the most effective. Some consider that a compensatory mechanism could prove useful. Several respondents support a recommendation, and only if it fails, the use of binding rules. Several favour a legislative proposal. Other actions mentioned are exchange of best practices, strengthening European networks in the field to give visibility to the issue, promoting exchange and links with the private sector.

Some academics/think tanks suggest a common framework and a regular reporting system on access to a basic bank account, for the time being in the form of soft law. Others favour legislation because there is no sufficient will to act on the part of many Member States authorities. It was proposed that minimum standards should be set and compliance should be measured. Some respondents feel that so far there has been too much reliance on self-regulation and market initiatives.

Other stakeholders consider the soft law approach as possibly the most effective for the time being, leaving room for each Member State to decide on the most appropriate measures.

1.3. Difficulties in opening bank accounts cross-border

Public authorities suggest that the Commission should monitor the situation, identify problems, draft a recommendation or a directive. Several respondents feel that it should cover both residents and non-residents. It is also mentioned that in some Member States there is no restriction of opening bank accounts cross-border. The Commission could ensure that Member States accept certain documentation from other Member States. The Commission could also promote and facilitate the use and operation of SEPA. Providers would need to ensure that consumers have the capability to transact on their account from outside their home Member State via internet banking/partnership arrangements. There is general belief that the initial emphasis should be on ensuring the access of residents of that Member State, as cross-border access is not significant to those currently without an account.

Consumer/user stakeholders generally believe that minimum harmonisation is crucial to give right to open a basic bank account everywhere in the EU and remove all obstacles when living in another Member State (ID and valid address requirements). The Commission must ensure that all banks have the same conditions and approach to consumers, and encourage Member States to prohibit banks to refuse clients.

Industry stakeholders generally believe that the Commission’s goal should be to design a framework in which banks can freely decide to offer their products to all citizens or not. Many respondents consider cross-border access not an inclusion issue because customers with basic needs would be less likely to engage in cross-border services. Several find that the main difficulties faced by cross-border opening of bank accounts arise from the obligation to identify the customer.

Several civil society respondents propose the promotion and sharing of best practices through the use of the social Open Method of Coordination monitoring and setting targets for the Member States. One respondent favours a directive. Some believe that the Commission should invite stakeholders to more broadly accept the existing documents.

Some academics/think tanks believe that practices should be harmonised. Several find that the Commission’s role could be to promote best practices as obstacles/restrictions in accessing an account for non-residents are very high in most Member States. Others emphasise the high level of cooperation needed among Member States’ banking authorities.

2. Results of the 2010 public consultation

On 6 October 2010 the European Commission published a consultation document
 on access to a basic payment account and invited the stakeholders to respond. This annex is an overview of the responses to the contributions received by 25 November 2010.

The objective of this consultation was to collect stakeholders’ views on the envisaged measures on access to a basic payment account in order to strengthen and deepen the Commission services’ understanding of the appropriate policy options in this field.

Stakeholders were invited to express their opinions and positions on the principle of a European harmonised framework aiming at guaranteeing the right for consumers to access to a basic payment account. Input was also welcome on the targeted aspects that this framework could regulate, namely the required characteristics of such an account, the principle of accessibility and its modalities of application including the cost of the account for the consumer, the need for general information on basic payment accounts and certain principles on monitoring and alternative dispute resolution.
Table 2: Contributions received by stakeholder category

	Stakeholder category
	Number of replies
	Percentage

	Financial services industry federation
	17
	22.3 %

	Financial services provider
	11
	14.4 %

	National public authority
	20
	26.3 %

	Mediator
	3
	3.9 %

	Financial sector trade unions
	3
	3.9 %

	Consumers/users representative/advocate
	19
	25.0 %

	Other
	3
	3.9 %

	Total
	76
	100 %


In total, contributions were received from stakeholders in 19 EU Member States as well as from representative bodies at EU and international level.
2.1. General comments

This consultation has allowed the identification of some key messages from stakeholders. First, the financial industry was generally against a binding EU instrument in this field, arguing that such an initiative will not have a significant added-value compared to what has already been developed and what could be realised at national level in a dialogue with the industry. Second, consumer representatives were supportive of an initiative that will ensure an effective access for all consumers to an account with a sufficient range of functionalities likely to enable them to live a normal life. They favour an EU level proposal which would introduce only minimum standards, leaving Member States free to adapt them in line with local conditions and consumers’ needs. Third, both national public authorities and financial industry tend to consider that the compliance with customer due diligence requirement is a matter of the utmost importance. The issues for which there was the most consistent cross-stakeholder approach vis-à-vis a possible EU action were the importance of acknowledging that access to a bank account is highly desirable for the widest possible part of the society and the need to ensure that any EU initiative would allow sufficient flexibility at national level.

2.2. Principle of accessibility

The principle of accessibility in the consultation document comprised access for all consumers whatever their place of residence in the EU, their nationality and their financial status or circumstances. Public policy and public security obligations as well as due diligence requirements concerning the identity of the client were mentioned as grounds for possible refusals. Access could also be restricted where the consumer already had a payment account in the Member State.

The majority of public authorities agreed fully or partly with the principles set forth in the consultation document. Several pointed out that the consumers should keep satisfying account opening conditions including anti-money laundering requirements.
Almost all consumer representatives agreed with the consultation paper. A number of them were concerned that the anti-money laundering requirements and precautions on terrorist financing would be used as an excuse for persisting discriminations and refusals of basic payment accounts. A suggestion was made to invite Member States to provide all people who legally reside on their territory an adequate document of proof of identity relevant for the service providers.
Many industry representatives thought that granting a right they saw as an almost unconditional right to a basic payment account would be disproportionate and restrict freedom of contract, provider’s ability and duty to perform risk assessment, compliance with the legal requirement of due diligence in respect of anti-money laundering and terrorist financing rules. The cross-border dimension of the right was also questioned by a number of them. They also mentioned the difficulty in gathering evidence that the consumer already has a payment account. Some respondents suggested being more explicit on grounds for refusals to avoid the emergence of grey zones or/and including refusals for 'not reasonable' applications.

2.3. Characteristics of a basic payment account

The consultation has revealed general support among consumer representatives and public authorities for the list of the envisaged services and functionalities that a basic payment account would include, namely the opening and the closing of a payment account, the means for the consumer to receive, place, transfer and withdraw funds, both physically and electronically; the provision of a debit card allowing for the withdrawal of cash and the carrying out of electronic payments. Some consumer representatives suggested a broader range of constituent services or functions, such as the possibility to use online banking, physical access to branches and counters, use of the debit card at any ATM or through a reasonable number of outlets. Most industry respondents were not in favour of a detailed list of services at EU level. The comments or reservations from public authorities and industry representatives mainly focused on the provision of a debit card and on the access to online purchase of goods and services. These types of services were seen by a number of respondents as potential sources of technical difficulties for the providers because the list of services would not include overdraft facilities. A large majority of stakeholders welcomed the exclusion of access to credit as a component of or a right related to a basic payment account, with the industry representatives generally wanting to keep the possibility to offer additional services with the basic payment account.

Where respondents to the consultation commented the possibility to provide technical guidance, they largely considered it as a task which should be let to Member States in order to adapt or implement provisions with regard to local market’s practices and specificities.
2.4. Cost for the consumer

Accessibility went together with the principle of a reasonable cost for the consumer.
While almost all public authorities seemed to acknowledge that the cost should be reasonable – one of them used the term 'affordable' – for the consumer as a principle, they were broadly of the opinion that the notion of 'reasonable cost' was a wide, or even controversial notion and that it would need further analysis. Around a third of public authorities seemed to be of the opinion, directly or indirectly, that the price for the consumer should be low, with a number of them remarking that this could also mean an account free of charge, at least for certain categories of consumers.

Apart from the option of no charge at all, many suggestions were made by consumer representatives, with a wide range of definitions: an affordable cost, a low cost; a nominate cost; charges only for those services which imply extra-cost for the provider, for instance using the teller rather than the ATM; a price on a non-profit basis; a price whose level would not be dissuasive for people with low income; a price that will allow the consumer to manage his budget and pay his bills. Other respondents suggested focusing on a "fair" cost for the consumer, e.g. a cost which would not exceed the charges applied to other customers for a regular account and/or which excludes double-charging practices. Another respondent suggested that a maximum price should be set at national level to avoid any divergent interpretations. Besides, one respondent remarked the possible counterproductive effect of stating that the cost should be reasonable for the consumer, in the countries were 'regular' or similar accounts are currently available free of charge.

Around a fourth of industry representatives agreed explicitly with the principle of a reasonable cost. In this respect, one financial services industry federation clarified that it was supportive because this requirement would mean that the basic payment account would be offered at a (reasonable) price, thus not for free. The main comments of those who did not disagree with the principle of a reasonable cost were about the need for more clarity and guidance –or on the contrary, the necessity not to opt for prescriptive solutions-, the reference to fixed or all-inclusive annual fees, the notion of accessible price, the need to find a balance between social objectives and market realities, the need for providers to recover their operational costs. The other respondents expressed some concerns about what they considered as public price regulation in a competitive market. Some of the respondents pointed out that costs for basic payment accounts are likely to be higher, for instance because provision for non-residents means additional costs for identity verification. A number of them mentioned the risk of cross-subsidization. Many stakeholders, regardless their position towards the principle of a reasonable cost, were of the opinion that in any case, there should not be any obligation of providing the basic payment account free of charge for the consumer.

Annex 2: Glossary
'Bank account' – means an account held by a credit institution.

'Payment account' means an account held in the name or one or more payment service users, which is used for the execution of payment transactions; held by a payment services provider.

'Payment service provider' means any of the categories referred to in Article 1(1) of Directive 2007/64/EC and the legal and natural persons referred to in Article 26 of that Directive, but excludes those institutions listed in Article 2 of Directive 2006/48/EC of the European Parliament and of the Council of 14 June 2006 relating to the taking up and pursuit of the business of credit institutions benefiting from a Member State waiver exercised under Article 2(3) of Directive 2007/64/EC, to which belong:

· credit institutions/banks;

· payment institutions, e.g. GSM companies, bill payers, money remittance institutions, etc.;

· electronic money institutions;

· post office giro institutions;

· other payment services providers, e.g. public authorities or national central banks (in some cases).
'Consumer' – any natural person who requests and makes use of a basic payment account for purposes other than his trade, business, craft or profession.
'Credit transfer' means a payment service for crediting a payee’s payment account, where a payment transaction or a series of payment transactions is initiated by the payer on the basis of the consent given to his payment service provider.
'Direct debit' means a payment service for debiting a payer’s payment account, where a payment transaction is initiated by the payee on the basis of the payer’s consent.
'Payment service user' means a natural or legal person making use of a payment service in the capacity of either payer or payee, or both.
'Payment transaction' means an act, initiated by the payer or by the payee of transferring funds, irrespective of any underlying obligations between the payer and the payee.

'Payment card' – any personalised card used for payment orders/transactions, including a debit card or pre-paid card; which can be used at points of sale where the card is accepted, including for on-line purchases.
'Debit card' – a payment card not allowing payment transactions which exceed the balance of the account.

'Pre-paid card' – a payment card pre-loaded with funds.

Annex 3: Population without a bank account
Table 1: Population without a bank account (in millions)

	Member State
	2009 – no access to bank account at all (Flash EB 282)

	Austria
	0.07

	Belgium
	0.17

	Bulgaria
	3.19

	Cyprus
	0.04

	Czech Republic
	0.91

	Denmark
	0.00

	Estonia
	0.02

	Finland
	0.00

	France
	0.49

	Germany
	0.67

	Greece
	0.64

	Hungary
	1.69

	Ireland
	0.10

	Italy
	6.30

	Latvia
	0.26

	Lithuania
	0.40

	Luxembourg
	0.01

	Malta
	0.02

	Netherlands
	0.13

	Poland
	3.29

	Portugal
	0.51

	Romania
	8.00

	Slovakia
	0.50

	Slovenia
	0.02

	Spain
	0.72

	Sweden
	0.07

	United Kingdom
	1.88

	Total
	30.06


Source: 2010 CSES report

Annex 4: Correlation between economic development and bank account penetration
Existing research points toward a correlation between economic development and bank account penetration. That is to say that on the whole, economically less prosperous societies, where financial/electronic payment circuits tend to be less developed/used, tend to suffer from lower levels of bank account penetration, as illustrated by the graph below.
In Graph 1, the y-axis represents GDP per capita in thousands. The x-axis illustrates the percentage of the population having a current bank account. R2 is the square of the correlation between the constructed predictor (economic development) and the response variable (bank account penetration) The R2 may be interpreted as the proportion of response variation explained by the explanatory variable. Approximately 33 % of the variation in the percentage of the population using a current bank account can be explained by the level of economic development. The remaining 70 % can be explained by other factors or inherent variability.

Graph 1: Economic development and access to a bank account
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Source: 2010 Study on costs and benefits of policy actions in the field of ensuring access to a basic bank account

Overall, financial exclusion generally and lack of access to a bank account specifically vary across EU Member States with economically less prosperous societies suffering from higher levels of financial exclusion and lower levels of bank account penetration.

Annex 5: Magnitude of the problem

There is a lack of data on the magnitude of the problem concerning access to a bank account. Banks in general do not keep data concerning those applications which have been refused. In two Member States, access to a defined basic bank account is guaranteed by law: France and Belgium. Regarding those Member States where voluntary codes have been adopted, data on the take-up of the basic bank accounts is only available in the United Kingdom.

France

French law provides that every person who has been denied a bank account, and does not have another bank account, has a right to a basic bank account. We can therefore assume that a number of basic bank accounts opened in France correspond to the number of refused regular bank accounts.

Since the introduction of the law guaranteeing access to a basic bank account 255 000 adults applied for a basic bank account in France (see Graph 2 in Annex 6). According to CCSF estimates there are still 500 000 adults without a bank account in France (after Gloukoviezoff Understanding and Combating Financial Exclusion in Ireland, not published yet), which corresponds to the estimates based on the results of 2009 Eurobarometer data (490 000). We can therefore assume that out of the total unbanked population of 755 000 adults, 255 000 have been refused a bank account. This corresponds to 30 % of the unbanked population.

Belgium

Belgian law guarantees a right to a basic bank account to any resident without a bank account, regardless whether the person has been refused an account or not. We cannot therefore assume that all persons who have applied for a basic bank account in Belgium have been refused a bank account.

However, the Belgian solution turned out to be effective. The introduction of a basic bank account has reduced but not eliminated the problems of financial exclusion. The Réseau Financement Alternatif has estimated that since the introduction of the law in 2003 the number of persons excluded has fallen from approximately 40 000 to 10 000 in 2005. The results show that the introduction of the right to a basic bank account contributed to a 75 % decrease of the population without a bank account in 4 years.
United Kingdom
In the United Kingdom, the code stipulates that if consumer’s needs are suited to a basic bank account and if the individual bank offers such a product, the customer will be offered one. It is not clear on what grounds banks assess the suitability of customer’s needs. Therefore, we cannot assume that the population which has been offered a basic bank account corresponds to the population which has problems opening a bank account.

Nonetheless, since the introduction of the UK code, the unbanked population has been halved between 2002/03 and 2007/08.

According to UK figures published in October 2009 by the Financial Inclusion Taskforce
, there were in 2007/08 that 690 000 households, with 890 000 adults, without a bank account, either savings or transactional. This represents 3 % of households and 2 % of adults. In addition a further 2 % of adults did not state whether they have an account. On all measures, the numbers of adults and households without accounts have halved between 2002/03 and 2007/08. The Taskforce assessment of adults without access to a transactional (current or basic, not savings) bank account has fallen from 3.57 million in 2002/03 to 1.75 million in 2007/08, representing some 4 % of adults, and access to any account has fallen from 2 020 million in 2002/2003 (4 %) to 890 000 (2 %). The self-regulatory code has halved the number of unbanked population, both in the relation to access to a transactional account and any account (current, basic, savings).

Table 1: Decrease of unbaked population due to measures introduced in three Member States

	Country
	Decrease of the unbanked population
	Binding legislation
	Voluntary code

	Belgium
	75 %
	X
	

	France
	30 %
	X
	

	United Kingdom
	50 %
	
	X


Methodology

France is the only Member States in which access to a defined basic bank account is guaranteed by law to those residents who have been denied a regular bank account. It can therefore be assumed that the number of basic bank accounts opened in France correspond to the number of refused regular bank accounts and derive from there the percentage of the population that have been refused a bank account. Assuming that all those denied a bank account applied to benefit from the right granted by the French law, it is therefore estimated that about 30 % of the unbanked population in France had been denied a bank account (see above). If we apply that same percentage to all EU Member States, apart from Bulgaria and Romania (which are treated separately), i.e. if we assume that 30 % of the unbanked population has been refused a bank account; we arrive at the estimation that out of total 19 million unbanked in the EU25 (not counting at this stage Bulgaria and Romania), 5.7 million persons have been refused a bank account.

Concerning Bulgaria and Romania, a different methodology has been applied, as in both States society still very much operates in cash. It has been assumed that a move to electronic payments will be gradual and correspond to the economic developments up to the average bank account penetration of 90 % (average bank penetration for EU12). Among the remaining 10 % of population which is likely to remain unbanked, 30 % (applying the rate derived from the French situation) may have significant difficulties in opening a bank account, which is estimated to correspond to 192 000 adults in Bulgaria
 and 525 000 adults in Romania
.

As a result the total estimated number of the population which may problems with bank account opening is 6.4 million adults across the EU.

Table 2: Estimation of the population that was refused a bank account

	
	30 % of the unbanked population

	EU25
	5.7 million

	Bulgaria
	192 000

	Romania
	525 000

	Total
	6 417 000


This figure does not take into account the mobile population which may face difficulties in opening a bank account on a cross-border basis, i.e. in another Member State than that of their residence. More than a question of number, the issue at stake here is a symptomatic one: the problem that the mobile citizens encounter affects the image of the Single Market. It is hard for EU citizens to understand that they are granted a freedom to move within the EU and accept that they may face problems in a number of Member States to open a bank account. Whilst difficulties in opening a bank account in another EU Member State will not per se constitute an insurmountable obstacle for a student firmly intending to carry out his or her PhD in another Member State, it nevertheless represents a 'friction' that cannot be justified on grounds of necessity and proportionality. It is however difficult to quantify the problem since banks do not keep records of the rejected applications made on a cross-border basis.

The evidence available is purely anecdotal and based on the complaints which the Commission receives from citizens on a regular basis. These complaints concern a large number of different Member States
 where payment service providers have refused to open a payment account on the grounds of nationality or place of residence. Questions to the Commission’s Citizen Signpost Service (CSS) focussing on situations with a cross-border dimension corroborate these findings
.

Anecdotal evidence based on citizen complaints sent to the European Commission and inquiries with the Citizen’s Signpost Service:

· A Belgian resident’s request to open an online bank account has been refused by several Dutch banks on the basis of him not having a residence in the Netherlands.

· A German pensioner living in Spain tried to open a bank account with a German bank for receiving her pension but was told she needed a permanent residence in Germany to do so.

· A Belgian resident owning a flat in London wanted to open a bank account with a UK bank to handle her rent income but was refused on grounds of not being a UK resident.

· A request to open a bank account by a Romanian citizen studying in France was rejected by a French bank on the basis of the student’s nationality.

· An EU citizen working in Luxembourg on a temporary basis was required to submit a proof of residence in Luxembourg for opening of a bank account.

· An Irish citizen moved to the UK for the purpose of study and has tried to open a current account. Banks in the UK stipulated that he needs to be living in the UK for three years in order to be able to receive the terms and conditions offered to the UK citizens.

· A German student who arrived in France and was looking for accommodation was demanded to make a deposit at a French bank but the French bank demanded a French residence card to open an account.

· A Hungarian resident started working for a UK company from his home in Hungary and has been requested to open a bank account in the UK for the salary to be paid into it. He has been refused by UK banks on the grounds that he does not live in the UK and is not a UK resident. The company has refused to pay the salary into an account in Hungary.

In quantitative terms, complaints in terms of numbers (a few tens per year) are definitely dwarfed by the sheer magnitude of people moving around in the EU: if one is only looking at students, nearly 200 000 students every year nowadays study in another Member State than that of their residence thanks to the Erasmus system. Even if complaints are few, they are symptomatic of a lasting problem and on grounds of principle, the current situation cannot be considered satisfactory.

Furthermore, a recent large scale Eurobarometer survey
 indicates that the unemployed and the young (aged 15‑24), i.e. people usually with low income, are most likely to envisage working outside their Member State. This level of mobility, as well as the fact that consumers searching for a job in another country and the young may appear to banks as commercially unattractive customers is an issue of concern, given the aforementioned obstacles to the opening of a bank account by non-residents.
Annex 6: How existing policies at Member State level respond to the problem
Belgium
Magnitude: The Réseau Financement Alternatif estimated 10 000 of unbanked in 2005.
Since spring 2003, there has been a legal obligation for credit institutions to provide basic banking services. The law [Loi du 24 mars 2003 instaurant un service bancaire de base] obliges all banks to provide a basic banking account to any individual who does not already have one, for an annual fee of maximum EUR 13. The law was modified on 1 April 2007
In Belgium, every resident is entitled to a basic bank account. The following conditions have to be met: (a) the consumer cannot have a bank account (b) cannot have accounts or credit agreements worth at least EUR 6 000, or (c) cannot have committed fraud, a breach of trust, fraudulent bankruptcy, or money laundering. Consumers can choose their bank, and the bank has to provide this service, even to (non fraudulent) bankrupts. Annual fee for a basic bank account is very low and amounts to EUR 13. Belgian legislation provides that a compensation fund could be created in order to support those financial institutions, which would offer more basic bank accounts than their economic interest. But this mechanism has not been implemented yet.
The introduction of a Basic Bank Account has reduced but not eliminated the problems of financial exclusion. The Réseau Financement Alternatif has estimated that since the introduction of the law in 2003 the number of persons excluded has fallen from approximately 40 000 to 10 000 in 2005. The results show that the introduction of the right to a basic bank account contributed to a 75 % decrease of the population without a bank account in 4 years.
France
Magnitude: According to CCSF estimates, there are still 500 000 adults without a bank account in France.
In France, the 1984 law
 guarantees residents the right to a bank account. The law has been amended subsequently and supported by the banking industry actions in order to increase its efficiency
. French law stipulates that every natural or legal person (resident) is entitled to a bank account. However, banks may refuse opening of a regular account. In such a case, a French resident who declares that he has no other bank accounts and has been denied opening of one, can ask Banque de France to nominate a bank, which will open a basic bank account. A basic bank account is provided free of charge and its services are defined by law.
Graph 2: Number of basic bank accounts opened in France since the introduction of the right
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Finland
Magnitude: According to Flash EB 282, 100 % of Finns have a current account.

In Finland, the Credit Institutions Act of 2003 introduced a legal obligation to provide basic banking services. It states that a regular bank account and the means necessary to use such an account can be refused only if there are weighty grounds for the refusal. The grounds shall be linked to the customer or his prior behaviour or to the fact that there is evidently no actual need for a customer relationship. The customer has to be notified of the grounds for the refusal.

Denmark

Magnitude: According to the Flash Eurobarometer of 2009, 100 % of Danes have a bank account. According to the Danish source 'Økonomistyrelsen' some 3 % of the population are unable to get an account as a result of their marginalised status.
In Denmark an order about good practice for financial institutions specifies that "Banks cannot deny anybody to establish an ordinary current account without an individual and factual justification". Furthermore, the Danish Bankers’ Association (Finansrådet) informed all its members in a Recommendation that financial institutions have a societal duty to provide all citizens with a basic 'salary account' (lønkonto). The account should include a debit card and services enabling clients to pay their bills. Banks are not required to provide credit facilities (credit cards or overdrafts). A 'reasonable' number of withdrawals per year should also be provided free of charge.
In connection with efforts to digitise the public sector, a new scheme was introduced in the autumn of 2005 whereby all citizens and companies needed to establish a 'NemKonto' (EasyAccount) in order to receive payments from public authorities (benefits, tax reimbursements, student allowances, etc.). In that connection there was a realisation that a minority of Danish citizens did not yet have a bank account enabling them to link up to the system. At the time, the Agency for Governmental Management (Økonomistyrelsen), the body responsible for the system, reckoned that a minority of 'vulnerable/marginalised' citizens (addicts, mentally ill, homeless) would not be able to get a bank account, corresponding to around 10 000‑15 000 people (<3% of population). For those groups some other solution would have to be found. The 'EasyAccount' was introduced by Order no. 766 (Bekendtgørelsen nr 766 af 5.7.2006 om Nemkontoordningen).As mentioned above, the basic salary account should include a few basic services. Most banks, however, provide more add-ons as part of their basic accounts (example of Danske Bank’s basic account provided below in brackets).
Sweden

Magnitude: According to a 2009 survey carried out by Finansinspektionen, most Swedish households have access to a bank account and payment services (and three out of four pay bills via Internet).

A different approach has been followed by Sweden. Legislation guarantees the right to a deposit bank account (allowing deposits and withdrawals but not electronic payments). In the case of Sweden, banks have the right to refuse payment services and even cash cards.

Netherlands
Magnitude: According to Flash EB 282, 99 % have access to a bank account.

Although in Netherlands banks are not legally required to offer a bank account to anyone, an agreement between the banks and the authorities states that a bank may not refuse to open a bank account to any customer. Six banks in the Netherlands have signed a basic bank account covenant. It provides for the following services to be offered: transfers (within Netherlands), direct debits, cash withdrawals at the ATM of the bank or in shops in the Netherlands, account statements and optionally a debit card.

The covenant was negotiated between the Ministry of Finance, the Leger des Heils (Salvation Army) and het Nederlandse Vereniging van Banken (the Netherlands Banking Association). Details are shown in a joint publication Een bankrekening voor iedereen (A bank account for all) published in 2004. This form of basic bank account has approximately 1 000 users.
Germany
Magnitude: In 2005, it was estimated that between 100 000 to 500 000 do not have a bank account.
In 1995 Germany’s lawmakers set out to make the provision of current/checking accounts compulsory for all banks to all persons that fulfil the standard requirements (i.e. proof of identity and residence), regardless of any adverse entries in the SCHUFA registry (Germany’s credit information agency). To avert legal obligation, the banking industry proposed the introduction of a voluntary undertaking by banks in 1996; stipulating that every person who fulfils the standard requirements may open a so-called 'Girokonto für Jedermann'.

Information on the number of basic bank accounts is shown in the table below.
Table 1: Basic bank accounts volume in Germany
, 

	
	1999
	2003
	2005
	2006
	2007

	Total
	1 116 000
	1 514 700
	1 840 400
	1 997 631
	2 147 169


Source: CSES study

While the figures for the early years have been criticised for not only including 'basic bank accounts' (e.g. they might also include those basic bank accounts which have been installed at the expressed wishes of clients who otherwise would be eligible for accounts with overdraft facility), according to the banking industry, the figures for 2007 refer to 'basic bank accounts' only.
In addition, many German Savings Banks (Landessparkassen), due to their public mandate, are obliged to keep current accounts for individuals resident in their business district. The legal requirement to accept savings deposits and to offer a current account exists in ten German federal states (e.g. in Brandenburg, Mecklenburg-Vorpommern, Saxony, Saxony-Anhalt and Thuringia as well as Bavaria, North Rhine-Westfalia and Rhineland-Palatinate). Such regional legislation does not apply to commercial banks.

While cooperative and saving banks in Germany have only around 12 % and 22 % of the market share of banking, they operate respectively 32 % and 44 % of all current accounts. Moreover, around 80 % of social benefit recipients have a current account with a local savings bank.

According to the response of the Federation of German Consumer Organisations vzbv to the 2009 public consultation and a telephone interview with the same body in November 2010, consumers have no guaranteed access in all federal states of Germany. They often have severe problems to access a bank account if they are deemed not to be attractive to banks. There is evidence that banks have not followed their voluntary code in a consistent manner. Reasons for rejections of opening accounts are not clearly defined or concluding, and as the ADR scheme is set up by banks, the ombudsmen do not have a right to take binding decisions. There are high fees and service restrictions that make those accounts unattractive for the unbanked. Providers have also tried to eliminate consumers with legal seizures.
According to the Federation, there are less problems in the federal states that access to basic bank accounts to their inhabitants is granted. For them, this is proof that self-regulation failed with this respect and only a legal duty will bring about a change. This is further documented by jurisdiction. Despite of the promise of self-regulation, a savings bank from a federal state where there is no legal obligation to grant access to a basic bank account successfully challenged in court the binding character of the code of conduct in 2005 in order to avoid applying its rules.

They add that an official report of the Federal Government to the German Parliament from 2008
 on the situation of consumers without a payment account and on the malfunctioning of the self-regulation comes to the conclusion that the situation is an unchanged problem. The report acknowledges a potential need for legislation on the issue.
United Kingdom

Magnitude: According to 2009 Flash Eurobarometer 282, 2 % do not have a bank account, whereas according to 2008 Flash Eurobarometer 243, 4 % do not use a bank account. This means that results of 2008 Flash Eurobarometer are lower than data UK from 2007/2008 according to which 2 % of adult population 890 000 do not have access to any bank account and 4 % of adult population (1.75 million) do not have access to a transactional account. In the case of UK there is also data concerning households: 5 % of households (1.28 million) do not have access to a transactional account and 3 % of households (690 000) to any account.

The UK Banking Code, which is a voluntary code, stipulates that if a customer’s needs are suited to a basic bank account and if the individual bank operates the product, the customer will be offered one. In practice however there may be conditions on accessing the basic bank account, such as the need to show an address and not being an undischarged bankrupt.

The Banking Code gives certain voluntary commitments about a basic bank account, as follows. Banks agreed to "assess whether your needs are suited to a basic bank account (if we offer one) and offer you this product if they are; offer you a basic bank account if you ask and meet the conditions for one".
The most up to date UK figures were published in October 2009 by the Financial Inclusion Taskforce
. This showed in 2007/08 that 690 000 households, with 890 000 adults, say they have no bank account, either savings or transactional. This represents 3 % of households and 2 % of adults. In addition a further 2 % of adults do not state whether they have an account. On all measures, the numbers of adults and households without accounts have halved between 2002/03 and 2007/08. The Taskforce assessment of adults without access to a transactional (current or basic, not savings) bank account has fallen from 3.57 million in 2002/03 to 1.75 million in 2007/08, representing some 4 % of adults.
According to the Flash Eurobarometer 2 % of adults do not have access to a bank account, which is in line with the UK figures.
The Taskforce also provides information on the composition of 'unbanked' households. Single households comprise 64 % of the 'unbanked' (compared with 36 % of the general population) and lone parent households comprising 17 % of the 'unbanked' (compared with 7 % of the general population).
According to evidence provided to the Commission consultation in 2009 by UK consumer association Which?
, in the UK, the adherence to the standards set out in the voluntary code has in the past varied quite significantly between different providers which required a stepping up of monitoring action by the self-regulatory body responsible for enforcing the code.
 It was further evidenced by UK Citizens Advice Bureau
 that some bank staff prefer to sell accounts and services which may not be suitable for customers’ needs. Also, each bank integrates very differently the code requirements into their incentive structure – e.g. no commission for staff for opening basic bank accounts, staff not aware of the provisions of the Code. In addition, potential customers of basic bank accounts do not know the existence or the provisions of the Code, and even if they do, persons in a vulnerable situation are unlikely to challenge bank staff.

According to the response of the FIN-USE Forum
, looking at the 'headline' figures, the United Kingdom appears to have made significant progress in reducing the number of consumers without a bank account. However, analysing the research more objectively and looking at the number of consumers who are actually using these bank accounts for transactions tells a rather different story. The UK Government’s Family Resources Survey (FRS) data for 2006/07 show that up to 2.1 million people, living in 1.4 million households, do not have access to a bank account of any kind. This suggests that significant progress has been made towards achieving the goal of ensuring that half the 'unbanked' have a basic bank account.

However, compared with the data for 2005/06, the FRS data also suggests that progress towards that goal has slowed or stalled during the previous year. The apparently impressive progress made in the early years may be explained by the fact that the UK Government decided to make the transition to paying welfare benefits directly into bank accounts. This will have provided the impetus to individuals to open a bank account.
 Now that this transition period has finished, the impetus given by this temporary initiative may be lost. This transitional effect is likely to have overstated the underlying success of initiatives to promote take-up of basic bank accounts, and that it is wrong to conclude that self-regulation has been effective in this case.

In October 2009 the UK Government announced that it had met its shared goal with the banks to reduce the number of adults without access to a current account by half. The Government believed that it is possible to make further reductions in the number of adults without access to banking services, potentially by up to half over the next five years, and that one step towards achieving this would be to introduce a new right to open a basic bank account. The Government intended to introduce a new 'universal service obligation', giving people the right to a basic bank account under certain conditions and planned to consult on the details. After the general elections of spring 2010 the plan was dropped.
Ireland
Magnitude: The latest figures from 2004/2005 Household Budget Survey show that 10 % of Irish do not have a bank account while around 23 % have no access to a current account
. According to 2009 Flash Eurobarometer 282, 3 % of adults do not have a bank account and according to earlier 2008 Flash Eurobarometer 243, 5 % do not use a bank account.
According to the response to the 2009 consultation by Society of St Vincent de Paul
, the Irish Consumer Protection Code requires providers to not prevent consumers from accessing basic financial services such as bank accounts but evidence shows that some consumers are being denied, e.g. social welfare recipients. Some banks impose conditions to free banking which the underbanked cannot fulfil. Increasing numbers are reliant on social welfare due to increase in unemployment. Therefore, as the Code is not systematically applied, it is of little benefit in preventing the exclusion of low income consumers.
Italy
Magnitude: Bank of Italy survey of 2005 found 14 % without a bank account.
Situation in Italy is governed by the Patti Chiari Charter, a range of commitments provided by banks that includes also the provision of a basic payment account. Employment, Social Affairs and Equal Opportunities DG and CSES studies found that overall there does not seem to be evidence of promotion of basic banking, and the high level of transaction banking exclusion compared to the other of the EU15 Member States suggests ineffectiveness.
Apart from that the Italian Banking Association (ABI) has recently promoted several initiatives to facilitate people’s access to banking services. Among others, an action was initiated by the Bank of Italy within the revision of the rules on transparency of banking services: the 'Conto Corrente Semplice' agreement
 which was signed between the Italian Banking Association ABI and consumer associations in 2009. Following the agreement, Italian banks may offer the simple current account to their customers, however without any obligation to do so. According to the Bank of Italy, at the end of 2010, the service of a basic bank account stipulated in that agreement was offered by only 23 (mainly small) banks out of approximately 800 banks in Italy. The Bank of Italy is not satisfied with the result and is planning to take action to encourage other banks to subscribe.

Slovenia
Magnitude: According to Flash EB 282, 92 % have access to a bank account. The Bank Association of Slovenia has adopted general terms and conditions for maintaining transaction accounts, which determines that the credit institution cannot refuse opening of a bank account if all the necessary information and documents have been provided. In addition, all payment service providers are obligated to comply with the Consumer Protection Act, which prohibits unequal treating of consumers.
Austria
Magnitude: According to Flash EB 282, 99 % have access to a bank account. An estimated 40 000 to 50 000 do not have access to a bank account.
There is no specific legislation to tackle financial exclusion in Austria. Austrian banks are under no obligation to accept a prospective customer. A few banks have voluntarily developed schemes targeting the socially weak and over-indebted: die 'Zweite Sparkasse' (or the Second Saving Account). This is an independent bank which is run and staffed exclusively on a voluntary basis. It was launched in 2006 and provides basic bank accounts, essentially free of charge, to individuals who are in financial difficulties and are being assisted by a debt advice agency or Caritas. It is seen as a route back into a normal banking relationship, availability is restricted to a fixed term (between 3 and 5 years). The bank does not currently offer its services Austria-wide, although plans to extend the service do exist. Neue Chance Konto (New Chance Account) was launched on 1 April 2009, Austria-wide and aimed at socially weak individuals more generally, not just over-indebted ones.

Annex 7: Causes of financial exclusion in 14 countries

Within the framework of Employment, Social Affairs and Equal Opportunities DG’s study causes of financial exclusion have been studied in 14 countries: Austria, Belgium, Bulgaria, France, Germany, Ireland, Italy, Lithuania, Norway, Poland, Slovakia, Spain, the Netherlands and the United Kingdom. The causes have been associated with three groups of factors: societal factors, supply factors and demand factors. The study has analysed barriers to access or use of different services: transactional banking (bank accounts), credit and savings. For the assessment of the problem drivers concerning access to transactional banking we have analysed those drivers, which have been identified in at least seven countries and also confirmed but the SCES study on Costs and benefits of Policy Actions in the field of ensuring access to a basic bank account.
Table 1: Causes of financial exclusion in 14 European countries
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* Fourteen countries have been studied: Austria, Belgium, Bulgaria, France, Germany, Ireland, Italy, Lithuania, Norway, Poland, Slovakia, Spain, the Netherlands and the United Kingdom

Source: Financial Services provision and prevention of financial exclusion, Study of Employment, Social Affairs and Equal Opportunities DG, March 2008

Annex 8: Availability of banking facilities
The availability of access to banking facilities differs across, and within, Member States. Banking facilities can include the availability of bank branches and automatic teller machines (ATMs), as well as internet access to on line banking. For some types of transactions – e.g. obtaining cash – a branch or ATM is needed and we therefore reviewed existing indicators of the availability of these facilities.
The availability of branches or ATMs may be related to population numbers, or to geographical area. Clearly, banking facilities in sparsely populated areas may be less available than in towns.
An analysis of the availability of bank branches and ATMs was carried out in 2005 by researchers in the World Bank’s research department
. This presented the situation in EU Member States to be as follows. No data was provided for Latvia, Luxembourg or Cyprus.

Table 1: Availability of banking facilities
	
	Branches
per 1 000 km2
	Branches
per 100 000 people
	ATMs
per 1000 km2
	ATMs
per 100 000 people

	Slovenia
	2.14
	2.19
	64.56
	66.14

	Lithuania
	1.81
	3.39
	15.34
	28.78

	Poland
	10.25
	8.17
	21.72
	17.31

	Slovakia
	11.33
	10.28
	32.21
	29.21

	Czech Republic
	14.73
	11.15
	25.84
	19.57

	Romania
	13.26
	13.76
	12.02
	12.47

	Bulgaria
	9.81
	13.87
	21.09
	29.79

	Estonia
	4.85
	15.19
	18.43
	57.7

	United Kingdom
	45.16
	18.35
	104.46
	42.45

	Finland
	3.26
	19.06
	13.55
	79.21

	Sweden
	4.74
	21.8
	6.43
	29.56

	Ireland
	13.41
	23.41
	27.78
	48.49

	Hungary
	31.04
	28.25
	32.3
	29.4

	Malta
	375
	30.08
	462.5
	37.09

	Greece
	25.53
	30.81
	39.39
	47.55

	Netherlands
	163.81
	34.23
	223.02
	46.6

	Denmark
	47.77
	37.63
	66.51
	52.39

	France
	46.94
	43.23
	76.33
	70.3

	Germany
	116.9
	49.41
	144.68
	61.16

	Portugal
	57.45
	51.58
	121.5
	109.09

	Italy
	102.05
	52.07
	131.71
	67.2

	Belgium
	181.65
	53.15
	229.28
	67.09

	Austria
	52.47
	53.87
	84.95
	87.21

	Spain
	78.9
	95.87
	104.18
	126.6


Source: Thorsten Beck, Asli Demirguc-Kunt and Maria Soledad Martinez Peria after CSES Study

The table has been ranked in ascending order by availability of bank branches per 100 000 people. Many of the EU10 countries, who also have lower levels of bank accounts penetration, also have lower levels of availability of branches. However, this relationship is not universal. For example Slovenia, which now has a high number of bank accounts, has a low number of branches. Overall however the table supports a suggestion that one factor affecting the use of bank accounts may be the availability of bank infrastructure.

Annex 9: Prices of retail bank account services in the EU
Table 1: Average prices for bank account services in the EU in 2007 (four consumer profiles, prices in euro/year) and average number of banking operations per capita.
	Member State
	Payment service user profile (average prices in EUR/year)
	Number of payment transactions per capita (yearly)

	
	Average
	Basic
	Passive
	Active
	

	Austria
	140.47
	83.95
	99.54
	197.46
	175

	Belgium
	58.15
	16.28
	29.05
	82.07
	132

	Bulgaria
	26.94
	9.30
	17.14
	42.83
	6

	Cyprus
	84.59
	48.74
	6.52
	184.99
	65

	Czech Republic
	95.37
	54.81
	39.65
	156.52
	59

	Denmark
	74.27
	38.91
	37.92
	128.41
	229

	Estonia
	50.51
	46.98
	25.57
	93.08
	96

	Finland
	104.42
	94.04
	44.65
	206.56
	268

	France
	154.11
	91.21
	91.35
	232.15
	217

	Germany
	89.13
	78.92
	62.85
	114.71
	129

	Greece
	53.98
	45.06
	14.81
	111.67
	11

	Hungary
	76.20
	64.08
	28.39
	144.42
	48

	Ireland
	81.85
	37.17
	56.40
	118.39
	84

	Italy
	253.14
	143.19
	134.99
	401.72
	48

	Latvia
	115.24
	107.33
	63.26
	192.28
	52

	Lithuania
	34.76
	14.69
	11.20
	112.92
	43

	Luxembourg
	56.64
	25.64
	40.37
	95.99
	121

	Malta
	71.85
	45.38
	53.21
	99.47
	52

	Netherlands
	45.95
	28.85
	30.13
	55.60
	193

	Poland
	73.21
	50.55
	45.97
	114.01
	56

	Portugal
	44.89
	13.19
	26.01
	81.97
	119

	Romania
	82.59
	69.79
	30.28
	141.90
	11

	Slovakia
	73.68
	55.59
	44.49
	125.08
	45

	Slovenia
	100.40
	70.13
	43.50
	200.76
	125

	Spain
	178.21
	134.06
	104.72
	303.57
	103

	Sweden
	61.84
	53.35
	25.16
	128.21
	165

	United Kingdom
	103.20
	28.34
	94.99
	111.40
	225

	EU27
	111.62
	61.47
	74.41
	159.18
	130


Four consumer usage profiles are identified in the EU, based on the intensity of usage and in relation to payment preferences (average, active, passive and basic user). Depending on the usage profile, a specific mix of payment instruments (credit transfers, direct debits, payment cards) is assumed.

Average user profile corresponds to the entire population of current account holders, providing an understanding of how a random individual from the relevant population behaves.

Active user profile comprises the top 1/3 users when individuals are ordered according to their usage intensities.
Passive user profile comprises the bottom 1/3 users ordered according to usage intensities.

Basic user profile comprises users with a low-cost 'basic account', where the permitted transactions are clearly defined.

Source: Van Dijk Management Consultants study for the European Commission, 2009

For example, in EU15, the average price of basic bank accounts (designed for vulnerable, low-income consumers) ranges from EUR 143 (country average) in Italy to free of charge in France. In some countries, the pricing of a bank account for a basic user is higher than the pricing of a bank account for a passive user, although a bank account for the former should be more affordable (Italy, Germany)
. In the case of EU12, which do not actually offer basic bank accounts, the price of a bank account for passive users can range from EUR 63 in Latvia (country average) to as low as EUR 11 in Lithuania or EUR 7 in Cyprus. Pricing of accounts for average users also reveals significant differences (EUR 115 in Latvia to EUR 34 in Lithuania or EUR 27 in Bulgaria).

The price differences cannot be simply explained by disparities in purchasing power across EU Member States. This is demonstrated by the fact that many countries with high per capita GDP have low account prices and vice versa. One of the reasons for the large differences in basic bank accounts pricing stems from the differences in cost efficiency of payment systems. The analysis showed that in absolute terms Austria, France, Italy and Spain are among the most expensive countries for banking services, while Bulgaria, Netherlands, Belgium and Portugal display the lowest price levels. The issue of the price level of a bank account is linked with price transparency. The Van Dijk Management Consultants showed that in countries where bank fees are more transparent, the charges for a bank account tend to be lower
.
Annex 10: Charges for cashing cheques
Table 1: Charges for cashing cheques
	Country
	Charges for cashing cheques
	Estimated charge to cash cheque of EUR 1 000

	BE
	Cheques only exist for very limited things and usually cost EUR 1 to cash.
	EUR 1

	DK
	It is not possible to cash a cheque without an account/ foreign cheques cost EUR 17 (DKK 125).
	n/a

	SE
	All cheques can be cashed at any bank branch irrespective of the bank on which they are drawn.
	nil

	DE
	Not possible to cash a cheque without an account (according to Commerzbank).
	n/a

	UK
	Commission rates for cashing cheque start at 1.96 % to 3 % of cheque value.
	EUR 20

	HU
	Consumers incur extra cost (around HUF 100‑150) (EUR 0.37‑0.55) if they have their paycheque cashed at the post office.
	EUR 0.55

	IE
	Commission charge ranges from 4‑7 % of the value of the cheque. A small handling fee also applies.
	EUR 40 to EUR 70

	EE
	It is not possible to cash cheques without owning an account.
	n/a

	EL
	For cashing a cheque without depositing into the account there is a charge (on average) of 0.2 % of the value but not less than EUR 5‑15.
	EUR 5

	LT
	It is possible to cash cheques without owning an account; however there is a standard 1 % charge, the minimum charge is EUR 7.24 (LTL 25) and maximum is EUR 86.89 (LTL 300).
	EUR 10

	LU
	0.2 % + EUR 4 handling fee.
	EUR 6

	LV
	It is possible to cash cheques without owning an account, however charges are: EUR 7.06 for cheques over EUR 144.10, EUR 14.11 for cheques over EUR 705.52, EUR 21.17 for cheques above EUR 705.52 plus 0.4 %.
	EUR 21.17


Source: CSES study

Annex 11: Process and costs to banks
Table 1: Process and costs to banks
	Process
	Costs

	Opening an account – Meeting
	Likely to be labour intensive, requiring a discussion with the customer (in order to carry out due diligence required by the AMLD). Less time may be needed for a basic account, since credit facilities will not be offered.

	Operating an account – Electronic transfers and inputs
	Largely automated, so the marginal cost of an additional account will be small.

	Operating an account – Paper based and face to face transactions
	If cheques are not included, relatively expensive paper based transactions can be minimised unless paper statements are provided.

Costs of withdrawing money at the bank branch.

	Operating an account – Delinquent accounts
	If an account becomes overdrawn, costs to the banks (and also the charges by the bank) are likely to include labour costs and can be substantial. However, if a basic account excluded the possibility of becoming overdrawn, these costs should not apply.


Source: CSES study
ANNEX 12: Assessment of impacts and comparison of policy options

This section provides an analysis of the impacts and comparison of options for three different areas: 1. products and services, 2. price and 3. conditions of access. A quantification of costs and benefits for the preferred options is given in Annex 13. The schema used for assessment and comparison purposes is the following: ((( (strong positive contribution), (( (moderate positive contribution), ( (weak positive contribution), ((( (strong negative contribution), (( (moderate negative contribution), ( (weak negative contribution), 0 (neutral contribution).
3. Products and services
3.1. Option 1: No policy change

Under the baseline scenario, the status quo would be maintained and the problem of limited or no availability of products targeting the excluded consumers would remain unaddressed. Some banks may voluntarily design new products for excluded consumers. However, it is unlikely that in the short term, banks in 18 Member States (where it was found that such products were not available) would target excluded consumers by offering simple bank accounts that would suit their needs. As a result, the objective of improving access to payment accounts and electronic means of payment would not be met. Consumers without a bank account would not be able to fully benefit from the internal market with their choice of goods and services being limited. They would still face financial exclusion which could lead to social exclusion.

The lack of products designed for the unbanked population would certainly have negative impact on those consumers. No access to a payment account means higher costs for consumers due to high charges for occasional use of banking services, charges for money transmission, cashing cheques, loss of discounts for electronic payments or online discounts. We have assessed the annual opportunity cost of not having access to a payment account to range form EUR 185 to EUR 365 per consumer (see Annex 10). The financial impact on payment account providers is expected to be neutral since they would not need to introduce new products.
3.2. Option 2: Ensure that basic payment services are offered by payment services providers (PSPs)

Providers would offer a basic payment account specially designed to meet the characteristics of commercially unattractive consumers, which would allow them to: (i) deposit and withdraw cash; (ii) receive salaries, benefits, pensions and other credit transfers directly, (iii) pay bills or taxes electronically, pay for goods and services electronically (either by credit transfers, standing orders or direct debits); (iv) but not obtain a payment card or (v) credit in the form of an overdraft.

This option would improve the availability of payment accounts throughout the EU and therefore would have moderately positive impact on consumers ((() who face problems with opening a bank account. Currently existing differences in consumers’ circumstances, depending on whether in the Member State in which they want to open a bank account, a basic bank account is offered by the financial services providers, would be removed. Consumers’ situation would improve since the majority of unbanked consumers are situated in Member States where basic bank accounts are not offered, mainly in EU12. Consumers would benefit from savings due to avoidance of charges for cash transactions as well as being able to avail of various discounts for electronic payments. The benefit could be even larger than the currently estimated as the low income segment is likely to grow to the detriment of the mainstream middle income consumer market.

The impact on providers largely depends on the chosen assumptions (notably with regard to the pricing of such an account) and could accordingly range from weakly positive to weakly negative ((‑(). Providers may incur costs associated with the maintenance of a new product. It is obvious that costs to a bank would vary depending on services provided (see Annex 11). However, these costs may be offset by the revenues from charges for accounts. This would depend on the level of charges for a basic payment account (see Sections 8.2 and 8.4). The experience of Santander bank, which offers basic bank accounts in the UK, shows that a product designed for excluded consumers can be profitable. In addition, PSPs could benefit in the medium term from an extended client base and improved customer perception of the corporate social responsibility of the banking/PSP industry.

This option should have a weakly positive impact on Member State administrations ((). If a product allowing vulnerable consumers to make and receive electronic transfers were to be offered, Member States administrations would be able to reduce transaction costs for social benefits payments. In the long run improved social inclusion may reduce the need for social security benefits. Member States may have to incur certain compliance costs related to the implementation and enforcement of rules, if binding legislation is chosen. However, since the supervisory framework for banking and payment services are well developed, costs should be marginal.

3.3. Option 3: Ensure that basic payment services and a payment card are offered by payment services providers
Providers would offer a basic payment account specially designed to meet the characteristics of commercially unattractive consumers, which would allow them to (i) perform all functions specified under Option 2 and (ii) use a payment card
 allowing for electronic payments.
This option, like Option 2, would facilitate the achievement of the objective of ensuring that a product designed for consumers perceived as commercially unattractive is offered throughout the EU. The overall impact on consumers would be strongly positive ((((). In addition to the benefits described under Option 2, consumers would get quicker access to funds and be able to buy goods and services on the internet. Most online purchases and bookings are possible only with a card, and more and more providers are offering payment with a debit card in addition to a credit card. As a result, consumers would benefit from an increased choice of goods and services, and savings due to various discounts for electronic payments and access to online services. Being able to buy goods and services without the need to leave home should improve the standard of living of people with disabilities, or older people. This would further enhance their participation in the internal market and improve their position in the society. Like Option 2, the benefit could be even larger than currently envisaged as the low income segment is likely to grow to the detriment of the mainstream middle income consumer market.

The impact on providers largely depends on the chosen assumptions (notably with regard to the pricing of such an account) and could accordingly be positive or negative (see Sections 8.2 and 8.4). However, a payment card, enabling money withdrawal from ATMs should reduce the need for over-the-counter withdrawals and thus reduce costs for banks. Therefore, the overall impact is expected to range from moderately negative to weakly positive (((‑().Impact on Member State administrations is expected to be neutral or weakly positive (0‑(). Benefits and costs would be the same as in the previous option.

3.4. Option 4: Ensure that basic payment services, a payment card and an overdraft (credit line) are offered by payment services providers

Providers would offer a basic payment account, which would allow consumers to (i) perform all functions specified under Option 3, and (ii) get into a negative balance (overdraft).
While this option would look positive at first sight, it would in reality not achieve the objective of ensuring that a product designed for consumers perceived as commercially unattractive is offered throughout the EU. In order to grant a credit line, banks would need to carry a risk assessment. Therefore, this product would not meet the needs of consumers with bad credit histories, indebted, unemployed or on low income. Similarly in the case of non-residents, the lack of access to credit histories would prevent banks from offering them such a product.

Again, the impact on providers is uncertain. PSPs would incur costs for designing a new product, carrying out risk assessments, and provisioning for bad debts. Problems with access to the credit histories of non-residents would add to labour costs of carrying out due diligence and risk assessment. The labour costs, and eventually risks, could grow as there could be more applications for such types of accounts due to the increase of the low income segment. On the other hand, whether PSPs would be able to recover costs would depend on the price level they would or could set. Therefore the overall impact is expected to range from strongly negative to weakly positive ((((‑().

The impact on consumers would at first sight appear to be positive as growing numbers would get access to a wide range of services. But due to creditworthiness assessment, many of the unbanked consumers as well as non-residents would in reality not be offered such a product. Furthermore, from a societal viewpoint, one should avoid that vulnerable consumers are exposed to costly charges for going into a negative balance, as this could push them into over-indebtedness and a poverty trap. Therefore the overall impact is expected to be weakly negative (().

To conclude, this option would not meet the objective of ensuring that unbanked consumers have access to a suitable product.

While at first sight potential granting of access to growing numbers of consumers would appear to have positive impact on Member States, it is expected to be neutral or negative due to the missed opportunity of transaction cost reductions. It is also likely that some consumers receiving social benefits could not pass the creditworthiness assessment, reduction of transaction costs for social benefits payments are likely not to be very extensive. Therefore the overall impact is expected to range from neutral to weakly negative (0‑().
Comparison of options

The 'Do nothing' scenario (Option 1) has no impact on achieving the objectives outlined in the table below. Options 2 and 3 were both found to be particularly effective and efficient in achieving the objectives pursued under this initiative. Option 3 however was found to be the most effective concerning achieving the objective of promoting full participation of EU citizens in the Internal Market. Option 3 would ensure that PSPs in EU Member States offer a product designed so as to take into account consumers perceived as commercially unattractive. A basic payment account together with a payment card would allow consumers to benefit from a wider choice of goods and services, lower costs of living (online discounts, access to cheaper goods and services) and would contribute to financial and social inclusion. Option 4 was found to be ineffective since the need for a creditworthiness assessment for the purpose of granting a credit line in the form of overdraft would constitute an obstacle for non-residents and vulnerable consumers.

In terms of efficiency both Options 2 and 3 scored equally well. They both would have a positive impact on consumers and mixed impact on Payment Services Providers. In conclusion, Option 3 is the preferred option since it better promotes full participation of EU citizens in the Internal Market.

Table 1: Type and design of a product (a bank account) – Comparison of options

	Options
	Effectiveness in achieving the objectives below
	Efficiency in achieving all objectives

	
	Operational objective
	Specific objective
	General objective
	

	
	Ensure availability of a product designed for commercially unattractive consumers
	Improve access to payment accounts
	Promote full participation of all EU citizens in the Internal market
	

	1: Do nothing
	0
	0
	0
	0

	2: Ensure that basic payment services are offered by payment services providers
	(((
	(((
	((
	(‑((

	3: Ensure that basic payment services and a payment card are offered by payment services providers
	(((
	(((
	(((
	((

	4: Ensure that basic payment services, a payment card and an overdraft (credit line) are offered
	(
	(
	(
	(


The 'Do nothing' scenario has no impact on stakeholders. Options 2 and 3 were found to have a positive impact on consumers and society. They have been found to have a mixed impact on PSP, due to costs of setting up and operation of new products. It is uncertain whether these costs could be offset by revenues and improved image of corporate social responsibility. Although Member States’ administrations may incur marginal compliance costs
 due to the need to implement and ensure enforcement of rules (if a legislative approach is chosen), the overall impact should nevertheless be neutral to positive. Member States would benefit from the reduction of transaction costs for social benefits and, in the long-run, from a more inclusive society. If the banking industry were to commit to offer special products for consumers perceived as commercially unattractive or non-profitable, the overall impact on the administration would be very positive. Option 4 was found to be the least effective, both for consumers, PSP and Member States.
Table 2: Type and design of a product (a bank account) – Impact on main stakeholders

	
	Consumers and society
	Payment Services Providers
	Member States

	1: Do nothing
	0
	0
	0

	2: Ensure that basic payment services are offered by payment services providers
	((
	(‑(
	(

	3: Ensure that basic payment services and a payment card are offered by payment services providers
	(((
	((‑(
	0‑(

	4: Ensure that basic payment services, a payment card and an overdraft (credit line) are offered
	(
	(((‑(
	0‑(


4. Price conditions

Before defining the policy options, it is important to point out that these would set out broad principles rather than detailed measures. The more detailed measures would need to be defined at a later stage, either at the national level or through Commission delegated and/or implementing acts. Quantified impacts of all preferred options are provided in Section 8.4 and in Annex 13. The impacts of the Commission delegated/implementing acts will be analysed in accordance to established rules.

4.1. Option 1: No intervention at EU level

Doing nothing would not be effective in ensuring that a suitable product, i.e. a reasonable priced basic payment account is offered. The price of a basic bank account
 would be determined by market forces. According to the findings of the Van Dijk Management Consultants study on prices of current accounts, this would preserve the significant discrepancies in basic bank account prices across Member States: consumers, provided those accounts are offered, would continue to pay anything between EUR 0 (France, the United Kingdom) to EUR 143 (Italy) per annum.
 It would also preserve inadequate pricing conditions. The maintenance of the status quo would fail to improve the level of consumers holding a bank account, and would thus be ineffective in reducing financial and social exclusion.

Doing nothing would mean maintaining the present status quo which negatively impacts many consumers who would be prevented from opening bank accounts because of inadequate pricing conditions. Concerning providers, the impact is expected to be neutral as they would not need to effect any changes to their product pricing. Member State administrations would not incur any costs in relation to implementation, supervision, or enforcement, but would continue to experience the negative financial and social impacts caused by exclusion due to price conditions and would not be able to benefit from reduced costs in paying welfare benefits.

4.2. Option 2: Ensure that where a basic payment account is not free of charge, the price is reasonable

PSPs incur significant fixed costs when providing current accounts as well as variable costs. Face to face transactions are more costly to provide than their internet or telephone equivalents so banks usually lose money on them overall. Traditionally, PSPs have operated in such a way that some services to an account holder are financed through other potentially profitable revenues from the customer. In addition, PSPs do not disclose the relationship between the costs of operating a bank account and charges levied on consumers. According to a UK study
, current accounts are priced in a way that does not reflect the underlying costs of any one account, although total costs are recovered.
Another study
 has found that some banks’ pricing policies do not suit well the needs or profiles of users, e.g. where a bank prices up a basic account by offering e.g. a higher number of credit transfers than actually needed by the basic profile users.

This shows the importance of ensuring that basic payment accounts are reasonably priced
. The aim is to arrive at a price for a basic payment account that would be affordable for basic profile users, including those on low incomes. In some countries, the basic bank account is provided free of charge; e.g. in UK, France. However, since PSPs are commercial entities, it may not be economically valid for all of them to provide a basic payment account free of charge.

The present initiative would aim at establishing the principle that a price of a basic payment account should be reasonable for consumers. This would be effective in ensuring affordable basic payment accounts (((). The concept of a reasonable price and the methodology/criteria to be used for assessment of the reasonableness of prices would be developed at national level as this notion of reasonable price is likely to differ from one Member State to another, due to differences in account pricing strategies, GDP and consumer income levels. However, if Member States request a common European definition of the 'reasonable' price and criteria for its establishment (e.g. relation to lowest income deciles), these could be developed through Commission delegated/implementing acts. To that aim the new European banking supervisory authority (EBA) could be asked to provide advice on how to develop a methodology to define a 'reasonable' price. The challenge of agreeing a common definition/methodology of the 'reasonable' price will be evaluated in the context of the Impact Assessment accompanying that delegated act.

Where the concept of a reasonable price and criteria for its assessment are developed, either at national (or EU level), Member States would need to monitor the pricing of basic payment accounts in relation to e.g. national consumer prices and income (or other established criteria) in order to verify whether or not the price is reasonable and the account affordable. Pro memoriam, the costs of price monitoring and costs of adoption of national measures are assessed in Annex 13. In the case where prices would not be 'reasonable', Member States could provide for an adjustment of PSPs’ pricing for low-income consumers. If, as a result of a Member State intervention, PSPs were to lower their prices and suffer losses, to avoid such a situation, they will either develop a cross-subsidization strategies or call for compensation (funded by the industry or the state, according to the Treaty provisions). The latter approach might be the preferred path of small and medium-sized PSPs, if they were to disproportionately shoulder most of the cost, which might be the case for cooperative banks and savings banks.. It is however very likely that take-up of consumers would be proportional to the size of the infrastructure and economic importance of the provider. Consumers would naturally tend to choose the nearest provider, meaning the provider with the widest infrastructure in their particular market. Belgian legislation has foreseen the creation of a compensation fund to be availed of in the event that the number of basic bank accounts is disproportionate to the economic importance of the individual provider. To date, no bank has applied to avail of such compensation.

This option is expected to have a positive impact on consumers (((). By improving the affordability of basic payment accounts, especially to those on low income, this option would allow many previously excluded consumers to gain access to payment services and thus improve their financial as well as social living conditions. However, if the basic payment account would be loss making, consumers other that those applying for a basic payment account might be marginally negatively influenced either by cross-subsidisation (if providers chose this way of avoiding losses) or by the marginal increase in taxes (if Member States would need to find revenues for compensating losses to providers). The extent of this potential negative impact would be marginal and certainly smaller than the positive impact of the greater take-up of bank accounts and more inclusive society.

The overall impact on providers is uncertain and mainly depends on how this 'reasonable price' is established in each Member State and whether a basic payment account will be loss making (see Annex 13). It could range from negative (when an individual PSP would have to bear losses) to neutral (when losses will be compensated) or slightly positive (when prices are above costs and providers make profit) (((‑0‑().

For instance, if the 'reasonable price' in a given Member State were set below providers’ total costs, providers would suffer a negative impact – although they may, in turn, pass this cost to consumers through cross-subsidisation resulting in an almost neutral impact. If a basic payment accounts is priced below the market prices, it could trigger a demand for this type of account and the switching of accounts from regular ones could take place, resulting in the negative impact on providers (assessment of the impact of switching, see Annex 13). If Member States were to provide financial backing to the loss-making activity, the impact on PSPs would be neutral (provided Member States would compensate all the losses). If an industry compensation fund were to be established then the costs would be shared among PSPs and PSPs again could either bear lower revenues or cross-subsidise losses.

The impact on Member State administrations may range from being slightly negative to neutral or slightly positive, depending on their choice on whether or not to grant compensation to the PSP industry and the expected benefits ((‑0‑(). Benefits would principally arise from savings stemming from lower costs for remittances in the short term and lower expenditure on welfare schemes and from a more inclusive and participative society in the long term. Costs could relate to a potential need for implementing and enforcing a mechanism to oversee the reasonable pricing of basic bank accounts and, potentially, to the compensation mechanism. Since the supervisory architecture for payment services is well established, compliance costs
 should be marginal. If a Member State were to provide compensation to PSPs up to the level of their savings (from lower costs of remittance), then the impact on a Member State would be neutral. If compensation were to exceed savings, then the impact would be negative (see Annex 13). It could have then marginal negative influence on taxpayers, as Member States would need to find revenues for additional compensation.

4.3. Option 3: Free of charge provision of a basic payment account

This option would be very effective (((() in ensuring reasonable priced and affordable basic payment accounts. All eligible consumers would be granted such an account free of charge. As a result, many of the existing consumers who have no bank account would be likely to obtain one. This would result in substantial benefits for these consumers, such as improving their financial and social conditions.

According to the UK study an account needs to have a positive balance of about EUR 1 100 per annum to be profitable if no account fee is levied
. The level of the positive balance would differ from country to country due to differences in the GDP level. Nonetheless, it is very unlikely that basic payment accounts would have a substantial positive balance. Thus, the costs of a free basic payment account would need to be borne either by individual PSPs, the PSP industry, Member States or other consumers. Providers, in the absence of the compensation mechanism, would most probably attempt to pass the cost of providing free basic accounts to other consumers through cross-subsidisation. This could for instance lead to an increase of charges for other products and services, and e.g. an increase in a few basis points in interest rates for credit might thereby affect demand. In the latter respect, one might however expect that this negative effect on demand would be offset by a greater participation in the economy of that part of the population that is currently unbanked.

Overall impact on providers would range from very negative to neutral ((((-0). In the absence of any de jure or de facto compensation mechanism, providers would bear the extra cost and be negatively impacted. To cover the cost of the free accounts, they would either have to accept lower profitability (and hence a lower return on equity) or increase the price of other products (cross subsidisation). In the latter case, if the price elasticity of demand for those products is low, total revenue would drop. Free of charge provision of a basic bank account could also result in growing demand for this type of account and the switching of accounts from regular ones (at market prices) to free basic bank accounts. If, on the other hand, PSPs were to receive compensation for the loss-making product, then the impact on providers would be neutral (see Annex 13).

Cumulative impact on consumers could range from slightly positive to very positive ((‑((() Consumers without a bank account, and particularly those on low/no incomes would substantially benefit from free accounts. However, consumers other that those applying for a basic payment account could be negatively influenced either by cross-subsidisation (if providers would not be compensated for the loss making product) or by the marginal raise in taxes (if providers would be compensated by Member States beyond Member Sates savings from costs of remittance). Even in those cases, the negative impact of cross-subsidisation on regular customers will be offset by the positive impact of social inclusion of the 6.4 million unbanked people as the latter are much fewer than the population of regular customers.

The impact on Member State administrations would range from negative to neutral or positive (((‑0‑(), depending on whether or not they would provide compensation for the loss making product, and on whether or not the amount of compensation would exceed the expected savings from lower remittance costs and benefits from more inclusive society (see Annex 13). If compensation were to exceed savings and other benefits, then the impact would be negative. It could have marginal negative influence on taxpayers, as Member States would need to find revenues for compensation.

Comparison of options
The objectives outlined in the table below cannot be achieved under the 'Do nothing' scenario (Option 1). Options 2 and 3 were both found to be particularly effective in achieving the objectives pursued under this initiative. Option 3 however was found the most effective: by offering the account for free it makes it most affordable, thereby maximising the potential number of consumers that would request and obtain it. These effects constitute the strongest contributors to the general objectives relating to market participation and financial and social inclusion. In terms of efficiency (cost-effectiveness) of the options, however, it was found that Overall Option 2 was found more efficient than Option 3. The inefficiency of Option 3 is due to the more negative impacts on one group of stakeholders, explained further below. In conclusion, Option 2 is the preferred option thanks to its combined score of effectiveness and efficiency in achieving the objectives.

Table 3: Product price – Comparison of options
	Options
	Effectiveness in achieving the operational objective below
	Efficiency in achieving the operational objective below

	
	Inclusive conditions for consumers perceived as commercially unattractive

	1: Do nothing
	0
	0

	2: Ensure reasonably pricing of a basic payment account
	((
	(‑0/(

	3: Free of charge basic bank account
	(((
	(


The 'Do nothing' scenario was found to have little or no negative impact on stakeholders. Option 2 was found to have a positive impact on consumers and society. Impact on Member State administrations would be uncertain and range from positive to negative; on the one hand, the positive impact could be experienced mainly due to greater inclusion and a reduction in transaction costs; on the other hand, Member States might need to bear the costs for partly or fully compensating losses of PSPs. Likewise, impact on providers was found to be range from negative to neutral and depend on how the reasonable price would be established and whether PSPs would need to bear costs of basic payment accounts. Option 3 could have more negative impact one group of stakeholders since somebody will have to bear the costs of a basic payment account: either other consumers (cross-subsidisation or marginal increase in taxes) or providers or Member States. Since it is uncertain which stakeholder will bear the costs (it would be decided at the national level) the range of possible impacts is given.

Table 4: Product price – Impact on main stakeholders

	
	Consumers and society
	Account providers
	Member States

	1: Do nothing
	0
	0
	0

	2: Ensure reasonable pricing of a basic payment account
	((
	((‑0‑(
	(‑0‑(

	3: Free of charge
	(‑(((
	(((‑0
	(‑0‑((


5. Conditions for access to minimum basic payment services
It is pointed out from the outset that the issue of determining which payment services provider(s) will be assigned as the one(s) from which consumers can access a basic account (i.e. all providers, some providers or categories of providers, a single provider) is left to the discretion of the Member States. 
5.1. Option 1: Do nothing

Doing nothing would be largely ineffective in achieving the objective of ensuring inclusive conditions for opening bank accounts for consumers perceived as commercially unattractive or non-profitable. It is not expected that any unilateral action taken by providers in the Member States (or by Member State administrations) would improve accessibility for these consumers to such a substantial extent so as to eliminate or minimise the problem. The current level of financial and social exclusion, as well as the inability of many EU citizens to fully benefit from the opportunities created by the internal market, would largely persist.

The financial impact is expected to be neutral; providers would neither incur costs (such as those relating to changing standard operating procedures), nor would they derive any benefits (such as any that may result from greater market size, cross-selling, etc). Many consumers would continue facing restrictions in accessing a bank account. Member State administrations will not realise the opportunity of reducing remittance costs and promoting wider consumer participation that could lead to considerable financial and social benefits, particularly for the unbanked.

5.2. Option 2: Access for unbanked households

Under this option, any household of which all the members are unbanked in the Member State where it seeks access to an account, will have access to a basic bank account that will be held jointly by the members of that household. For the definition of a household, the definition of 'family member' in Directive 2004/38/EC could be used as is or with adjustments
.

It is expected that this option will be marginally effective (0‑() in achieving the objective. Firstly, if even one household member has an individual account, the household is excluded from accessing a basic account, thus leaving the rest of the members unbanked. There is no guarantee that the banked member will want to allow the unbanked members to use his individual account (concerns about trust, control, etc). Even if he was to allow them, this would still be far from rendering the unbanked members into banked; they would still be officially unbanked (no formal/direct access), completely dependent on the banked member for everything: withdrawing money, making credit transfers, etc.
Secondly, where a household is unbanked and obtains a basic account, this account, if it is to be any effective, will be a joint account: it would allow each member to effect transactions via the same account (withdrawals, payments) without needing to seek the others’ consent each time, and would involve joint and several liability. This can be quite problematic for many, especially where anything less than full trust and confidence is the case.

The first major shortcoming of this option could be remedied by changing the option to "access for households with at least one unbanked member". This however is not too dissimilar to the granting of access to individuals rather than households; the benefit in terms of having to open less basic accounts is marginal, particularly nowadays where in our societies, households or families are less stable than some 30 years ago.

It is expected that this option will have a weak positive impact on consumers ((). Providers are expected to experience a weak negative impact (() mainly relating to the verification of unbanked status for household members. Providers would only reach substantial economies of scale regarding the monitoring of the basic account where more than one member of the household or the whole household is unbanked. However, to the extent that the basic bank account will not allow for overdraft, monitoring costs will in any case be minimal, whether the right to a basic bank account is restricted to a household or open to all unbanked individuals. Member State administrations are expected to experience a neutral impact (0), as some potential costs related to the introduction of rules and the creating of a register (used by banks to verify unbanked status) would be offset by savings from lower costs for transferring social payments and from improvements in some individual’s financial situation.

5.3. Option 3: A requirement that all unbanked consumers are granted access

Under this option, a consumer in a Member State would be considered 'unbanked' if he does not have a bank account in that Member State where he is seeking access to a basic payment account; whether or not he has a bank account in another Member State is irrelevant. An unbanked consumer would be entitled to access a basic payment account. An underside of this is the possible stigma that a product available only to the unbanked could carry. This option would also require a means for determining the applicant’s unbanked status. This could be achieved through the establishment of national registries of bank account holders (potentially expensive) or through reliance on self-declaration (already applied in Belgium).
5.3.1. Option 3.1: Access only for unbanked residents in their home Member State

This option is assessed as partially effective in achieving the objective of ensuring inclusive conditions for opening bank accounts for consumers perceived as commercially unattractive ((). This is mainly due to the two conditions: residency, and unbanked status. While this option would facilitate access for all consumers in each Member State that are residents of that state and can demonstrate that they are unbanked, it would fail to facilitate access for consumers who want to open a payment account in another Member State. Specific classes of consumers that are most likely to be excluded from the accessibility benefits of this option are students, trainees, and temporary workers in a host Member State.

The impact of this option on consumers is expected to be weakly positive to positive ((‑((). Many consumers perceived as commercially unattractive or non-profitable would be enabled to obtain access to bank accounts, with all the advantages that this entails in terms of financial and social advancement. Many other such consumers however (such as unbanked non-residents), would not be eligible. Consumers may also potentially have to shoulder costs relating to the setting up of national registries of bank account holders (via taxes or cross-subsidisation).

Providers will benefit from the fact that some of the new previously unbanked customers succeed in turning themselves around financially and become a valuable source of revenue and profits in the medium/long run. On the other hand, providers will have to bear some costs related to changes in reporting, standard operating procedures, IT tools, staff training, and manuals, and they may have to bear the costs of a mechanism for verification of the unbanked status of customers who are residents of the Member State where the provider is located. It follows that the impact on providers is likely to range between neutral to weakly negative (0‑().
Member State administrations may incur certain limited costs relating to implementation (in case of legislation), enforcement, supervision, and reporting, as well as costs relating to a potential shouldering of part or all of the cost associated with the setting of the above-mentioned mechanism. At the same time, savings are likely to be realised from the fact that previously unbanked consumers that were receiving social welfare payments will now receive them electronically at lower cost. Moreover, a number of unbanked consumers that would take advantage of this easier access are likely to improve their financial situation in the medium/long run, and end up benefiting the state by reducing their needs in welfare support and even by starting to pay taxes. In conclusion, the impact is expected to be weakly positive to neutral ((‑0).

5.3.2. Option 3.2: Access for unbanked residents and non-residents
This option is expected to be effective ((() in achieving the objective pursued. This is because, unlike the previous option, this option would lift the restrictive condition relating to residency. This means that more consumers that are perceived as commercially unattractive and non profitable would be able to obtain access to an account. In concrete terms, the additional benefit goes to unbanked consumers in one Member State that are not residents of that Member State. Such consumers are usually, but not exclusively, temporary workers, students, and trainees. This option thus facilitates cross border mobility; individuals taking advantage of the opportunities offered by the internal market would not be burdened by difficulties in accessing a bank account in the host state.

The impact on consumers is thus expected to range from positive to strongly positive (((‑(((). The additional positive effect of this option compared to the previous one relates to the greater accessibility that this option allows (all of EU’s unbanked), resulting in more consumers obtaining a bank account and deriving the associated benefits. The effect could be reduced to positive from strongly positive if the cost of a mechanism for the verification of unbanked status is passed on to the consumer.

A negative impact on providers would occur if they would have to bear the costs of a mechanism for verification of the unbanked status of customers who are both residents and non-residents of the Member State where the provider is located. It is possible however that Member States may partly or fully shoulder this cost, or that the providers opt for a simple sworn declaration that entails no costs. Providers will also have to bear some costs related to changes in reporting, standard operating procedures, IT tools, staff training, and manuals. A positive impact would result where some of the new previously unbanked customers succeed in turning themselves around financially and become a valuable source of revenue and profits in the medium/long run. Overall, the impact on providers is expected to range from neutral to weakly negative (0‑().
The costs and benefits for Member State administrations will be about the same as under the previous option, leading to the same overall impact (weakly positive to neutral, (‑0).

5.4. Option 4: Access for every EU consumer

Under this option, every European consumer would have a virtually unconditional right of access to a basic payment account, regardless of whether or not he is unbanked. Provided consumers fulfil requirements stemming from the legislation (e.g. anti-money laundering), no other conditions would be imposed. This would lead to the creation of a universal service. Compared to Option 2, this option removes the stigma associated with making the product only available to unbanked consumers. Additionally, it is more inclusive, since is makes basic accounts available to everyone; this means that a small number of consumers who may be perceived as unattractive or non-profitable and who do already have an account but may have valid reasons to want to obtain a basic account, will be able to do so.

On the other hand, this option goes beyond what is necessary to achieve the objective; it provides access to all consumers, meaning also those that are not perceived as unattractive or non-profitable. From this latter class of consumers, some could open (or switch to) basic rather ordinary bank accounts, causing detriment to the providers. This option, as with Option 2, is divided into two sub-options that are analysed and assessed below.

5.4.1. Option 4.1: Access only for residents in their home Member State

Under this option, the only condition imposed on accessing a basic payment account would be the requirement of residency; that is to say, a consumer could obtain a basic bank account in a particular Member State only if he were to be a resident of that Member State. The effectiveness of this option in ensuring inclusive conditions for opening bank accounts for consumers perceived as commercially unattractive or non–profitable is assessed as partial (().

On the one hand, it facilitates access for every resident in a given Member State, whether unbanked or not (thereby being more inclusive than Option 3.1
). On the other hand however, it blocks access to consumers who, while also being perceived as commercially unattractive or non-profitable, are not residents of that particular Member State. This is particularly prejudicial to the functioning of the internal market which is underpinned by the principle of free movement; individuals who exercise their right of free movement are likely to be burdened by problems in their host state due to lack of a residence permit. In addition, as said under Section 3.4, this level of access goes beyond what is necessary to achieve the stated objective.

The impact on consumers is expected to be positive (((). All residents in each Member State (banked or unbanked) would be able to obtain a basic payment account. Many consumers perceived as commercially unattractive or non-profitable would be enabled to obtain accounts, with all the advantages that this entails in terms of financial and social advancement. Many other such consumers however, would not be eligible, for lack of a residence permit. There is also a possibility that providers pass on to consumers some of the detriment that they are likely to suffer from some ordinary consumers opening (or switching to) basic payment accounts.

Providers are likely to experience a loss of revenue on regular accounts: if basic payment accounts were to be attractive for average customers (because of i.e. price, simplicity, functionality), switching could occur. Taking into account the low rate of switching between regular accounts, combined with the fact that a basic payment account would not entail access to credit (in the form of an overdraft facility or/and a credit card) or potentially other services (i.e. online banking, direct debit, etc) it is unlikely that switching would be substantial. As described above, the data shows that basic bank account holders tend to move to accounts with additional services with time
. Providers will also have to bear some costs related to changes in standard operating procedures, IT tools, staff training, and manuals. On the other hand, a positive impact would result where some of the new previously unbanked customers succeed in turning themselves around financially and become a valuable source of revenue and profits in the medium/long run. Overall, the impact on providers is expected to be weakly negative (().

Member State administrations may incur certain limited costs (in case of legislation) relating to implementation, enforcement, supervision, and reporting. At the same time, savings are likely to be realised from the fact that previously unbanked consumers that were receiving social welfare payments will now receive them electronically at lower cost. Moreover, unbanked consumers that would take advantage of this easier access are likely to improve their financial situation in the medium/long run, and end up benefiting the state by ceasing to receive welfare support and even pay taxes. In conclusion, the impact is expected to be weakly positive (().
5.4.2. Option 4.2: Access for residents and non-residents
Under this option, all European consumers would have access to a basic payment account in any Member State regardless of their residency or unbanked status. This effectively means that no conditions would be attached to opening such an account (apart fulfilling legal requirements). It is expected that this option would be effective ((() in ensuring inclusive conditions for opening bank accounts for consumers perceived as commercially unattractive or non–profitable. This is because any such consumer seeking access to a bank account would be unconditionally granted such access. At the same time, it can be argued that this level of access goes beyond what is necessary to achieve the stated objective. This is because it facilitates access not only for the specific category of consumers stated in the objective, but for all consumers.

In practice, this option would facilitate cross-border mobility because it would allow all those who exercise their right of free movement not to be burdened by problems with opening a bank account in their host state on the reason that they are either not unbanked or non-residents. Workers, trainees, students, and others in need of access to a bank account in a host Member State would be particularly advantaged.

It follows that the impact on consumers would be positive to very positive (((‑(((). This is because this option maximises the number of consumers that can obtain basic bank accounts, thereby maximising the benefits associated with such access. There is however a possibility that providers pass some of the bank account switching costs to consumers, thereby reducing somewhat the benefit.

The impact on providers is expected to be slightly more negative than in the previous option (weakly negative to negative: (‑((). They are expected to experience costs and benefits of about the same magnitude, except in the case of switching. It is estimated that switching under this option can be slightly higher because banked non-residents will also be entitled to switch to a basic bank account.

The impact on Member State administrations is expected to be roughly similar to the previous option (weakly positive ().

Comparison of options
Option 1 (Do nothing) is not effective as it preserves the status quo and its associated problems, and it is not expected that any disparate actions by providers or Member States are likely to effectively achieve the objective. Option 2 was found to be marginally effective. The assessment of Options 3 and 4 has found that they are effective to a greater or lesser extent in achieving the objective of ensuring inclusive conditions for opening bank accounts for consumers perceived as commercially unattractive or non-profitable. Options 3.2 and 4.2 however were found to be the most effective. The latter however was also found to go beyond what is necessary to achieve the objective, by ensuring inclusive conditions not only for the commercially unattractive or non-profitable, but for all European consumers. In terms of efficiency, it was found that Option 4.2 scored best. In conclusion, the preferred option is the latter as it is effective in achieving the objective without going beyond it, while at the same time being the most efficient.
Table 5: Conditions for access – Comparison of options
	Options
	Effectiveness in achieving the operational objective below
	Efficiency in achieving the operational objective below

	
	Inclusive conditions for consumers perceived as commercially unattractive

	1: Do nothing
	0
	0

	2: Access for households
	0‑(
	0

	3.1: Access only for unbanked residents
	(
	(‑((

	3.2: Access for all unbanked 
	((
	((‑(((

	4.1: Access for all residents
	(
	((

	4.2: Access for all residents and non-residents
	((
	((


The 'Do nothing' scenario preserves the status quo and has no impact on stakeholders. Options 2, 3 and 4 all demonstrated positive impacts on consumers and generally moderate positive impacts on Member States, while they are expected to have negative impacts on providers, albeit to a different extent. Option 3.2 was found to have a strong positive impact on consumers, same as Option 4.2, but fared better in respect to providers (mainly because Option 3.2 did not burden providers with the costs of account switching).

Table 6: Conditions for access – Impact on main stakeholders
	Options
	Consumers and society
	Account providers
	Member States

	1: Do nothing
	0
	0
	0

	2: Access for households
	(
	(
	0

	3.1: Access only for unbanked residents
	(‑((
	0‑(
	0‑(

	3.2: Access for all unbanked
	((‑(((
	0‑(
	0‑(

	4.1: Access for all residents
	((
	(
	(

	4.2: Access for all residents and non-residents
	((‑(((
	(‑((
	(


Annex 13: Maximum benefit to be obtained

6. Potential costs and benefits to consumers

Section 7 on the assessment of impacts has identified a number of possible impacts that the selected options are likely to have on consumers, demonstrating that the overall impact is expected to be very positive. In an attempt to quantify this impact, we have used a number of data and assumptions.

Firstly, we cannot expect that all the unbanked consumers would open payment accounts once a reasonably priced basic payment account becomes available (mainly due to self-exclusion). In addition, take-up of a new product would be most probably gradual. Impacts are calculated for three different uptake scenarios: the pessimistic, expected and optimistic scenarios.

(1) Pessimistic: 2 million unbanked consumers open a basic payment account.

(2) Expected: 6.4 million unbanked consumers open a basic payment account.

(3) Optimistic: 10 million unbanked consumers open a basic payment account
.

The CSES has estimated the quantifiable cost savings and benefits per consumer to be of EUR 315 per annum. According to our estimation this may be too optimistic a scenario, therefore we take the CSES’s estimation as the highest in the range of possible savings
.

Table 1: Summary of quantifiable benefits to consumers

	Cost savings or benefits per annum
	Range (EUR)
	Range (EUR)
	Range (EUR)

	Charges for cashing cheques
	80‑120
	80‑120
	80‑120

	Charges for money transmission
	40‑60
	40‑60
	40‑60

	Discounts for electronic payment
	75‑125
	75‑125
	75‑125

	On-line discounts
	40‑60
	40‑60
	40‑60

	Total
	235‑365
	235‑365
	235‑365

	Costs incurred for bank account charges (price of account)
	(55)
	(13)
	(0)

	Net benefit per consumer per annum
	180‑310
	222‑352
	235‑365


It is estimated that the quantifiable cost savings and benefits per consumer can amount to EUR 180‑365 per annum depending on the range of savings and level of the price for a basic payment account. The three columns differ with each other only in respect to the price level of the account. It is noted that the average price for a basic payment account in EU27 is estimated to be approximately EUR 55. This figure constitutes a middle ground between the findings of the CSES study and the findings of the Van Dijk study.Van Dijk’s analysis showed an average price for a basic payment account in the EU27 of EUR 61. The CSES research in 16 EU countries where data was provided arrived at a price of EUR 51. After an analysis of both of these studies’ assumptions, approximations, and other limitations, we decided to use a figure that lies between the two, that being a price of EUR 55.

Table 2: Total annual savings to consumers per annum

	Savings per consumer per annum
(EUR)
	Total savings for 2 million consumers
(million EUR)
	Total savings for 6.4 million consumers
(million EUR)
	Total savings for 10 million consumers
(million EUR)

	180
	Price of account EUR 55
	360
	1 152
	1 800

	310
	
	620
	1 984
	3 100

	222
	Price of account EUR 13
	444*
	1 420*
	2 220*

	352
	
	704*
	2 252*
	3 520*

	235
	Price of account EUR 0
	470*
	1 504*
	2 350*

	365
	
	730*
	2 336*
	3 650*


Scenario 1 (pessimistic): 2 million unbanked consumers open a basic payment account

In order to estimate an overall benefit to consumers in Europe we have applied the minimum annual benefit to 2 million consumers without bank accounts (6 % of the unbanked population). The total net benefit was assessed at falling within a range from EUR 360 million to EUR 730 million across Europe as a whole.

Scenario 2 (expected): 6.4 million unbanked consumers open a basic payment account

The total net benefit was assessed at falling within a range from EUR 1 152 million to EUR 2 336 million per annum.

Scenario 3 (optimistic): 10 million unbanked consumers open a basic payment account

The total net benefit was assessed at falling within a range from EUR 1 800 million to EUR 3 650 million per annum.

*Note: Realistically, it is likely that the benefits to consumers can be significantly lower than what the table above illustrates for figures relating to pricing of accounts below cost or for free (see figures in italics). This is because the above-stated benefits will accrue to a specific class of consumers, namely the unbanked. The rest of the consumers maybe called to indirectly foot part of or the whole bill in case the accounts are offered at a price which is below cost or for free. That is to say, if the providers’ loss is covered by cross-subsidisation or government financial support, the average consumer will suffer detriment either in the form of taxes or in the form of more expensive financial products.

A different picture is provided in the table below. You can see that in this table the savings figures for the cases where the account is priced at EUR 13 or EUR 0 are now lower
. And that basically you have roughly the same savings ranges regardless of the level of price. The purpose of this table is simply to demonstrate that in the worst case scenario where all of the providers’ losses (from selling below cost) are passed on to the average consumer (via tax or cross-subsidisation), this is how benefits to consumer will roughly look like. As said, this is a worst case scenario, because it is unlikely that the consumer will be called to foot the total bill for the providers’ losses. We nevertheless considered it likely that a substantial part of those losses will burden the consumer.

Table 3: Total savings for consumers

	Savings per consumer per annum
(EUR)
	Total savings for 2 million consumers
(million EUR)
	Total savings for 6.4 million consumers
(million EUR)
	Total savings for 10 million consumers
(million EUR)

	180
	Price of account EUR 55
	360
	1 152
	1 800

	310
	
	620
	1 984
	3 100

	222
	Price of account EUR 13
	366
	1 170
	1 830

	352
	
	626
	2 002
	3 130

	235
	Price of account EUR 0
	366
	1 171
	1 830

	365
	
	626
	2 003
	3 130


7. Potential direct costs and benefits to providers

Section 7 on the assessment of impacts has identified a number of possible impacts that the selected options are likely to have on account providers, demonstrating that the overall impact largely depends on the level at which the 'reasonable price' would be established. This was partly a result of the assumption that the concept of reasonable pricing would lead to the setting of account pricing below cost in some countries and above cost in others. The issue of price is of particular importance because it is a key determinant of the impact. The previous section has explained that we assume the average price of a basic payment account in EU27 to be EUR 55, and explained how we arrived at that figure. The next step was to estimate the average full cost to providers of such an account across EU27. This was found to be approximately EUR 52
. We thus designed three different scenarios in order to demonstrate the impacts on providers that occur as a result of different price levels.

Scenario A: A reasonable price is set above the cost of EUR 52 with a net profit for providers of EUR 3 per consumer per annum (about 5 % net profit margin).

Scenario B: A reasonable price is established below cost, with a net loss for providers of EUR 39 per consumer per annum (assuming the price would be capped at the level of EUR 13 as seen in Belgium).

Scenario C: A basic payment account is offered free of charge, assuming a net loss for providers of EUR 52 per consumer per annum.

Table 4: Total annual costs/profits to providers
	
	Recovery of cost per annum
	2 million consumers
	6.4 million consumers
	10 million consumers

	Case A
	Cost (EUR 52) + EUR 3 profit
	6 million profits
	19.2 million profits
	30 million profits

	Case B
	Below costs – EUR 39 loss
	78 million loss
	250 million loss
	390 million loss

	Case C
	Free of charge – EUR 52 loss
	104 million loss
	333 million loss
	520 million loss


The relation between costs and profit would depend on how the 'reasonable price' would be set and would vary across the EU. It is also pointed out that any negative monetary impacts may not necessarily (fully) inflict the providers themselves or not inflict them to the extent indicated above; Member States may assume part or all of the negative impact (using tax payer money, thus burdening consumers), and providers may partly or fully use cross-subsidisation (which means passing some of the burden on consumers).

Additionally, certain Member State administrations may consider that losses should not be calculated on the basis of full activity-based costing. While approximately 98 % of the costs are fixed overhead costs, it may be argued that due to the nature of the service, the existence of spare capacity, and the relatively low additional burden on resources, certain types of overheads should not be included in the cost calculation. This approach would lead to a lower cost figure and could thus reduce the estimated losses on providers as they are stated in the table above.

Special mention should be made to the outlier cases of Bulgaria and Romania, where the banking network is much less developed than in other Member States. Given this situation, one tends to consider that granting access in these two countries (which currently have about 15 million unbanked individuals) requires heavy investment to expand the banking network. A number of points can be made about this.
· Many or most of the unbanked are unlikely to be interested in having a bank account in the short run as these societies for a large part still operate in cash, but they are likely to gain interest in the medium/long run.

· As both countries progressively develop (i.e. in real GDP PPP), the banking network will organically grow to meet the rising demand in bank accounts.

· The estimated 0.7 million
 (or a bit more) unbanked that desire but cannot obtain an account now, could cause a surge in demand for BPA in the short/medium run.
· The evolving capacity of providers in the short/medium run (1‑3 years) could be enough to accommodate this surge in demand.

· If however demand would exceed existing capacity, investment by providers in additional capacity would be worth it (i.e. it would have a positive Net Present Value) provided that banks recover full costs plus some profit from new clients, ordinary as well as 'unbanked'. Marginal/variable costing would probably not work in this case, especially if the provision of BPAs is a key driver of investment recovery and profitability, because banks would not have any incentive to make such an investment. At worst, it would be possible to meet unexpected demand but with some lead times, i.e. until the needed capacity becomes available.

· However, one has to acknowledge that there is uncertainty as to the ability of the banking sector to absorb the kind of surge in demand that could possibly result if these countries decide that the 'reasonable' price should mean significantly below full cost or free of charge. This could raise the number of interested consumers well above the 0.7 million figure, thus causing a hike in demand as well as making providers unwilling to invest to increase capacity and supply (unless the State offers support or takes a provider role).
· In the previous case where price is set significantly below full cost or free, the Member State could shoulder the financial burden of meeting the inflated demand for BPAs, but such a burden would likely be very high as it would imply footing the bill for creating the banking capacity necessary to respond to the hike in demand that such a price tag will create.
Revenue reduction – credit transfers and cashing checks: Furthermore, providers are also likely to experience revenue losses that reflect some of the savings that the unbanked will realise as they move to being account holders. These relate for instance to often high charges for non-account holders wanting to cash checks or make credit transfers. In the table above, these charges were stated to jointly amount to EUR 120–180 per consumer per annum, and they apply regardless of the level at which the price of the account is set (Scenarios A, B and C). The table below attempts to provide a picture of these revenue losses. It is based on the assumption that only 10 % of the consumers that will request and obtain a basic account are consumers who were previously using banks (credit institutions) to cash checks and make credit transfers without possessing a bank account. Those consumers not using traditional credit institutions for these services are using specialised companies that offer clearance, remittals, etc. (i.e. money transfer companies) and which will suffer the most from revenue loss.

Table 5: Credit institutions’ loss of revenue from services to non-clients
	Number of consumers
	2 million consumers
(EUR million)
	6.4 million consumers
(EUR million)
	10 million consumers
(EUR million)

	Foregone revenue from 10 % of consumers obtaining a BPA
	24‑36
	77‑115
	120‑180

	Foregone profits from 10 % of consumers obtaining a BPA

	2.4‑3.6
	7.7‑11
	12‑18


Revenue reduction – account switching effect: Additional revenue losses may occur where existing basic users holding a bank account and paying on average EUR 55 across the EU would close that account because under the present initiative providers would have to introduce and offer a free or below cost basic payment account. These potential revenue losses relate therefore to scenarios B and C. Given our estimate of 5 % net profit margin, it follows that this will cost providers EUR 3 per switching consumer per annum in foregone profits. An additional cost to providers can result where switching customers obtain BPAs priced below cost. That is the loss that the provider makes on those accounts (as said, such losses may be recovered from Member States or general consumers). An estimation of the number of existing basic users that will switch in case of Scenarios B and C (and therefore the loss of revenue and profit for providers) is very difficult to make given limited data availability. It is believed nevertheless, that the impact can be quite significant and compound the negative impact on profitability as shown in Table 4 above for Scenarios B and C.

In conclusion, and given all the above considerations, it appears that the impact on providers will be detrimental.
· In Scenario A (price above costs at EUR 55), it seems that any profits generated will be significantly eaten away by revenue reductions relating to credit transfers and cashing of checks by non-account holders. We do nonetheless maintain the position that profit will be generated, particularly given possibilities for customer growth and product cross-selling in the medium/long run.
· In Scenario B (price at EUR 13), provider detriment will be substantial given the losses indicated in Tables 10 and 11 and the negative effect of switching. Some of the losses are likely to be recovered though, as some or many of the BPA holders improve their financial situation and become a greater source of revenue/profits for providers in the medium/long run. In case financial support is provided by governments that, say, compensates for below-cost prices, providers will still experience negative impacts as a result of lost revenue (table above) and switching effect, but this can be offset by some or many of the BPA holders improving their financial situation and becoming a greater source of revenue/profits for providers in the medium/long run.

· In Scenario C (free of charge), the same applies as in Scenario B, but with the negative impact being of greater magnitude.
Overall, it can be concluded that Scenario A has a moderate positive impact on providers, Scenario B a strong negative impact (unless losses compensated, leading to a neutral impact), and Scenario C a strong negative impact (unless the sate compensates losses, leading to a neutral/slightly negative impact).

8. Potential direct costs and benefits to other stakeholders

The study has also analysed potential costs and benefits to other stakeholders. The principal beneficiaries are Member State administrations (central and local) and utility firms. The reasons are:

· These stakeholders already have, or are separately developing, the infrastructure to accept and deliver payments through bank accounts (the administrations of all Member States have already infrastructure in place
).
· Cash is becoming a higher cost transaction method than cards and electronic payments in view of the need for physical processing and security and transmission.
8.1. Savings to Member States

The direct savings to Member State administration arise from the reduced transaction costs of making social security payments. The CSES study has estimated that where consumers receive benefits on a monthly basis into an account, the cost savings per transaction are between EUR 0.6 and EUR 1, and the annual cost savings per consumer between EUR 7 and EUR 12. There is no available data as to how many unbanked consumers receive social benefits but the studies have revealed a strong correlation between low/no income and no access to bank accounts
. We know also that there are 84 million people at risk of poverty in the EU. Therefore it is likely that some portion of that group does not have a bank account and at the same time receives social security benefits. We have assumed -and tend to consider that this is a conservative assumption- that only 50 % of the unbanked citizens that will open a basic payment account also receive social benefits (because of the strong correlation with being on low income and not having a bank account).

We also assumed that those 50 % of the unbanked population will keep receiving social benefits even in the case of the opening of a basic payment account. Therefore, under these assumptions, potential savings to Member State’s administration would be the following.

Table 6: Savings to Member States
	Savings to Member States per consumer annually
	50 % of consumers obtaining a BPA receive social benefits

	
	1 million consumers
	3.2 million consumers
	5 million consumers

	EUR 7
	7 million
	22.4
	35

	EUR 12
	12 million
	38.4
	60


On the basis of data sent by MISSOC correspondents in 24 Member States (with the exception of Austria, Spain and Romania) to the European Commission in December 2010 (see table below), up to 47 % of benefits are still paid by non-electronic means in Member States. The situation varies widely, with the EU12 having comparatively higher percentage of payment of benefits by non-electronic means. Therefore the potential savings to Member States would most likely be distributed geographically.

Table 7: Percentage of benefits paid by non-electronic means

	Member State
	Total benefits
	Pensions
	Social insurance
	Social welfare
	Family benefits

	AT
	1
	
	
	
	

	BE
	
	10-15
	
	
	7.3

	CY
	
	0
	25
	40
	

	CZ
	
	55
	
	
	37

	DE
	0-1
	1
	0
	
	

	DK
	0
	
	
	
	

	EE
	
	3
	0.7
	
	6

	ES
	1
	
	
	
	

	FI
	0
	
	
	
	

	FR
	4
	
	
	
	

	EL
	0
	
	
	
	

	HU
	
	55.5
	
	
	35

	IE
	8
	
	
	
	

	IT
	20-42
	
	
	
	

	LV
	15
	19
	1
	
	0

	LT
	
	47.2
	30
	
	0

	LU
	
	0.01
	
	0.2
	

	MT
	28
	
	
	
	

	NL
	0
	
	
	
	

	PL
	47
	
	
	
	

	PT
	
	35
	
	
	

	RO
	
	
	
	
	

	SE
	0
	
	
	
	

	SI
	7.7
	
	
	
	

	SK
	0
	
	
	
	

	UK
	2
	
	
	
	


Source: MISSOC Data, December 2010.
Costs for Member States
Costs that Member State administrations may incur relate to: (1) adoption of national measures complementing the EU Framework Regulation
, supervision, monitoring (including prices) & reporting, and enforcement of the law, (2) information provision and awareness-raising campaigns (administrative burden), and (3) assuming partially or fully costs relating to the provision of accounts at below-cost prices or for free. It is noted that any costs are ultimately shouldered by the average consumer from whom the government collects taxes.

It is expected that costs relating to (1) and (2) above will be moderate. It is assumed that on average each Member State will incur one-off costs equivalent to about 1 500 man hours and recurring costs equivalent to about 2 500 man hours per annum. Given that the EU average employee cost per hour is estimated to be around EUR 31.5
, EU wide one-off and recurring costs should amount to roughly EUR 1 million and EUR 2 million respectively. Of course actual man-hours for each country will differ depending on already existing frameworks in some countries, efficiency and effectiveness and bureaucracy levels, etc. The costs will also differ because the EUR 31.5 figure is an EU average, masking the fact that hourly costs among countries can be quite different.

On the other hand, costs relating to (3) can be very large and would lead to a net negative financial impact on Member States. A good illustration of this is provided in the table below.

Table 8: Costs to Member States
	
	Recovery of cost per annum
	2 million consumers
	6.4 million consumers
	10 million consumers

	Case B
	Below cost – EUR 39 loss
	78 million loss
	250 million loss
	390 million loss

	Case C
	Free of charge – EUR 52 loss
	104 million loss
	333 million loss
	520 million loss


Of particular importance is the fact that the losses that may need to be compensated can be in the order of hundreds of millions of euro. Of course, it can be the case that only partial compensation is provided, in which case costs would be reduced accordingly. It can also be the case that the reasonable price is set at a level which, while still below costs, is not so low as to create losses of the order that we see in the table above. Finally, it is also possible that certain administrations decide that full (fixed + variable) cost is not an appropriate measure, and that perhaps some of the most indirect overheads are taken out of the cost calculation, leading to a loss reduction.

In conclusion, it is expected that the direct net financial impact on Member State Administration will be positive, on the condition that no costs are incurred relating to losses for below-cost account pricing. If administrations will also need to assume costs for partly or fully covering losses from pricing of accounts below cost, then the net impact is expected to range from neutral/moderately negative to strongly negative.

8.2. Impact on utility firms
The principal cost reduction is estimated to derive from the switch of previously unbanked consumers to electronic payments for utility bills
. These estimates need to be treated with particular caution because in many cases utility providers offer discounts for electronic payments that reflect the lower cost they incur compared to cash payments. That is to say, when one pays cash, one may be charged extra to cover the added cost of non-electronic payment; when you pay electronically, you do not cause such an extra cost so you are not charged anything extra. This can mean that when consumers switch from paying utilities in cash to paying electronically, utilities do not really save money because they receive less revenue equivalent to the savings made from the use of electronic payments.

Table 9: Savings for utility firms
	Savings per transaction
	2 million consumers
	6.4 million consumers
	10 million consumers

	Number of transactions p/a
	10 million transactions
	32 million transactions
	50 million transactions

	EUR 0.6
	EUR 6 million
	EUR 19.2 million
	EUR 30 million

	EUR 1
	EUR 10 million
	EUR 32 million
	EUR 50 million


Source: CSES data, see Annex 14.

The table above illustrates the possible savings that utility firms may realise from consumers switching to electronic payments. Simply put, electronic payments incur processing costs to the firm that are EUR 0.6‑1 less than for cash payments. On the other hand, when discussing savings for consumers, it was mentioned that consumers would realise substantial savings from paying bills electronically; this works through discounts offered by many firms for choosing to pay electronically. It follows that a more accurate assessment should reduce the savings indicated in the table above to reflect these discounts. A very rough assumption can be that these savings are only realised in 50 % of the cases, where discounts for switching to e‑payment is not offered. Based on this, the ranges of savings for utility firms become EUR 3‑5 million (for 2 million consumers), EUR 10‑16 million (for 6.4 million consumers), and EUR 15‑25 million (for 10 million consumers).
9. Cumulative direct impacts
To summarise, the impacts on stakeholders are expected to be in the following ranges, depending on the level at which the price of basic accounts is set.
Table 10: Scenario 1 – 2 million unbanked consumers open basic payment accounts
	Loss/profit/savings
	Providers (million EUR)
	Consumers savings (million EUR)
	Member States
 (million EUR)
	Utility firms

	Scenario A (EUR 55)
	~5 profit
	360-620
	~9 savings
	~ 3-5 million savings

	Scenario B (EUR 13)
	~80 loss*
	444-704
	*
	

	Scenario C (EUR 0)
	-100 loss*
	470-730
	*
	


Table 11: Scenario 2 – 6.4 million unbanked consumers open basic payment accounts
	Loss/profit/savings
	Providers (million EUR)
	Consumers savings (million EUR)
	Member States (million EUR)
	Utility firms

	Scenario A
	~12 profit
	1 152-1 984
	~25 savings
	~10-16 million savings

	Scenario B
	~250 loss
	1 420-2 252
	*
	

	Scenario C
	~340 loss
	1 504-2 336
	*
	


Table 12: Scenario 3 – 10 million unbanked consumers open basic payment accounts
	Loss/profit/savings
	Providers (million EUR
	Consumers savings (million EUR)
	Member States (million EUR)
	Utility firms

	Scenario A (EUR 55)
	~20 profit
	1 800-3 100
	~40 savings
	~15-25 million savings

	Scenario B (EUR 13)
	~400 loss*
	2 220-3 520
	*
	

	Scenario C (EUR 0)
	~500 loss *
	2 350-3 650
	*
	


* If Member States decide to compensate some or all losses to providers, depending on the level of compensation, losses to providers will diminish and costs to Member States will increase (ultimately impacting the average consumer whose tax money finance government expenditure). In case financial support is provided by governments that, say, compensates for below-cost prices, providers will still experience negative impacts as a result of lost revenue (see section: costs to providers), but this can be offset by some or many of the BPA holders improving their financial situation and becoming a greater source of revenue/profits for providers in the medium/long run.

Italics: It can be seen that the benefits to consumers are stated in italics, except for Scenario A. This is to draw attention to the fact that these figures are not reduced by any amounts relating to passing some or all of the providers’ losses to the consumer. The paragraph above explains the case where providers’ losses are shouldered fully or in part by Member States. This burden can translate to a burden on consumers because of the use of tax money. Consumers can also be burdened in case where some or all of the providers’ losses are compensated not by State support, but by passing them on to the consumer. If all of the losses are passed on to consumers one way or another, the benefits to consumers will be in all scenarios roughly the ones calculated for Scenario A (see Section 1, Table 3).
10. Summary of non-quantifiable costs and benefits
Table 13: Comparison of the preferred options in terms of stakeholder impact

	Stakeholder
	Benefits
	Costs
	Overall effect

	Consumers
	Ability to receive salaries, benefits, pensions

Ability to rent property where a bank account is required

Ability to take jobs on the market (as opposed to illegal/black market)

Quicker access to funds

Lower transaction costs payments and receipts

Increased security through lower level of cash transactions

Increased choice of goods and services through internet where electronic payment is required

Savings due to various discounts for electronic payments and access to online services 

Reduced sense of financial exclusion

Increase social inclusion

Increased participation in the Internal Market

Improved mobility of consumers
	Charges for an account and operations
	+++

	Banks
	Improved perception of banking

Increased customer base for selling of additional services

Potential benefits from charges for bank account
	Labour/staff costs in opening and maintenance of accounts

Potential costs of expanding infrastructure

System costs (very low on a marginal basis)
	+/--

Depending on price levels and compensation of potential losses

	Public administration
	Reduction in transaction costs for social security payments
Improved integration and recognition of the individual in society overall

Improved social cohesion

Reduction of social exclusion

Reduction in welfare benefits
	Potential need to compensates losses to providers
	++/-

	Utility providers
	Reduction in transaction costs

Increased efficiency of collecting payments for services provided
	
	++

	Retailers
	Increased market for online services
	Potential lost of revenues for cash-based retailers (marginal in extent)
	++/-

	Financial services providers
	Increased market for financial services products in the longer term
	
	+

	SME
	Potential increase of consumer base
	
	0/+


Overall effect compared to the baseline scenario

+++ (strong), ++ (moderate), + (weak) positive effect

– – – (strong), – – (moderate), – (weak) negative effect, 0 neutral effect
Annex 14: Cost-benefit analysis by CSES
Cost-benefit analysis of establishing a right to a basic bank account carried out by the Centre for Strategy and Evaluation Services (hereinafter CSES), July 2010.
11. Potential costs and benefits to consumers

This section analysis the potential costs and benefits to consumers of holding a basic bank account.
Table 1: Costs and benefits to consumers
	Costs and benefits to consumers

	Costs or disbenefits
	Benefits

	Specific charges for account operation

Potential charges for inappropriate use of accounts

Potential fraud losses if account access details are lost or stolen

Possibility of easier legal seizure of funds by court judgment
	Ability to take jobs, rent property etc where a bank account is a requirement

Access to money transmission services

Lower transaction costs on payments and receipts

Access to discounts for electronic payment

Quicker access to funds

Increased security through lower level of cash transactions

Increased choice of goods and services through internet where electronic payment is required

Reduced sense of financial exclusion


11.1. Costs to consumers

11.1.1. Specific charges for account operation

Many of the direct costs to consumers of a basic bank account refer to the specific charges for account operation. These charges inevitably vary between banks. Above and beyond possible charges for account maintenance, they may include charges:
· for certain types of banking (e.g. online banking, telephone banking, branch banking);
· for transactions (e.g. cheque payments, online payments);
· for issuing (debit) cards and for cash withdrawal (e.g. from cash machines not attached to the home bank, cash machines abroad).
Moreover, while some banks may not specifically charge 'account maintenance fees', by aggregating individual fees for some of the services listed above account holders may still incur a cost.
A comparison of average account charges across the European Union based on a detailed study of bank charges by DG Health and Consumers, shows that an average charge for a basic bank account is EUR 61.47 per annum, or EUR 74.98 per annum if cross-border transactions are included.

CSES report has carried out its own analysis and concluded that an average charge to consumers for a basic bank account is EUR 51, slightly lower than the charge seen in the DG Health & Consumers study which had an average charge of EUR 57 for basic domestic accounts.
Where there is a basic bank account available, charges vary substantially between Member States depending on policy. In Belgium the statutory basic account has an annual fee of approximately EUR 12 (this is index-linked). On the other hand, a basic account in France is free of charge. The charges shown in the DG Health and Consumers study for Member States with mandatory basic accounts averaged EUR 54, not materially different from the charges for accounts in general.
A comparison of banking charges in Germany shows that a private individual with a monthly income of EUR 1 000 paid into an account with no overdraft facility or credit card attached, who has a debit card, makes an average of five transactions at the branch (e.g. paying in cheques) and five transactions online (e.g. direct debits, standing orders) and withdraws cash only from cash machines attached to the home bank, can expect to incur monthly charges ranging between zero and EUR 11.
 A similar comparison of banks in the UK shows that many of the high street banks do not apply account maintenance charges for basic bank accounts, although there may be high charges for defaulting accounts and in some cases there may be a requirement for a minimum balance.

11.1.2. Potential charges for inappropriate use of accounts

Banks may charge for inappropriate use of bank accounts. These charges may include fees for overdrafts, interest and account fees when (for example) the bank refuses to honour a cheque or direct debit instruction because insufficient funds are available.

The definition of a basic bank account used in this study excludes the provision of credit or overdraft facilities. So, unless an account becomes overdrawn because of bank charges, there should be no overdraft fees or interest. The area in which charges may be made to a consumer relate to the failure to pay a direct debit or cheque. These charges can be high and have formed the subject of competition authority investigations in the United Kingdom and in France.

In the case of Sweden, banks offer a service for direct debits called 'Retry' in connection with debit transactions (i.e. autogiro). Through this service, if funds in the payer account are insufficient on the requested day of posting the order is automatically retried up to five times. Continued failure to withdraw the money will lead to termination of the transaction and corresponding charges may be levied.
 
 In addition to administrative charges levied by the bank, fines may also result for failing to pay a bill on time. In Germany, banks would previously levy charges for unsuccessful direct debits, but by law are no longer allowed to do so.
 In the United Kingdom, a charge of £15 or £20 (EUR 17 or EUR 22) may be made for a failed transaction and a similar level of charge exists in France.
Such charges represent a considerable barrier to the use of basic bank accounts in the countries where they are levied. Vulnerable consumers may wish to avoid using this service where charges are levied on failed direct debits, but will not then receive the benefits shown in the previous section.

11.1.3. Potential fraud losses if account access details lost or stolen

Figures for the United Kingdom, for instance, demonstrate that financial fraud is a problem not to be underestimated. For instance, a 4.5-fold increase in plastic card fraud losses has occurred between 1998 (£135 million, EUR 148.5 million) and 2008 (almost £610 million, EUR 671 million). After a temporary decline to £30.6 million in 2006 (EUR 33.66 million), cheque fraud losses have also increased in recent years to £41.9 million in 2008 (EUR 46.09 million). Finally, online banking fraud losses accounted for £52.5 million in 2008 (EUR 57.75 million) – a 132 % increase compared to 2007.

However, many forms of Basic Bank Account protect consumers against loss due to fraud where this is not due to the gross negligence of the consumer. Accordingly, there is unlikely to be a substantial loss of benefit for consumers in this area.

The main financial costs to consumers are those related to the operation of an account. Estimates are available from various sources but this study has found that the annual charge to consumers for a basic account may be of the order of EUR 50. There are other potential costs from holding a Basic Bank Account. These may include charges levied for inappropriate use (although by careful use of the account, consumers may avoid these), and the possibility of seizure of funds, although some Member States have restricted such seizures.

11.2. Benefits to consumers

11.2.1. Access to money transmission services and lower transaction costs on payments and receipts

One area of benefit to consumers relates to easier money transmission services and lower transaction costs on payments and receipts. Clearly, these benefits occur mainly where most payments are made through a bank account – the benefits may be less evident in a cash-based society. Quantifiable benefits may accrue to consumers in obtaining value for a cheque or other receipt, and in making payments. CSES has considered both these issues in the following paragraphs.

Where a consumer receives a payment, such as a cheque, and has no access to a bank account, the consumer may need to pay a fee or use an intermediary to cash the cheque. Charges vary substantially from country to country and CSES shows below information obtained from twelve Member States.
Table 2: Charges for cashing cheques
	Country
	Charges for cashing cheques
	Estimated charge to cash cheque of EUR 1 000

	BE
	Cheques only exist for very limited things and usually cost EUR 1 to cash.
	EUR 1

	DK
	It is not possible to cash a cheque without an account/ foreign cheques cost EUR 17 (DKK 125).
	n/a

	SE
	All cheques can be cashed at any bank branch irrespective of the bank on which they are drawn
	nil

	DE
	Not possible to cash a cheque without an account (according to Commerzbank).
	n/a

	UK
	Commission rates for cashing cheque start at 1.96 % to 3 % of cheque value.
	EUR 20

	HU
	Consumers incur extra cost (around HUF 100‑150) (EUR 0.37‑0.55) if they have their paycheque cashed at the post office.
	EUR 0.55

	IE
	Commission charge ranges from 4‑7 % of the value of the cheque. A small handling fee also applies.
	EUR 40 to EUR 70

	EE
	It is not possible to cash cheques without owning an account.
	n/a

	EL
	For cashing a cheque without depositing into the account there is a charge (on average) of 0.2 % of the value but not less than EUR 5‑15.
	EUR 5

	LT
	It is possible to cash cheques without owning an account; however there is a standard 1 % charge, the minimum charge is EUR 7.24 (LTL 25) and maximum is EUR 86.89 (LTL 300).
	EUR 10

	LU
	0.2 % + EUR 4 handling fee.
	EUR 6

	LV
	It is possible to cash cheques without owning an account, however charges are: EUR 7.06 for cheques over EUR 144.10, EUR 14.11 for cheques over EUR 705.52, EUR 21.17 for cheques above EUR 705.52 plus 0.4 %.
	EUR 21.17


The diversity of information from Member States makes it difficult to obtain a firm average charge for cheque cashing across all Member States. However, commission rates can reach 3 %, although much lower rates are common. Fixed charges also vary similarly. From the above table however it may be reasonable to suggest that a consumer trying to cash cheques of EUR 1 000 per month could face monthly costs of EUR 10 (1 %) – or EUR 120 per annum.

A similar position arises where a consumer with no bank account wishes to make a payment. He may need to purchase a cheque or payment order, or use a payment transmission service. For example, current prices for postal orders issued by UK post offices range between £0.50 (EUR 0.55) and 10 % depending on the value of the orders purchased. Fees are capped at £10.00 (EUR 11.00).
 The charges for domestic postal orders in France range between EUR 5.80 (for orders up to EUR 160) and EUR 11.70 (for orders between EUR 1 000 and EUR 1 500).
 Using Western Union Deutschland, the minimum charge for a domestic postal order in Germany is EUR 4.90 and the maximum charge is EUR 19.60. Postal orders are capped at EUR 999.99.
 In Greece, fees for a domestic postal order range between EUR 4.00 and EUR 8.00 with orders capped at EUR 6 000.

International money transfer services may cost substantially more, and there is a currency exchange fee as well as a transaction fee. It might not be unreasonable to assume a monthly cost to the consumer of EUR 5 for money transmission services, resulting in an annual cost of EUR 60.
11.2.2. Ability to take jobs, rent property 

Employers increasingly use automated clearing services to pay their employees’ wages. Common schemes are the BACS (Bankers’ Automated Clearing Services) in the United Kingdom or ELLE (Early Late/Late Early) in Scandinavia. While having a bank account may not strictly be a legal requirement to take up a position, payment schemes have advanced to such a degree over the years that paying out salaries in cash or by cheque may simply no longer be possible. In recent years, for instance, the number of cheque transactions has decreased substantially in Sweden, most significantly because Swedish banks have implemented a clear policy of reducing the number of cheque payments as these are considerably more costly than alternative means of payment, such as by card.

Again, while there may be no legal requirements to pay rent by electronic transfer or cheque (and some private landlords may in fact prefer cash payments), renting property from a letting agent without the necessary bank account would be very difficult. In the UK, many prefer rent to be paid by standing order. At some German universities (e.g. Universität Stuttgart), even foreign exchange students need a bank account since rent for student halls is also paid by standing order.

Clearly, there are substantial benefits to consumers in these areas. However, these benefits are not readily quantifiable in monetary terms.
11.2.3. Access to discounts for electronic payment

Consumers may obtain discounts, or reduced transaction fees, through making payments by direct debit or electronic transfer rather than cash. As part of this study CSES was able to obtain information on such discounts from 15 Member States. In Poland, Latvia, Hungary, Belgium, France and Estonia, electronic payment is widespread but there are generally no discounts.
In three countries, an additional charge is applied to cash transactions which can be avoided by using electronic payments. In Cyprus, energy bills may be paid by direct debit for which there is a one-off fee of EUR 0.82 stamp duty to set up. Cash payments at the counter incur a charge of EUR 1 for each new bill. In Denmark, if you pay utility bills at the Post office there is a charge of DKK 25 (EUR 3.35) per bill.

The remaining Member States for which were able to obtain information offer discounts as follows.
Table 3: Discounts for electronic payment

	Country
	Discount
	Framework

	DK
	2 % (enercity), between EUR 15 and EUR 36 per year (entega).
	Binding

	UK
	EDF offers 6 % discount when paying by direct debit. Southern Electric offers 5 %.
	Specific industry charter

	IE
	Up to 10-14 % cheaper (Electricity Supply Board, Bord Gais).
	General industry charter

	AT
	Two days of free electricity for setting up direct debit.
	None

	EL
	Electricity: EUR 5 one-off discount at the initiation of service.
	

	LU
	There is usually a small discount when payment is made via direct debit (around 5 %).
	


Source: CSES research

This analysis indicates that discounts for electronic payment tend to be available in those countries where a higher proportion of consumers use bank accounts. It is noticeable that discounts are less frequent in countries such as Romania, Poland and Bulgaria with lower bank account penetration. If that is the case, then as the use of bank accounts increases it may be expected that the availability of electronic payment discounts, or cash payment charges, could rise.
The countries that offer percentage discounts for direct debits or electronic transactions appear to offer discounts of up to 15 %. The widespread variation in practices between Member States means that potential benefits vary substantially. It would not however be unreasonable to quantify a benefit in the region of 5 % on annual expenditure per consumer of EUR 2 500, i.e. a benefit of EUR 125 per consumer. Studies in some Member States indicate even higher benefits – a study in the UK estimated that vulnerable consumers in the UK could be paying £800-£1 000 (EUR 880‑1 100) a year in higher costs because they are excluded from mainstream financial services.

11.2.4. Quicker access to funds

A bank account is likely to provide a consumer with quicker access to funds, particularly where payments are made electronically. Whilst this is a benefit, it is not readily possible to quantify the amounts involved. For example, if a consumer receives a cheque and does not have a bank account, then obtaining value from the cheque requires the use of an agent and time, while speedy alternative methods of sending funds can be expensive.
11.2.5. Increased security through lower level of cash transactions

The situation is similar on increased security through lower levels of cash transactions. There are inherent security risks in the use of cash in large amounts. Whilst the use of a bank account provides higher levels of security, it is again not possible to quantify the benefits involved.

11.2.6. Increased choice of goods and services through Internet where electronic payment is required

Finally, most online purchase and bookings are possible only with a plastic card. Online purchases may in many cases result in discounts – if a 1 % discount is available on purchases of EUR 500 per month, then the annual saving is of the order of EUR 60.
Overall, many areas of benefit to consumers are not readily quantifiable, including in particular areas such as a reduced sense of financial exclusion, access to jobs and property rentals, security, and quicker access to funds. Where benefits can be quantified, the amounts are likely to vary substantially from Member State to Member State and indeed from person to person. It would not however be unreasonable to assume a quantifiable benefit to consumers of EUR 300 to EUR 400 per annum, including the following elements: charges for cashing cheques (EUR 120), charges for money transmission (EUR 60), loss of discounts for electronic payment (EUR 125), and online discounts (EUR 60).

11.3. Summary of costs and benefits to consumers

This section has identified both quantifiable and non quantifiable costs and benefits to consumers. The quantifiable costs and benefits per consumer are of the order of EUR 315 per annum as follows:

Table 4: Summary of quantifiable benefits to consumers

	Cost savings or benefits
	EUR

	Charges for cashing cheques
	120

	Charges for money transmission
	60

	Loss of discounts for electronic payment
	125

	On line discounts
	60

	Total
	365

	Less charge for bank account
	50

	Net benefit per consumer per annum
	315


Source: CSES study
These costs and benefits assume no charges for inappropriate use of accounts. There are also a number of non-quantifiable benefits including:
· the ability to take jobs, rent property etc where a bank account is a requirement;
· quicker access to funds;
· increased security through lower level of cash transactions;
· increased choice of goods and services through internet where electronic payment is required;
· reduced sense of financial exclusion;
· set against that, there are some potential non quantifiable disbenefits including;
· potential fraud losses if account access details lost or stolen;
· the possibility of easier legal seizure of funds by court judgment.

CSES has uses the typical net annual quantifiable benefit of EUR 315 per consumer to estimate a likely overall benefit to consumers in Europe. CSES has estimated in Section 2 of this report that there were between 11.58 and 18.19 million consumers without a bank account where the lack of an account might be an indicator of financial exclusion, and a further 11.87 million in countries where the penetration of bank accounts was low. The benefits shown above do not fully apply to those 11.87 million consumers living in a society where the use of bank accounts is not yet almost universal. However, applying the net benefit of EUR 315 per consumer to the range between 11.58 and 18.19 million consumers without a bank account suggests an overall net benefit of between EUR 3.6 and EUR 5.7 billion across Europe as a whole.
In total there are 30.06 million consumers without bank accounts. If we apply the whole of the annual benefit of EUR 315 to all these consumers, the total benefit would be EUR 9.5 billion across Europe as a whole.

12. Potential costs and benefits to banks
This section of our report considers the impacts of the provision of a basic payment account on banks. CSES has considered the costs to banks of the provision of a basic account, the income to banks and other issues such as the benefit of holding deposits.

This section analysis the potential costs and benefits to banks of the provision of a basic payment account. The areas of potential costs and benefits identified during this study are shown in the table below. Subsequent parts of this section of our report discuss the costs and benefits in further detail.
Table 5: Costs and benefits to banks
	Costs and benefits to providers (e.g. banks)

	Costs or disbenefits
	Benefits

	Labour/staff costs in opening accounts

Labour/staff costs in dealing with delinquent accounts

System costs (very low on a marginal basis however)

Any incremental costs related to fraud

Costs of ensuring more widespread access to services (e.g. branch network, cash machines in rural areas)
	Revenue from charges for basic bank accounts

Improved perception of banking

Increased customer base for selling of additional services

Reduced costs and risks from cash-based payments

Contribution to capital


12.1. Costs to banks

Banks offer an interlocking range of financial services including money transmission and a wide range of other services. Their overhead costs are spread across the range of services offered, so it is not a straightforward task to identify the costs of any individual services.
Traditionally, banks have operated in such a way that some services to an account holder (e.g. a 'free' current account) are financed through other potentially profitable revenue streams from the customer. Banks do not generally publish information on their costs, although some information is available from external investigations, such as competition authority investigations, as was confirmed to us in the various interviews CSES carried out. No bank or association offered an analysis of the costs of operating a bank account, as opposed to the charge they make to consumers for the account.

There is a further important conceptual issue to be considered. Banks have invested heavily in automated payment systems and the development costs of those systems have to be recovered from customers through charges or other revenue streams. These large fixed costs (which have already been incurred) need to be taken into account in arriving at an average cost of services to a customer. It will however be appreciated that the marginal cost of services, i.e. the cost of adding (say) one account to the existing infrastructure, will be below the average cost of services.
For example, if a bank spends EUR 1 million on providing infrastructure for 10 000 customers the average cost to be recovered over a period will be EUR 100 per customer, but the additional cost of using the infrastructure to provide for an additional customer will be nil. There are of course other costs to be taken into account, but in considering the cost to banks of a basic bank account, we need to try to distinguish between the average cost and the marginal cost. The average cost of providing a bank account is likely to be substantially higher than the marginal cost of providing an additional account. In discussion with bank associations, this conceptual issue was accepted.

Several studies have tried to assess the profitability of the provision of basic bank account services. A helpful study is the investigation by the UK Competition Commission into the provision of banking services in Northern Ireland.
 This study sought to assess the return on capital employed by eight banks in providing banking services in Northern Ireland. The study looked at the average costs to banks and the marginal cost of providing an additional account. Unfortunately, individual profitability estimates have been removed from the final report due to commercial confidentiality considerations. Overall however the study concluded that the banks’ returns on the provision of basic bank account services, on the basis of average costs, were not excessive.
12.1.1. Basic bank account process

The main processes that is need to be undertaken to provide a basic bank account are outlined in the table below and are based on our interviews with banks and associations. The processes apply to all accounts. CSES has also noted beside each process whether it is labour intensive, or whether it entails using an existing system. Labour intensive processes are likely to incur specific direct costs, whereas providing an account using existing IT systems can be costed on a marginal basis. Bank systems will of course vary, and the table can only provide a general guide to the processes.

Table 6: Process and costs to banks
	Process
	Costs

	Opening an account – Meeting
	Likely to be labour intensive, requiring a discussion with the customer. Note that regulations on money laundering and the need to ‘know your customer’ are likely to add to the time involved. It is possible that less time may be needed for a basic account, since credit facilities will not be offered.

	Opening an account – Other processes
	Largely automated, so the marginal cost of an additional account will be small.

	Operating an account – Electronic transfers and inputs
	Largely automated, so the marginal cost of an additional account will be small.

	Operating an account – Paper-based transactions
	If cheques are not included in the working definition of a basic bank account, relatively expensive paper based transactions can be minimised unless paper statements are provided. Removing paper statements can reduce costs.

	Operating an account – Delinquent accounts
	If an account becomes overdrawn, costs to the banks (and also the charges by the bank) are likely to include labour costs and can be substantial. However, if a basic account excluded the possibility of becoming overdrawn, these costs should not apply. 


The above costs may be considered as falling into two groups, on the assumption that paper based money transmission services such as cheques are excluded. One represents labour/staff costs in opening an account, and in dealing with delinquent accounts. The others are system costs.

Considering first system costs, the key issue is whether we look at the costs of providing a small number of additional accounts using existing systems (the marginal cost) or the average system costs of all accounts. It may not be unreasonable to suggest we should look at the marginal cost. This marginal cost, according to the Competition Commission study referred to above, is likely to be very low where there are existing systems in place.
The main additional cost in providing a basic bank account is therefore the staff costs. As CSES has indicated above, these include the costs both of opening an account, and potentially the costs of dealing with a delinquent account. The latter costs could be large and indicate the importance of designing a basic bank account in such a way that it cannot go into overdraft, or incur charges which makes it go into overdraft. The main cost of providing the account is therefore likely to be the labour cost associated with a meeting to obtain details about the customer and to check references.
12.1.2. Costs of bank accounts

Although banks do not generally disclose the costs of providing services, some regulatory investigations and other reports have published cost estimates. In the United Kingdom a major study into the provision of banking accounts, the Cruickshank Review
, contained estimates of bank costs using average costs. The relevant section is reproduced below, with money amounts converted to euros.

Current accounts are priced in a way which recovers total costs but does not reflect the underlying costs of any one account. There are significant fixed costs in providing a current account, as well as transaction costs. Face to face transactions are more costly to provide than their internet or telephone equivalents so banks usually lose money on them overall. To give an idea of actual costs, ATM withdrawals cost up to 33 cents, automated credit transfers about 11 cents and cash back transactions about 17 cents. Paying in cheques, by whatever method, costs on average 50 cents. Using a branch counter for transactions costs about EUR 1.10. In round terms, the incremental set up cost of a current account is about EUR 27.50. Incremental fixed maintenance costs, including quarterly paper statements, add around EUR 11 a year.

On the basis of the costs estimated by Cruickshank, the costs of providing banking services to a customer who has five cash withdrawals and ten other transfers a month would be about EUR 40 per year. This amount represents an estimate of the average costs to banks and is consistent with Cruickshank’s estimate that an account needs to have a positive balance of about EUR 1,100 per annum to be profitable if there is no account fee. Cruickshank goes on to say that "Banks do not have an incentive to provide a standard current account to low income customers: a current account needs an average balance of about EUR 1 100 a year to make a profit."
Another study, by McKinsey
, estimates that payments systems account for 24 % of bank revenues and deliver 9 % of profits for Europe as a whole. The study suggests that the development of SEPA will cut the profitability of payments systems further. The study found significant differences in national payments systems and describes Belgium, the Netherlands and Sweden as having low-cost, efficient systems and Italy as having a high-cost, high-fee system. The United Kingdom and France have systems that generate profits from products such as credit cards.

As indicated above, the interviews carried out as part of this study did not provide any detailed cost information. They confirmed that the general approach shown above was appropriate: one interview suggested that the costs shown in the Cruickshank report above were representative for other countries. One clear message from the study is that bank costs depend on the nature of the products offered. Paper based products, such as cheques, have high costs and electronic money transfer products have lower costs. This cost difference has implications for the design of a basic bank account.

12.1.3. Extending bank infrastructure

Different cost considerations will apply in those Member States where there is a substantial need to extend the bank infrastructure to deal with a much larger number of accounts. It is possible that there may be a need in some countries with a combination of large rural populations and a high proportion of those without access to an account to extend the provision of ATMs and physical branches. However, these facilities have been provided on a market basis in more developed economies and could be seen to represent a commercial opportunity for banks. For example, earlier in this report, CSES has showed examples of countries where the penetration of bank accounts was relatively low.
The costs of providing such infrastructure and the likely revenue will depend very much on local circumstances and on the business plans of the banks concerned. Information on potential costs is commercially confidential to banks and it would not be appropriate to attempt an overall cost benefit assessment.

12.2. Benefits to banks

The main areas of benefits to banks are likely to be the following:

· revenue from charges for basic bank accounts;
· improved perception of banking;
· increased customer base for selling of additional services;
· reduced costs and risks from cash-based payments;
· contribution to capital.
In this section CSES has considered each of these areas as follows.

12.2.1. Revenue from charges for basic bank accounts

The revenue which banks receive for charges on basic banks accounts is of course the receipt of charges from the consumer, as discussed in detail in the previous section. CSES has shown in that section that an average annual charge for a simple bank account is approximately EUR 50, although charges vary substantially from country to country and some capped charges for basic bank accounts are lower, as for example in Belgium where the charge is capped at EUR 12 per annum. Overall, charges for basic bank accounts in Member States where these are mandatory are similar to charges for other accounts. CSES has not included in these amounts any charges for delinquent accounts since the intention of a basic bank account is not to provide that possibility of overdraft.

In addition to the charges levied for bank accounts there are a number of non quantifiable areas of benefit to the banks, including the following.

12.2.2. Increased customer base for selling of additional services

The number of consumers without bank accounts provides a market for the banks to sell additional services. The most obvious market relates to those countries where there is a lower penetration of bank accounts, and where there is scope for the banks to increase market share. However, groups such as migrant workers and those emerging from a short-term financial crisis have the scope to develop into profitable customers for the banks.

12.2.3. Reduced costs and risks from cash-based payments

In countries where cash payment of wages and salaries continues, the risks concerned with the physical security of moving large amounts of cash, and the costs associated with complex sorting of cash. Those countries are principally those with lower rates of bank penetration, as shown in Section 2 of this report. Any move towards reducing these cash-based transactions will reduce costs and risks for those banks.
12.2.4. Contribution to capital

The balances on current accounts, which may offer a nil or low rate of interest, provide an important source of capital for the banks. The Capital Requirements Directive
 set out minimum capital requirements for banks. The rules are complex, but in summary institutions can adopt either the Basel II capital requirements of 8 % to 15 %, or an institution-based risk assessment approach.
In practice, adopting a minimum capital requirement based on relevant bank assets means that if additional funds are deposited with a bank, it is possible for the bank to lend a multiple of those funds to other customers. If the minimum capital requirement is 15 %, additional deposits of EUR 1 would permit additional lending of EUR 6.
Whilst this benefit may be important, quantification of the benefit would require both an average balance held on a customer account, and the average net margin on lending obtained by banks, as well as much other detailed cost information, none of which is available.

12.2.5. Improved perception of banking

Finally, there is the issue of corporate social responsibility by banks and improvements in the perception of the banking industry. Banks, and in particular some of our interviews with banking associations, suggested that it is important to make an appropriate charge for particular services, and that relationships between banks and consumers need to be on a market basis. However, there is an alternative view that as part of the franchise of being allowed to operate as a bank, accounts should be made available to all, in the same way that utility services are available to all. This view was particularly strongly put to us by consumer associations.
Overall, from the banks’ point of view, there is a need to balance commercial needs with the potential benefits of a better perception of the industry.
12.3. Summary of costs and benefits to banks

CSES has summarised the main quantifiable and non quantifiable factors affecting banks.

The quantifiable costs to banks of operating an account are difficult to assess, but have been estimated at around EUR 40 per annum. Charges for basic accounts may now be of the order of EUR 50 per annum, suggesting that banks might make a small surplus of around EUR 10 per annum from each account. If, however, charges for basic bank accounts were capped, say at the level of EUR 12 seen in Belgium, then banks would make a loss per account of just under EUR 30. The capping of fees would result in a transfer of benefit from the banks to the consumer.

There are few other non quantifiable costs to banks, unless the increase in the number of accounts is so large as to require the provision of additional infrastructure such as cash machines or branches.

Turning to non quantifiable benefits to banks, these include the following:

· improved perception of banking;
· increased customer base for selling of additional services;
· reduced costs and risks from cash-based payments;
· contribution to capital.
Finally, CSES has uses the typical net quantifiable benefit of EUR 10 per consumer to estimate an overall benefit to banks in Europe. CSES has estimated in Section 2 of the report that there were between 11.58 and 18.19 million consumers without a bank account where the lack of an account might be an indicator of financial exclusion, and a further 11.87 million in countries where the penetration of bank accounts was low.
These amounts suggest net benefits to banks of the order of EUR 115 million to EUR 182 million from increased penetration of bank accounts at current prices. If, on the other hand, the costs of a basic bank account are capped so that there is a net cost to banks of EUR 30 per account, then if these accounts were to be provided to the 11.58 to 18.19 million consumers who might be financially excluded, the net costs to banks would be of the order of EUR 350 to EUR 550 million per annum.

In total there are 30.06 million consumers without bank accounts. If we apply the whole of the annual benefit of EUR 10 to all these consumers, the total benefit to banks would be EUR 300 million across Europe as a whole. On the other hand, if the cost of the basic bank account was capped and there was a net cost of EUR 30 per consumer, the overall costs to banks would be EUR 900 million across Europe as a whole. However, the estimates shown in this paragraph must be treated with caution, because of the potential need to extend bank networks to deal with such a large increase in the number of accounts. CSES thinks that in practice, as economies develop, banks will find it profitable to develop their services in those parts of the EU that now have lower penetration of bank accounts.

13. Potential costs and benefits to other stakeholders

This section reviews the costs and benefits to stakeholders other than consumers and banks from the provision of a basic bank account. It is based on the assumption that improving the provision of a basic bank account will increase the number of individuals accessing and using such a bank account.

This section analysis the potential costs and benefits to other stakeholders of the provision of a basic payment account.
Table 7: Summary ‑ Costs and benefits to other stakeholders
	Costs or disbenefits
	Benefits

	Utility firms

Potential loss of revenue from discounts, but probably not materially given cost savings.

Retailers

Loss of revenue and interest for traders with cash-based business models, but not material in extent.
	Government central/local

Reduction in transaction costs for social security payments and a reduction of potential fraud from paper systems.

Easier, less costly local tax collections. Improved integration and recognition of the individual in society overall.

Basic utility providers

Reduction in transaction costs and increased system efficiencies 

Retailers

Marginal increase in potential market for some retailers but not material in extent.

Financial services (other than banks)

Increased market for financial services products in the longer term.


There is no exhaustive definition of stakeholders beyond the banks themselves and their customers as it would necessarily include all organisations that could receive or send electronic or cheque payments to individuals. However, the principal stakeholders identified in the research are listed below:

· central and local government;
· basic utility firms (energy companies, water suppliers);
· retailers (store-based, mail order and internet-only);
· financial services providers other than banks (money lenders, insurance companies, investment management, pension providers).

Of these, the principal other stakeholders affected are central and local governments and basic utility providers through the extension of lower cost methods of transactions such as direct debit, rather than cash-based methods.

There is a marginal impact on some selected types of retailers but these impacts are not considered material. Impacts on financial services providers other than banks are more long-term through an increase in their market.

Estimates of cost savings

CSES has identified several studies in the UK, but not elsewhere, which quantify the amount of saving available by switching to payments and collections by direct debit and standing orders rather than using cash and other payment methods (e.g. cheques).

For the public sector, the efficiency challenge: The Audit Commission November 2005 showed that transactional costs are lower for a direct debit transaction. The Audit Commission is a government body which amongst other tasks promotes efficiency in the public sector. UK local authorities reported that it cost them between 50 p and 65 p (EUR 0.45 to EUR 0.60) to deal with a cash transaction and between 1.5 p and 15 p (EUR 0.02 and EUR 0.17) to process a direct debit.

Evidence from a more recent study (Improving Income Collection, The Audit Commission, May 2006) suggests there is potential to make greater savings. It found the following range of unit costs for different types of payments in local authorities:

· cash office: EUR 1.10‑1.11 (but examples of EUR 2.84, EUR 3.40, EUR 6.81);
· post office: EUR 0.48‑0.73;
· allpay/pay-point: EUR 0.43‑0.49;
· credit card payments: EUR .1.47‑3.97 on a payment of EUR 113.00;
· direct debit: less than EUR 0.001‑0.005.

Finally, in a further study, Sir Peter Gershon’s report Releasing resources to the front line found that a transaction (normally paper-based) to pay benefits in cash costs on average around £1 (EUR 1.13), whilst direct payment into a normal bank account costs around two pence (EUR 0.025) per transaction.

For private firms and utility providers, there is no simple or uniform monetary amount of saving as it arises in several different ways. Firstly, there are bank charges for direct debit collections in the same way as there are for banking cheques. The amount banks charge for direct debit collections and thereby the savings that can be made compared to other methods, depends on commercial decisions and negotiations between banks and their clients. Secondly, savings are made in payment administration i.e. the number of people and the length of processes involved, such as reconciliations. The amount of money an organisation can save depends on how efficient their cheque processing is currently. Finally, there are software and process investments that a company will need to make to enable collection by direct debit. If these processes do not already exist there will be an investment for establishing the system.

Private sector organisations contacted that provide direct debit collection services show a range of costs to their clients of around EUR 0.45 to EUR 0.60 per transaction. Their clients must save more than this per transaction for it to be worthwhile for them to use the service.

Reviewing the information as a whole, it is not unreasonable to assume that in those cases where a shift from cash and other payment methods to direct debit payment and collection occurs, savings can be of the order of between EUR 0.60 and EUR 1 per transaction in both the public and private sectors.
13.1. Costs to other stakeholders

There are a few instances in different groups of other stakeholders and countries where potential additional costs could arise, but overall these are not considered to be material or they are offset by corresponding savings.

13.1.1. Utility firms

There is a potential loss of revenue from the provision of discounts for payment by direct debits to individuals where there is limited or effectively no risk. However, such reduced revenues are offset by lower transaction costs from collecting payments by direct debit. Also, in the longer term there is probably effectively no net cost as it is unlikely that utility firms would provide payment discounts greater than the savings they make in transaction and system costs.

13.1.2. Retailers

Potential loss of revenue and monetary interest for traders with a traditional cash-based business model that is attractive to selective customer groups (e.g. mail order firms, market traders in some Member States). However this loss is at the margin and probably not material to any extent.

13.1.3. Financial services: Cash-based money lenders
This form of lending is often highly regulated or possibly illegal and such lenders may not issue credit agreements and may apply extremely high default charges. Consequently, many borrowers can never settle their loan in full. An increase in the number of people with access to basic bank accounts should reduce the demand for such lending, as individuals move into more mainstream banking, acquire credit ratings and thereby an ability to borrow.

Given the nature and potential illegality of such transactions, CSES has disregarded costs to such lenders as part of this assessment.

13.1.4. Government (central and local)

There are one-off investment costs in systems and infrastructure to move towards electronic bank based social security payments and tax collection. However, CSES has only seen evidence of governments who have or wish to move in this direction for wider benefits of security and efficiency. Therefore CSES has discounted this potential one-off investment cost as it will not be incurred solely for the provision of payments to those currently without access to basic bank accounts. The decision will be taken for wider policy and operational reasons.
Overall, CSES can see little – if any – potential additional costs for other stakeholders.
13.2. Benefits to other stakeholders

There are two principal different types of benefits for other stakeholders. These are firstly, cost reduction and/or loss avoidance and secondly, additional market potential. Dealing with each of the major groups of other stakeholders CSES can see potential benefits as follows.
13.2.1. Cost reduction and/or loss avoidance

The estimation of cost savings requires an estimate of the number of individuals likely to be at risk of financial exclusion. Section 2 above concluded that of the 30.1 million consumers without access to a bank account, between 11.6 and 18.2 million are likely to be at risk of financial exclusion. The remaining 11.9 million are likely to be in a society where the use of bank accounts is not yet almost universal.

13.2.2. Government (central and local)

The potential savings to central and local government arise from the reduced transaction costs of making payments (e.g. social security payments) and receiving payments such as for social housing and local taxes by direct debit. Where consumers receive benefits on a monthly basis, the cost saving of between EUR 0.6 and EUR 1 per transaction would result in an annual cost saving per consumer of between EUR 7 and EUR 12.

CSES has applied these cost savings to the 11.6 to 18.3 million people who do not have a bank account, then if 90 % of those persons receive benefits, the cost savings for Government are between EUR 80 million and EUR 220 million per annum
. If we apply the cost savings to all 30.06 million people without a bank account, the number of people affected would be higher – but the proportion of people on benefit is likely to be much lower. CSES does not havesufficient information on the proportion of people on benefit to make a reliable estimate.

This excludes any additional and separate payments for supplementary benefits such as local housing. It also excludes any potential transaction savings from receipts of payments from this group, as for example for collection of local taxes and rents on publicly-owned housing.

It also assumes that all countries will move to electronic payment of social benefits.

Given the large numbers of people involved in social benefit transactions CSES has seen another benefit as being qualitative, through the closer integration of individuals into the social payments system, their recognition and inclusion into society generally.

13.2.3. Basic utility providers
The principal cost reduction available to firms is from a switch by those previously excluded to paying by direct debit rather than through cash payments and other methods.
CSES has estimated cost savings for payments to utility firms using the following assumptions.

Table 8: Energy and water payments
	Energy payments

	· Number of consumers without a bank account and who might make savings from having an account 11.6 million to 18.3 million. The total number without an account is 30.06 million.

· The whole of this group use electricity and 69 % use gas (Gallup Organization Flash Eurobarometer 243) and are consumers.

· 50 % of consumers decide and are able to pay energy bills by monthly direct debit (see Ofgem Report on direct debit energy payments: December 2008).

· One in 2 consumers pay such bills, reflecting household size.

· Payments are made monthly and separately for electricity and gas.

· The resulting number of transactions is 58‑92 million per annum if the number of consumers benefiting is between 11.6 million to 18.3 million. If all consumers without an account (30.06 million) benefit the number of transactions is 152 million.

· Transaction cost savings are between EUR 0.6 and EUR 1 per transaction.

· The net savings over cash-based methods of payment are between EUR 35 million and EUR 92 million per annum
. If the savings are applied to all 30.06 million consumers without a bank account, then the range of savings would be between EUR 91million and EUR 152 million.

	Water payments

	· Number of consumers without a bank account and who might make savings from having an account 11.6 million to 18.3 million. The total number without an account is 30.06 million.

· 100 % of this group consume water.

· One in 2 consumers pay such bills, reflecting household size.

· 50 % of this group decide and are able to pay by direct debit: 5.8 to 9.2 million individuals.

· Payments are made monthly.

· The resulting number of transactions is 35‑55 million per annum if the number of consumers benefiting is between 11.6 million to 18.3 million. If all consumers without an account (30.06 million) benefit the number of transactions is 90 million.

· Transaction cost savings are between EUR 0.6 and EUR 1 per transaction.

· The net savings over cash-based methods of payment are between EUR 21 million and EUR 55 million
. If the savings are applied to all 30.06 million consumers without a bank account, then the range of savings would be between EUR 54million and EUR 98 million.


Source: CSES study
CSES has excluded payments to other utility providers such as telecommunications firms, as the methods of payments are complex and many in the considered group of financially excluded will probably opt for mobile and pre-payment options.

13.3. Additional market potential

13.3.1. Retailers

There is an increased potential market for internet-based retail operators given an increase in the population with a bank account. However, this marginal increase in numbers with a bank account is very small in comparison with the total market. Also, it deals more with purchases related to discretionary income and is not likely to form a major component of the financially excluded expenditure. Therefore it is recognised, but not subject to a calculation.

There could be an increase in the potential market for retailers generally as debit card based payments would probably be easier for many purchases and purchasers than available cash-in-hand. However, this would be a very small incremental market as it represents the marginal increase in revenue from easier access to money in an account rather than cash-in-hand and therefore is recognised, but set aside from calculations.

Financial services (insurance companies, investment management, pension providers)

There should be an increase in the addressable market for some financial services products as individuals gain access to basic bank accounts since many products are increasingly only available through electronic and cheque-based payments. But this possibility is probably more in the medium to longer term or limited to specialist groups (e.g. higher wealth immigrants).

13.4. Summary of costs and benefits to other stakeholders

CSES has seen the balance of effects as being beneficial to other stakeholders, rather than in their incurring additional costs. The principal beneficiaries are central and local government and basic utility firms. The reasons are:

· These stakeholders already have, or are separately developing, the infrastructure to accept and deliver payments through bank accounts.
· There is evidence that use of direct debits is lower cost than other, often cash-based alternatives.

· Cash is becoming a higher cost transaction method than cards and electronic payments in view of the need for physical processing and security, transmission, and risk of embezzlement.

· In some Member States it is difficult to make payments in cash, as for example in the paying of wages in France.

In terms of quantifiable benefits, the annual benefits to government may be of the order of EUR 80 to EUR 220 million per annum, with a further benefit of between EUR 56 and EUR 146 million for Utility companies; a total annual benefit of EUR 136 to EUR 365 million. As explained above, the relatively wide range of potential benefit is due to variations in the numbers of consumers who may benefit, and variations in the potential unit amount of benefit.
If the benefits are applied to all 30.06 million consumers without a bank account, then the annual benefits to government would increase – but because of the likely lower take up of social benefits in this group CSES has not been able to estimate the amount of increase. For Utility companies the range of benefits would increase to EUR 146 to EUR 243 million. So, using the government benefit shown in the last paragraph, the annual benefits to other stakeholders would be at least EUR 176 to EUR 463 million. SHAPE  \* MERGEFORMAT 
Annex 15: Administrative burden of the preferred options
The Impact Assessment Guide defines administrative costs as "the costs incurred by enterprises, the voluntary sector, public authorities, and citizens in meeting legal obligations to provide information on their action or production, either to public authorities or to private parties".

This initiative’s combination of preferred options imposes limited information obligations on Member State administrations. The burden on Member States relating to information provision requirements has to do with compiling the data received by providers (see below the information provision obligations on providers) and with their possible transmission to the Commission. It also relates to information provision to citizens concerning the availability and characteristics of basic payment accounts. This burden is considered to be limited and it is assessed together with other types of burdens on Member State Administrations (such as implementation, enforcement, providers’ compensation etc) in Annex 12, Section 3.

Concerning citizens, no obligations are imposed upon them in terms of reporting or providing information to other parties. In the case of payment account providers however, certain reporting and information provision obligations do apply. These relate, in particular, to providing information/explanation to (potential) customers, and preparing and reporting to supervisory authorities the information relevant to their assessment of compliance and effectiveness of the law.

Administrative burden on providers

(I)
One-off costs for preparing information material on the availability, function, and characteristics of BPAs (flyers, booklets, website content, etc).

(II)
Recurring costs for providing (potential) customers with information and explanation on BPAs (face to face, phone, email).

(III)
Recurring costs for making available to public authorities all the information they may require to ensure compliance with the law and its effectiveness.

Table 1: Administrative burden on providers – Data and assumptions
	Statistical data

	(4) The EU average hourly cost of employees in financial institutions is EUR 31.56
.

(5) Total number of EU credit institutions: 8 357
.

(6) Total staff of EU credit institutions: 2.4 million (rough estimate)
.

(7) In 10 Member States (0.37 %) there is already a legislative or voluntary framework for access to bank accounts
.

	Assumptions

	(8) The work described in (I) above requires 8 man hours per credit institution. It is also assumed that 25-50 % of credit institutions will in fact be affected.

(9) The work described in (II) above requires 0.1 man hours per inquiring consumer. It is also assumed that roughly 3-6 million EU consumers will request info/explanation p/a.

(10) The work described in (III) above requires 10 man hours per credit institution p/a. It is also assumed that 25‑50 % of credit institutions will in fact be affected.


In order to prepare a model that would give an indication of the size of the above costs, we draw on a number of data and assumptions.

Given the above statistical data and the assumptions made, the following table illustrates the administrative costs that providers are likely to experience due to the preferred set of options.

Table 2: Administrative costs to providers
	Type of cost
	Amount (EUR million)
	Total amount (EUR million)

	I
One-off costs (preparation of information materials)

Less: cost for already existing practices in 10 Member States

II
Recurring costs: information & explanation

Less: cost for already existing practices in 10 Member States

III
Recurring costs: information to authorities

Less: cost for already existing practices in 10 Member States
	0.53–1.05
(0.19–0.39)

9.48–18.9
(3.5–7)

0.66–1.32
(0.24–0.48)
	0.34–0.66


5.98–11.96


0.42–0.84


	Total one-off costs
Total recurring costs
	0.34–0.66
6.4–12.8


It follows from the above that BPA providers will likely face one-off costs of about half a million euro and annually recurring costs of approximately EUR 6‑12 million. It is reasonable to assume that providers take these costs into account in their efforts to calculate the true full cost of products (activity-based costing model). This means that these costs should not be viewed as anything additional to the EUR 52 annual cost
 that account providers are estimated to incur on average across Europe for opening and running a bank account.

Annex 16: Consequences for consumers

Higher costs

Occasional use of banking services is more expensive than being a regular bank customer. When a customer receives a payment, such as a cheque, and does not have access to a bank account, a consumer may need to pay a fee or use an intermediary to cash the cheque, for which the commission can reach 3 % of the amount of the cheque
 (see Annex 8).

A similar problem arises where a consumer wishes to make a payment, and does not have a bank account. He/she may need to purchase a cheque or payment order, or may need to use a payment transmission service, for which charges range from EUR 0.5 + percentage of the value of the money order up to EUR 20.
 Households often need to pay at least three utility bills per month (e.g. energy, gas, telecom), not to mention other occasions when they need to pay for goods and services or send money. The CSES study has estimated that on average a monthly cost for a consumer for money transmission services to be EUR 5. Similarly, cross-border or seasonal workers who have moved to another Member State may need to send money home
, and if they carry it outside of the banking system (40 % of world wide remittance is carried outside of the banking system), they will incur high money transmission costs
.
What is more, many utilities providers encourage electronic payment by offering discounts. In those countries where utility providers offer percentage discounts for direct debits or electronic transactions (UK, DK, BE, IE, AT, EL, LU), these range of from 1 % to 15 %
. Likewise, without electronic means of payment, consumers cannot take advantage of discounts often provided for online purchases. Furthermore, some low-cost services and goods are available only online.

It needs to be recognised that discounts for electronic payment for utilities tend to be available in countries with higher bank penetration. It is noticeable that discounts are less frequent in EU12 countries, such as Romania, Poland and Bulgaria with lower bank account penetration. However, as the use of bank accounts increases, the availability of electronic payment discounts, or cash payment charges is likely to increase.
It can therefore be concluded that customers who do not have a bank account incur higher transaction costs and cannot benefit from a number of discounts due to the related lack of access to electronic means of payment.

Annex 17: Dynamic baseline scenario

14. Bulgaria and Romania

The specific situation of Bulgaria and Romania – where almost half of the population is without a bank account due for part to an under-developed banking infrastructure and consequent lack of geographical access – would be expected to improve over time in line with their expected economic growth and the development of their financial sector. In this respect, Portugal could be used as a proxy. The relative GDP per capita on a PPP basis for both Member States (respectively 41 % and 47 % of the EU27 average) is not far below that of Portugal at the time of its EU accession (51 % of EU10 average) and their respective real economic growth rate (until 2009) are not dissimilar from that enjoyed by Portugal immediately after accession
 
. Over the last 10 years the number of bank branches increased by 35 % in Portugal
 and the number of ATMs over the last 20 years grew 20 times!

A similar development of the banking network over the next 15 to 20 years would lead to a doubling of the current density of the network of bank branches per 100 000 persons, bring Romania and Bulgaria to the level of Hungary (see Annex 6) and would undoubtedly lead to a sizeable reduction of the population without a bank account. The magnitude of this reduction is however difficult to assess. In any case, there would very likely remain a significant part of the population without a bank account: today, the population without a bank account is estimated at 21 % of the total adult population in Hungary and at 6 % in Portugal, a country which experienced a formidable and exceptional development of its banking sector through privatisations, legislative reforms and substantial technological investment from the banking industry.

15. Present economic situation

The question may however arise as to whether the present economic situation would not spur banks to intensify their efforts to exploit all profit opportunities, including the low income consumer segment which segment is likely to grow to the detriment of the mainstream middle income consumer market of most banks. Whilst banks may be ready to accommodate the difficulties faced by their current clientele, in order to preserve it while awaiting an economic upturn, it remains to be seen whether these banks will adopt opportunistic strategies and broaden their offer of services by including simpler and basic services that would be affordable to a broader customer range. Whilst such a development cannot be excluded
, it would require a change of perception and an innovative, out-of-the-box approach to the market as well as an ability to shift from an immediate research of profit to a longer term perspective, which has not been demonstrated in the run-up to the financial crisis. Moreover, in a crisis situation, the classical first response is to focus on cost-cutting through staff and possibly branch reduction rather than on searching for new markets. Though retail banks in the EU may have been less affected by the crisis than investment banks or banks with an important corporate clientele, there is nevertheless no guarantee that their first reaction will be to conquer new market segments by remedying the current scarcity of appropriate products and services for low income consumers, rather than try maximise their relationship with their existing clientele base.

16. Influence of other initiatives

The self-regulatory initiative on transparency and comparability of bank fees launched by the banking industry should allow consumers to make informed decisions. Combined with the possibilities offered by bank account switching at national level, bank account holders might benefit from a higher level of competition. A limitation of this initiative is that it is conducted at national and not pan-European level: domestic structural market conditions will remain unchanged.

Furthermore, the price elasticity of demand for this type of service is unclear: there is a high variability of prices for current accounts across the EU at present and low or no correlation between the level of prices and the consumption expenditure on this type of service
. Likewise, no correlation was displayed between the level of the banking fees (either on real or PPP basis) for average passive users of bank accounts and the size of the unbanked population (see Section 4.1.2.2). Therefore, whilst it can be expected that a competitive drive to lower prices will benefit existing bank holders within domestic markets, there is no certainty that this will be sufficient on its own right to guarantee the unbanked population access to a current account.

Whilst actions at EU or Member States level regarding financial education might over time raise levels of awareness among that part of the 30 million EU adults who do not have a bank account about the advantages of holding one and therefore lead to a higher proportion of the population being equipped with a payment account; it is unlikely to remedy the situation of those who are unbanked because they have been refused access to such an account. In the present circumstances, actions in the area of financial education, as necessary and welcome as they are, will not per se solve the core of the problem at stake, a view shared by many consumer organisations.
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