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The indirect cost of cash are high

In the Micro... individuals In the Macro... the financial
pay a cost system pays in efficiency
» Short financial cycle (by the day or by the week) ¢ Thereis a systemic cost for managing cash:
leads to high-frequency of low-value — Cost to distribute cash
operations , each carrying an intrinsic cost — Cost to concentrate cash

 Lack of access to savings instruments increases

A cash economy has intrinsic inefficiencies:

propensity to save in illiquid assets  -> high cost — Cash in the pocket is not “productive”

to access savings

* Reducing the handling of cash has thus a positive

* Lack of infrastructure to move money around effect:
makes it expensive to — The more money is put in the formal financial
— Send remittances system -> the higher the offer-> the cost of
— Incur in indirect costs (Transportation, loans will go down —> the threshold for
time) investing in new projects goes down -> more

projects are rendered financially viable ->

* “Transacting” -> costly more investment and productivity ...
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» Therefore, ideally we would want to:
— Facilitate the reduction of cash
— Reduce the cost of transacting
— Extend access to financial services




So, what'’s the deal with Branchless Banking?

In the ideal world, BB has a high promise for
all of the above

* The cost to transact is reduced (due to proximity,
extended hours)

* By leveraging existing infrastructure the cost to deliver
the services is reduced and therefore Financial
Institutions can reach lower segments of population
(extend access to financial services)

By having access

to a wide network
of agents ...

» People would be more prone to “save money
electronically” -> leads to less handling of cash
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However, the real picture is more complicated...

 Different models emerge, with different vision/scope
» Unclear regulatory landscape / overlapping realms

Bank realm

]
Branchless Banking

» Leverages existing

POINTS (where
commercial
transactions take
place) to conduct
financial transactions

infrastructure ACCESS

? realm

Telco realm

/

| 4

Mobile Payments

» Leverages existing
CELL PHONE

Mobile Banking

infrastructure to

Cards-
based
correspondi
ng agents
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» Leverages existing
CELL PHONE
infrastructure to
deliver financial
services (transfers)

Gnents,

transfers

facilitate payments

an

Bill

payment,
Airtime,




Mobile banking effectively increases reach for FI's
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The power of using existing infrastructure

Existing infrastructure hardly compares

One example, ...
to the depth that cellular networks reach P

Worldwide points of access
~3bn

250k 500k 600k

Western  Bank Post ATMs POS Mobile
Union branches offices Phones
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Several Business Models seem to emerge

. - Greatest capacity -

Led by Financial . . Led by Mobile
) y_ to deliver banking y
Institution services / Operator
' > Integration <
Motivation : Motivation:
* Expand to other segments =1L » Differentiation
* Reduce cost of service " s * Increase ARPU
Mainstream FI Mainstream FI Mainstream FI /'/ Joint Venture \I\YLNO offering MNO delivering MNO delivering
expanding creating a new creating new between Fl and payments and payments and payment
existing product offering that offering for low MNO to offer full financial non-bank cash services through
offering through targets low income | mobile banking setlices tools (i.e. mobile
corresponding income segment segment , \ suite of services (pdrtnering with mWallet) through
agents (cards) (cards) through mobilé, FD mobile
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Third party (IT
provider) setup
network of
access points
that can become
agents

Serlo/ esaPoin
Senegal Kenya

PowerlLab
Mexico

MmartMone
Rhilippine

Led by
Third party

Motivation :
* Seek positioning in new
market

* Business Opportunity




Worldwide ‘league tables’

Status of agent deployments

Country # of agents
Brazil 55,000
(+66,000)
S Africa 6,500
Kenya 2,600
Peru 2,400
Philippines 2,000
Colombia 572
(+3660)
India 460
Ecuador 63
Pakistan 30
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Reach of mobile banking

 PHILIPPINES: Smart Money +Gcash,
9m registered, 3m active

*KENYA: M-Pesa, 3.6m registered
users

« SOUTH AFRICA: FNB, MTN, ABSA,
Wizzit, 4m registered, 1m active.

* INDIA, PAKISTAN, MONGOLIA : Still
early days...



Issues: Reqgulatory landscape

» All are means to store money electronically
» Unfair competition (non banks not subject to regulatory
compliance cost)

Account Vvs.
value stored

* Who can be an agent, licensing process

Agent « Bank-agent relationship: roles & responsibilities,
delegation permitted & banned activities, contract terms
Sharing agents among banks

Know Your Customer (KYC)
Reporting of suspicious transactions
Maintenance of transaction records

AML/KYC

D.ata &. E-security, data privacy
Financial Transaction authorizations
Integrity « Consumer protection
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Issues: Data integrity and confidentiality

» Quality of encryption protocol
—Private key versus public key encryption
—Length of encryption key (e.g. 128bit)
» Scope of encryption
—End-to-end (SIM-based) = need collaboration of operator
—Broken chain (SMS, USSD) = need to trust the operator

Encryption

» Security of key placement

—Preloaded
Vulnerabilities —Embedded in hardware (chip) vs. software
» Terminal security: Keystroke capture / viruses
» SIM replacements
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Setting up mBanking

BB Channel

PN

Agent networks for cash-in / Issues affecting user
cash -out adoption
. Agent segmentation, | & '( $
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The case for the agent (1 of 2)
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The case for the agent (2 of 2)

L, Revenue
New net 4 /
income, o
x :
4 ' Cost

— e o e s - w—

No.

OperatirIg point TX

$ Revenue
Cost
: No.
OperatirIg point TX
(CGAP

Revenue
New net

income \ Cost

No.

New OperaI[ing point TX




Making it work for MFIs

Issue Potential solutions
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MFIs have strengths partners value (local knowledge,
(‘Z)C(‘,Ap product development acumen, handle small loans)




Mobile banking: Mixed record for MFls

M-PESA with Faulu (Kenya)

e Loan repayment via mobile,
rather than group meeting

» Degraded joint liability
» Additional work for credit
officers

Rural Banks with G -Cash
(Philippines)

» Loan officers spent more time
on relationships, delinquency

* Not always a net gain for clients
- costlier for some

» Working on automated interface
from GCash to back office
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SKS Microfinance (India)

e Partner w/ Andhra Bank to
offer m-banking to SKS’s 1.5
million clients

e Clients can make
deposits/loan repayment
remotely

« SKS can offer deposits,
reduces cash handling cost,

» Loan Officers concentrate on
marketing rather than
meetings



Final Remarks

» There are still important challenges to make it work for all
(Financial institutions, MNQO, regulators)

» The coin is still in the air, the landscape is still shifting, no
conclusive evidence on what model will prevall

—Probably a number of them, depending on market
conditions/structure

» A great opportunity to increase reach and reduce operating
costs, but probably still reserved for a small number of MFIs

* The challenge is huge, but the possible outcome makes it
worth it
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