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Abstract
The purpose of this work is to analyse new technologies for the providing of microfinancial services that will allow a broadening and deepening of access for vast sectors of the population excluded from the formal financial system. Technological innovations include use of electronic money, retail payment systems, non-banking correspondents, and consumer protection, among others. This document also intends to identify successful legal and regulatory frameworks associated with the technologies described, and review international financial standards that exist on the matter. It should be noted that for the most part these innovations in technology have arisen in the southern hemisphere, and have spread quickly and successfully, even in the absence of a specific regulatory framework. 
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1. Introduction
Microfinance (MF) refers to financial products targeted at low-income customers, particularly the poor.
 Such services include small loans for business or personal use, deposits, money transfers, means of payment and insurance, among others.    

The aim of this work is to analyse new technologies for the providing of micro-financial services that make it possible to broaden and deepen access for vast segments of the population excluded from the formal financial system. These technological innovations include use of electronic money, retail payment systems, non-banking correspondents, and consumer protection, among others. The paper therefore has attempted to identify successful regulatory and legal approaches in relation to the topics mentioned, and review international financial standards that exist in this area.   
The use of these new technologies for processing information and for communications offers considerable potential for reduction in transaction costs and enabling the spread and diversification of financial services. They also open up new options for non-bank players, for example, through the use of mobile operator networks and non-bank correspondents, so that they can become involved in the providing of such services via mobiles or other means. Nevertheless, regulators need to achieve an appropriate balance, promoting financial inclusion while at the same time implementing prudential regulation principles and effective supervision based on the risk assumed. This partly explains why these new financial services have spread into only a handful of countries, some of which for the moment have only the barest minimum in the way of regulatory frameworks.
 

Traditionally, the role of policymakers in the field of financial inclusion has been on the supply side, either by means of the public providing of financial services or by facilitating more appropriate regulations. In recent times a distinct change has been noted in this approach, as seen from the attention that financial system regulators are dedicating to consumer protection and the development of fairer financial capability and skills. This new political emphasis is aimed at the strengthening of financial service consumers, who are vulnerable to abuse, so that they may make more efficient use of existing products. 

Mention should be made of an important recent event that helped develop interest in the topic: in September 2009, G-20 leaders undertook to improve access to financial services by the poor, and ordered the setting up of the “Financial Inclusion Experts Group” (FIEG)
 to support the stability and soundness of the proliferation of new ways for channelling financial services able to reach out to low-income customers, on the one hand, and be able to achieve scale for successful models for the financing of small and medium-size enterprises (SMEs) on the other. As these two tasks are related, but concern substantially different work areas, two sub-groups have been formed to meet these two objectives: the “Access through Innovation Sub-Group” (ATISG) and the “Small and Medium Enterprise Finance Sub-Group”.

In the context of this paper, it is important to highlight the task of ATISG, the focus of which has been placed on innovative methods to improve access to financial services. Its main objectives were to identify the lessons learned about innovative approaches to the providing of financial services to persons with low incomes, promote successful policy and regulatory approaches, and draw up standards for financial access, financial education, and consumer protection. As a result of the work of this sub-group, 9 general principles were established that constitute a reflection of the conditions propitious for the encouragement of innovation, at the same time as protecting stability and consumers.     

Box 1: Principles for Innovative Financial Inclusion
1. Leadership: Cultivate a broad based government commitment to financial inclusion to help alleviate poverty. 

2. Diversity: Implement policy approaches that promote competition and provide market-based incentives for delivery of sustainable financial access and usage of a broad range of affordable services (savings, credit, payments and transfers, insurance) as well as a diversity of service providers. 

3. Innovation: Promote technological and institutional innovation as a means to expand financial system access and usage, including addressing infrastructure weaknesses. 

4. Protection: Encourage a comprehensive approach to consumer protection that recognizes the roles of government, providers and consumers. 

5. Empowerment: Develop financial literacy and financial capability. 

6. Cooperation: Create an institutional environment with clear lines of accountability and co-ordination within government; and also encourage partnerships and direct consultation across government, business and other stakeholders. 

7. Knowledge: Utilize improved data to make evidence based policy, measure progress, and consider an incremental “test and learn” approach acceptable to both regulator and service provider. 

8. Proportionality: Build a policy and regulatory framework that is proportionate with the risks involved in such innovative products and services and is based on an understanding of the gaps and barriers in existing regulation.  

9. Framework: Consider the following in the regulatory framework, reflecting international standards, national circumstances and support for a competitive landscape: an appropriate, flexible risk-based Anti-Money Laundering and Combating  the Financing of Terrorism (AML/CFT) regime; conditions for the use of agents as a customer interface; a clear regulatory regime for electronically stored value, and market-based incentives to achieve the long-term goal of broad interoperability and interconnection.  

Section 2 that follows will focus on the new technologies for providing financial services, Section 3 will provide examples in the form of specific experiences in implementation in several countries, and Section 4 provides a conclusion.  

2. Technologies
Over 50% of the global adult population, some 2.5 billion people, do not use formal financial services to save or borrow. Some 2.2 billion of these live in Asia, Africa, Latin America and the Middle East.
 According to the Alliance for Financial Inclusion (AFI), this high exclusion percentage is explained in part by the lack of financial institution points of service enabling them to reach populations in more distant regions, or those with low incomes. This in turn reflects the high cost for banks of setting up and maintaining branch networks. 
Just as technology has provided the means for banks to enable their customers to operate remotely, by means of Internet platforms, for example, it also enables people who cannot count on such means, and who find it expensive or difficult to travel to a branch, to perform banking transactions in non-banking establishments in their own neighbourhood, or through the use of their mobile telephone. 
If operating in their own neighbourhoods, customers can gain access to these operations in non-bank establishments by means of cards issued by the banks, and a point of sale (POS) device installed in the commercial establishment  and connected to the bank by means of a telephone line or wireless or satellite technology. 

In the case of transactions using mobiles, participation by leading telephone operators provides customers with access to a wide range of financial services, including the possibility of paying utilities, transferring money, and paying loan instalments. All of this at a very low cost, as transactions are performed by means of text messages.    
2.1 Non-Bank Correspondents

The non-bank correspondent (NBC) model is noted for participation by retail traders (such as supermarkets and pharmacy chains) and post offices that act as bank agents in regions where banks do not have the capacity or sufficient incentives to set up traditional branches. In this manner their need to invest in physical infrastructure and personnel is reduced, making attention to low-income customers viable.  
With the right technology, banks can provide their services by means of an agreement with such establishments, reaching customers not previously within their coverage area. Under this mechanism, traders carry out their regular business at the same time as they also process banking transactions (withdrawals, deposits, transfers between accounts, payments, etc.) on behalf of a bank.  

A store / post office acting as an NBC provides the followings services to customers:  

· Use of physical space and operation of the POS device.
· Intermediation in banking transactions. Through its cash-in, cash-out transactions the NBC transforms cash in the till into money in the bank, and vice-versa.
· Administration of the liquidity of the community. The NBC is responsible for going to the bank on behalf of the whole community. 

All transactions implying movements of funds are made against the account that the NBC has with the bank. The NBC deposits in its bank account the community’s excess liquidity, or withdraws the funds, providing liquidity for customers. This account can be funded out of the NBC’s own money or with a (limited) line of credit agreed previously, or an overdraft facility authorised by the bank. When a customer makes a cash deposit at the NBC, the bank automatically withdraws an equivalent amount from the bank account of the commercial establishment to finance the deposit, while the NBC keeps the cash to compensate for the money removed from the bank account. Conversely, when the customer makes a withdrawal, the NBC hands over cash from its cash register, receiving in exchange an equivalent amount in its bank account. As a result, the customer faces the credit risk of the bank, not the NBC.  
Before authorising a cash transaction, the bank must confirm that there are sufficient funds in the account of the NBC (in the case of a deposit) or in the account of the customer (in the case of a withdrawal). In addition, all transactions, whether or not involving funds movements, must include automatic issue of a receipt for the customer.    

Banks can determine the profile of their NBCs according to their business plans and their risk management systems. They can therefore choose between small independent stores, large chains of retail establishments (such as supermarkets or service stations) or post offices, among others. Nevertheless, it would be advisable for them to take into account the following characteristics when establishing a commercial relationship between the bank and the establishment:  

· Reliability: History and reputation of the establishment, type of business, security of the area, etc.
· Comfort: Size, location and hygiene of the establishment, etc..

· Ease of installation for bank: Whether the store has a bank account, level of familiarity of personnel with technology, existence of a telephone line or possibility of installing one, among other aspects.    

· Existence of possible synergies between the establishments business and the new operations it will carry out in its role as agent:  Possibility of boosting customer movement and obtaining additional sales. 

For the relationship established through the NBCs to be serious and responsible, the bank could provide support in the following areas:   

· Basic financial education: Bank customers should agree not to share their bank card and keep their Personal Identification Number (PIN) confidential, for example.  

· Transparency and publication of information: Customers should be aware of the responsibilities of the NBC and the bank, they should know which services the NBC can provide, and which not, be aware of the costs of the commissions on each transaction, etc. Customers should also know that there may be times when it is not possible to perform cash transactions.   

· Mechanism for receipt of complaints and correcting errors:  Customers who consider that the process has not functioned adequately should be able to request clarification, or submit a complaint (to the bank, not through the NBC) or demand compensation.  

· Appropriate internal controls: The bank should carry a record of the incidents reported in relation to each of its NBCs, to identify suspicious patterns and follow up on service quality based on the complaints.  

NBCs can fulfil different roles within a bank’s business plan, depending on the strategy it has been decided to adopt. There are at least four models according to strategic function:
· Branch decongestion: In this case the installation of NBCs implies more establishments close to the bank branch network, and attention to existing customers. This leads to greater customer convenience and a reduction in cost for the bank, by diverting transactions generating little revenue away from the costly branch infrastructure.    

· Focus on a new customer segment: The lower operating costs implicit in an NBC compared with other existing channels could encourage banks to attend to new customer segments that were previously not attractive from an economic standpoint, such as those with low incomes.
· Expansion of geographical coverage: NBCs could be considered as replacements for branches in regions where the number and volume of transactions could be too small to support a proper branch. 

· Creation of a virtual bank without its own infrastructure: It would be possible for the bank to fully delegate customer contact to NBCs. In such a case, the bank would probably target low income customers with a limited requirement for more elaborate financial products, for whom transactions in a commercial establishment, without the formality imposed by a branch, would be more attractive.   

It should be taken into account that NBCs may be the subject of crimes and errors, in the same way that traditional bank branches are sometimes held up, or suffer from dishonest workers and Internet fraud. It will be essential to understand the risks and introduce systems for adequate management, at the same time as responsibilities should be established for losses when such risks materialise.  

2.2  Providing of banking services via mobile phone 
Strong growth in mobile phone use has meant that in many emerging economies there are more users of such devices that there are users of banking services in the low-income sector of the population. Mobile phones do not just offer a low-cost communications channel for  financial transactions; they also have the potential to bring new players into the financial sector, and facilitate the forming of new companies to provide these services. These changes make it possible to speed access to financial services mounted on this technology infrastructure.      

It is important to identify which service-providing models using mobiles can lead to expanded financial service access. To begin with, one must differentiate between additive and transformational models.
  The former consist of a new service distribution channel for existing bank accounts; the latter, on the other hand, aim the financial product, via the mobile, at unbanked persons who are mostly in the low-income segment.   

Financial services offered via mobile are generally transformational, for the following reasons:
· They make use of an infrastructure that is already at the disposal of the unbanked.  

· They can be driven by new players, such as telephone companies, with different objectives from traditional banking.  

· They can take advantage of new distribution channels for cash transactions, for example, by transforming “airtime”
 into a new currency to extend services beyond those of traditional ATMs and POS.  
· They can be cheaper than the services provided through conventional banking.    

The degree to which mobile phone banking can be transformational largely depends on the ability of the environment to enable a sustainable path for such developments. In any new market, the level of enablement is a function of a combination of legal and regulatory openness providing the opportunity to start and try out projects, plus sufficient legal and regulatory certainty that there will be no arbitrary changes in the regulatory environment that will inhibit investment of the necessary resources.     
Mobile phones have the capacity to expand access to financial services. One important question to be considered are the competitive advantages of the operators of the service (when compared with commercial banks), as well as the potential benefits and risks they might face, summarised in the following table
:

Table 2: Mobile Service Operator Characteristics 
	Competitive Advantages
	Benefits
	Risks

	Large number of contacts with retail outlets that can offer cash-in and cash-out services.
	Additional revenues from transaction charges.
	Breaches in data privacy, accounting errors or fraudulent transactions could expose an operator to large liabilities.

	Secure and user-friendly service platform for transactions (SIM cards).
	Increased brand loyalty of clientele.
	Difficulty in delivering complex financial services could stretch operating abilities. 

	Simple collection platform.
	Brand positioning.
	Additional regulatory burden.

	Mass marketing and sales capacity. 
	Distribution cost reduction.
	High customer care cost. 


In turn, it is important to determine the degree of involvement of the mobile telephone operator in the financial services it provides. In its most basic mode, it could merely offer secure communications services to financial service providers, limiting its role to transmitting information between the provider and its customers. One step higher would involve the supply of electronic “wallets,” a container to manage a flow of transactions between accounts. The next level would consist of the telephone operator hosting third party accounts, authorising transactions on their behalf. At a higher level in the value chain, the mobile operator could issue accounts in which value could be stored before or after each transaction, thus becoming a financial service provider (examples of this are prepaid services, e-money or simply mobile accounts). Lastly, there is the mobile banking capability, with the ability to make and receive payments, allowing users to manage savings products on demand. Potentially, the range of products could be broadened with the offer of credit and insurance.    
The “Groupe Speciale Mobile Association” (GSMA
) development fund launched a programme for the unbanked population  (“Mobile Money for the Unbanked” - MMU), with the aim of accelerating access to mobile telephone services by those who live on less than USD2 per day. The focus of this fund is on supporting projects for commercially viable models, ensuring that services are directed at the bottom of the pyramid, and on sharing information. An MMU Working Group has been set up to stimulate discussion and promote events. Sub-groups have also been created, one of which deals with mobile telephony regulatory issues. The aim of this group is to eliminate regulatory barriers, improve the capacity of mobile service operators to face the risks involved in the activity, and improve dialogue between financial and telecommunications regulators with the industry. 

In its annual report for 2010 MMU outlines the following points in relation to regulatory aspects related to the providing of services via mobile phones:  
· Financial regulators do not just authorise and oversee banks exclusively, as they can also regulate other financial service providers, such as remittance companies. As a result, it would be reasonable for them to be able to authorise and supervise telephone companies providing financial services by means of mobile phones, for example by extending licenses allowing the providing of a limited number of services. 

· In the case of the telecoms providing financial services via mobiles, telecoms service regulators should be kept separate from the financial services authority. 

· The logic behind authorising mobile telephone operators to provide financial services lies in their low cost structure. Such costs tend to be lower than those of traditional banks, benefiting their users, typically people with low incomes.  Furthermore, the limited range of services they are authorised to provide (usually service payments and use of electronic money) are of low systemic risk. 

· One frequent concern is the impact arising from an operator that provides mobile money services going bankrupt. It should however be borne in mind that the money it manages is usually deposited in a bank account, eliminating mobile operator solvency risk.   

· Another aspect to be taken into account is that the NBCs chosen by the telephone operators to deliver the financial services should not act without control. Mobile money providers are very careful when selecting their agents, and in many countries agents are trained regarding compliance with customer protection procedures and regulatory aspects such as financing of terrorism and money laundering (AML/CFT). 

As mobile financial services are spreading rapidly and financial regulators are unfamiliar with specific AML/CFT aspects in relation to these services, AML/CFT rules are often applied disproportionately, inhibiting their development, particularly among the poor. For example, it is disproportionate to make high due diligence demands of very poor customers who are transacting only very low amounts. In addition, it may not be possible to apply strict know your customer (KYC) rules in the case of certain users, keeping them locked into the informal economy where no type of control exists. AML/CFT rules should be proportionate and effective, so that the benefits of mobile money services reach large parts of the unbanked population.   

The group implementing the MMU programme has established a series of principles for effective AML/CFT regulation:  

· Regulation should be risk-based and technology neutral, i.e. “same risk, same regulation” regardless of the institution providing the service.

· When assessing the AML/CFT risk and its mitigation, it is critical that the positive effect of mobile money to promote financial inclusion is taken into account. Expanding the formal financial sector and shrinking the informal

economy directly lowers this risk.

· The digital and traceable nature of mobile money makes it a lower ML/TF risk than cash.

· Mobile money services should be a regulated activity under the supervision of a financial regulatory authority.
· Proportionate AML/CFT regulation should emerge from close cooperation between financial regulators and industry. Using a collaborative “test & learn” approach, risks of new services can be systematically assessed before deciding on the appropriate and most effective risk-mitigation measures. 
2.3 Education and financial capability
 

The term “financial capability” is increasingly being used by experts in the field because it includes financial literacy, financial education, skills and financial knowledge, and the ability to manage household funds.  

Persons are understood to be financially capable when they have the knowledge, skills, attitude and behaviour that enable them to take informed decisions and act effectively to improve their financial situation. This includes: 
· Possessing knowledge of basic financial and monetary concepts (such as interest rates), the advantages and disadvantages from formal versus informal use of financial services, the benefits of using financial products (to save, for example), customer rights, and in particular, what to do when things go wrong.   
· Possessing skills to prepare a family budget, use an ATM, present adequate identification and complete such documentation as may be necessary.
· Show certain attitudes, such as those relating to the security and confidence required to approach a service provider.
Lastly, for knowledge, skills and attitudes to be translated into positive behaviour, they should include regular financial planning, budget preparation, regular savings, and responsible credit use with prompt payment of instalments. 
In the context of “branchless banking” persons with financial capability should be in a position to take rational decisions, for example whether it suits them to subscribe to a mobile phone payment service or to continue with existing payment mechanisms (such as using cash for public transport services). 
Financial capability represents a critical barrier that prevents poor people from accessing financial services, and once they have gained access, from it becoming an effective and appropriate tool. While branchless banking has the potential to increase access to financial services, this strategy must be accompanied by efforts to improve the capability of financial consumers to enable them to access and use financial services responsibly. 
Financial capability is also complementary to consumer protection, improving the effectiveness of regulations on transparency and recourse mechanisms. Financial service providers also have an interest in the financial capability of the population, as it can lead to increased financial product and service consumption, including innovations such as branchless banking.     
At the international level, documents have been published promoting financial education. One of these was issued by the Organisation for Economic Co-operation and Development (OECD) in 2005
. This document proposes principles and good practices, taking into account the importance of financial education for consumers in helping them to manage their income, save, and invest efficiently, to avoid becoming victims of fraud. In addition, OECD surveys have detected low levels of consumer financial literacy  and lack of awareness of the need to be financially educated. 
These recommendations on the promotion of financial education are addressed to OECD members
 for implementation, at the same time as non-member countries are invited to take them into account and disseminate them among relevant institutions. 
The 7 principles proposed include the following:
· Financial education can be defined as “the process by which financial consumers/investors improve their understanding of financial products, concepts and risks and, through information, instruction and/or objective advice, develop the skills and confidence to become more aware of financial risks and opportunities, to make informed choices, to know where to go for help, and to take other effective actions to improve their financial well-being”. Financial education thus goes beyond the provision of financial information and advice, which should be regulated, as is already often the case.

· This financial capacity building, based on proper financial information and instruction, should be promoted. 

· Financial education programmes should focus on high priority issues, which could include basic savings, private debt management, and elementary financial mathematics. 

· Financial education should be taken into account in the regulatory and administrative framework and considered as a tool to promote economic growth, confidence and stability, together with regulation of financial institutions and consumer protection. 
· The role of financial institutions in financial education should be promoted and become part of their good governance with respect to their financial clients. 
· Financial education programmes should be designed to meet the needs and the financial literacy level of their target audience. 
In the case of good practices, these cover three areas: public action, the role of financial institutions in financial education, and financial education programmes. The most significant public actions are as follows:
· National campaigns should be encouraged to raise awareness of the population about the need to improve their understanding of financial risks and ways to protect against financial risks through adequate savings, insurance and financial education.
· Financial education should start at primary school. 

· Specific websites should be promoted to provide relevant, user-friendly financial information to the public. 
Aspects in relation to the role of financial institutions include:  

· Requirements to specify the types of information that financial institutions need to provide to clients on financial products and services should be encouraged.
· Financial institutions should be encouraged to provide information at several different levels in order to best meet the needs of consumers. Small print, abstruse documentation should be discouraged. 
· Financial institutions should be encouraged to train their staff on financial education. 

In the case of financial education programmes, the following practices were proposed:  

· In order to achieve a wider coverage and exposure, the use of all available media for the dissemination of education messages should be promoted.
· In order to take into account the diverse backgrounds of investors/consumers, financial education that creates different programmes for specific sub-groups of investors/consumers (i.e. young people, the less educated, disadvantaged groups) should be promoted. Financial education should be related to the individual circumstance, through financial education seminars and personalised financial counselling programmes.
In May 2009, following the global crisis in the financial system, and in particular the implosion in the sub-prime mortgage sector in several countries, the OECD published a further document 
 of good practices on financial regulation in relation to credit. This new paper complements the previous one, and has been considered necessary because constant credit market innovation has created benefits and opportunities for consumers but has also led to higher risks, and terms and conditions may be harder to understand.    In particular, emphasis has been placed on the potentially devastating consequences of bad or uninformed credit decisions, especially when it comes to home mortgages.   

As in the case of the previous document, the promotion of financial education relating to credit is directed at OECD member countries so that relevant public and private institutions implement good practices, at the same time non-member countries are invited to disseminate them.  
In addition to detailing the framework, definitions and objectives, roles and responsibilities of those mainly involved in the topic have been outlined. 

The document establishes that financial education and literacy of financial consumers in  the area of credit must be promoted. Financial education on credit matters should help individuals to develop the knowledge, skills and confidence necessary to achieve an adequate understanding of their rights and responsibilities as credit holders, make informed decisions on protection mechanisms, and develop basic financial planning capability in relation to their credit, among other aspects.
Education on credit issues should be taken into account within the regulatory and supervisory framework and considered as a tool to further enhance social and economic growth and well-being through reliable, transparent, efficient and competitive markets along with prudential regulation, market conduct supervision and consumer protection. Education on credit issues does not substitute but rather complements prudential and market conduct regulatory frameworks. Appropriate regulatory oversight and enforcement is especially needed in the credit sector to ensure that due diligence is exercised by institutions and intermediaries in the credit granting process. 

In the case of the role of governments and other authorities, governments should direct public awareness campaigns as broadly as possible, with specific programmes targeted at the most vulnerable groups such as those with the lowest income and savings levels. 
To facilitate product comparison by consumers, governments should promote the use by all creditors and lenders, in their advertising campaigns and marketing and disclosure documents, of a unique and standardised, effective interest rate that takes into account any fees, in addition to interest charges, that may be associated with the credit product. 
In relation to the role of credit market players (financial institutions, intermediaries and other providers of credit), it is established that roles and responsibilities in the financial education process should form part of their good governance. In addition, they should be responsible for the training of their staff involved in the provision of credit to consumers, and they should demonstrate the necessary level of competence required to provide accurate and complete information to consumers. In addition, through self-regulation, good governance and due diligence, credit market players should ensure consumers' understanding and awareness of the terms and conditions of the credit products. Credit reporting agencies should play an active role in informing consumers about the importance of reviewing and understanding the information contained in their credit reports. 
Also included is a small section dedicated to the work of other social and business agents. This stipulates that consumers' associations, trade unions, NGOs and independent institutes specialised in credit issues, should also contribute to financial education programmes. They should develop innovative tools to assist vulnerable consumers in obtaining credit or loans of a limited value (aimed at filling urgent needs), and in meeting their credit or debt obligations in a responsible manner.   
In the case of the education programmes and their assessment, it is established that stakeholders should make ongoing efforts to develop methodologies and criteria to assess populations' needs as regards literacy and capabilities on credit-related issues, as well as the impact and effectiveness of existing programmes. To this end, they should consider making use of a large variety of means to ensure that a wide audience – including targeted and vulnerable groups – may be appropriately and effectively reached. 

Based on a similar perspective, the credit and lending industry, in association with social partners, should also be encouraged to develop innovative short-term credit products that can best meet the short-term, urgent needs for small credit, particularly for the most vulnerable segments of the population. These should be accompanied by a literacy/education program to assist the consumer in the repayment of the loan or credit debt.  
3. Experiences with Implementation of Technologies 
3.1 Experience with Correspondents
3.1.1 Brazil
Since 1973 Central Bank of Brazil (CBB) regulations have steadily extended the possibility of operating through NBCs. Currently, financial institutions may contract NBCs to provide the following services without need for express CBB authorisation: 

· Receipt and forwarding of account opening applications 
· Deposits, withdrawals, and transfers
· Receipt, payment and other actions under service agreements 
· Execution of payment orders
· Receipt and forwarding of loan applications 
· Credit analysis and analysis of personal data 
· Performance of collection services
· Receipt and forwarding of proposals for credit card issuance 
· Other activities as decided by the CBB
It should be noted that although the NBCs are authorised to receive and forward the account opening forms and loan applications, the financial institution will have final responsibility for evaluating the customer and complying with regulatory requirements.     

All types of financial institution may contract NBCs, including credit cooperatives and microfinance institutions (MFIs) supervised by the BCB known as Microenterprise Credit Companies (SCM)
. In addition, NBCs have been authorised to offer international remittance services for up to USD 3,000 per transaction through their associated financial institution. Within the Brazilian financial system
 some 214 institutions made use of NBCs. Mostly they are banks, although credit cooperatives account for 40%, and only one SCM uses such channels for its operations. 

As a result of the policies adopted, by October 2010 there were already 187,000 registered NBCs, equivalent to 86% of the points of attention of the financial system. It should be noted that 37% of companies in the informal sector with up to five employees made payments through NBCs. 
The main commercial outlets acting as NBCs are supermarkets, pharmacies, post office branches and lottery ticket sellers; the most common commercial establishments providing loans are car dealers.   

The following table shows the positions of the 9 banks with the largest numbers of   NBCs:

Table 3: NBCs in Brazil – 1st Quarter 2010



  [image: image1.emf]Pos.  Financial Institution

 Number of 

NBCs 

1 Bco Bradesco S.A.                                            30,653

2 Caixa Economica Federal                                      30,285

3 Bco do Brasil S.A.                                           20,162

4 HSBC Bank Brasil S.A.                              7,258

5 Banco Triangulo S.A.                                           6,682

6 Banco Popular                                             6,634

7 Banco Itaucard                                                 6,001

8 Banco Lemon S.A.                                                5,921

9 Unibanco S.A.                                3,964

Total 117,500


Source: CBB
Much of the growth in this activity is due to the participation by financial institutions with large NBC networks, such as the Caixa Econômica Federal (the biggest public bank in Latin America) with its large network of lottery agencies, Banco Bradesco S.A. through its agreement with the postal authority for the Banco Postal project, and Banco do Brasil (an official bank) through the setting up of a subsidiary called Banco Popular do Brasil (BPB).

The case of BPB is of particular interest. This institution, legally incorporated as a subsidiary
 of Banco do Brasil, has as its purpose to operate in the field of MF, carrying out all lending and deposit-taking activities permitted by law for all banking institutions. The BPB operates only through NBCs, as it has no branches, and serves approximately 1,500 municipalities
 by means of its network of  6,634 NBCs
, mostly authorised to carry out all operations permitted by regulations except for the tasks of analysis of credit risk and personal data. Despite being able to perform a wide range of transactions, the bulk of the operations are concentrated on just a handful (document collection accounts for 80% of the amounts handled). Furthermore, average transaction amounts are very low: under R$ 100 (USD 60 approximately)
 for “sight deposits” and the “others” heading, and some R$ 420 (USD 250) for document collection. None of the loans granted have been in excess of R$ 10,000 (USD 6,000 approximately), all of them have been classified as personal loans to individuals in the private sector.
In remote or urban areas with low-income segments, banking presence exists only through  NBCs. Another aspect worthy of note is that the growth rate for NBCs between 2000 and 2008 was 85.5%, compared with a growth rate for the population as a whole of only 8.3%, with strong growth in developed areas, but also in the impoverished northeast of Brazil. Although in 2002 almost 97% of transactions involved utility payments, this figure dropped to 70% in 2006, an indication of the increased use of the remaining banking services. The categories that most increased their participation were the payment of social programmes such as the “Bolsa Familia” allowance, and to a lesser extent, deposits and withdrawals of funds.  
Details of transactions corresponding to the 1st quarter of 2010 are as follows: 
Table 4: Detail of Transactions
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Source: CBB
In addition to the existence of an adequate regulatory framework, the advanced level of financial institution technology was a central factor in the rapid, safe, expansion of the service. Another factor contributing to the development of NBCs was the need by banks to eliminate customer congestion at branches in urban areas without incurring the costs of opening new branches, such as those required for the specialised work force, which tend to be high because of labour legislation and the strength of bank employee unions. By the end of 2008 there was at least one banking agency or NBC in each of Brazil’s 5,567 municipal districts. The social impact of NBCs is undeniable: according to a World Bank survey, between 50% and 60% of customers operating with NBCs earn less than R$200 (USD 120)
. Nevertheless, only 35% of NBCs offer bank account opening and transaction services. It is evident that NBCs are being underutilized for the providing of banking service per se, and this could be due to lack of interest by banks in providing micro-services or attending to the lower-income segment.   

Another reason for using NBCs is to transfer income to the lower earning sectors: close to 80% of government social programmes are paid for through this channel to over 16 million families, becoming a tool for local development. Most of these funds are withdrawn from a local NBC and used to pay bills and make purchases in the same location.  As a result, the NBC benefits from higher sales and the money remains in the community.
3.1.2 Colombia
In Colombia the provision of financial services through NBCs was authorised in 2006 with the issue of Decree 2233. This regulation established that any physical or legal person attending to the public could act as an NBC, being able to perform the following activities:  

· Collections (payment of invoices)

· Funds transfers
· Remittances within the country in Colombian currency 
· Deposits and withdrawals from current accounts, savings accounts or term deposits
· Current account and savings account balance enquiries 
· Disbursements and payments in relation to lending operations
· Collection and delivery of documentation on the services provided 
NBCs are able to act on behalf of one or more financial institutions, and these financial institutions shall be fully responsible for their actions. The institutions must establish appropriate internal controls for monitoring their NBCs, and may in addition use network administrators for their management. 

Print advertising is strictly regulated, and must very clearly inform the customer that the service is provided on behalf of a regulated financial institution. Each transaction must generate a voucher containing the name of the bank. The NBC should display a sign with the word “Correspondent” and the name of the bank, indicating that the latter is responsible for the services, and that the NBC cannot provide financial services for its own account. Banks must also set up systems to handle any complaints made regarding the NBCs.  

From the time information became available (June 2007) until December 2009, the number of NBCs increased by approximately 240%, Citibank having the largest number.   

Table 5: Number of NBCs by Financial Institution
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Source: Banco de las Oportunidades
It is interesting to note that almost 80% of NBCs are concentrated in urban areas, and 75% in municipal districts with over 100,000 inhabitants (see following table). Almost 30% of the NBCs are located in Bogota.
Table 6: Numbers of NBCs According to 
Municipal District
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Source: Banco de las Oportunidades – Information to September 2009

Furthermore, it should be noted that at September 2009 there were more NBCs than branches, and the geographical distribution of the former closely replicated that of the latter. 

NBCs are used mainly for collection transactions – bill payments (65%) and to a lesser extent for deposits (15%) and withdrawals (12%). Based on volumes, it can be assumed that transactions involving bill payments were for relatively small amounts, while deposits and withdrawals have been for larger amounts. 

Table 7: Type of Transactions 
(in millions of Colombian pesos and number)

[image: image5]
Source: Banca de las Oportunidades – Information from Colombian Finance Superintendence
Lastly, NBCs are located mainly in pharmacies (34%), followed by stores and supermarkets (15% and 14%, respectively).  

3.1.3 Peru
Peruvian banks began to set up NBC networks at the end of 2005. Most banks in Peru make use of NBCs mainly to divert low-value transactions away from the more costly branch channel, and to expand the reach of existing branches. As a result, many are located just one or two streets away from a branch of the same bank. Banks do not charge their customers for their use of NBCs (nor do they allow the NBCs to charge for the services), making this channel the least costly.   

As most NBC transactions are generated from bank branches, the level of awareness regarding this channel among the persons who are not customers of the banking institution is low. Banks provide signs for their NBCs with a secondary brand indicating the affiliation with the bank, although the different generic terms given to each bank’s NBCs limits awareness of the concept by the public. Indeed, most seem to be unaware of the types of transaction they can carry out through an NBC.   

Four large private banks dominate the NBC networks (Banco de Crédito del Perú –BCP–, BBVA Banco Continental, Scotiabank and Interbank): 53% of the NBCs are located in metropolitan Lima; 31% are in the remaining 24 departmental capitals. The BCP has the broadest coverage of the population in Peru with its branch network (48%), but it has also achieved the largest coverage with its NBCs (64%), representing a 33% increase in the population served by the latter (as 54% of its NBCs are located in districts where there are no BCP branches).
Through the NBC networks, both customers and non-customers can pay service bills, pay and withdraw cash using their credit cards, make withdrawals and deposits, collect remittances from abroad and domestic transfers, and transfer money between their own accounts to those of third parties. In addition, they can consult balances and movements and make loan payments. NBCs cannot open deposit accounts or agree new loans. They operate under the responsibility of the financial institutions. The development of this service as determined from the following table is remarkable, although when contrasted with information currently on the websites of some of the banks, there has been strong growth in the Lima region, and significantly less growth in the provinces:  
Table 8: Number of NBCs
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Source: Superintendency of Banks, Insurance and AFP

3.2 Channelling of financial services via mobile telephones 
      3.2.1 Philippines
As mentioned before, in 2010 the GSMA
 published a report entitled “Mobile Money for the Unbanked”. This report identifies the Philippines as one of the most advanced mobile money markets in the world.    

Success with the use of mobile money has been due to the coming together of three fundamental factors:
a) The characteristics of the Philippine market:
· Mobile telephone penetration has increased since 2000 from 3% to 68%, encouraging companies to ensure significant regional coverage for their services.  

· The population of the Philippines is among the most text-message literate in the world, leading to high acceptance of the use of mobiles for financial transactions.  
· While access by the population to formal financial services has so far been low (26%), there was a clear latent demand for them, as seen from the proliferation of pawnshops providing access to temporary credit. In addition, there is also a significant network of money exchangers and commercial outlets at which Filipinos could perform their cash transactions, and these customs were taken advantage of by the main telephone operators when developing their mobile financial services.
· The success of mobile money has also benefited from the significant volume of international remittances: it is estimated that 8 million Filipinos abroad remit USD 18 billion home to their families every year. There is also considerable population mobility between urban and rural areas, which has generated significant flows of funds at a local level.
· Another important factor contributing to the success of the use of mobile money has been that retail traders already accepted debit and credit cards, and were familiar with their commission structure.     
b) Regulatory framework and actions by the Central Bank  of Philippines
The Philippines is a leading case as regards the issue of regulations on electronic money.  For years the Central Bank of Philippines (BSP) has been working with the mobile industry to create a regulatory framework that would facilitate the success of the channelling of financial services through mobiles. It should be borne in mind that the BSP has always assigned great importance to financial inclusion, a fact reflected in the strong development of MF in that country. 
Another important event was that in 2001 the Philippines was placed on the Financial Action Task Force (FATF) list of non-compliant countries, as a result of which it made major efforts to be removed from the list, which happened in 2005; this situation is reflected in the strict rules imposed for the providing of these services, with a strong focus on consumer protection.   
The BSP contributed to the success of these financial services by taking the following actions:  

· The BSP showed willingness to enable mobile operators to experiment with new models for delivering financial services. This willingness stems from the importance given by BSP to financial inclusion and their consideration of financial services provided through mobiles as another channel, differentiated from deposit taking (that would require prudential regulation). The BSP adopted a “test and learn” approach consisting of authorizing pilot programs for new technology models as long as the regulator is satisfied that risks are limited. Following a test period, the knowledge acquired regarding the new product serves as a basis for the drawing up of appropriate regulation.  
· NBCs were authorised to perform “cash-in/cash-out” transactions, which has enabled mobile money operators to boost their own agent distribution network using pawnshops, rural banks and money exchangers whose rural reach is much greater than that of commercial banks. 
· Different business models have been approved, creating a more competitive business environment; SMART follows a bank-led model, while the other major operator, Globe, adopts a different one.

· In 2009 BSP issued guidelines
 governing the issuance of e-money and the operations of e-money issuers (EMI), with the declared aim of efficiently promoting retail payments and electronic transfer mechanisms. These guidelines provided a regulatory framework within which the main operators (Globe and SMART) could develop their business. 
Table 9: Main Contents of Circular 649/09 Issued by the Central Bank of Philippines
E-money is defined as monetary value that is: 
· Electronically stored in an instrument or device;
· Issued against receipt of funds of an amount not lesser in value than the monetary value issued; 
· Accepted as a means of payment by persons or entities other than the issuer; 
· Withdrawable in cash or cash equivalent; and
· Issued in accordance with the terms of the Circular.
E-money issued by banks shall not be considered as deposits. Electronic instruments or devices shall mean cash cards, e-wallets accessible via mobile phones or other access devices, stored value cards, and other similar products.
Provisions for all electronic money issuers: 
· A monthly maximum e-money load limit per person of P100,000 (approximately USD 2,100 at the average exchange rate for 2009).
· They must put in place systems to store records of e-money instruments issued, the identity of e-money holders, and their individual and consolidated balances. Systems should have the capability to  monitor the movement of e-money transactions. 

· E-money may only be redeemed at face value; it shall not earn interest nor rewards, nor be purchased at a discount.
· Prior to the issuance of e-money, EMIs should ensure the existence of systems and controls that enable prudent management and appropriate security policies and measures.  

Additional provisions for non-bank EMIs:

· They must have a minimum paid-up capital of P100 million (a little over USD 2 million in 2009).
· They must be exclusively engaged in the business of e-money and related activities. 
· They shall grant loans.

· They should have liquid assets equal to the amount of e-money issued.  

· The BSP must be able to have access to review the e-money systems and databases of the bank and its audited financial statements. 


The circular also sets penalties for issuing e-money without prior BSP approval, violating any of the provisions in the law for the prevention of money-laundering, or not properly reporting transactions.  
c) Actions by the telecoms operators – SMART and Globe.
· Both companies have provided this business line with special treatment, including a constant marketing effort and specially-trained personnel.  

· The financial applications are embedded on all mobile SIM cards, eliminating the need to exchange the card when customers want to acquire the services.  
· Customer products are differentiated according to their level of technological sophistication.

· Lastly, these companies have been successful in aligning the interests of the multiple external partners forming part of the system.   
By way of example, the following table outlines the financial services offered by Globe in the Philippines through the use of mobiles
:

Table 10: “GLOBE Telecom – GCash” – Financial Services via Text Message in the Philippines
Text-a-Payment: This service allows microborrowers to make MF loan payments by means of a text message (SMS), eliminating the cost of travelling to the payment centre.  To do so, rural bank customers only need to advise their bank branch and register for the GLOBE Telecom – GCash service and load their mobile wallet so that there are sufficient funds to make the payment.
  
Text-a-Remittance: The rural banking industry offers “cash-in & cash-out” functions that can be used as a low-cost remittance service (for lower amounts than those usually offered by remittance companies or interbank transfers). GCASH customers can transfer money from their wallet phone to phone all day every day. These “cash-in & cash-out” services can also be used to facilitate bank cash management and inter-branch and inter-bank fund transfers. The customer can go to any branch and by means of their mobile, deposit or withdraw money from their electronic wallet. 
Text-a-Deposit: This service allows customers to send money from their electronic wallets to a given bank account. Recipients of the electronic cash do not need to own a mobile phone to benefit from this service.   

Text-a-Withdrawal: Using this service, customers can transfer money from their bank account to the electronic wallet; later they can avail themselves of the money in the wallet at any G-Cash accredited agent, pay bills, etc.
Text-a-BillPay: This product was designed for rural banks to facilitate bills payment to local utility companies and cooperatives and schools with an account at the bank. Customers must send an SMS to the bank to identify themselves and indicating the payment they wish to make, and this triggers a transfer between accounts. The primary beneficiaries of this service are local utility cooperatives, hospitals, schools and other SMEs in rural areas.
Text-a-Sweldo: This service enables rural banks to pay salaries to their staff and support similar payroll services for local companies. Rural banks can transfer employee salaries directly to their e-wallets using the WIRE service offered by GLOBE.

Text-a-Credit: This service is still under development, but will allow banks to transfer the amount of the loans granted directly to the e-wallets to the borrowing customer.      

      3.2.2 Kenya
Access to formal financial service by adults has risen sharply in Kenya from 27% in 2007 (19% through banks and 8% through MFIs and cooperatives) to 40.5% in 2009
. In addition, the use of non-bank financial institutions grew from 7.5% in 2006 to 17.9% in 2009, factors that can mainly be explained by the arrival on the scene of the M-Pesa service. 

Safaricom, a joint undertaking by the government of Kenya (60%) and the Vodafone corporation (40%), pioneered the offering of a payment system based on mobiles (M-Pesa) since 2007. M-Pesa has grown strongly, and has a network of 14,700 NBCs and 8.6 million users, processing USD 3.5 billion annually in person to person transactions in 2010
. NBCs include Safaricom’s own locations and other businesses with distribution networks, such as gasoline stations. Mobile phones are held by 47.5% of the adult population, a fact that also helps explain the success of M-Pesa.

The extraordinary growth by M-Pesa and other providers of financial services through NBCs took place despite the lack of a specific regulatory framework (or perhaps because of it). In 2007, Kenya lacked legislation to regulate payment systems, electronic money, NBCs, consumer protection and AML/CFT. Since then, the Kenyan government has become very active, introducing a law in 2008 that allows MFIs to make use of NBCs, a regulatory reform in 2009 allowing banks to appoint NBCs to take deposits and perform other activities, and at the end of that year it implemented AML/CFT legislation. Despite the fact that M-Pesa takes in liquid funds, Safaricom structured the company in such a way as to avoid being catalogued as a commercial bank. To be able to do so, the liquid funds of all customers are deposited in institutional accounts at two large commercial banks.  
M-Pesa
 offers an electronic wallet included in a mobile that enables funds to be deposited and withdrawn through an M-Pesa agent, as well as to send money and purchase air time by means of an SMS. To operate, first money should be deposited in an M-Pesa account at an authorised NBC. Money will then be able to be transferred from that account to any other user, even if they are not a Safaricom customer. It will also be possible to withdraw money from an authorised NBC or an ATM network
. In addition, M-Pesa can be used to pay bills and purchase goods in stores (for which customers will be required to show their M-Pesa account number).  

In January 2010 Safaricom reached an agreement with Equity Bank (the bank with the largest number of depositors in Kenya), so that its customers could withdraw funds from its ATM network.  The agreement also included the creation of a bank account, M-Kesho, that allows Safaricom customers to earn interest. Through this product they can also have access to credit facilities and microinsurance, with funds transferred via M-Pesa.
Safaricom also offers a bulk payments service for organizations wishing to send funds simultaneously to a number of people, for example for the payment of salaries, promotional payments, or dividend payments.
3.2.3 South Africa

The regulatory framework in South Africa grants wide discretionary powers to banks for them to offer their services through third parties in addition to their branch networks, either via NBCs or by means of outsourcing agreements. The Bank Act allows banks to contract NBCs to receive customer deposits in their name, as well as payments of money owed to them, applications for loans and advances, and to make payments to customers on behalf of the bank. In practice, banks outsource other services in addition to those listed in the Bank Act, including KYC procedures.  
In South Africa there are two models of branchless banking, one bank based and one non-bank based. Both make use of NBCs such as supermarkets, merchants and post offices to deliver financial services outside traditional bank branches. In the bank-based model every customer has a direct contractual relationship with a supervised financial institution (an account, for example) even though operating exclusively through an NBC equipped to communicate directly with the bank (generally through a POS terminal or a mobile phone).  

In the nonbank-based model, customers have no direct contractual relationship with a supervised financial institution. Instead, the customer exchanges cash at an NBC (or makes a transfer) in return for an electronic record of value. This virtual account is stored on the server of a nonbank, such as a mobile operator or an issuer of stored-value cards. The balance in the account can be used for making payments, storing funds for future use, transferring funds or making cash withdrawals. If the system relies on a POS

network and plastic cards, customers must visit the NBC to conduct a transaction. If the system is mobile phone-based, customers need to visit a retail agent only to add value or to convert stored value back into cash. A more limited version of this model can be found in payment networks, which involve a technology provider or other nonbank institution offering a network of “payment points” (for example, payment terminals, ATMs or retail agents equipped with POS devices) where a customer can make payments due to third parties or a governmental entity can make payments to beneficiaries.
In South Africa, all of the large retail banks already offer mobile phones as an additional access channel to existing bank accounts, (including simplified savings accounts known as Mzansi accounts), often providing transactions free of charge with the client absorbing only the costs of the call. However, the country has seen the emergence of two mobile banking models, WIZZIT and MTN MobileMoney, where the mobile phone is not only used as an access channel to existing bank accounts managed on traditional bank systems (in a similar way to the use of the Internet), but where the bank account application is fully integrated with the mobile phone, enabling the customer to use the mobile phone as a payment instrument.
WIZZIT and MobileMoney users collectively account for 20% of all mobile banking users in South Africa. Although both WIZZIT and MTN MobileMoney were developed and are operated by nonbanks – a private firm and a mobile operator respectively – the Bank Act requires that these businesses, as deposit takers and issuers of e-money, act in conjunction with licensed banks.
WIZZIT was founded in December 2004 with the aim of reaching 50% of unbanked adults. It operates as a partnership with Bank of Athens, which is responsible for the funds deposited. To recruit customers it has hired and trained some 2,000 roaming   Wizzkids who conduct KYC procedures, issue Maestro debit cards, and assist customers with the use of the application. Customers can use their mobile phone (from any South African operator) to perform a wide range of transactions, including:

· Transferring money to third party accounts
· Checking balances
· Loading electricity accounts with prepaid credits
WIZZIT has arrangements with the Post Office and ABSA Bank, providing its customers with approximately 3,400 sites for deposits and withdrawals, as it has no branches of its own. Since WIZZIT issues debit cards for its clients, cash withdrawals can be done at all South African ATMs. According to the 2008 CGAP report
, WIZZIT has more than 200,000 customers. Service charges are minimal, varying according to the type of transaction, and there are no monthly charges or minimum balance requirements.  For example, mobile transaction charges range from $ 0.50 to $ 2.50 (USD 0.15 to USD 0.70, respectively) while, those for card use range from $ 1 to $ 2.50 (USD 0.25 and USD 0.70), at the exchange rate for February 2010. 
MTN, one of South Africa’s two largest mobile operators, launched MTN Banking and its mobile banking product MTN MobileMoney in 2005 under an agreement with Standard Bank. The banking application is fully integrated into the mobile environment and every MTN SIM card distributed carries the application. As a result, only MTN subscribers can open MobileMoney accounts. Account holders can use their mobile phone for similar services as those provided by WIZZIT. Account holders are also issued with a MobileMoney cash card with which they can make cash withdrawals and deposits at Standard Bank branches and ATMs.  Most account holders take the option of a MobileMoney Mastercard (for a fee) with which they can make cash withdrawals at all ATMs in the country.
MTN MobileMoney also provides agent-assisted account opening similar to WIZZIT, but offers the additional option of activating the account via Internet. In this case, customers are required to enter, among other things, their ID number, which is then verified against a third-party database.  If accounts are opened without direct interaction with the customer, a daily transaction limit of approximately USD 140 is established. Costs are similar to those recorded for WIZZIT. MTN MobileMoney currently has approximately 80,000 users. 

3.3 Financial Education 


3.3.1 Argentina

The PAEF is a Central Bank Programme for Economic and Financial Literacy, declared of educational interest by the Ministry of Education (Resolution 320/07). The PAEF, which has a federal scope, offers activities and educational materials for children, young persons and adults. The aim of the program is to provide tools and knowledge on  economics and finance applicable in daily life, to encourage the forming of critical, thoughtful and economically responsible citizens, and to promote the work of the Central Bank and its relationship with the remaining agents of the economy. It also aims to have the programme included in the school curriculum in the areas of Ethical and Citizenship Education, Social Sciences, Mathematics, and even Language.   

The PAEF is addressed to children and young persons, educators, and the community at large. The overall objectives are to:
· Provide tools and knowledge of economics and public finance applicable to daily life.  
· Promote the training of citizens with critical faculties who are economically responsible.
· Ensure that the general public understands that their decisions as economic agents affect their future and that of others.
· Publicise the work of the Central Bank and its relationship with the rest of the economic agents in cultural and educational environments.
The PAEF, designed as a free-of-charge, universal instrument of social inclusion, is offered in both formal and informal work environments. Informal environments included the presence of the Central Bank at the 2006 to 2011 editions of the annual International Book Fair in Buenos Aires to promote economic education. In the area of formal education, the Central Bank visits primary and secondary schools all over the country with its “Central Bank Goes to School” activity. An interdisciplinary team of teachers visits public and private schools around the country.
An educational website has also been created to contribute to democratisation of PAEF access in a country in which the population is widely dispersed.
Teaching materials include teacher manuals and guides, stories for children, interactive games using touch-screens, magnetic panels and audio-visual aids.   

3.3.2 Kenya
 

In Kenya, Safaricom operates programmes to help existing customers make good use of financial services. For example, Safaricom sends text messages to remind its customers not to share their passwords or PIN numbers. The company also makes use of conventional advertising to encourage customers to use M-Pesa, jointly with a large number of financial institutions and merchants. In view of the high level of penetration by M-Pesa in the Kenyan population, Safaricom mainly targets existing customers who could be underutilising the service.   

3.3.3 South Africa

Although Wizzit, which operates using its mobile system, does not explicitly include financial education among its objectives, some of its initiatives could have an impact on the financial education of its customers. One of these actions takes place through the contracting from the ranks of the unemployed of agents known as “Wizzkids” who often participate in the informal education by describing Wizzit services and pointing out the risks from holding cash. Wizzkids build a relationship with customers, many of whom come from similar backgrounds. 

3.4 Other Innovative Products in Bolivia
3.4.1 Microwarrants

One of the principal factors restricting access to rural credit in Bolivia, particularly in the case of small farmers, is without doubt the lack of collateral. Land is the main production factor and the asset constituting wealth that could be offered in guarantee, but in most cases it is not accepted as such because of legal restrictions, lack of records or formal liens. In response to this problem, an MFI established as a Rural
 Development Financial Institution (DFI)
 developed and implemented a new credit instrument known as the microwarrant (MCW), secured by the goods deposited in conditions favourable for the end borrower.
To better understand how the MCW works a brief description is required of the traditional warrant. There are three participants involved in this credit mechanism: the owner of the goods, the warehouse, and a financial institution. 
The owner of the goods who requires the loan deposits his merchandise in a warehouse, which issues in exchange a field warehouse receipt
 and a “warrant”
. The warehouse is responsible for the custody and conservation of the goods. The financial institution makes a loan to the borrower, receiving the warrant in exchange, thus reducing the credit risk with collateral security.    
The MCW is a derivation of the traditional warrant-based pledge-backed credit, adapted to the reality of small farmers. The MCW can be defined as a small seasonal loan, secured by the warehoused product at a centre authorised by the MFI with the aim of providing immediate liquidity to small farmers whose source of repayment will be the sale of the product that has been stored. Above all, the MCW enables small farmers to improve their income by obtaining good prices for the sale of their harvests in periods of high demand.
As in the case of the traditional warrant, there are basically three agents who take part in the MCW process:
· The MFI evaluates and grants loans, as is responsible for verifying the existence of the product deposited in guarantee, its monitoring and control, and for authorising the sale or release of the product deposited in guarantee.   
· The warehouse is responsible for the deposit and custody of the product, and can also provide the MFI with a guarantee for the loans. In addition, it is the customer’s withholding agent for the payments to the MFI, and places buyers and sellers in contact, assisting in the sale process.  

· The customer is the small farmer requiring immediate resources to cover debts incurred during the production process, and who can only count on the security represented by the product that has been deposited.
The MCW has advantages for all three participants. The MFI faces a lower credit risk from holding the guarantee on the goods deposited, as the loan is no longer subject to the risk factors affecting crop farming, although the merchandising risk still remains. In addition, the MFI holds collateral from the warehousing facility. The warehouse benefits compared with other similar businesses, because with the loan incentive it can attract more customers, improving its income from increased warehousing volumes. One of the main advantages for customers is the improvement in their income levels, as   they can sell at times when prices are better. Also, because of the nature of the collateral, interest rates are lower than for conventional loans.

Figure 1: MFI Microwarrant Mechanism 
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Source: López Aparicio (2007)

3.4.2 Microleasing

Microleasing (small-scale financial leasing) represents an innovative financing mechanism for investment capital - fixed assets - for small farmers in rural areas in Bolivia. It enables farmers to resolve the difficulty of the lack of guarantees and  reduces the risk to the MFI portfolio. Ownership of the asset facilitates the recovery of its value, without the need to resort to attachments or court orders, the terms of which tend to be incompatible with the interests of the MFI.
Microleasing is a low-value transaction according to which the MFI acquires specified equipment at the express request of the previously-approved customer. The equipment is delivered to the customer for use during a given period in exchange for regular payment. Nevertheless, ownership remains in the hands of the institution (see Figure 2). At the end of the period, the customer has the option to acquire the good following payment of the residual value as previously agreed. The most important aspect of the contract is that legal ownership of the asset is separate from its economic use, and is retained by the MFI until the customer exercises the purchase option. This type of transaction requires no collateral, as the equipment itself secures the operation.  
Figure 2: MFI Microleasing Mechanism
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Source: IADB (2003)
The design of the financial leasing agreement must establish the necessary incentives for the users to acquire the asset at the end of the contract, including:
· An initial payment for a significant portion of the value of the equipment (between 15% and 25%), constituting an incentive for its proper use and maintenance.  

· A contract term not exceeding two-thirds of the economic value or useful life of the equipment – including depreciation, to prevent customers from being discouraged from acquiring obsolete or depreciated machinery or equipment. 

· A relatively low residual value or final instalment, to encourage farmers to purchase title to the equipment. The value of the equipment, discounting its depreciation, should be significantly greater than the amount of the residual instalment.   
One important characteristic of the assets financed is that they should have a secondary market, so that if the users do not buy the equipment – if they do not exercise their purchase option – the MFI will be able to sell them without incurring in excessive costs or losses, ensuring a minimum level of profitability for the programme. Efforts should be made to ensure that the microleasing candidate should meet the following criteria:

· Knowledge of technology in accordance with the technological complexity of the asset.

· Management and organisational capability based on the level of development of the business and the complexity of the asset to be leased.
· Availability of identified, stable markets. 
· Financial capacity, for example, global indebtedness should not exceed 33% of total net profits. 
· Low competition and degree of differentiation of the product.

· Fiscal formality established or close to being established.
Profile of asset to be leased: 
· Existence of a secondary market. 
· Covered by insurance. May be a legal requirement for many institutions. 

· Individual identification of the asset (manufacturer’s serial number or other features – brand, model, colour, size, etc.). 
· Registration. If there is a register of the ownership of fixed assets, the necessary data for the correct registration of ownership should be obtained (avoiding the risk of loss from the sale of the asset to a third party). 
4. Conclusions

The various cases described show the importance and potential of technological innovation in rapidly increasing access to financial services for wide sectors of the population.
It is important to note that in most cases technological innovation has arisen in the southern hemisphere, which is to be expected, as approximately 90% of the population excluded from the financial system lives in four geographical regions, and three of them are south of the Equator (Latin America, Africa and the Middle East). The countries surveyed in this paper are an example of this. It can be seen that in those countries financial services using the modalities described have spread quickly and successfully. In the case of non-bank correspondents, Brazil has set a leading example. In the case of financial services via mobiles, the cases of Kenya and South Africa are experiences to be borne in mind when evaluating the implementation of these services. Lastly, Bolivia is another of the countries where technological innovation has taken place, attaining the objective of expanding access to formal financial services.   
One outstanding aspect of the cases studied here lies in the fact that the services are directed at the mass market. By gaining in scale and applying new technologies, transaction costs are significantly reduced, ensuring that these services can be provided on a sustainable basis.

From the experiences we have commented on here, it can be concluded that technological innovations must have a level of sophistication tailored to the public they are aimed at. Furthermore, for these tools to be used effectively, they must be backed by a regulatory framework that approves their use and monitors the risk they represent in a proportionate manner, without inhibiting innovation. We can identify Brazil (with its regulation of NBCs) and the Philippines (regulation of e-money) as two countries that have implemented appropriate regulatory frameworks for the development of these new channels for financial access.

Nevertheless, for the use of the financial services channelled through these new technology tools to achieve their full potential, that is to say, for customers to use the full range of services offered, not just the most basic ones (such as payment of bills and services), development of user financial capability will be a key factor. One example of this is Kenya, where one of the companies providing financial services using mobiles encourages the secure and complete use of all its products.

Bibliography
· Alliance for Financial Inclusion – AFI (2009): –“First Annual Global Policy Forum: A Marketplace of Ideas”, Co-hosted by the Central Bank of Kenya, Nairobi, Kenya, 14-16 September.

· Access through Innovation Sub-Group – ATISG (2010): “Principles and Report on Innovative Financial Inclusion”, May.

· Banco Central de la República Argentina – BCRA (2006): Delfiner, Pailhé and Perón: “Microfinanzas: un análisis de experiencias y alternativas de regulación”, April. 

· Banco Central de la República Argentina - BCRA (2009): Delfiner, Gómez and Perón: “Las políticas públicas orientadas a las microfinanzas en Sudamérica”, June. 
· Bangko Sentral de Pilipinas: “Circular 649/2009” 

· Consultative Group to Assist the Poor – CGAP (2008 - a): Mas, Ignacio: “Posibilidad de hacer (pequeños) depósitos y pagos en cualquier lugar”. Focus Note No. 45, April.
· Consultative Group to Assist the Poor – CGAP (2008 - b): Mas, Ignacio and Siedek, Hannah: “Servicios bancarios a través de redes de establecimientos minoristas”. Focus Note No. 47, May.
· Consultative Group to Assist the Poor – CGAP (2008 – c): “Notes on regulation of branchless banking in South Africa”, February.

· Consultative Group to Assist the Poor – CGAP (2009): Mas, Ignacio and Rosenberg, Jim: “The Role of Mobile Operators in Expanding Access to Finance”, May.

· Consultative Group to Assist the Poor – CGAP (2010): “Update on regulation of branchless banking in Kenya”, January.

· Dupleich, Mauricio (2003): “El microleasing: una nueva alternativa financiera para el desarrollo del pequeño agricultor rural y la microempresa.” Experiencias y Desafíos en Microfinanzas y Desarrollo Rural. Presentation at International Symposium under the title of  “Experiencias y Desafíos en Microfinanzas y Desarrollo Rural” in Quito, Ecuador.  
· Financial Access Initiative – FAI (2009): Chala A., Dalal A., Goland T., Gonzalez M. J., Morduch J., Schiff R. “Half the World is unbanked”. Framing note.  
· Groupe Speciale Mobile Association – GSMA (2010): Mobile Money for the Unbanked - Annual Report 2010: “Mobile Money for the Unbanked”.

· Inter-American Development Bank – IADB (2003): Wenner Mark, Alvarado Javier, Galarza Francisco: “Promising Practices in Rural Finance: Experiences from Latin America and the Caribbean”. Chapter 10: “Productos financieros innovadores. ANED: Pionera en la provisión del arrendamiento financiero rural en Bolivia”. Authors: Javier Alvarado and Francisco Galarza.
· López Aparicio, M. (2007): “Innovación crediticia: el microwarrant. Sistematización de las experiencias en el financiamiento de arroz casos FONDECO y ANED”. PROFIN Programa de Apoyo al Sector Financiero, COLUDE and DANIDA.
· Organisation for Economic Cooperation and Development – OECD (2005): “Recommendation on Principles and Good Practices for Financial Education Awareness”, July.

· Organisation for Economic Cooperation and Development – OECD (2009): “Recommendation of the Council on Good Practices on Financial Education Awareness Relating to Credit”, May.

· Porteous, D. (2006): “The enabling environment for mobile banking in Africa - report” commissioned by Department for International Development (DFID), May.































































































































































Type of Service





Percentage of Correspondents  





Offering Service





 Receipt and forwarding of account opening applications 





34,4%





 Deposits, withdrawals, and transfers  





49,7%





 Receipt, payment, etc. of service agreements 





88,5%





 Execution of payment orders 





39,2%





 Receipt and forwarding of loan applications 





47,2%





 Credit and personal data analysis  





34,0%





 Execution of collection services 





75,0%





 Receipt and forwarding of proposals for credit card issuance  





48,3%





 Other activities as decided by the Central Bank 





63,7%





Bank





June-07





Dec-09





AV VILLAS





4





176





BANAGRARIO





30





228





BCSC





3





33





BANCO DE BOGOTA





6





18





BANCO DE OCCIDENTE





0





4





BANCO POPULAR





6





113





BANCOLOMBIA





61





527





BBVA





8





129





CITIBANK





1,540





4,314





HSBC





0





75





TOTAL





1,658





5,617





In municipal districts of:





      Non-Bank 





Correspondents





0 – 10,000 inhabitants





323





10,001 – 50,000 inhabitants





791





50,001 – 100,000 inhabitants





300





Over 100,000 inhabitants





4,187





TOTAL





5,601





Amount





Number





Amount





Number





Collections





22,830





246,124





89,184





1,117,048





Transfers





362





387





10,512





12,671





Deposits





18,859





48,699





121,860





253,362





Withdrawals





8,893





23,836





104,005





208,633





Savings Acct. Opening





-





825





-





463





Credit procedures





-





66





-





905





Mandatory payments.





8,498





35,369





24,684





104,087





Total





59,443





355,306





350,246





1,697,169





Dec-07





Dec-09





Type of Transaction





Jun-08





Dec-09





Crédito





1,565





2,799





Interbank





568





1,197





Scotiabank Perú





410





490





B B V A Banco Contin





285





337





Comercio





-





-





Citibank Perú





-





-





Banco Interamericano





-





-





Trabajo





44





Banco Ripley





13





198





Mibanco





24





432





Falabella Perú 





234





235





HSBC Bank Perú





-





-





Total general





3,143





5,688





NBCs





Bank





MFI





Customer





Warehouse





3 – Requests authorisation 





     Process and sale





5 – Authorises processing





2 - Notifies





1 – Monthly verification





6 – Processes, sells, withholds and pays debt





7 – Returns settled B/E





4 – Authorises process and sale





Supplier of 





       Lessor





asset





(customer)





Microfinance





Institution





Informs features of asset





Selects asset





Sells asset





Purchases  asset





(retaining ownerhip)





Pays leasing 





instalments





Leases asset





(purchase option)








� CGAP (2003) and Delfiner, Pailhé & Perón (2006)


� AFI (2009)


� At the G20 summit in South Korea (December 2010), the leaders of the G20, endorsed a concrete Financial Inclusion Action Plan. Subsequently, the leaders announced the establishment of the Global Partnership for Financial Inclusion (GPFI) to institutionalize and continue the work began by the Financial Inclusion Experts Group (FIEG) in 2010. The GPFI was designed as an inclusive platform for all G20 countries, interested non-G20 countries and relevant stakeholders.


� FAI (2009)


� CGAP (2008 a and b)


� Porteous, D. (2006)


� Minutes available for calls.


� CGAP (2009)


� GSMA (2010). GSMA represents the interests of the global mobile telephone industry. � HYPERLINK "http://www.gsmworld.com/" ��http://www.gsmworld.com/� 


� ATISG (2010)


� OECD (2005)


� Australia, Belgium, Chile, Denmark, France, Greece, Iceland, Italy, South Korea, Mexico, New Zealand, Poland, Slovakia, Spain, Switzerland, United Kingdom, Austria, Canada, Czech Republic, Finland, Germany, Hungary, Ireland, Japan, Luxembourg, Netherlands, Norway, Portugal, Slovenia, Sweden, Turkey and the United States. 


� OECD (2009)


� BCRA (2009)


� As at October 2010.


� CBB statistics for the 1st quarter of 2010 for the top 10 banks in terms of number of NBCs. Aymoré CFI S.A. has been excluded, because although it has 30,205 NBCs, they only offer a service for the receipt and forwarding of loan applications.


� The BPB is a wholly-owned subsidiary of Banco do Brasil. This means that the parent holds the entire amount of its share capital (Law 6.404/1976 art. 251 to 253) and is constituted by a single legal person.  Source: � HYPERLINK "http://www.cosif.com.br/mostra.asp?arquivo=participacaosocietaria03#subsidiaria" ��http://www.cosif.com.br/mostra.asp?arquivo=participacaosocietaria03#subsidiaria� 


� As at 1st Quarter 2010.


� As at October 2010.


� Exchange rate 1.68 at October 1, 2010. Source: � HYPERLINK "http://www.bcb.gov.br" ��www.bcb.gov.br� 


� Ibid.


� As per exchange rate for April 2011.


� GSMA (2010)


� BSP “Circular 649/2009”


� � HYPERLINK "http://www.mobilephonebanking.rbap.org/article/archive/15" ��http://www.mobilephonebanking.rbap.org/article/archive/15� 


� CGAP (2010)


� GSMA (2010)


� http://www.safaricom.co.ke/index.php?id=362


� The Equity Bank ATM network. 


� CGAP (2008 – c)


� CGAP (2008 – c)


� ATISG (2010)


� Ibid.


� López Aparicio (2007)


� Fondo de Desarrollo Comunal “FONDECO” initially, and later Asociación Nacional Ecuménica de Desarrollo “ANED”. 


� These DFIs are NGOs organised as foundations or civil not-for-profit associations operating in the micro-finance market in the poorest areas, and those where access and communications problems exist. A regulation dating from 2008 allows DFIs to take deposits, something they could only do previously through agreements with regulated institutions. This regulation also does not prohibit non-financial activities of vital significance to DFIs, which carry out numerous training activities and warrants and leasing operations, among other mechanisms.  


� The warehouse receipt is a security that certifies the receipt of the merchandise detailed on it, with the legitimate holder having title to them.   


� The warrant always issued in connection with the warehouse receipt documents the receipt of a sum of money by the holder of the certificate and the delivery as collateral of the goods it represents.    


� IADB (2003) and Dupleich (2003)
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