
FINANCIAL INCLUSION:
REFORMS IN THE AREAS OF

CONSUMER PROTECTION AND

FINANCIAL LITERACY

During the recent financial crisis both household in-
vestors and borrowers were confronted with un-
pleasant surprises. Individual investors learned that
the financial products they bought were much riski-
er than they had perceived. Borrowers found them-
selves overindebted and unable to service their
loans. How did this come about? Investors were look-
ing for high-yield investments and banks began of-
fering newly designed products with the promise of
higher returns. In addition many households were
interested in more and higher loans to finance con-
sumption, for example, and banks were often willing
to grant them. Thus, for both investors and borrow-
ers the demand for a financial service or product and
its supply had an impact on the outcome. Both situa-
tions show how far-reaching financial decisions can
be if mistakes are made – not only for the individual
household but for the entire economy as the follow-
ing statement shows: “Lack of effective disclosure
and deceptive advertising on the part of providers
and failure to understand financial products on the
part of consumers contributed to the collapse of the
subprime mortgage market in the United States”
(CGAP/WB 2010, 23).

This implies that the institutional environment in
which financial services and products are offered
plays an important role. Improving institutions should
thus help to prevent negative outcomes in the fu-
ture.The Table provides some information on the re-
forms carried out in different countries. Financial in-
clusion is, of course, a topic of high priority in devel-
opment economics. In this context it has many more
aspects than the two we focus on here. But these two
aspects are highly relevant for industrialised coun-
tries as well – as the financial crisis has shown. The
information comes from a survey conducted on fi-
nancial inclusion in a joint initiative by the Con-
sultative Group to Assist the Poor (CGAP) and the
World Bank Group among financial regulators on
the agenda under purview of their agency.

Consumer protection aims at protecting consumers
against unfair or deceptive practices by financial ser-
vice providers, at improving transparency by com-
plete disclosure of clear, adequate and comparable

information about prices, terms and conditions of
financial products and services, and at establishing a
recourse mechanism to address complaints and re-
solve disputes quickly and inexpensively (CGAP/
WB 2010, 24). “Financial literacy refers to the need
to inform the public about the basics of financial ser-
vices and ensure individuals’ ability to make in-
formed judgments and effective decisions about the
use and management of their finances.” (CGAP/ WB
2010, 17).

In both areas many countries initiated reforms in
2009. In the area of consumer protection the most
common reforms aim at disclosure requirements and
dispute resolution systems. In some countries, among
them the Czech Republic and Finland, fraud protec-
tion is also improved.The extension of deposit insur-
ance is sometimes also considered to be consumer
protection. Reforms in the area of financial literacy
comprise, for instance, the creation or update of fi-
nancial education school programs, the establish-
ment of financial literacy weeks and the launch of
financial learning centres. As the Table shows, nearly
all countries in our sample have introduced reforms
that contribute to consumer protection. From the
Table we also see that only a few countries have im-
proved financial literacy (CGAP/WB 2010).
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Table

Financial inclusion: areas of reform in 2009

Consumer
protection

Financial
capability

Austria +
Belgium +
Bulgaria + +
Czech Republic +
Finland +
France +
Hungary +
Ireland +
Italy +
Latvia +
Lithuania +
Portugal +
Slovak Republic +
Spain + +
United Kingdom + +

Croatia + +
Macedonia

Switzerland +
Turkey

Canada + +
Japan +
New Zealand + +
United States +

  Source: CGAP/WB (2010).
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Numerous countries have put in place reforms relat-
ed to consumer overindebtedness. Here measures on
the supply as well as the demand side should help to
improve the situation. On the supply side, requiring
stricter risk management and improving transparen-
cy in credit markets were the first measures. In this
respect, the rules under which credit bureaus and
credit registries operate are of particular importance
(see Hainz 2011 for a more comprehensive treatment
of information sharing arrangements). Portugal, for
example, makes credit bureau consultation mandato-
ry. But, of course, the demand side for loans must also
be addressed by providing better education on how
to make financial decisions (CGAP/WB 2010).

The distortions that became evident during the fi-
nancial crisis clearly indicate that the scope for
improving the institutional environment is huge.Thus,
we can expect to see many more reforms in the two
areas investigated here in the coming years.

C. H.
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