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Introduction

The financial sector is a crucial sector of any economy, affecting its business environment, investment,
economic prospects and social dimensions, including poverty. Vulnerabilities in financial sectors often result
in financial crises, economic slowdowns, and fiscal costs. Financial sectors are thus important to monitor
and compare across economies and over time. Data typically available and analyses thereof, however, lack
the robustness needed to comprehensively and succinctly assess countries' financial sector development.
Information is scattered, disparate, often limited to measuring only the size of the financial system, not
allowing other dimensions of financial sector to be easily compared over time or across countries. Further-
more, in an increasingly integrated world, where shocks transmit swiftly across boundaries, the need for
comprehensive financial risk assessment data has become all the more imperative.

Motivation for the project | Compensate for existing deficiencies

The collection of statistics and assessments of financial sectors and supporting institutional infrastructure are
underway in many forms and by many international and national institutions. However, these efforts are still
deficient in four important aspects:

» Lack of benchmarking. The data do not have the explicit objective of benchmarking countries in the
multiple dimensions of financial sector development, rather they are mostly mere data collection exercises
inaone or few, selected dimensions.

» Lack of asingle focal point. While many data collection and analyses efforts are underway, there is nota
single focal point, at least for a large cross-section of countries. Rather, data are scattered and often not
easily accessible, and lack comparability.

» Lack of comprehensive information. There are important dimensions for which data are still missing or for
which there is no systematic monitoring of them. They include access to financial services, stability and
aspects such as efficiency, competitiveness, costs, as well as measures of the supporting institutional
environment.

» Lack of proper definitions. Heterogeneous definitions, sources and caveats not well defined make it
difficult to fully and correctly utilize existing data sources.
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The foundation | A “clearing-house” with analytically robust measures and new data

The Financial Sector Development Indicators (FSDI) project aims to be the first port of call for statistics
and analytical tools for assessing financial sector. The one-stop-shop for existing information would make
FSDI serve as the “clearing-house” for financial sector statistics. And with new data collected through
surveys, FSDI would provide valuable information for enhanced assessment and understanding of financial
sector development. This aim requires that the indicators, and the data used to develop them, are grounded
in robustly researched and empirically relevant concepts, using reliable sources of information and demon-
strated statistical techniques, drawing upon the extensive experience of the financial sector experts.

The data effort takes stock of existing information, reviewing its quality, coverage and frequency using
robust selection criteria. This includes synthesizing information already being collected by international and
national organizations (such as BIS, CGAP, IMF, OECD, UNDP etc.). Information from various existing
data sources (including among others Bankscope, Bloomberg, Dealogic, Worldscope etc.) has been
integrated and harmonized. Since cross-country data on outreach, breadth, and access of financial sector is
non-existent, new information has been been obtained to enhance the understanding of financial sectors.
Primary, new information has been collected via surveys in areas such as access to financial services and
barriers in accessing finance, obtained from bank regulatory agencies and individual financial institutions.
Data and information has been aggregated and classified in templates designed by various financial sector
experts of the World Bank, in collaboration with outside experts. Combined with related aspects, data has
been processed using analytically robust methods to give details and easy management. Thus, FSDI
functions as a “clearing-house” for statistics and analytical tools for assessing financial sector develop-
ment.

The approach | Comprehensive, yet flexible

The FSDI project employs numerous variables spanning, banking systems, capital markets, non-bank
financial sectors, the accessibility to finance, as well as institutional environments. The project’s information
strength provides capacity for comprehensiveness, yet retains flexibility for customized assessments.

The matrix approach. The FSDI harbors capacity to combine the multitude dimensions of a financial
sector—Size, Access, Efficiency and Stability—with traditional financial sub-sectors, such as Banking,
Capital Markets etc. The framework for presenting the indicators is presented on the next page.

Flexibility for focused assessment. While the dimensions (i.e., the columns—Size, Access, Efficiency,
Stability) remain fixed, the sector (rows) can be adjusted depending on the review desired. As such, the
matrix approach improves over the commonly utilized one-dimensional measures and provides the capacity
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Size Access Efficiency Stability
Banking Comprehensive
Capital markets T assessment of capital
markets in Country X
etc. deb

Comprehensive assessment
of financial sector of
Country X

for assessing individual sub-sectors, while holding constant the attributes of other sectors. This matrix
approach is easy to understand, yet refers closely to commonly used characteristics. Furthermore, the
flexibility of substituting information allows for tailored assessments, thus facilitating tiering of countries by
dimension or sector. As the FSDI evolves, this approach will allow both a traditional sector view—Banking,
Capital Markets, Insurance etc.—or an institutional view—deposit taking institutions, NBFIs—to be
employed. It would also allow for a demand-driven view, such as a division by Household Finance, Corpo-
rate Finance, or Public Sector, to be utilized.

The product | Indicators, benchmarks and detailed statistics

The FSDI translates wide-ranging and somewhat abstract concepts into concrete and practical assessment
measures. Indicators based on the weighted sum of columns/rows (in the matrix) provide the basis for
assessing either a dimension of the financial sector (in the case of column), or a specific sub-sector (in the
case of rows). The weighted sum of the whole matrix provides the basis for assessing a country’s overall
financial sector, especially when benchmarked against international, regional, or cross-country standards. To
serve different requirements and audiences, the following indicators are produced:

* Headline numbers. These are limited in number, ten at most, and indicative of broad financial system. The
indicators are grouped into the four broad dimensions: (1) Size; (2) Efficiency; (3) Access; and (4)
Stability. These headline indicators include traditional measures, such as private credit to GDP ratios,
stock market capitalization to GDP ratios, non-performing loans and banking spreads, but also new
indicators (collected via surveys), such as ease of access to a bank account by a household and ease of
access to financing for acompany.

 Benchmarking capacity. The benchmarking indicators fill the cells of the matrix. They are combinations of
ratios and synthetic statistics and provide the capacity to tier countries in the same four dimensions (size,
efficiency, access, and stability). The indicators take “raw” data and use weights and other techniques
(expert opinions, regression and principal component analysis or other statistical techniques) to create
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measures such as “Efficiency’”” and “Stability” in the banking system, or “Access” to capital marketsina
country. In addition, it allows countries to be tiered, similar to the tiering and scoring that World Competi-
tiveness Report and credit rating agencies provide.

» Detailed data. Included here is detailed qualitative and quantitative indicators on institutional environment,
banking system, capital markets, non-bank financial sector and accessibility to finance. This also provides,
in asummary fashion, background information and analytical underpinnings on how to interpret and use
the data collected.

The output is made available in the form of:

* Currently, a globally accessible interactive website, with information down-load and data manipulation
capabilities. This also serve as a portal for financial sector development outputs other than FSDI, such as
country and topic analysis.

* Innear future, a CD-ROM with data management and manipulation capacity, and

» A*“hard-copy” publication.

Value added |Wealth of information for global and national level strategic purposes

While the value added of the FSDI project is vast, the information can be especially utilized for:

* Raising awareness. Better and comprehensive assessments of countries’ financial sectors can help solicit
greater support from policy makers and others who can exert influence in shaping financial sector devel-
opment polices. Greater awareness can also help international policy makers, as well as institutions in
channeling efforts more efficiently to develop financial sectors, managing global financial stability and
tackling potential pressure points.

» Identifying opportunities. The wealth of information embodied in FSDI can be used for strategic global
corporate development purposes, as it helps identify unique and lucrative opportunities, especially in
emerging market economies (harboring 80 percent of the world population) that represent frontiers for
economic and business growth.

* Spotting risks. Since risks can take many dimensions, or can remain hidden due to lack of information,
FSDI enables financial sector monitoring in a wide set of areas as measures extend beyond the single and
simplistic tools typically used.

» Detecting best practices. Collection and synthesis of a variety of data helps identify best practices in
financial sector reform. This assists with efficient financial and economic policy interventions in countries,
as well as help establish guidelines on how to best to develop the various aspects of a financial sector.
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The Bank’s unique position

The World Bank is uniquely placed to undertake the FSDI project, as it capitalizes on its extensive and
diverse (economic, financial and legal) operational, policy making and research strengths as regards the
financial sector, both in terms of staff knowledge and other resources. The Bank’s strengths have not only
been acquired from being a de facto entity in shaping and analyzing financial development policies, but also
from its vast experience with financial sectors in countries.

Building on the Bank’s global status and existing linkages with other international organizations, partnerships
with other institutions in both the private and public sectors will continued to be explored. Such liaisons will
include efforts to further streamline data definitions, methodologies and data collection, and can build on
ongoing efforts in academic circles, consultative agencies, and in the diverse private sector financial commu-

nity.
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Timetable and contacts

The FSDI is expected to be functional in Spring 2006.
Questions and comments on the project may be addressed to:
Manager

Stijn Claessens

sclaessens@worldbank.org

202-473-3484

Overall coordination

Himmat Kalsi

hkalsi@worldbank.org

202-473-0796

Banking

Luc Laeven Marco Arena

llaeven@worldbank.org marena@worldbank.org

202-458-2939 202-458-4569

Capital Markets

Ernesto Revilla Vidhi Chhaochharia Ruogu Huang
erevilla@worldbank.org vchhaochharia@worldbank.org rhuang@worldbank.org
202-458-9258 202-458-9234 202-458-7773

Corporate Finance
Konstantinos Tzioumis
ktzioumis@worldbank.org
202-458-5163

Cross-sector data
YingLin
ylin@worldbank.org
202-473-3869
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Annex

The data selected for active use in FSDI have been carefully curtailed from an enormous and widely spread
set of information and sources. The actively utilized data represent only a small portion, about 35 percent, of
all the information that has been diligently and tediously explored (covering in excess of 200 variables). Not
all information is immediately used because of limited country-coverage, periodicity and robustness—<criteria
necessary for conducting a standardized assessment exercise in a sustainable manner.

The data presented in this annex are representative snapshot of information to be utilized. Some of the
variables are “synthetic” in nature, i.e., created utilizing raw information processed through rigorous econo-
metric and statistical methods to draw out most useful systematic information. The raw information has not
always been separately mentioned.

The FSDI exercise intends to put forth options and flexibility in its use. While certain variables can be
assessed to be the most representative for reflecting the state of affairs in a particular dimension of a
country’s financial (sub-) sector, users will also be able to employ other information to come up with their
own separate assessments. For example, either only the variable “Private Credit to GDP” can be used for
assessing the size of the banking sector, or a combination of all other “Size” variables can be used for the
purpose of assessing the degree of resource maobilization through financial intermediaries. Analytical tools
would be explored to provide such flexibility.
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