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inancial inclusion—access to a range of

financial services and products for every-

one needing them, in a fair, transparent,

and cost-effective manner—is a goal of IFC
(International Finance Corporation) and a prior-
ity of the Group of 20 development agenda.

IFC has committed to achieving greater financial
inclusion by 2013 by providing more diversified
financial services and by deepening outreach to
microclients and small and medium enterprises.
IFC also helped support and shape the G20 global
financial inclusion agenda that calls for the pro-
motion of a range of financial services beyond
credit—including payments, savings, remittances,

and insurance.

More than 2.7 billion people in developing coun-
tries do not have access to basic formal financial
services, such as savings and checking accounts.
Many governments have made savings accounts
widely available, but to make payments and trans-
fer funds, the poor must often depend on costly
and unreliable informal financial services. Low
levels of financial inclusion also represent an

obstacle to economic development.

Developing innovative methods of retail payments
is essential to increasing financial inclusion. New
technologies and new business models are open-
ing new methods of retail payments, as well as bill
payments and transfers of funds among people

and businesses.

Foreword

Mobile technology is a channel that, once in
place, allows for the delivery of other low-cost
financial services bringing banking to unbanked
and underserved people. Mobile money—the
transfer of funds using cell phones—is an innova-
tive method for both individuals and small busi-
nesses to transfer money. Mobile money is becom-
ing common in developed countries for small,
frequent payments such as mass transit fees. In
some developing countries, it offers an opportu-
nity for unbanked people to pay bills and transfer
funds without using cash. Some businesses use it

throughout their supply chain.

Why has the development of mobile money sys-
tems been so successful in some countries, yet
seem blocked in others? What can be done to

encourage its development globally?

This report looks at the technology required and
the business models used by mobile network oper-
ators, banks, and others in four developing coun-
tries—Brazil, Nigeria, Sri Lanka, and Thailand. It
compares these countries with Kenya and Japan,
which have successfully developed mobile money
operations, and with the United States.

Perhaps more importantly, it offers a framework
for a quick market study of a country to determine
whether or what type of mobile money services
might be developed commercially. It offers models
of user perception and demand surveys, then

develops a set of parameters—such as regulatory
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environments, current access to financial services,
and the requirements of potential mobile money
service providers to run viable businesses—that
can spur or block mobile money development.
By using these survey techniques and examining
the relevant parameters, a government or develop-
ment agency can assess a country’s potential for a

successful mobile money business.

We hope this report will contribute to mobile
money business development globally. It is
intended for regulators, mobile network opera-

tors, commercial banks, microfinance institutions,

telecommunications equipment and handset
manufacturers, and others that could be involved

in the development of mobile money businesses.

I would like to express sincere thanks to the gov-
ernment of the Republic of Korea for its support
of this study through the Korean Trust Fund.

b =
{ --:'._ k - \3‘\__\_\_\_ =
Peer Stein

Global Business Line Leader
IFC Advisory Services, Access to Finance



his study was commissioned to increase

understanding of mobile money (m-money)

and help address key issues in scaling up

further development of m-money ecosys-
tems globally.
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obile money (m-money) refers to
the use of mobile phones to perform
financial and banking functions. It can
be used to assist the billions of people
who have little or no access to traditional finan-
cial services. Where the service is available, users
can securely receive funds, pay bills, make bank
transactions, transfer funds, and purchase goods

and services.

Half the households in the world do not have
access to financial services. The poor often must
rely on informal financial services that may be
more costly and less reliable. Low levels of finan-
cial inclusion represent an obstacle to economic
development. Consequently, financial inclusion
has become an important topic in the develop-
ment agenda (CGAP and World Bank Group
2010).

M-money services have flourished in some coun-
tries, both developed and developing, but not in
others. Why? What are the drivers for success and
the barriers that block success? How can one rec-
ognize whether a new market will blossom if given
a strategic push or whether a situation is too chal-

lenging?

This study was undertaken to increase our under-
standing of how m-money systems develop and to
address key issues in scaling up m-money adop-
tion. It first reports on a survey of user and nonuser

perceptions and the types of demand expressed

Executive Summary

for m-money. Then it looks at several parameters
that could spur or block m-money development,
such as national regulatory environments, current
access to financial services, and the requirements
of potential service providers to run m-money ser-

vices as viable businesses.

Four countries—DBrazil, Nigeria, Sri Lanka, and
Thailand—each of which represents a different
world region, socioeconomic situation, and finan-
cial context, were visited and analyzed in terms of
m-money business models, major money flows
and demand, user and nonuser perceptions and
behavior, regulations, and agent networks. We
also studied the two most successful m-money
countries—Kenya in the developing world and
Japan in the developed world—to compare them
with the four countries in our study. The United
States was included as a reference point and as an
advanced country in terms of electronic payment
(e-payment) cards (e.g., debit and credit).

M-money business models vary widely in the four
countries studied, due to country context, stage
of financial sector development, and the market
and competitive landscape. Because of this com-
plexity, many analysts have looked at m-money
business models from the perspective of the main
players. This perspective has led to three basic cat-
egorizations of business models: mobile network
operator (MNO) —centric, bank-centric, and col-
laborative, depending on which player takes the
initiative. We then developed a progressive model
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of how m-money businesses tend to develop as
a country grows in financial and technological
sophistication. In a developing country, it is most
common for an MNO to initiate the service but
to later partner with a bank for enhanced financial
services. We predict an eventual move to country-
wide interoperable platforms that allow transfers
of funds among services with different operators

and different banks.

Based on our findings, we propose the best pos-
sibilities for investment in m-money in the four
countries studied and can identify areas that hold
little promise under current conditions. We have
also developed a theoretical framework and meth-
odology that is a powerful tool for assessing any
country’s m-money development potential. It
provides insight into the type of business model
most appropriate in a specific country context, the
sort of partnerships needed, the type of regulatory
environment required to enable m-money devel-
opment, and—finally—the developmental paths

that m-money might take.

Debning Mobile Money

There are many definitions of electronic money
(e-money) and m-money. For this report, we have
defined them as follows:

E-money is the broader concept and refers to
payments made using prepaid cards, debit and
credit cards, loyalty cards, automated teller
machine (ATM) cards, gift cards and store
cards, as well as mobile phones and near-field
communication (NFC) —enabled cards.

M-money is a subset of e-money. It refers to
financial services and transactions made on a
mobile phone. These services may or may not
be tied directly to a personal bank account.

Value Proposition of Mobile
Money

Many types of cards (e.g., debit, credit, prepaid,
ATM) potentially compete with m-money. To
assess the opportunities for m-money, it is nec-

essary to understand how m-money is different

from these cards. The main differences (and there-

fore the value proposition) are as follows:

More people own mobile phones.

A mobile phone is an interactive device on
which the customer can check account balances
and credit information, and can make transac-
tions. A card is a simple payment instrument,
typically not allowing its user to check account

details or transfer money between accounts.

A mobile phone has other functions such as
communication, whereas a card’s key purpose

is as a payment instrument.

A mobile phone allows remote, non-face-to-
face payment without an additional device. In
contrast, a card requires a point-of-sale (POS)
terminal, the Internet, or a phone for remote
payment. Thus, with m-money services, the
consumer has not only the device but also the

communications channel.

Both payment cards and m-money reduce the use
of cash. Although prepaid cards can be useful for
people without bank accounts, m-money has a
higher potential to provide a wider range of finan-
cial services for the unbanked.

Payment cards and m-money are sufficiently simi-
lar that, in some potential m-money market seg-
ments, the opportunity could be realized by either
one. Public transport is an example. Either cards
or phones with NFC technology, which make a
transaction when swiped over a receiver, can be
used to make fast transit payments and keep rush-
hour lines moving. Similarly, face-to-face retail
payments could be made either by NFC cards
such as Visa payWave or by m-payment with
NFC-equipped phones.

The value proposition of m-money depends on
whether a country is developing or developed. In
a developing country, the financial infrastructure
is likely to be poor, with a limited number of pay-
ment instruments, as well as a larger unbanked
population. M-payment may be the only viable
alternative to cash for large segments of the popu-

lation.



Conversely, in a developed country with a well-
developed financial infrastructure, there is likely
to be a wide range of payment instruments, such
as credit cards, debit cards, prepaid cards, checks,
and direct debit. M-money is used mainly to
pay for high-volume, quick transactions, such as
public transport or face-to-face retail payments,
mostly through NFC-enabled phones. M-money
is a complement to other forms of payment—it
is yet another convenient (often faster) way of
paying for services.

Insights from Kenya, Japan,
and the United States

Kenya is the most successful developing country in
using m-money, and Japan is considered the most
successful developed country in this regard. The
United States was included as a known reference
point. It is one of the more advanced countries in
terms of e-payment cards such as debit and credit
cards. In these countries, we looked for trends
that might emerge in the four countries studied
in depth and to situate the four countries into the
wider context of developments in m-money.

Table ES.1 compares key metrics for m-money
in Kenya and Japan." Two key points emerge.
The first is that m-money is used for different
purposes in the developing versus the developed
world. Japan has more transactions of a lower
average value, while Kenya has fewer transac-
tions with a higher average value. In the develop-
ing world, m-money is mainly used as a replace-
ment for less-secure cash, especially in countries
with a poor financial infrastructure. Funds can
be transferred with relatively basic mobile phones
using short message service (SMS) technology. In
the developed world, the major requirement is for
fast, convenient micropayments, particularly with
NEC technology. As a country develops, it may
use m-money initially as an alternative to cash. As
m-money is integrated into the growing financial

! We did not include the United States in this compari-
son because, although it has a few m-money providers,
their data are insignificant compared to its economy
and to the figures for both Japan and Kenya.

Executive Summary 3

sector, the opportunity may emerge for fast, NFC-
enabled micropayments.

The second major point is that our data may indi-
cate that in countries with an existing e-money
infrastructure, m-money uptake will have difficulty
reaching the same level of importance as it might
in countries with limited e-money infrastructure.
Table ES.1 shows that even though the Japanese
gross domestic product (GDP) per capita was
nearly 45 times larger than the Kenyan GDP per
capita, the value being processed through m-money
in Kenya was larger than in Japan. Between March
2009 and March 2010, 3.3 percent of Kenya’s
GDP was processed as m-money, compared with
only 0.05 percent of Japan’s GDP during the same
period.? (In terms of all e-money, Japan processes
about four times more than Kenya.)

Several similarities between Kenya and Japan

Table ES.1

explain why both are successful models of m-money.

* Most importantly, both countries provide the
major economies of scale needed for m-money
to succeed.

2 The size of the Japanese m-money market was esti-
mated as of March 2010 based on figures from the
Bank of Japan for March 2009.
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In both countries, dominant players were able
to capture a large market share. In Japan, there
was a dominant mobile phone company, a pro-
prietary NFC technology, a dominant credit
card company, and a dominant public trans-
port company in and around Tokyo, all work-
ing together. In Kenya, the dominant mobile
phone operator developed a popular money
transfer system called M-PESA, which allowed
person-to-person (P2P) transfers in a country
where few people had bank accounts.

Both countries have massive addressable mar-
kets. In Japan, there were 2.3 billion monthly
transactions for public transport in 2010 (com-
pared with 858 million in the United States).
In Kenya, there were 14.4 million unbanked
adults in 2009,” representing more than 77 per-
cent of all adults in the country.

In both countries, the regulatory situation did
not hinder m-money development. In Kenya,
agents that supply financial services through
mobile phones enjoy more permissive regula-
tions from the central bank. In Japan, the gov-
ernment supports m-money: it owns 63 per-
cent of the stock of the largest MNO (NTT
DOCOMO 2010) and only sold its shares in
the largest commuter transit company in 2006.
It supported NFC as the standard technology
for payments.

Inidially, in each country, a single popular
use—public transport in Japan and P2P trans-
fers in Kenya—{flourished, allowing the addi-
tion of other services later.

Both countries have a large acceptance network
for m-money: East Japan Railway Company
(JR-East), Japan’s commuter giant, was able to
establish acceptance among commuters in met-
ropolitan Tokyo, the largest city in the world
with more than 35 million inhabitants. Kenya’s
mobile phone financial services operator has

more than 18,000 agents.

¥Those with access to formal financial services only.

The United States faces a more challenging envi-
ronment for m-money development. It already
has a large noncash infrastructure: 53 percent of
the monthly volume of payments is card based,
whereas only 36 percent is paper based (check and
cash) (Foster et al. 2009). It also has a competi-
tive—thus more fragmented—mobile market,
with the largest market share being 30 percent (for
AT&T Wireless).

If major economies of scale do not exist, either
because the market is very fragmented or because
of a predominance of e-money use—both of which
apply in the United States—there is a require-
ment for the various players to come together and
create a single, interoperable platform. It is a very
challenging proposition to bring all key players
together and create the necessary cooperation for a
shared platform or interoperable approach, while
at the same time allowing players to compete and
make a convincing business case to invest into an

additional payment platform.

The Federal Reserve Bank of Atlanta noted in a
discussion paper, “One challenge for stakeholders
is to decide collectively on the rails and infrastruc-
ture [for m-money] while considering cost issues.
Attempting to establish different payment infra-
structures at the same time may not work well”
(Federal Reserve Bank of Atlanta 2010, p. 6).
Therefore, “it is not at all clear that market forces
acting on their own will get the United States [to
significantly adopt NFC or contactless payments],
or produce the completely open, interoperable
system needed; certainly not anytime soon” (Ezell
2009, p. 42).

Interoperability among both mobile phone opera-
tors and banks is an ultimate goal for m-money
services, but it is difficult to achieve in the begin-
ning when a company is struggling for market
share. It may be easier to achieve later based on
growing demand from consumers. Interoperabil-
ity includes both technical cooperation among
service providers and cooperation among finan-
cial service providers. It seems easiest to achieve
when one operator or operator-bank partnership
is dominant and sets the standard for others to

follow.



Major Money Flow Estimates

This study examined major money flows provid-
ing an indication of demand for m-money. Poten-
tial demand is found in the following:

= Government-to-person (G2P) payments
= P2P transfers

= Payroll payments from small companies in the
informal sector

= Public transport payments

= Bill payments to major utilities (e.g., electric-
ity and water), postpaid mobile accounts, fixed
phone subscribers, pay TV (cable and/or satel-
lite)

* Retail payments

* Business-to-business (B2B) payments
= Credit and microfinance

= International remittances

= Savings.

Table ES.2 summarizes monthly transaction
volume estimates (not value) in each country for
the first five items, showing m-money oppor-
tunities. However, since m-money must com-
pete with both traditional payment methods and
other e-money options, it is unlikely to capture all
this potential demand. The table also shows the
number of unbanked persons in each country.

Table ES.2
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Government-to-Person Payments

To have a potential opportunity for G2P pay-
ments, a country needs to be wealthy enough
to have a social transfer program, but still have
a considerable part of the population without
banking services. A recent study estimates that
almost 75 percent of the 1.3 billion people living
on less than US$1.25 per day actually reside in
middle-income countries (Sumner 2010). This
finding supports the government-to-person
payments opportunity, because middle-income
countries are likely to have or develop social
transfer programs.

Person-to-Person Transfer of Funds

Although there is demand for P2P money trans-
fers in every country (e.g., 38 million households
in the United States transfer funds to individu-
als), most developed countries have other elec-
tronic means (such as online banking) to accom-
plish these transfers. Thus, P2P fund transfers is
a major opportunity only where financial access
and infrastructure are limited, such as in Kenya
and Nigeria.

Informal Sector Payroll Payments

Similarly, the opportunity to use m-money for
payroll depends on the size of the country’s infor-
mal workforce and its developmental stage of
financial access and infrastructure. Nigeria has a
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sizable opportunity: anecdotal evidence suggests
that larger companies already use electronic cards

for temporary and other workers.

Public Transport Payments

Public transport presents a significant opportunity
in Brazil and Sri Lanka, whereas the United States
is challenged by fragmentation in that market seg-
ment. Because using m-money for public transit
depends on investment in NFC-enabled cards or
phones and an NFC payment infrastructure, a
more detailed cost-benefit analysis is required to
determine whether economies of scale are large

enough to support a business case.

Bill Payments

The bill payment market is large in Brazil and
the United States, but both markets already have
highly functioning bill payment channels, and
thus are unlikely to need an m-money solution.
Only countries such as Nigeria, where bill pay-
ment channels are limited, offer a sizable oppor-

tunity for m-money.

Parameter Analysis

We identified and examined numerous parame-
ters that might affect m-money development, and
clustered them into 8 categories and 50 subcate-
gories. These parameters and our methodology are
described in detail in the report and can be used
to analyze the m-money market potential of other

countries.

The most important parameters in the four coun-

tries studied are as follows:

Regulation, which often determines whether,
and under what conditions, incentivized play-

ers are able to provide m-money services

People’s current access to financial services,
which determines the size and type of oppor-
tunity; if many options already exist, m-money

may not be perceived as a need

Existing mobile market situation, which

influences investment appetite and capability

User perceptions, in particular, users’ financial

literacy and their trust in m-money providers.

All parameters are issues that firms entering the
m-money space must confront and either use
to their advantage or overcome. In evaluating a
country’s readiness for m-money, these parameters
provide a comprehensive picture of the m-money
environment. This picture, in turn, can provide
the insight necessary to identify practical recom-
mendations for how m-money should be imple-

mented.

Survey Findings

To understand user behavior and perceptions, we
compared the demographics of m-money users
and nonusers in the four studied countries and
conducted surveys that asked questions about how
people use m-money services as well as their gen-

eral money-related behavior.

The socioeconomic profile of m-money users
was found to be linked to their country’s stage
of financial development. In financially less-
developed markets like Nigeria and Sri Lanka,
m-money users were better off, educated early
adopters. In Brazil and Thailand, where there is
a more advanced financial system and a smaller
proportion of unbanked and/or underserved
people, most m-money users were less well-off and
unbanked and/or underserved financially. In Thai-
land, this segment included students.

The type of m-money services used by survey
respondents differed among countries, indicating
that, based on a variety of parameters, m-money

opportunities are country specific (table ES.3).

Other important insights from the surveys include
the following:

Marketing and literacy campaigns assist the

adoption of m-money services.

The use of data-related mobile phone ser-
vices (from basic services such as SMS and
SMS alerts to e-mails and Internet browsing)
and data-capable mobile phone models, such
as general packet radio service (GPRS) are
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of parameter and demand analysis for each coun-
Table ES.3 try. Sri Lanka offers the most immediate oppor-
tunities. The main obstacles to exploiting these
opportunities are access to the required invest-
ment for the mobile operators and development
of detailed implementation strategies.

Nigeria has massive opportunities for m-money
in P2P transfers, payroll for informal workers, and
utility payments; it could become a second Kenya.
However, until the recent licensing of 16 service
providers, including a partnership with an MNO,
players with experience in rolling out m-money

services in other countries had been sidelined by
regulations. Because regulations prevented MNOs

obviously important for adoption of m-money

from leading m-money initiatives instead forcing

services (as well as an indicator of m-money 1.1 o partner with banks, the MNOs have had
readiness).*

* Most users heard about m-money directly—
either from the bank, or from the mobile Table ES.4
phone company through a call or SMS text
message—whereas most nonusers heard about
m-money indirectly through mass media. This
difference might mean that a direct and per-
sonal approach is more effective in increasing
the adoption of m-money services.

* In the two countries with less extensive finan-
cial services—Nigeria and Sri Lanka—cost
and time savings were perceived as impor-
tant by nonusers. M-money was more valued
as an alternative to existing financial services,
offering cheaper and faster service. In the two
countries with more advanced financial sec-
tors (Brazil and Thailand), cost and speed were
less important; the value of m-money was seen
as increased convenience within the existing
financial sector.

Opportunity Analysis

Table ES.4 shows the potential of several m-money
market segments assessed based on a combination

4 GPRS is a 2G/3G wireless data service that extends
global system for mobile communications (GSM) data
capabilities for Internet access, multimedia messaging
services, and early mobile Internet applications via the
wireless application protocol (WAP), as well as other
wireless data services.
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less incentive to become active. The recent licens-
ing could provide the MNOs more incentive and

create a major opportunity for m-money.

In Brazil, the biggest opportunity is public trans-
port, where 1.4 billion monthly transactions
might justify NFC deployment. Another real
opportunity is microcredit. Other possible oppor-
tunities are P2P transfers and payment of informal
workers; however, there is insufficient information

to assess these two opportunities.

Thailand, with three existing m-money providers
and its sophisticated financial infrastructure, pro-
vides few additional m-money growth opportuni-
ties.

Business Models

The main questions in developing a viable busi-
ness case for m-money in the four countries in this

study, as well as in other countries, are as follows:

Which players have the clearest and strongest
incentive to develop m-money services: mobile
phone company operators, banks, or third-
party providers?

What is the main value proposition for poten-
tial clients: lower-cost services (cost leadership);
better, more convenient, and different services
(innovation and differentiation); or targeting
services to a specific group, for example the
unbanked or rural population (segmentation)?

What is possible in each country, in terms of
the following:

= Regulation. Is the most incentivized player

also allowed to provide m-money services?

* Demand. Is the market large enough to
warrant the cost and investment of estab-

lishing an m-money service?

* Partnership requirements. Can the incen-
tivized player establish an m-money service
by itself or does it need major partnerships?

Business models vary widely in the four studied
countries because of their different contexts, varied
stages of financial sector development, and market

and competitive landscapes. Because of this com-
plexity, we looked at the m-money business model
from the perspective of the main players.

The basic models are MNO-centric, bank-centric,
and collaborative (including third-party players).
In the MNO-centric model, the MNO takes the
lead and provides various financial services ini-
tially outside the banking system. In the bank-
centric model, a bank takes the lead and finds an
MNO with which to partner. In the collaborative
model, an MNO and a bank join forces to create

an m-money service.

These basic models have variations, and they
evolve over time. An MNO-centric venture will,
over time, increase its partnership with banks
and possibly develop into a collaborative model.
Kenya’s M-PESA is a good example of this. The
models are linked to certain stages of finan-
cial development in each country; thus, they are
dynamic rather than static. Based on these coun-
try studies, we have developed a hypothesis of pro-

gressive development for m-money models.

Hypothesis of Progressive
Development

Figure ES.1 depicts our hypothesis of progressive
development beginning with an MNO-centric
model. The bars show how the business tends to
develop as the country’s financial sector develops.
The changes in marketing strategy at each stage
are noted along the bottom.

Mobile Network Operator Initiates
Mobile Money Service

In countries like Kenya and Nigeria, with low
financial infrastructure and high unmet demand,
the MNO is the most able and incentivized player
to develop an m-money business. It controls the
infrastructure—both the communications net-
work and the distribution network—that can
become an alternative to the underdeveloped
financial infrastructure, and has “ownership” of its
subscribers. An MNO can provide at least some
m-money services by itself, without a bank affili-
ation.
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Figure ES.1
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Its competitive strategy is likely one of innovation
and differentiation—offering services that did not
previously exist such as electronic P2P fund trans-
fers using a mobile handset.

Kenya’s M-PESA service is the best example of an
innovative MNO capturing a large market share.
(See A in figure ES.1.) In some countries, a bank
took the lead to start an m-money service, but,
in contrast to the MNO-centric model, a bank
requires an MNO partner from the outset.

Partnership between Mobile
Network Operator and Bank

The next developmental stage is represented by
countries like Sri Lanka and Thailand, with a
more developed financial infrastructure and a rel-
atively smaller unbanked population. At this stage
of development, there is pressure for the MNO
to integrate its financial services with the exist-
ing financial sector. A partnership with a bank
becomes important for a viable business model.
(See B in figure ES.1.)

For example, as the sophistication of the Kenyan
consumer grew, the complexity of the model
increased and collaboration with a bank became
critical. There are several examples in Kenya, such
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as the MNO Orange, which launched Iko Pesa,
a full-featured mobile bank account (Rotman
2010), in partnership with Equity Bank. Because
of its relation to a bank, Iko Pesa is not subject to
the same transaction limits on accounts as is an
MNO that is not linked to a bank. Thus, it is able
to provide more complete services. Also, M-PESA
launched a partnership with Equity Bank called
M-Kesho, although this was not a full-featured
banking service like Iko Pesa.

As some banks partner with MNOs, they present
increasing competition to traditional banks with
no m-money services. Competition is increasingly
based on cost, since consumers have more choices
to access financial services (e.g., mobile phones,
ATMs, debit cards) and are looking for the best
price. Thus, to attract subscribers in an increas-
ingly competitive market, financial service provid-
ers are competing on cost.

Interoperability

In countries like Brazil, Japan, and the United
States, the financial sector has reached a certain
degree of sophistication, efficiency, and competi-
tiveness. Overall, the unbanked market is smaller
in these countries, making it necessary to target
both banked and unbanked markets to reach
economies of scale. The high levels of competi-
tion mean that it is harder for a single player or
single bank-MNO partnership to reach the neces-
sary economies of scale. The sophistication of cli-
ents requires a higher degree of interoperability.
Thus, these countries would likely accelerate the
uptake of m-money if they could develop a mul-
tiplayer collaboration and/or interoperability. (See
Cin figure ES.1.)

Japan, due to its unique circumstances, was able
to create economies of scale because it could estab-
lish dominance throughout the value chain. How-
ever, most countries, like Brazil and the United
States, are more fragmented and require collabo-
ration among several players to reach economies
of scale. This situation has been acknowledged
by the Brazilian Federation of Bank Associations
(FEBRABAN), and by experts in the United
States such as the Federal Reserve Bank of Atlanta.
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As m-money services become more common
and more sophisticated, companies will segment
their markets and offer each segment special-
ized services. Rather than focusing on one area of
demand, as a start-up MNO m-money operation
must, mature m-money companies can offer mul-
tiple services in specific demand areas.

Conclusion: Mobile Money
Demand Curves

M-money has different value propositions in differ-
ent countries. In some countries, such as Kenya and
Nigeria, the value proposition for m-money was as
an alternative for payments and transfers because
the existing financial infrastructure had such poor
penetration.’ In other countries, the penetration
of e-payment (debit and credit) cards, ATMs, and
POS devices, as well as the competitive structure
of the financial services sector, has meant that the
value proposition for m-money is as a complement
to other services. Table ES.5 shows financial sector
development indicators in seven countries. Note
that low payment card penetration in particular is
an indicator for m-money potential.

Kenya has the lowest figures in all categories, indi-
cating the largest m-money opportunity. There
are three natural groupings of countries based on

> Historically, the value proposition was that P2P trans-
fers were not possible using existing financial infrastruc-
ture. Of course, M-PESA has evolved far beyond simple
P2P transfers to a variety of other financial products.

Table ES.5

banking penetration, payment card penetration
per 1 million inhabitants, and ATM and POS

device penetration:

= Kenya and Nigeria have the least developed
financial service infrastructure.

= Sri Lanka and Thailand have a more developed

infrastructure.

* Brazil, Japan, and the United States have the
most advanced banking structure.

The study of the seven countries supports the fol-

lowing conclusions regarding m-money demand:

* Developing countries typically have a larger
unbanked population with high demand for
low-cost, low-speed (not NFC), weekly or
monthly transactions in an environment of a
less-developed financial infrastructure with
fewer services. As the financial sector devel-
ops, partnerships between MNOs and banks
become more important and the demand for
m-money services will decrease as other e-pay-
ment options increase and compete.

* In developed economies with a better-devel-
oped and more competitive financial sector,
customers already have various e-payment
options and a stronger demand for higher-
performing services, such as very-high-speed
(NFC), high-volume (frequent), and conve-
nient payment transactions.

Figure ES.2 illustrates these relationships.




Nigeria has the most potential for a straight
m-money solution based on the Kenyan M-PESA
model. Sri Lanka and Thailand, with their greater
financial infrastructure, require collaboration with
the existing banking network. Brazil shows the
greatest potential m-money application in credit
and microfinance, and a potential demand to be
further explored in public transport, domestic P2P
transfers, payroll, and B2B payments. Because of
its large size, Brazil’s unbanked and underserved
sector is also likely to hold potential. In terms of
m-money, the United States is stagnating, largely
because of its extremely well-developed e-money
infrastructure and its fragmentation of market
share among many mobile phone companies.

Figure ES.2
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The theoretical framework proposed in this
report provides a powerful tool for assess-
ing the potential for m-money in countries
around the globe. First, the framework shows
the analyst how to determine demand for var-
ious m-money services in a country. Then, it
identifies and examines parameters that may
help or hinder development of m-money
businesses. Even if an area has a high demand,
the parameter analysis may identify fac-
tors (e.g., regulation, competition) that will
block efforts to meet it. Conversely, param-
eter analysis may uncover circumstances that
could boost a business even where demand is
moderate.
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The framework considers various business models
for m-money and helps determine the model most
appropriate in a specific country context, as well
as the sort of partnerships needed. Finally, based
on where m-money development starts, the model

of progressive development, described earlier, can
project the developmental path it might take. Of
course, any analysis of m-money must be dynamic
and consider the phenomenal speed of develop-
ments in the sector.



obile money (m-money) refers to
the use of mobile phones to perform
financial and banking functions. It can
be used to assist the billions of people
who have little or no access to traditional finan-
cial services. Where the service is available, users
can securely receive funds, pay bills, make bank
transactions, transfer funds, and purchase goods

and services.

However, the technology is far ahead of the
infrastructure of financial and technical network
service providers needed for an m-money system
to function. Although a number of service pro-
viders have emerged around the world, few have
reached significant scale. Overall, m-money ser-
vices are limited compared with their promise of
reaching the unbanked and underserved, servic-
ing existing banking clients, and fostering a cash-

less society.

Study Context and Focus

This study was undertaken to increase the under-
standing of m-money and to address key issues
in scaling up development of m-money services
globally. It examines the potential demand for
m-money, national regulatory environments,
major obstacles, and the requirements of potential
service providers and networks to run m-money

services as viable businesses.

The study was guided by several key questions:

Introduction

How can m-money adoption be accelerated?

Which countries are the most likely to have a

mass market for m-money, and how can they

be identified?

What business strategies and partnership models
can best exploit m-money opportunities?

Where are the best investment opportunities?

Four countries—DBrazil, Nigeria, Sri Lanka, and
Thailand—each of which represents a different
world region, socioeconomic situation, and finan-
cial sector context, were included in the study. The
countries were analyzed in terms of m-money busi-
ness models, money flows and demand, potential
user perceptions and behavior, regulations, and
agent networks. In each country, an m-money ser-

vice provider acted as a partner institution.

To place these four countries in the wider context
of m-money developments, three case studies—
Japan, Kenya, and the United States—were also
examined. Kenya and Japan are among the most
successful countries in m-money development in
developing and developed countries, respectively.
The United States is included because it is the
world’s largest economy. Considering these coun-
tries helps show whether developments in Kenya,
Japan, or the United States will become trends in

the four developed countries analyzed.

The size of potential opportunities for m-money
were quantified through demand estimates and
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compared with estimates in the three reference
countries. Each of the four analyzed countries
was placed along an m-money demand curve with
an explanation of the impact of demand on the

opportunity for m-money development.

In addressing the four countries for m-money
market segments, we developed a framework that

can be used to assess other countries.

Understanding Electronic
Money and Mobile Money

A World Bank blogger notes, “There are no
universally accepted definitions” of electronic

money (e-money), m-money, or mobile banking
(m-banking) (Firpo 2009).

In this report, e-money and m-money are defined

as follows:

E-money is the broader concept and refers to
payments made using near-field communi-
cation (NFC) contactless cards, credit cards,
prepaid cards, debit cards, loyalty cards, auto-
mated teller machine (ATM) cards, gift cards,

and store cards, as well as mobile phones.

M-money is a subset of e-money that refers
only to financial services and transactions made
using technologies integrated into mobile
phones. These services may or may not be tied
directly to a personal bank account. Excluded
from this definition is the use of any sort of
card (though the mobile phone could be linked
to ATM, prepaid, debit, or credit cards).

The most basic technology used for long-distance
funds transfer is short message service (SMS) text
messaging. The next step is the more user-friendly
unstructured supplementary services data (USSD)
technology, which gives some prompts for funds
transfer. Still more sophisticated is a technology
called SIM Toolkit (STK), an application encoded
in a subscriber identity module (SIM) card, a por-
table memory chip used in some mobile phones,
which has better network security. For fast pay-
ments at the point of service (POS), NFC tech-

nology, in either mobile phones or cards, allows

the user to pay by simply passing the phone or

card over a receiver.

Positioning of Mobile Money

To assess the opportunities for m-money, it is
necessary to understand what is unique about
m-money and what it has in common with

e-money transactions using payment cards.

There are many commonalities between payment
cards and m-money. Both

are carried by the consumer,

can be linked to existing bank accounts or can
be a storage device for e-money—e.g., an elec-
tronic wallet (e-wallet) or prepaid card—and

can be used by both banked and unbanked
people, and

can be equipped with NFC technology.

The main difference (and therefore value propo-
sition) is that m-money uses the widely owned
mobile phone for transactions. Unlike payment
cards, mobile phones have the following charac-

teristics:

They are interactive devices (e.g., the customer
has control and can check account balances
and credit information, make transactions, and
transfer money). In comparison, a payment
card holds account details that are not visible
to the customer without an additional card
reader, is a one-way tool, and cannot be used

to transfer money.

Mobile phones are communication devices
that have other functions, while a card’s key

purpose is as a payment instrument.

Mobile phones are able to make remote pay-
ments without an additional device, whereas
a card requires a POS terminal, the Internet,
or a phone for remote payment. With mobile
phone technology, the consumer has not only
the device but also the communications con-

nection.

Mobile phones can make transactions using a

range of technologies from SMS or the more



user-friendly USSD technology, to STKs for long-
distance fund transfers and other functions, to the
sophisticated NFC-type technologies for passing a
phone over a receiver to make transit trip or retail

purchases.

Both e-money and m-money are means to reduce
the use of cash. Although e-money (e.g., pre-
paid cards) can be useful to people without bank
accounts, m-money has a higher potential to

provide a wider range of financial services to the

unbanked.

E-money and m-money are sufficiently similar
that in some potential m-money market segments
cither could be used. Public transport is an exam-
ple. NFC-enabled cards or NFC-enabled phones
can be used equally well (as they are in Japan).
Also, face-to-face retail payments can be made
by e-money products such as Visa payWave or by
m-payments though NFC-equipped phones.

Value Proposition of Mobile
Money

The value proposition of m-money depends on the
country context, particularly whether the country
is developing or developed. The major applica-
tion of m-money is for payments,' such as money
transfers to another person, utility payments, and
public transport payments.

In developing countries with poorly developed
financial infrastructures, there is usually a limited
number of payment instruments as well as a large
unbanked population. Crowe (2010) has sug-
gested that the application of m-money in devel-
oping countries is to “replace ‘risky’ cash since not
many payment alternatives exist,”* supporting the
theory that in developing countries m-money is
sometimes the only viable alternative for large

! Another application for m-money is as an alternative
(or addition) to a savings account.

% In the context of Crowe’s presentation, “risky” means
that cash is more liable to theft than e-money, but
includes the possibility that cash is more easily given to
others (such as family members) as a loan or spent on
nonessential goods, while e-money contributes to con-
sumption smoothing.

1. Introduction

segments of the population. Countries that have
developed successful m-money services often have
a high reliance on cash and an unmet demand for

an alternative.

In developed countries with a well-developed
financial infrastructure, a wide range of payment
instruments—such as credit cards, debit cards,
prepaid cards, checks, and direct debit—are prob-
ably available to the majority of people. In these
countries, the application of m-money is mostly
through “NFC chips to pay for high volume,
quick transaction such as transit and/or certain

retail purchases” (Crowe 2010).

One way of looking at the application of
m-money is by using the economic concepts of
“complements” and “substitutes” to existing pay-
ment mechanisms (including everything from
credit and debit cards to checks). A substitute
replaces an existing payment mechanism, whereas
a complement provides an addition or extension
to the existing mechanism. In developing coun-
tries, m-money is a substitute for cash as well as
for many traditional financial services and other
forms of payment. In some countries, m-money
may spur the development of more sophisticated
financial services and payments. For example,
in Kenya, credit cards have experienced strong
growth since the introduction of an m-money
infrastructure, with Visa adding 1 million cards
in the country over the past three years, bring-
ing the total number of cards issued to 2 million
(Wambui 2009).

In developed countries, m-money can be both a
substitute and a complement, depending on the
type of payment instrument. In developed econ-
omies that are relatively less reliant on cash,’
m-money is a complement to other forms of pay-
ment such as credit and debit cards. M-money can
be a substitute for checks because it is more secure,
cheaper to process, and more mobile. Importantly,
it can service large sections of the population that

do not have bank accounts.

3 See Denecker, Sarvady, and Yip (2009) for an explana-
tion of which countries are less cash reliant than others.
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Structure of the Report

This chapter provides an introduction to the
study’s objectives and context, and explains the
definition and positioning of m-money used in
this report, especially vis-a-vis e-money and pay-
ment cards.

Chapter 2 presents case studies of the prominent
m-money countries Kenya and Japan, as well as
the United States.

Chapter 3 presents an overview of the four coun-
try study findings and analysis. It quantifies and
describes the major money flows potential in each
of the four countries as an indicator for poten-
tial demand for m-money services, analyzes the
parameters that affect the m-money opportunity

in each country, and presents the findings from
m-money user and nonuser surveys. The chap-
ter concludes with a summary ranking of the

m-money opportunities in each country.

Chapter 4 describes the m-money business
models adopted in each country and the chal-
lenges that each country faces, then develops busi-
ness model recommendations based on the main
players and stage of financial development in the
country. Each full country case study is available

as a separate l‘CpOl‘t.

Chapter 5 concludes by placing each country
along an m-money demand curve and explains
the impact of this placement on the development

of and opportunity for m-money.



Case Studies as Context:
Kenya, the United States, and Japan

mong developing countries, Kenya
is perceived as the most successful
m-money country; Japan is considered
the most successful m-money developed
country. Their experiences were examined to look
for trends and a context within which to analyze
the four case study countries—Brazil, Nigeria, Sri
Lanka, and Thailand—in chapter 3. The United
States was added as a known reference point and
as an example of a large developed economy with
which most readers are familiar. It is also one of
the more electronically advanced countries in

terms of electronic payment (e-payment) cards.

In reviewing these three countries, we focused on
examining the key drivers for successful m-money
development and considered the potential for rep-
licability. Each section concludes with a rough
estimate of potential existing demand. This is dis-
tinct from actual or future uptake of m-money,
which is not estimated here. Data sources and

details are shown in appendix B.

Kenya
M-PESA (“M” for mobile, “pesa” is Swahili for

money) is a mobile phone-based money trans-
fer service launched in 2007 in collaboration
with Kenya’s dominant mobile network operator
(MNO), Safaricom. M-PESA was started and is
owned by Vodafone, which is the majority share-
holder of Safaricom.

M-PESA has been highly successful and, along
with two m-money companies in the Philippines,
is the best example of a typical m-money ser-
vice for the unbanked and underbanked. Initially
launched in 2007 for person-to-person (P2P)
transfers,' by 2010, M-PESA had more than
9.4 million customers (figure 2.1) and more than
18,000 agents, and accounted for US$5.27 bil-
lion in P2P transfers. There is scarcely a household
in Kenya that is not an M-PESA user. Between
March 2009 and March 2010, more than 13 per-
cent of the Kenyan gross domestic product (GDP)
was transferred through M-PESA.

Figure 2.1

1 «

Underbanked” refers to people who may have some
banking services such as a savings account, but may
lack access to credit cards or loans.
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As a money transfer service, M-PESA started
by serving the needs of the many families split
between rural and urban areas. It has since grown
to provide many other financial services (but not
utility or public transport payments).

Key Drivers

M-PESA’s remarkable success is based on three
key drivers: the dominance of the MNO, Kenya’s
permissive regulatory environment, and customer
demand for additional services.

Dominant Mobile Network Operator

In 2007, the MNO Safaricom had more than
70 percent of the mobile market in Kenya, which
allowed it to launch M-PESA quickly to a large
subscriber base. Its dominance had enormous
benefits in terms of marketing and economies of
scale. The success of M-PESA allowed Safaricom
to consolidate its position as the dominant oper-
ator in Kenya, increasing its market share from
72.7 percent in 2007 to 83.6 percent in 2010
(figure 2.2).

Figure 2.2

Safaricom

Zain, a competing MNO, launched its own
m-money business, Zain Zap, which is having a
limited impact on the market. It can be expected
to gain a higher profile in the future following its
acquisition by Bharti Airtel, the largest MNO in
India, which recently acquired Zain’s mobile com-
panies in Africa.

Regulatory Environment

While Kenyan banks are tightly regulated, non-
banks have been allowed to enter the m-money
market and “perform various payment func-
tions virtually unregulated” (CGAP 2007). Thus,
Safaricom, as a nonbank, has been able to build
M-PESA with virtually no interference from gov-
ernment regulations.

Only recently has the Central Bank of Kenya
published clear rules for agency banking, a form
of convenient but limited banking licensed for
shops and supermarkets. The recently published
agency banking rules will contribute to m-mon-
ey’s strength in the market by providing a path for
integration of M-PESA with banking. This inte-
gration is already under way in a strategic partner-
ship between Safaricom and Equity Bank.

Changing Customer Demand

If P2P transfers were its only business model,
M-PESA would not be growing as quickly as it
is today. M-PESA is increasingly used as the plat-
form for a range of services that would, in a devel-
oped country, be provided by banks.

For example, 14 percent of subscribers use it to
save money (figure 2.3). The Safaricom—Equity
Bank partnership will accelerate this trend and
lead to other partnerships and forms of integra-
tion with wider banking services.

Figure 2.3
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Replicability

The combination of the lack of regulatory over-
sight for nonbanks (i.e., regulatory openness), a
dominant MNO, and large unmet demand cre-
ated conditions suitable for m-money in Kenya.
Other countries, which lack similar starting con-

ditions, have struggled to replicate the success of
M-PESA.

Nevertheless, M-PESA faces challenges. The
financial services sector, while partnering with
M-PESA, is also promoting credit, debit, and pre-
paid cards. For example, Visa has added 1 million
cards in Kenya over the past three years, bring-
ing the total number of cards issued to 2 million
(Wambui 2009). Meanwhile, the volume of trans-
actions flowing through M-PESA has become
large enough to attract regulatory oversight, which
could slow its growth.

Demand Perspective

Figure 2.4 shows estimates of total monthly trans-
action volume (not value) in key market seg-
ments that could offer m-money opportunities.
However, m-money must compete with both tra-
ditional payment methods and other e-money
options, and is thus unlikely to capture all of this
potential.

In Kenya, with its relatively undeveloped finan-
cial infrastructure, both P2P transfers and payroll

Figure 2.4
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payments to the informal workforce represent sig-
nificant demand (with likely overlap).

More than 14 million P2P transactions are com-
pleted per month. The size of the unbanked sector
is 14.5 million out of a population of more than
39 million.” In this large informal and unbanked
market, the need for fund transfers is the largest
demand; public transport and utility payments
show a much lower number of transactions per
month.

United States

M-money in the United States is not well devel-
oped. In comparison with both Japan and Kenya,
the penetration of m-money is insignificant. How-
ever, the United States is advanced in its develop-
ment of other electronic forms of payment.

Key Drivers

The key reasons behind the low uptake of m-money
in the United States are summarized below.

Payment Instruments

In terms of e-payments, including debit and
credit cards, the United States is one of the most
advanced economies in the world. Payment cards
account for 53 percent of payments, compared
with 36 percent for cash and check (figure 2.5).

However, as figure 2.6 shows, even contactless
prepaid cards (used in public transport, for exam-
ple) have not penetrated the market to any real
degree.’ The existence of prepaid cards can be an
indicator of demand for m-money. In the United
States, the prevalence of prepaid cards is much
lower than in countries where m-money has been
successful.

2 This figure is calculated by taking the total number of
adult Kenyans (18.7 million) and multiplying it by the
percentage (77.4 percent) that is excluded from formal
financial services (i.e., financial services offered by a
banking institution).

3 The general consensus is that the use of NFC on high-
way tolls in the United States has not yet taken off, but
is poised to do so. See Visiongain (2010).
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Figure 2.5
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Figure 2.6

Because the United States is an economy with
low cash use and a multitude of cashless payment
forms and infrastructures, m-money may be just a
niche market opportunity or another channel for
existing banking customers. The Federal Reserve
Bank of Boston notes that cash is used much less
in the United States than in countries where retail
m-payments have been most successful (Crowe
2010, p. 9).

U.S. consumers use a multipayment instrument
strategy, paying for services with an ever-growing
number of instruments: checks, credit and debit
cards, and prepaid cards (figure 2.7). The result,
according to a roundtable discussion at the Fed-
eral Reserve Bank of Atlanta, is that “[t]he US has
a large noncash infrastructure that does not exist

Figure 2.7

in other countries. One challenge for stakeholders
is to decide collectively on the rails and infrastruc-
ture [for m-money] to use while considering cost
issues. Attempting to establish different payment
infrastructures at the same time may not work
well” (Federal Reserve Bank of Adanta 2010, p. 6).
Therefore, “[i]t is not at all clear that market forces
acting on their own will get the United States [to
significantly adopt NFC or contactless payments],
or produce the completely open, interoperable
system needed; certainly not anytime soon” (Ezell
2009, p. 42).

M-money’s potential is limited by competition
from other options and a fragmented market (see
next section), rather than by the huge demand for
payment services. Thus, the returns in terms of
market capture could be low compared with the
cost of introducing NFC.

Fragmented Mobile Market

The U.S. mobile market is historically fragmented
and diverse (figure 2.8), spread across a large geo-
graphic area. The mobile sector has taken years to
consolidate and is well behind trends in the rest of
the world. So far, no single operator dominates in
the same way that NTT DOCOMO and Safari-

com do in Japan and Kenya, respectively.

Replicability

The fragmented mobile market and a widespread
e-payment infrastructure make the development



Figure 2.8
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of m-money, particularly NFC-enabled phones,
likely to be slow. The key issue is that there is no
clear business model: “The current U.S. model
cobbles together the existing infrastructures of
MNO:s, the bank network, and payment service
providers. The challenge is that there are many
alternative payment methods and no differenti-
ating factors or obvious substantial benefits that
consumers can see yet from mobile payments,”
according to the Federal Reserve Bank of Atlanta
(2010, p. 4).

Demand Perspective

Figure 2.9 shows estimates of total monthly transac-
tions in volume (not value) in key market segments
that could offer m-money opportunities. Because

Figure 2.9
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m-money must compete with both traditional pay-
ment methods and other e-money options, it is
unlikely to capture all of this potential.

Public transport in the United States is a much
smaller opportunity than in many other devel-
oped countries because it represents only 5 per-
cent of the total number of trips; the vast major-
ity of trips are made via private vehicle. Wich the
exception of large cities such as New York, the
U.S. population density is lower than in countries
like Japan, making mass transit less economical.

E-money has already made a significant in-road
into the economy with significant investment in
e-payment infrastructure such as credit and debit
cards. While NFC is a requirement for certain seg-
ments of this market (such as public transport),
the demand for fast micropayments using NFC
rather than credit, debit, or prepaid cards is not as

clear as it is in Japan.

In developed countries with competing forms of
financial access, it is critical that there be a single,
interoperable platform for m-money to ensure
economies of scale. In the United States, the devel-
opment of this platform would be at a massive
cost, while there is already a huge infrastructure for
credit, debit,and prepaid value card payment.

Japan

Japan is the ideal model for use of e-money in
developed countries: it has the most widespread
use, with the largest number of subscribers. In
terms of certain types of payment instruments,
such as NFC-enabled cards and phones, it has
the highest penetration in the world. For exam-
ple, 78 percent of all handsets have NFC technol-
ogy installed (though the number of active users
is much lower). In addition, Japanese consumers
are highly technology literate and adopt new tech-
nologies quickly.

One of the major challenges in Japan has been
to move from public transport payments, where
e-money has been very successful, to retail pay-
ments. E-money has only recently begun to pen-

etrate the retail payments market.
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E-money has been successful in Japan because of
NFC technology. NFC has at least two features
that make it particularly suited to high-volume
payments:

= Contactless payments are nearly 40 percent
faster than credit or debit cards and 55 percent
faster than cash payments; they are especially
more efficient than cash for micropayments.

= The availability of comprehensive data for con-
sumer spending allows more targeted mobile
advertisements, and therefore more potential
revenue for merchants.

Key Drivers

Dominant Service Providers

Like Kenya, the Japanese mobile sector is domi-
nated by a single operator, NTT DOCOMO.
The market share of NTT DOCOMO has
been 50 percent or greater for a number of years
(figure 2.10). In 1999, DOCOMO launched
i-mode, the world’s most popular platform for
mobile Internet services including e-mail, brows-
ing, and downloading now used by more than
48 million subscribers. In 2001, it introduced
FOMA, the world’s first 3G commercial mobile
service based on Wideband Code Division Mul-
tiple Access (WCDMA).*

Figure 2.10
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“NTT DOCOMO Web site (www.nttdocomo.com/
about/company/index.html); accessed March 15, 2011.

Unlike Kenyas M-PESA, NTT DOCOMO’s
dominance did not directly translate into domi-
nance of the e-money market. Japan has been a
predominantly cash society, even though other
payment instruments such as prepaid, debit, and
credit cards have been available for some time.

The development of e-money—and specifically
the FeliCa chip, the NFC standard (a proprietary
standard owned by Sony)—was driven by domi-
nant players in each segment of the value chain.
Sony invented and patented the FeliCa technol-
ogy chip in the early 1990s. Its first commercial
success was its use in the Octopus card in Hong
Kong in 1997. At that time, Sony was the world’s
dominant player in NFC technology.

In 2001, with NTT DOCOMO and others, Sony
established a joint venture called Bit Wallet that
issued the Edy (euro, dollar, yen) card using its
FeliCa chip. Edy, a rechargeable smartcard, is the
largest e-money card issuer in Japan with 58 mil-
lion cards.

In public transport, the East Japan Railway Com-
pany (JR-East) is the dominant mass transit pro-
vider in and around the Tokyo metropolitan area;
the largest market in Japan issues Suica NFC cards
(East Japan Railway Company 2010).

In terms of payment cards, JCB—founded in Japan
and the leading credit card company in Asia—is the
dominant player, holding a 34 percent share of the
market, which is 20 percent more than its nearest
competitor (Research and Markets 2010).

Even though nearly all of the NFC systems in
Japan use the FeliCa technology, they are not
interoperable. Merchants must have up to four
types of POS devices to process NFC transactions
(Ezell 2009), although this is starting to change.

Transport companies, including subways, buses,
and private railways, formed a consortium to use
an NFC-based e-money service called PASMO
that is now interoperable with the Suica card
issued by JR-East.’

> PASMO Web site (www.pasmo.co.jp/en/index.html);
accessed May 23, 2011.



Sony initially struggled to transfer its Hong Kong
success to Japan. Between 1997 and 2000, how-
ever, it made few sales in Japan. The main obsta-
cle to expanding FeliCa technology to Japan was
lack of access to a large subscriber base. NTT
DOCOMO owned the largest subscriber base
in Japan. The problem was that neither Sony nor
NTT DOCOMO could see a viable business
model. The fees from licensing the FeliCa tech-
nology would flow directly to Sony and, since
NTT DOCOMO did not have any payment
expertise, the fees from transactions would flow
to a third party. The solution was for Sony and
NTT DOCOMO to form a joint venture called
FeliCa Networks, in which they would share in
the proceeds.

Thus, NTT DOCOMO became the technology
owner of the proprietary NFC technology, using
it in both mobile phones and cards. This business
model allowed the entire market for e-money to
be captured by the Sony—NTT DOCOMO joint
venture, providing software and service networks
for both cards and mobile phones. Any competi-
tion using the the FeliCa chip paid license fees to
FeliCa Networks.

A major concern with introducing NFC-enabled
phones for m-payment was that the potential
market could be easily contested by NFC-enabled

cards.

The result of the joint venture was that Osaifu-
Keitai, a mobile wallet platform enabling quick,
contactless transactions for 20 applications
(including several credit cards, personal identifi-
cation, airline tickets, and cash) was launched in
2004 by NTT DOCOMO. More than 37 mil-
lion phones equipped for Osaifu-Keitai services
are now in use.° NTT DOCOMO’s two competi-

tors have also adopted Osaifu-Keitai.

Government Role

In Kenya, the lack of regulatory oversight allowed
M-PESA to develop. In contrast, the Japanese

*NTT DOMOCO Web site (www.nttdocomo.com/
about/company/index.html); accessed March 15, 2011.
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government played a significant role in bring-
ing private sector players together. In fact, the
Japanese government owns 63 percent of NTT
DOCOMO (NTT DOCOMO 2010) and only
sold its shares in JR-East in 1993 (East Japan Rail-
way Company 2002).

Population Density

Because of Japan’s high population density, many
workers take public transport to work (in contrast
to the United States, where 95 percent of people
do not take public transport), and they demanded
fast, convenient mechanisms to pay for their

public transport trips.

Additional Value

The Japanese market is unusual in that payment
has become a commodity. To attract customer
loyalty, a business must offer additional value over
and above payment instruments such as rewards
or loyalty points. Each Japanese consumer sub-
scribes to an average of 12 loyalty cards (Portio
Research 2010). Part of NTT DOCOMO’s suc-
cess was that its Internet service unified these loy-

alty cards on a single handset.

Replicability

The success of e-money, and specifically of NFC’
payment in Japan, depended on four factors: (1)
high population density, (2) dominant service
providers at each stage of the value chain, (3) high
value-added, and (4) the driving role played by

government.

While public transport payments spurred the ini-
tial success of NFC payments, they now represent
only a relatively small portion of the total volume
of NFC transactions, as shown in figure 2.11.

NFC payments have managed to break out of the
closed loop that threatens both Kenya and the
United States by providing consumers with the
ability to make retail payments using their NFC

7 NFC and contactless mean the same thing. They both
involve an NFC chip that can be implanted in either a
mobile phone or a card.
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Figure 2.11
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cards or phones. The options this provides a domi-
nant operator, such as NTT DOCOMO, is illus-
trated in figure 2.12.

As shown in the figure, mobile phones take on
even greater importance as service providers
add convenient features to capture consumers.
For example, mobile phones now have a auto-
matic global positioning system (Auto-GPS;

Figure 2.12

]

called i-concier by NTT DOCOMO) that offers,
among other things, a “last train alarm” service
that tells users the departure time of the last train

to their home from wherever they happen to be

(NTT DOCOMO 2010, p. 29).

Demand Perspective

Figure 2.13 shows estimates of total monthly
transactions (in volume not value) in key market
segments that might offer m-money opportunities
in Japan. As m-money must compete both with
traditional payment methods and other e-money
options, it is therefore unlikely to capture all of
this potential.

In Japan, public transport is the primary demand,
with more than 2.2 billion passenger trips per
month. Debit card usage is low, with use of other
e-payments (credit cards, prepaid cards, store
cards, and loyalty cards) far exceeding debit card
payments. Other forms of demand, such as gov-
ernment-to-person  (G2P) social welfare pay-
ments, informal sector payroll transfers, and utility
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Figure 2.13 Table 2.1

payments are relatively insignificant. Japanese
consumers require fast, high-volume payments,
which are starting to cross over from micropay-
ments for public transport to larger payments in
the retail sector.

Summary

Table 2.1 compares key metrics for m-money (not
e-money, since Kenya’s e-money sector is tiny) in
Kenya and Japan.?

Even though the Japanese GDP per capita is nearly
45 times larger than the Kenyan GDP per capita,
the value being processed through m-money in
Kenya is larger than in Japan. However, in terms
of e-money, the value processed in Japan is about
four times larger than in Kenya.

The value of transactions going through Kenyas
M-PESA is more significant in relation to the
overall economy than the value of m-money
transactions in Japan. In Kenya, M-PESA pro-
cessed 13.3 percent of its GDP between March
2009 and March 2010, while Japan processed
only 0.05 percent of its GDP using m-money.’

8 The United States has been excluded because its
m-money data are insignificant, and U.S. transactions
using m-money are relatively insignificant.

? The size of the Japanese m-money market has been
estimated to March 2010 based on figures from the
Bank of Japan for March 2009.

This may indicate that in countries with an exist-
ing e-money infrastructure, m-money uptake will
have difficulty reaching the same level of impor-
tance as in countries where there is little or no

e-money infrastructure.

Comparing the average value of transactions,
Japan shows more transactions at a lower average
value, and Kenya shows fewer transactions at a
higher value. As noted earlier, most m-money pay-
ments in Japan are for more frequent lower-value
payments for public transport, while most pay-
ments in Kenya are for less frequent but higher-

value transfers (although the number of uses for

M-PESA is expanding rapidly).

Japan and Kenya clearly illustrate that m-money
is used for different purposes in developing
versus developed countries. In the developing
world, the major requirement is for a replace-
ment for less-secure cash and for the poor finan-
cial infrastructure. Both requirements can be
met with basic mobile phone systems using SMS
technology. In the developed world, the major
requirement is for fast, convenient, high-volume
micropayments that are particularly suited to
NFC technology.
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Important similarities between Kenya and Japan
help explain why both are successful models of

m-money.

Dominant players able to capture a large
market. In Japan, not only was the MNO dom-
inant, but there were dominant players through-
out the value chain including Sony’s proprietary
NFC technology, JCB as the leading credit card
company in Asia, and JR-East as the dominant
public transport provider for Tokyo.

Massive addressable markets. Japan has
2.3 billion monthly transactions for public
transport (compared with 858 million in the
United States in a fragmented market). Kenya
has 14.4 million unbanked adults representing
77 .4 percent of all adults in the country.

A regulatory situation that does not hinder
m-money development. In Japan, the govern-

ment in fact supports m-money as the majority
shareholder of NTT.

A single initially popular application. P2P
transfers in Kenya and public transport in

Japan were the initial services that then allowed
the addition of other services.

A large acceptance network for m-money.
M-PESA in Kenya was able to establish a net-
work of 18,000 agents fairly quickly; JR-East
has a large acceptance network used by Tokyo
commuters. (Tokyo is the largest city in the
world with more than 35 million inhabitants).

Development of m-money requires major econ-
omies of scale. These conditions were present
in both Kenya and Japan. If major economies
of scale do not exist, either because the market
is fragmented or because e-money is already in
common use (both of which are the case in the
United States), then various players must come
together to create a single, interoperable plat-
form. The challenges of bringing competing
players together to cooperate on a shared plat-
form while allowing players to continue to com-
pete and make a convincing business case for
investment into an additional payment platform
were discussed earlier with regard to the United
States.



Four-Country Analysis

n this chapter, we estimate the potential for
m-money in Brazil, Nigeria, Sri Lanka, and
Thailand based on demand for m-money and
the analysis of several key parameters: regula-
tion, financial access, the current mobile market

situation, and user perceptions.

The chapter is divided into four sections. The
first provides data on the potential demand for
m-money in the four countries, including quan-

tification of five main m-money market segments.

The second section reviews the impact that several
key parameters can have or have had on m-money
potential in each country. A more detailed analysis
of these parameters can be found in the individ-
ual country reports. The four parameters that can
have the most decisive impact on m-money are
regulation, existing financial access, the current
m-market situation (dominance, investment cli-
mate), and user perceptions. To gauge this last,
surveys were undertaken in each country regard-
ing user and nonuser perceptions and the financial

behaviors of m-money users and nonusers.

The third section examines the results of these
surveys, presenting socioeconomic profiles of
m-money users/nonusers, m-money use, general
money transfer and payment behavior, perceived
benefits of m-money, potential demand for vari-
ous services, and trust and security issues.

The fourth section summarizes the potential for

m-money in each country based on the demand

estimates and the influence or effect of parameters

on these potential opportunities.

Applying this analysis to any country will provide
the information needed to make an intelligent
decision on what, if any, m-money market seg-

ments are worthy of development.

Demand Estimates

This section provides a rough estimate of the
potential market size for certain m-money appli-
cations in the four countries. These estimates
can be compared with the market sizes in Japan,
Kenya, and the United States given in chap-
ter 2. As explained earlier, the m-money market
has some overlap with the market for e-money.
Market size (addressable market) is distinct from
the possible uptake of m-money or any forecasts,
which are not provided here.

The potential demand areas for m-money are
described in table 3.1. We attempted to estimate
the size of each demand market in each country.
Because data were not available in all the coun-
tries for retail and business-to-business (B2B) pay-
ments, retail payments were excluded from the
analysis. Data on B2B payments were collected in
three of the four countries: Nigeria, Sri Lanka, and
Thailand. In those countries, the Coca-Cola Com-
pany was used as a proxy to estimate the potential
for mobile payments (m-payments). Coca-Cola

is one of the largest fast-moving consumer goods
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distribution chains, there are few economies of
Table 3.1 scale for a distributor, and more deliveries are nec-

essary.

Table 3.2 shows that there is clearly a business case
for m-money in Sri Lanka, where 88 percent of
Coca-Cola distributors pay by cash. Similarly, in
Nigeria, where 6575 percent pay by check, there
may be a demand for a more efficient and secure
system such as m-money.

Table 3.2

To illustrate the potential demand for m-money
in each market, figures 3.1-3.4 show the monthly
volume (not the value) of transactions.

Brazil

Brazil has a considerable market in public trans-
port, as well as smaller markets in utility payments
and informal sector payroll (figure 3.1).

Figure 3.1

companies in the world, with significant opera-

tions in Nigeria, Sri Lanka, and Thailand, among
many other countries. Many small businesses in
those three countries receive regular deliveries
of Coca-Cola, and there are significant poten-
tial benefits for a more cost-effective and efficient
method of payment.

Nigeria has the largest network of Coca-Cola out-
lets that justify a delivery by truck; this is possi-
bly because Nigeria has the largest population of
the three countries (149 million, compared with
21 million in Sri Lanka and 66 million in Thai-

land). Also, because Nigeria has no national retail




Public Transport

Public transport represents a sizable opportunity
in Brazil, with about 1.4 billion trips taken per
month. Brazil is the only one of the four coun-
tries with a potential public transport market
comparable to Japan’s 2.2 billion monthly trips.
In Brazil, 29 percent of trips are via public
transit, with 21.2 percent on municipal buses,
4.7 percent on metropolitan buses, and 3.5 per-
cent on rail systems. Brazil is highly urbanized,
with greater public transport use in the major

cities.

The typical cost for a public transport trip is
R$2 (US$1.14). Sao Paulo has bid out a con-
tract to develop a noncash payment system
for buses and metrorail to be implemented by
2012. Brazil has more than 180,000 taxis, with
Sao Paulo home to 33,000 of them. Taxi com-
panies have expressed interest in wireless POS

payments.

Utility Payments

Banks are authorized to collect taxes, utility
bills, and other bills; thus customers may pay
their bills (boletos) at banks, ATMs, or corre-
spondent banks, which have limited banking

services.

Banks also issue boletos on behalf of utilities
and other companies. Banks are thus largely the
issuer and collector of bills in Brazil. Custom-
ers can pay their bills through automatic debit,
the Internet, at an ATM, or via direct payment
at branches and correspondent banks (88 per-
cent of the use of correspondent banks is related
to bill payments). While utility payment is the
second largest opportunity in Brazil, other pay-
ment mechanisms are already in use by both the

banked and unbanked.

Payroll for Informal Sector Workers

Brazil has14 million informal small businesses that
employ about 50 percent of the workforce. How-
ever, monthly payments to these workers would
amount to only 3 percent of m-money opportuni-

ties in Brazil.

3. Four-Country Analysis

Government-to-Person Payments

Brazil has a massive conditional cash transfer
scheme for the poor, Bolsa Familia; its payments,
managed by Caixa Econémica Federal, amount
to 150 million transfer payments a year. Caixa
manages several other transfer payment pro-
grams for the government, amounting to roughly
200 million payments (including Bolsa Familia)
per year, with an approximate value of R$40 bil-
lion (US$22.7 billion). These payments include
unemployment insurance (which is the largest in
value), special salary raises (abono salarial) and
social integration income, social security, pension

fund payments.

Brazil's Ministry of Social Development pays
Caixa R$1.20 (US$0.68) per payment each
month, resulting in annual revenue of R$180 mil-
lion (about US$102 million) for Caixa. For Bolsa
Familia payments, a card loaded with the funds can
be cashed at correspondent banks as well as other
locations. The administrative costs of the program
are less than 5 percent of the benefit amount, and
the payment channels represent 3 percent of the
welfare amount (i.e., they are the costliest part).

There is certainly an opportunity in this sector if a
mobile operator can link into existing correspon-
dent banks, add additional agents in uncovered
areas, convince the Ministry of Social Develop-
ment of the benefits of allowing stored-value elec-
tronic wallets (e-wallets) on the phones of recipi-
ents, and offer additional financial services such as
P2P transfers.

Person-to-Person Transfers

Domestic migration has decreased over the past
few decades, and 84 percent of the Brazilian pop-
ulation is now urban. There is an opportunity for
P2P transfers within cities, assuming that 25 per-
cent of the informal workforce makes one monthly
P2P transfer, as indicated in survey data.

Nigeria
The biggest demands for m-money in Nigeria are

for P2P transfers, informal sector payroll, and
utility payments.
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Person-to-Person Transfers

Figure 3.2 shows that P2P transfers constitute the
largest potential m-money market with 40 per-
cent compared with other opportunities. The lack
of any m-money initiatives in Nigeria means that
there is a large unmet demand for P2P transfers.

Figure 3.2

In a household survey conducted in 2008, EFInA
(Enhancing Financial Innovation & Access), a
Nigerian nongovernmental organization that pro-
motes financial access to the underserved, estab-
lished that about 31 percent of the adult population
had received money from a friend or relative from
within Nigeria; 21 percent stated that they had sent
money to a friend or relative within Nigeria.

Of people who transferred money within Nigeria,
57 percent used informal means to send money,
and 63 percent used informal means to receive
money. In comparison, 43 percent used formal
mechanisms to send money, and 33 percent used
formal mechanisms to receive money (EFInA
2008).

Banks have concentrated on promoting ATMs
as a mechanism to transfer money, but the prob-
lems of unreliable infrastructure—such as electric-
ity and the mobile networks that transmit ATM
data in many countries—in combination with the
declining use of ATMs (InterSwitch 2009) indi-
cate that current financial services are not meeting
the demand for P2P money transfers.

Informal Sector Payroll Payments

Given the large informal sector—which employs
70 percent of the country’s working people—there
is a potentially large unmet demand for m-money

application in payroll payments.

Utility Payments

Utility payments constitute the third largest
potential area for m-money in Nigeria, especially
given the poor financial infrastructure and the
limited availability of alternatives such as Inter-
net banking, debit orders (preauthorized debit),
and ATMs. Multichoice, HiTV, and DaarSat are
Nigeria’s satellite TV providers, with a combined
subscriber base of about 760,000 households.

Public Transport

Public transport is not as large an opportunity in
Nigeria as in other countries, because most trans-
port is provided by the private sector, which is
unregulated and highly fragmented. The esti-
mate for public transport in figure 3.2 is limited
to Lagos, Nigeria’s largest city, with the coun-
try’s largest public transport system, the Bus
Rapid Transit system (BRT-lite), which is grow-
ing rapidly. Riders pay cash prior to boarding. The
number of monthly trips on BRT-lite is estimated

at 10 million.

Government-to-Person Payments

G2P payments do not represent a significant area
of opportunity because Nigeria has limited social
welfare programs. Its three largest programs—
the National Poverty Eradication Program and
its Care of the People program, the Nigeria Delta
Disarmament Program, and the National Youth
Services Corps—serve approximately 40,000 ben-
eficiaries in all, and the programs are plagued by
inefficiencies and difficulties in identifying the
cotrect beneficiaries. Whereas m-money might
alleviate some of the inefficiencies, the number of
beneficiaries is tiny compared with other coun-
tries. Brazil, for example, has 200 million G2P
transactions per year. This area is unlikely to pro-

vide sufficient economies of scale at this point.



Sri Lanka

In Sri Lanka, public transit shows the largest
demand for m-money (figure 3.3).

Figure 3.3

Public Transport

The public transport system in Sri Lanka is mas-
sive. Sri Lanka suffers from a lack of rail infra-
structure, so buses are the primary means of trans-
portation. According to LIRNEasia, a regional
research institute, 10 million commuters travel
daily on 18,000 buses (LIRNEasia 2010). Public
(government-owned) companies lose approxi-
mately 15 percent of the fare in transit, and pri-
vate companies lose approximately 25 percent in
transit. Some of this loss could be stemmed by a
quick, e-payment method.

Utility Payments

Existing bill payment mechanisms are largely
aimed at higher-income groups. Many commer-
cial banks offer m-banking suites (including some
bill payments).

Sri Lanka’s largest retailer, Cargills, allows custom-
ers to pay utility bills in its convenience stores for
a small fee. For example, it charges 0.2 percent of
the value of a water bill. For all other bill pay-
ments it charges SL Rs 15 (US$0.13).
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Informal Sector Payroll

Even with high bank account penetration, the
informal economy is large, estimated at 4.7 mil-

lion workers.

Government-to-Person Payments

Samurdhi, introduced in 1994, is the main pov-
erty alleviation program in Sri Lanka based on
grant distribution and microfinance. It is gov-
erned by the Samurdhi Authority. About 1.6 mil-
lion families receive monthly Samurdhi payments
of SL Rs 400-1,000 (about US$3.50-US$8.80),
depending on family size. Samurdhi uses a pass-
book system; repayments of the microloans are
made at the Samurdhi offices or they are collected

at the doorstep

Thailand

In Thailand, public transport, informal sector pay-
roll, and utility payments show the most potential
for m-money (figure 3.4).

Public Transport

Currently, different payment platforms are used
for different modes of transport. For example,
in Bangkok, the Skytrain uses a different prepaid
card from the Mass Rapid Transit underground
rail, which is also different from the card used by
the bus system coming into Bangkok from out-
lying areas. There is substantial support among
MNOs, other payment providers, and the govern-
ment for a single ticketing system, as the single-
ticket transit is an objective outlined in the Bank
of Thailand’s “Payments System Report 2008.”
The number of public transport trips per month

is 58 million.

Informal Sector Payroll

Thailand’s informal sector employs 58 percent of
the workforce, representing more than 20 million

workers.
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Figure 3.4

Utility Payments

Electronic utility payments are facilitated by a
wide range of financial service providers. Utility
payments can be made at bank counters, ATMs,
and POS devices at merchants, and by direct
debit.

Government-to-Person Payments

In response to the global recession, the govern-
ment of Thailand implemented a monthly living
allowance of B 500 (about US$16) paid to all citi-
zens aged 60 years and over who are not entitled
to other government pensions. The number of eli-
gible people is relatively small at 646,800.

Table 3.3

Summary

Table 3.3 summarizes the size of certain m-money
market segments for all seven countries based on
monthly transactions (except for the unbanked,
where the number of persons is given).

To have a potential G2P payment opportunity,
a country needs to be wealthy enough to have a
social transfer program, buc still have a consider-
able part of the population without banking ser-
vices. Brazil is an example. A recent study esti-
mates that almost 75 percent of the 1.3 billion
people living on less than US$1.25 per day reside
in countries classified as middle-income (Sumner
2010).

Although there is demand for P2P transfers in
every country (e.g., 38 million households in the
United States transfer funds to other individuals),
most developed countries have other electronic
means, such as online banking, for these transfers.
Therefore, P2P transfers is a major opportunity
only in countries where financial access and infra-
structure are limited, such as Nigeria.

Similarly, the payroll opportunity depends on the
size of the informal workforce and the develop-
ment stage of financial access and infrastructure.
Nigeria has a sizable and real opportunity, and
anecdotal evidence suggests that larger companies
already use cards for temporary and other work-
ers.




Public transport payment is a sizable oppor-
tunity in Brazil and Sri Lanka (while the U.S.
market is challenged by a high degree of fragmen-
tation). Because of the need for investment in
NFC-enabled cards or phones, as well as an NFC
payment infrastructure, a more detailed cost-
benefit analysis is required to determine whether
economies of scale are sufficiently large to make a

business case.

The bill payment market segment is sizable in
Brazil and the United States, but both markets
have highly functioning bill payment channels and
thus are unlikely to be attractive for an m-money
solution. Only in countries such as Nigeria, where
bill payment channels are limited, is there a sizable

opportunity for m-money.

Parameter Analysis

To understand the opportunities for m-money, a
range of parameters and their impacts on m-money
development were analyzed. Numerous case stud-
ies try to explain the success of m-money. Most,
particularly those from the Consultative Group to
Assist the Poor (CGAP), have highlighted several
key categories. The parameters identified in this
study and used to analyze and compare each coun-
try are listed in table 3.4.

In the previous section, potential demand for
some m-money market segments was quantified.
In each country, these markets were also explored
qualitatively, through expert and key stakeholder
interviews. Additional market segments such as
credit and microcredit, savings, and international
remittances were investigated, but quantitative
data were not available. Detailed information can

be found in each country report.

All parameters are issues that firms entering the
m-money market must confront and either use
to their advantage or overcome. In evaluating a
country’s readiness for m-money, these parameters
provide a comprehensive picture of the m-money
environment. This, in turn, provides the insight
necessary to identify practical recommendations

for how m-money should be implemented. Each

3. Four-Country Analysis

of these parameters was analyzed for each of the

four countries (see details in the country reports).

In this section, we concentrate on the four param-
eters that have the most impact on m-money: reg-
ulation, existing access to financial services, the
current mobile market situation, and user percep-
tions. These high-impact parameters were evalu-
ated across all four countries.

Regulation
The widely known success of Kenya’s M-PESA, in

which a nonbank mobile operator offers financial
services, has inadvertently negatively affected the
regulatory regime in other countries, such as Nige-
ria. It is now less likely for regulators to permit an
m-money business to operate outside of the regu-

latory framework, even in the initial stages.

In all the countries surveyed except Brazil, regula-
tors have issued guidelines on m-money, either as
specific regulations that cover all possible aspects
of the business or as regulations that cover indi-
vidual elements such as e-money issuing, out-
sourcing and the use of agents, and risk-based
anti-money-laundering rules. Each country has
taken a different approach; sometimes, the ambi-
guity or omissions of the regulations can compli-

cate an assessment of the regulatory environment.

To facilitate comparisons among the countries,
a modified version of Porteous’s regulatory envi-
ronment model was used (Porteous 2006). The
model positions a country’s regulatory environ-
ment along two axes: openness and certainty. To
determine openness, one asks: Does the country’s
policy, legal, and regulatory environment encour-
age new entrants and new approaches (i.e., inno-
vation)? To determine certainty, one asks: Does
the country’s policy, legal, and regulatory environ-
ment provide certainty that there will not be arbi-

trary changes to a firm’s prospects?

In figure 3.5, Position 1—high certainty and high
openness—is the best position for innovation
to occur. M-money development may occur in
countries with low certainty if they have a strong

motivation and an appetite for risk. Innovation is
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Table 3.4

less likely in a country with low openness. Each
of our four countries is located on the model in

figure 3.5.

Nigeria is between Positions 3 and 4 because of its
regulatory decision to exclude MNOs from being

the lead service provider for m-money enterprises.

Nigeria’s Mobile Payments Regulatory Framework
has not been as permissive as legislation in other
countries, such as Kenya or Pakistan. Until recently
(with the issuing of a few m-money licenses that
involved MNOs), it seemed as though MNOs

were taking a back seat. Nevertheless, Nigeria still

lacks a major, operational m-money initiative.




Figure 3.5
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Sri Lanka does not have a clear regulatory
framework for m-money, and there is a general
level of confusion about the regulatory environ-
ment. For example, the chief executive officers
of the two main mobile operators believed that
only a bank-led model of m-money was allowed
by the Central Bank of Sri Lanka; in fact, the
regulator indicated that an MNO-led model is
allowed. The lack of formality contributes to a
lack of certainty but a high degree of openness.
Therefore, Sri Lanka is assessed in between posi-
tions 3 and 4.

Like Sri Lanka, Thailand has no specific law or
regulation covering m-money. Rather, m-money
falls under the broad framework of the Royal
Decree Regulating Electronic Payment Services
and has been addressed in several official noti-
fications. A new act is being proposed to cover
e-money and associated anti-money-laundering
and know-your-customer (KYC) regulations. At
present, the draft act is a discussion document pro-
duced by the Office for Anti-Money Laundering,
which reports to the Ministry of Justice. There is
a risk that new anti-money-laundering regulations
might slow the advance of m-money if they add

stringent customer due diligence requirements.
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Nevertheless, Thailand fits within Position 1—the

best situation for m-money development.

Although there is certainty in Brazil regarding
m-money, there is no openness, at least for play-
ers other than banks. Current regulations require
any organization that takes deposits to be licensed
by the Central Bank of Brazil. Although this reg-
ulation does not explicitly preclude the use of
m-money by nonbanks, it prevents companies
without a central bank license from providing ser-
vices such as P2P transactions, prepaid cards, or
e-wallets. Banks enjoy a high degree of certainty
because they have a well-developed relationship
with the central bank and respond with a coop-
erative and self-regulatory approach to its con-
cerns. M-payment regulation is planned, perhaps
in 2011.

Not unexpectedly, the regulatory environment is a
decisive parameter that can either make or break

the opportunity for an m-money business.

Existing Access to Financial Services

The range of access to financial services is a critical
parameter for m-banking. Demand for m-money
may depend on the attractiveness or unattractive-
ness of current banking and payment services. The
extent of the financial infrastructure indicates the
convenience and cost of accessing these services.
Indicators include the ubiquity of ATMs and POS
devices; the penetration of payment instruments
such as debit, credit, and prepaid cards; the use
of Internet banking; and the size of the banked
versus the unbanked market.

The main focus for banks in terms of expansion
in the four countries is public access to ATMs and
POS devices, which were initially used for cash
withdrawals, and later for a variety of payment
and banking services such as transfers and bill pay-

ments (table 3.5).

Brazil, because of its inflationary history, has
developed a technologically advanced financial
system and banking sector. The use of e-payment
channels (such as debit or credit cards, and direct
debit) is on par with nations like the United States.
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Table 3.5

Although some data suggest that Brazil has a large
unbanked population, our analysis shows that the
Brazilian population is much better served than
those figures suggest. The unbanked in Brazil are
served through the following means:

= A large network of correspondent banks (up to
150,000), which allows for efficient bill pay-
ment and is largely used for that purpose by
people without bank accounts

= Consumer loans and credit, given by retail-
ers, which has grown over 30 percent in the
past year, with high growth in the low-income
groups; no bank account is required, and reg-
ulation allows the retailer to recover goods in
case of nonpayment

= Payroll-consigned loans facilitated through
regulation aimed at financial inclusion; these
are popular throughout Brazil, with more than
50,000 companies participating.

The quality and quantity of financial access, mea-
sured by various indicators including financial
infrastructure, financial service penetration, and
payment card penetration, are decisive factors in
whether there is an opportunity for a mass market
for m-money. A case in point is Nigeria, with its
poor financial infrastructure and financial access.
If the country’s regulatory regime were more open,
it could emulate Kenyas success in m-money
development. At the same time, Brazil’s far-reach-
ing formal and informal financial infrastructure
and access limit mass market opportunity, instead

pointing to a business model that integrates itself
into the financial sector and a more segmented
strategy.

Nigeria has a poor financial infrastructure. It
has a small number of bank branches, with the
majority situated around the main cities of Lagos
and Abuja. Although POS device and ATM roll-
outs have been aggressive, there is a disconnect
between the number of installed POS machines
and those that are functional. The number of such
devices deployed on the InterSwitch network (the
main payment network) as of December 2009 was
11,124, but only 23 percent were active.

Sri Lanka has a large number of bank accounts
compared with other countries in the region with
similar GDP per capita, partly because its govern-
ment banks have a mandate to increase financial
inclusion. As a result of the dominance by govern-
ment-owned banks, most commercial banks target
niche markets, usually the middle- to-upper-
income segments. Commercial banks largely want
to expand their range of services to their existing
customer base rather than expand their subscriber
base and compete with the government banks.

Thailand has an extensive ATM network offer-
ing a wide range of services, including bill pay-
ment, money transfers, and insurance payments.
Importantly, banks do not charge a fee for cash
withdrawals or deposits at ATMs. ATMs have
grown from 10,602 in 2004 to more than 34,796
in 2008, with strong growth predicted in the



upcoming years. People are comfortable using
ATMs, which are situated in convenient locations,
such as marketplaces and retail stores.

Mobile Market Situation

The mobile sector parameters are factors that
affect the m-money sector, in particular the domi-
nance of a single mobile player and the investment
capacity. More competitive markets are less likely
to have dominant mobile operators, and to some
degree the investment capacity is influenced.

Table 3.6 provides key indicators for the mobile
sector in the four countries. According to the Her-
findahl-Hirschman Index (HHI),' Brazil has the
most competitive market, followed by Sri Lanka.
Nigeria and Thailand have similarly competitive
markets. None of the countries has a dominant
mobile operator that exceeds 50 percent of market
share, which was such an important factor in the
success of m-money growth in Kenya and Japan.

Table 3.6

Brazil has four main mobile operators, accounting
for 95 percent of the market. They appear healthy,
based on their 2009 earnings before interest, tax,
depreciation, and amortization, with margins of
24-32 percent, though operating in a competitive

" HHI is a measure of the size of companies in rela-
tion to their industry and an indicator of the amount
of competition among them. It can range from 1 to
10,000, moving from a large number of very small com-
panies to a single monopolistic company. An increase in
the HHI generally indicates a decrease in competition
and an increase of market power; a decrease indicates
the opposite.
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market with an HHI of 2527. No mobile operator
has more than a 30 percent market share. A 3G
network roll-out was estimated to cover slightly
more than 60 percent of the population at the end
of the first quarter of 2010.

In Nigeria, general packet radio service (GPRS)
and SMS technologies are perceived as highly
unreliable due to frequent network outages. Some
banks are working with the MNOs to inform cus-
tomers when their area has been affected by an
outage, but the service interruptions continue.

In Sri Lanka, the mobile sector is more competi-
tive than in Nigeria. In Sri Lanka, the MNOs are
fighting for market share, and mobile penetration
is high. Dialog is the largest MNO with a com-
pound annual growth rate for the 2004—09 period
of 32 percent (Dialog 2009). In comparison, Dia-
log’s competitors had a compound annual growth
rate of 45 percent, indicating the level of competi-
tion Dialog faces. Not only is the market competi-
tive, but all the major mobile operators are either
barely profitable or are losing money, primar-
ily because new competitors entering the market
have kept retail prices low. Dialog is losing money;
and Edsalat, a competing MNO, is cutting costs
to reduce expenses. Therefore, the MNOs are not
ideally situated for m-money investment. This is
also a factor in the gradual decline of Dialog’s eZ
Pay product.

The mobile sector in Thailand is less competitive.
The industry consists of three major mobile ser-
vice providers (AIS, DTAC, and TrueMove) and
a few small providers (Hutch, Thai Mobile, and
TOT). In 2008, the three major providers owned
about 99 percent of the subscriber market share

and about 97 percent of the revenue market share.

Thailand has an idiosyncratic licensing regime.
Mobile operators are licensed to operate under a
build-operate-transfer model. TrueMove’s license
expires in 2013. With the 2G license expiring, the
major focus of the MNOs is on the faster 3G spec-
trum, which might replace the revenues earned
from the existing 2G operations. M-money must
therefore compete for capital against a 3G net-
work roll-out—a business model that is proven



IFC Mobile Money Study 2011: Summary Report

to bring in substantial revenues, and that may be
viewed by the network as a survival strategy rather
than engendering the customer loyalty that may

be achieved by m-money.

The state of the mobile market influences the
m-money sector in two ways: (1) the competi-
tiveness and health of the sector determines the
appetite and capacity of MNOs to invest in an
m-money business, and (2) the dominance of a
single operator can be conducive to an m-money
business, whereas a more competitive market
needs to address the thorny issue of interoperabil-
ity to create economies of scale. However, uncom-
petitive mobile markets with strongly dominant

operators are the exception rather than the rule.

Surveys of Mobile Money
Users and Nonusers and
Agents

To assess potential markets, the perceptions,
behaviors, demands, and technology issues faced
by users and nonusers of m-money were gathered
through surveys in the four countries. Surveys
were also conducted with m-money agents in two

countries.

Users were defined as anyone actively using an
existing m-money service, including m-bank-
ing. Nonusers were defined as those not using
m-money setvices, but financially active and using
a mobile phone. M-money agents were inter-
viewed in Brazil and Thailand. In Brazil, only Oi
Paggo agents were interviewed. The surveys were
designed to find answers to the following ques-

tions:

Where and with whom do respondents receive

money by mobile or other traditional means?

For what is the money being used? How much

is used? Where is it used and how frequently?
What are typical financial and phone literacy
capabilities?

What is the range of use of alternative or com-
g

plementary technologies such as debit and pre-

paid cards?

What are the viability characteristics of agents,
such as costs, business model, and capacity-

building requirements?

Structured questionnaires were given to approxi-
mately 100 users and 100 nonusers in each coun-
try. Thirty open-ended questions were asked of
m-money agents in Brazil and Thailand. The
survey was not intended to be a statistically sig-
nificant sample, but rather to provide an over-
view of people’s attitudes, preferences, issues,
and recommendations regarding m-money set-

vices.

Respondents were surveyed in a variety of loca-
tions to increase the representation of different
socioeconomic backgrounds and to ensure the
inclusion of those who live and work at a sig-
nificant distance from the urban economic cap-
itals. Most respondents were urban; rural areas
were not included. Operators of m-money ser-
vices assisted in the identification of users and
agents. The survey used the word “m-banking”
rather than “m-money” for simplicity, because
most respondents were expected to understand
this word with its strong association to finan-
cial services. Questionnaires were translated and
adapted to each country with country partners.
Demographic data were analyzed for users and
nonusers. Therefore, while similar topics were
explored across all four countries, not all of the
questions were the same, and direct comparisons
cannot be made in all instances. The purpose of
the survey was exploratory rather than strictly

comparative.

It is noted that 100 interviews of m-money users
and 100 interviews of nonusers in each country is
a very small sample. Thus, the representativeness
of these data is fairly low and cannot be extrapo-
lated to the entire country or market. While some
slightly semi-urban areas were included, these loca-
tions were mostly in the vicinity of major urban
areas, and thus the geographic representation is
low as well. The findings should be validated with
larger, more representative studies. Nevertheless,
the surveys provided important insights into cer-

tain topics and perceptions.



Survey Context and
Sociodemographic Respondent
Pro! les

Brazil

Brazil’s results are not comparable to the other
survey results because the user survey was con-
ducted among users of Oi Paggo, a mobile ser-
vice acting as a credit card accepted by a limited
number of merchants. It is used mainly to pay
phone bills and does not have P2P transfer or

deposit and withdrawal functions.

At the time of the survey, Oi Paggo was owned
by Tele Norte Leste, popularly known as Oi, the
country’s largest telecommunications firm, which
services mainly the northeast part of the country.
Oi Paggo provided telephone contact details of its
customers, and the interviews were conducted via
phone (all other country surveys were conducted

face to face).

The survey was conducted in the large cities of
Fortaleza, Recife, and Salvador, which have popu-
lations in excess of 1 million and are major eco-
nomic centers in their states; as well as in the
cities of Campina Grande, Maracanau, Mosorro,
and Parnamirim, which have populations of less
than 1 million and are more distant from core
metropolitan areas. The nonuser survey was con-
ducted by face-to-face interviews in Rio de Janeiro
and Sdo Gongalo, a slightly poorer neighboring
municipality. As a consequence, the differences
between users and nonusers are influenced by
regional differences and an accompanying differ-
ence in affluence: users in the northeast are less
well-off than the nonusers in and around Rio de

Janeiro, as shown in figure 3.6f.
Attributes of Oi Paggo service users follow:

They are slightly more likely to be female.

There is a higher representation in the younger

age groups; consequently, fewer are married.

The four largest occupational groups in order
of importance are employees, self-employed,

“other,” and students.

3. Four-Country Analysis

They have slightly lower educational levels, pos-
sibly connected to the fact that they are in the
poorer regions of Brazil; also, there are younger
users who have not yet completed their higher

education.

They are clearly less well-off economically,
which is strongly connected to the large income
difference between the Rio de Janeiro area and
the Northeast of the country.

These socioeconomic characteristics—younger,
less affluent, more students, more self-employed—
may explain the higher demand for an alternative

credit service such as Oi Paggo.

Nigeria

The survey in Nigeria was administered in 17 loca-
tions in and around Lagos, mostly urban and semi-
urban areas, with some rural areas. The locations
included residential areas, markets, business areas,
industrial areas, and farming areas, as well as areas
close to universities. The Nigerian survey included
an additional 23 self-administered questionnaires

by employees of the Intercontinental Bank.

In Nigeria, the main application of m-money
is m-banking, provided by many banks as an
additional access channel for people with bank
accounts. As shown in figure 3.7, more than
60 percent of m-banking users had both a savings

account and current (checking) account.

Both users and nonusers said they had a bank
account. This is in stark contrast to the latest
EFInA survey from Nigeria (EFInA 2008), which
found that only 21 percent of the adult popula-
tion was banked. The southwest region of Nigeria,
which includes Lagos, had the largest percentage
of banked population: 34 percent. The unbanked
are predominantly rural, mostly female (85 per-
cent of adult females unbanked), and more con-
centrated in the Northeast and Northwest.

Possible reasons for the high presence of banked
respondents follow:

Location—Lagos is the biggest city and has the

most bank branches
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Figure 3.6

a. Gender b. Marital status

d. Occupation

e. Highest level of education completed f. Average monthly income




Figure 3.7

= Not all persons approached for the question-
naire agreed to participate—more unbanked
people may have opted out of the survey

* Banking penetration has increased since the
2008 EFInA survey.

The m-banking user respondents in Nigeria are
characterized as follows:

* More than 60 percent are male.

* More than 60 percent are between 25 and 45
years old.

* More than 30 percent are employed by private
businesses, and about 15 percent each are pro-
fessionals in the private sector or government/
public service.

= More than 70 percent have a university degree,
compared with 40 percent among nonusers.

* More than 60 percent are married.

= They are clearly wealthier than nonusers.

In conclusion, the m-banking users in Nigeria are
the elite of the society. (See figures 3.8a—f.)

Sri Lanka

In Sri Lanka, the surveys were conducted in all
central suburbs/districts in Colombo. Peri-urban
areas included were Nugegoda, Maharagama,
Dehiwela and Mt. Lavinia, which are 10-15 kilo-
meters from central Colombo.
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The main m-money service in Sri Lanka is called
¢Z Pay, provided by one of the major mobile oper-
ators, Dialog, in partnership with National Devel-
opment Bank (NDB Bank). It has only about
2,800 users. Transactions began strongly at the
beginning of 2009, but had nearly ground to a
halt by February 2010. No marketing has been
done since eZ Pay’s launch. Staff at Dialog outlets
were aware of the product, but had no marketing

material for customers.

Figure 3.9 shows that more than 95 percent
of both users and nonusers have at least a sav-
ings account, usually at one of the three govern-
ment banks, which are subsidized and have a
mandate to provide bank accounts to all. How-
ever, more m-money users (25 percent) have cur-
rent accounts, which are more transactions ori-
ented and are typically provided by commercial
banks. Eighty-eight percent of users also have
mobile phones that are GPRS/Internet access
capable, compared with 39 percent of nonusers

(figure 3.10).

Figure 3.11 shows the sociodemographic details
of m-money users and nonusers in Sri Lanka. Sri
Lanka’s m-money users can be summarized as fol-

lows:

= 'The majority (79 percent) are male.

* More than 40 percent are 25 years old or
younger; over 70 percent are 35 years old or

younger.
= Almost half (46 percent) are college graduates.
= Almost 70 percent are single.

* More than 50 percent are in a junior adminis-
trative/managerial position, 16 percent are stu-
dents, and 15 percent are self-employed or in

business.

* More than 40 percentare in the top two income
groups; in comparison, over 60 percent of non-

users are in the lowest income group.

The m-money user respondents are thus predomi-

nantly young males with white-collar jobs.
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Figure 3.8

a. Gender b. Marital status

d. Occupation

e. Highest level of education completed f. Average monthly income




Figure 3.9

Figure 3.10

Thailand

The survey in Thailand was conducted in and
around Bangkok with most respondents in Cen-
tral Bangkok (where income levels are high).
Some respondents were in poorer neighborhoods
on the outskirts of Bangkok; a smaller number
were 50 kilometers outside of Bangkok.

Thailand has several active m-money providers.
The MNOs AIS and TrueMoney provide a mobile
wallet solution. At the beginning of 2010, about
6 million of 15 million TrueMove subscribers had
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an e-wallet account.” Approximately 400,000
500,000 AIS subscribers have an Advanced MPay
account; however, only about 100,000 accounts
are active users.” DTAC, another mobile operator,
has more than1.4 million m-banking subscribers.

The sociodemographic profile of the Thailand
respondents is shown in figure 3.12. The m-money
user respondents can be summarized as follows:

= Slightly more m-money users are female.
= Almost 40 percent are 26 years old or younger.
= About 80 percent are single.

= About 80 percent state they have a university
degree, yet slightly over 30 percent state they
are still students.

= The other large occupational group of m-money
users are employees (slightly over 30 percent).

= Slightly less than 70 percent earn US$900 per
month or less.

In Thailand, m-money users are mostly young
and well-educated, but are in the lower-income
groups.

Comparison of Socioeconomic Mobile
Money User Pro! les

Considering the strong socioeconomic differences
of the four surveyed countries and the variety of
m-money offerings, is there a common trend or
profile of m-money users?

= Age. In all four countries, the majority of
m-money users is in the 26- to 45-year age
range. However, Thailand and Sri Lanka have a
larger percentage of younger users in the 15- to
25-year range.

* Gender. Slightly more females use m-money in
Brazil and Thailand, whereas more males use it
in Sri Lanka and Nigeria.

* Interview with Piyachart Ratanaprasartporn, True-
Money general manager, January 28, 2010.

’ Interview  with ~ Supreecha  Limpikanjanakowit,
Advanced MPay managing director, February 25, 2010.
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Figure 3.11

a. Gender b. Marital status

d. Occupation

e. Highest level of education completed f. Average monthly income
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Figure 3.12

a. Gender b. Marital status

d. Occupation

e. Highest level of education completed f. Average monthly income
\
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* Education. Thailand and Nigeria have the most
educated m-money users with over 80 percent
and 70 percent, respectively, having a univer-
sity degree. Sri Lanka follows Thailand and
Nigeria with more educated m-money users.
However, Brazil has markedly lower education
levels among m-money users: 60 percent with
secondary education and 20 percent with only
primary education.

* Occupation. The largest occupational group
among m-money users in all countries is
employees, with about 30 percent in Brazil,
Nigeria, and Thailand, and more than 50 per-
cent in Sri Lanka (administrative/managerial
employees). The second largest occupational
group differs across the countries: about 25 per-
cent self-employed in Brazil, more than 30 per-
cent students in Thailand, about 15 percent
each professional and government or public
service in Nigeria, and more than 10 percent
each self-employed and students in Sri Lanka.

* Income. In Sri Lanka and Nigeria, m-money
users are clearly better off than nonusers. In
Thailand, no conclusive statement can be made.
In Brazil, m-money users have less income than
the nonusers (this may be related to the survey
locations: Rio De Janeiro and surrounds for the
nonusers and the poorer northeast for the Oi
Paggo users).

Based on this analysis, the following hypothesis
could be formulated for further investigation in
other countries: In financially less-developed mar-
kets like Nigeria and Sri Lanka, m-money users
are economically better off, more educated, early
adopters. In Thailand and Brazil, where there is a
more advanced financial system and a smaller pro-
portion of the unbanked and/or underserved seg-
ment, m-money users are less well-off economically,
members of the unbanked and/or underserved seg-
ment, which includes students in Thailand.

Use of Mobile Money

Brazil

Oi Paggo’s use is focused on mobile phone-related
services (airtime recharge and airtime transfer) and

credit card function (store purchases), which are
also the main services offered (figure 3.13). The top
reasons respondents use the Oi Paggo service is for
its convenience and the ability to make transactions
without cash (figure 3.14). Surprisingly, access to
credit is less importang; less than 5 percent gave
this as their first-ranked reason for using Oi Paggo,
and only slightly more than 10 percent cited this as
their second-ranked reason. This does not necessar-
ily mean there s little demand for credit, but rather
that Oi Paggo is not seen as a credit service.

Figure 3.13

Figure 3.14

Nigeria

The majority of m-banking users in Nigeria are
aware that their service is provided by their bank
as an addition to their account (figures 3.15 and



3.16). Services exist only for the banked segment
of the population. The top three services used
are airtime recharge, fund transfer, and balance
inquiry (figure 3.17). Fund transfers are limited
to between a person’s own accounts and accounts
at the same bank. Figure 3.18 shows that 70 per-
cent of respondents said they used one of the top
three services several times per month, but only
about 15 percent used them weekly—a fairly low
frequency.

Figure 3.15

Figure 3.16

M-banking is
in addition to
existing bank
account
82%
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Figure 3.17

Figure 3.18
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Sri Lanka

Figure 3.20

A majority, 54 percent, of m-money user respon-
dents used the eZ Pay service offered through
the mobile operator as a service separate from
any bank account (which is often with a govern-
ment bank). This is a potential indication that the
m-money offering is used by people who may be
underserved by less-efficient government banks.

As figure 3.19 shows, there is a variety of opin-
ion regarding who provides their m-money ser-
vice. Only 40 percent of users were aware that
the service is provided in partnership with a bank
(although a bank account with NDB Bank is not
required).

Figure 3.19

respondents) is bill payment, indicating an impor-
tant demand because many Sri Lankans have to
stand in line to pay bills.

Bank and
m'obile Opverall, m-money users rated their knowledge of

operator m-banking services as high, with almost 45 per-
37% . . . .

cent stating their knowledge was high or highest,

and more than 35 percent assessing it as medium

(figure 3.21).

Mobile operator
40%

Figure 3.21

The main application used by nearly 70 percent
of respondents is eChanneling, a unique product
of the three major mobile providers in Sri Lanka,
which is a system for booking doctor appoint-
ments (figure 3.20). A mobile subscriber phones
the eChanneling call center and books a doctor’s Highest
appointment. Doctors are allied to a particular 29%

hospital. The hospital and doctor’s consulting fee,
the eChanneling fee, and a small transaction fee
to the MNO are deducted from the subscriber’s
airtime balance (prepaid or postpaid). The sec-
ond-most-used m-money service (50 percent of




Thailand

For 40 percent of m-money users in Thailand,
the service is not linked to a bank account, per-
haps meaning that these m-money users are
unbanked. Figure 3.22 provides a breakdown of
m-money service providers subscribed to by users.
Figure 3.23 shows that the two biggest m-money
applications used, with over 30 percent each, are
airtime recharge and fund transfer.

Figure 3.22

TrueMoney
32%

ATM SIM
44%

Figure 3.23

Comparison of Mobile Money Use across
the Four Countries

The m-money services that were used the most
differed among countries; they are ranked in
table 3.7. Based on a variety of parameters per
country, m-money opportunities seem to be
country specific rather than generic.
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Table 3.7

Financial Knowledge, Technical
Literacy, and Awareness of Mobile
Money

Financial Knowledge

Not surprisingly, users of m-money services con-
sistently rated their general knowledge of banking
services higher than nonusers (the question was
not asked of users in Brazil). Respondents who felt
their knowledge of banking services was medium
to high were more likely to use m-money services

(figure 3.24).

Interestingly, in all four countries, most nonusers
(about 40 percent) rated their knowledge of bank-
ing services as medium. Only in Sri Lanka did
40 percent of nonusers rate their banking knowl-
edge as high (figure 3.24c), perhaps because more
than 90 percent of respondents had a savings
account. Marketing and literacy campaigns are
therefore clearly important to spur the adoption

of m-money services.

Technical Literacy

In Nigeria and Thailand, where additional ques-
tions were asked about respondents’ ability to use
certain devices, users were more comfortable than
nonusers with mobile phones, ATMs, the Inter-
net, and debit and prepaid cards (figure 3.25).
Interestingly, in Thailand, more respondents rated
their ability to use ATMs, not mobile phones, as
high or highest (figure 3.25b), possibly because
of the prevalence of ATMs in Thailand. In both
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Figure 3.24

a. Brazil

il

c. Sri Lanka

countries, respondents’ perceptions of their abil-
ity to use debit and prepaid cards were low. This
might be an important advantage for m-money
over card-based e-money offerings in these coun-

tries.

In Sri Lanka, users and nonusers were also asked
to rate their ability to use certain devices: mobile
phones, ATMs, Internet, POS devices, and debit
and prepaid cards. Again, m-money users consid-
ered themselves more able to use these devices. It is
interesting that nonusers said they had a low abil-
ity to use the Internet (43 percent), POS devices
(65 percent), and debit cards (63 percent).

In Thailand, users of m-money services were
stronger users of the data capabilities (SMS, Inter-
net connection) of their mobile phones than non-
users (figure 3.26).

b. Nigeria

d. Thailand

In Brazil, nonusers of m-money services were asked
to rate the frequency with which they use certain
data features of their mobile phones. Figure 3.27
shows that more than 50 percent of respondents
do not use multimedia messages, software down-
loads, or e-mail, or connect to the Internet through
their mobile phones. More than 50 percent use
SMS. The use of data-related mobile phone ser-
vices and data-capable mobile phone models are
obviously important for m-money services and
their adoption.

Awareness of Mobile Money and
Marketing

Except in Sri Lanka, nonusers were asked whether
they had heard about m-banking. Knowledge of
m-money was very high—between 66 and 70 per-
cent—in the three countries (figure 3.28).
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Figure 3.25

a. Nigeria b. Thailand

Figure 3.26 Figure 3.27

Figure 3.28

Most respondents said they had heard about
m-money through the mass media. Country results

are shown in figures 3.29 and 3.30. In Brazil, users

were mostly made aware of the Oi Paggo service

through telemarketing, whereas nonusers knew

about m-banking through the mass media, fol-
lowed by an Oi Paggo agent (figure 3.29).
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Figure 3.29 Figure 3.30

a. Nigeria

b. Sri Lanka

b. Nonusers

c. Thailand

In Nigeria, where the m-money service is only
offered by banks as an extension for existing cus-
tomers, not surprisingly, most m-banking users
had heard about the service from their bank
(figure 3.30a).

The main means through which users heard about ~ operator. Nonusers mostly heard about m-bank-
m-banking services in Sri Lanka was through  ing through the mass media, followed by friends
a SMS text message from their mobile service and family (figure 3.30b).




In Thailand, most nonusers know about m-bank-
ing from the mass media, followed by their bank;
users heard about m-money services equally
through the mass media and an SMS text message

from their MNO (figure 3.30c¢).

In conclusion, there is a marked difference in how
users heard about m-money compared with non-
users—users heard about m-money more directly:
either directly from the bank, or directly from the
MNO through a call or SMS text message. Non-
users mostly heard indirectly about m-money—
through the mass media (except in Nigeria where
they heard directly from their bank). This might
mean that a direct and personal approach is more
helpful in increasing the adoption of m-money

services.

Asked about preferred communications, most
users of m-money services in Sri Lanka said they
preferred to be contacted directly by SMS text
message, e-mail, or telephone. Most nonusers pre-
ferred to learn about m-banking services through
the mass media, with the second-most-popu-
lar preference being a direct SMS text message

(figure 3.31).

Figure 3.31
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Financial Behaviors of Respondents

Withdrawing Money and Use of ATMs

While users of m-money services often use ATMs,
nonusers rely more on human bank tellers, espe-
cially in Sri Lanka (figure 3.32).

In Thailand, both m-money users and nonusers
made high use of ATMs not only to withdraw
cash but also for many other functions, including
P2P transfers and bill payments. ATMs are preva-
lent in Thailand.

In Nigeria, a high proportion of those interviewed
in Lagos, which has most of the country’s ATMs,
still use bank tellers, supporting the finding that
overall ATM penetration is still low.

Brazil is different—more m-money nonusers than
users use ATMs, probably because the nonuser
respondents were from the more affluent Rio de
Janeiro, and the Oi Paggo user respondents were
from the poorer northeast. ATM withdrawals were
low, because 27 percent of Oi Paggo users stated
that they do not withdraw cash. Oi Paggo users
are typically poorer, and they may be paid in cash
or by check, which they cash at a bank or local
store. These 27 percent are also the unbanked Oi

Paggo users.

Generally, m-money users use ATMs more than
nonusers, possibly because they feel more com-
fortable with technology. However, the wide-
spread ATM network in Thailand means that even
nonusers have migrated to ATM networks.

Relevant Behaviors of Users and Potential
Users

In Sri Lanka, most nonusers (56 percent) with-
drew money less than once a month, whereas only
7 percent withdrew funds several times a week
(figure 3.33). In Nigeria, only about 35 percent
of nonusers made withdrawals monthly or less fre-
quently; about 15 percent withdrew several times
a week. Users made more frequent withdrawals,
but slightly more than 40 percent of users and
nonusers took out cash several times a month

(figure 3.34).
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Figure 3.32

b. Nonusers

a. Users

Figure 3.33 Figure 3.34

User behavior is different in each country: In Nige-
ria (figure 3.35a), the differences between users
and nonusers are not so pronounced, although a
slightly higher percentage of nonusers wanted to
withdraw money at any time while more nonusers
were content with business hours. In Sri Lanka
(figure 3.35b), most users wanted to be able to
access money after business hours (6-9 p.m.) or
anytime, while most nonusers seemed satisfied

with typical daytime business hours.

Transfer of Funds

Figure 3.36 shows that among m-money users in
Nigeria and Sri Lanka, 53 percent and 63 per-
cent, respectively, still used bank tellers to transfer
money, highlighting an opportunity for m-money
to provide this service. In Thailand, however,
the opportunity is much lower because so many
people used free ATMs for money transfers. Nev-
ertheless, 18 percent of Thai m-money users used
their mobile phone to transfer funds. In Nige-
ria, 17 percent of respondents stated that their
most-used mode of money transfer was by mobile



Figure 3.35

a. Nigeria

b. Sri Lanka

phone; in Sri Lanka only 7 percent said the same.*

In all three countries, roughly 10-20 percent of
respondents said the Internet was their most-used
tool to transfer money.

In Nigeria, the bias of the survey toward urban
areas is apparent because only 9 percent of respon-
dents—both users and nonusers—took advantage
of informal means to transfer money. In contrast,
the EFInA household survey found a significant
number of Nigerians using informal mechanisms
such as family and friends to transfer money.
Among nonusers, Thais were more prone to use
the Internet to transfer money than the other
three nationalities.

4 Respondents had the option of stating that they used
the post office to transfer money, but none chose that
option.
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Figure 3.36

a. Nigeria

b. Sri Lanka

c. Thailand

Fund transfer results from Brazil are shown in
figure 3.37. It is interesting that a large group
of respondents stated that they transfer funds by
delivering them personally. This makes sense in
the highly urban environment of Brazil, but also
allows scope for a more convenient mobile P2P

product.
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Figure 3.37 Figure 3.38

When the 25 percent of nonusers who selected
“other” were asked to specify what they meant, the
majority stated that they do not transfer funds. Figure 3.39

In Thailand, respondents were asked whether a. Sri Lanka
they were aware of cost differences between dif-
ferent types of money transfer. More than 80 per-
cent were aware of the cost differences, but only
about half knew the exact amount of the differ-
ence (figure 3.38).

In Sri Lanka, the majority of m-money users
exchanged funds mostly with family, followed by
friends. Nonusers were equally as likely to exchange
funds with family as with an employer/employee,
indicating an opportunity for m-money for pay-
roll for informal workers (figure 3.39a). In Thai-
land, respondents said they most often exchanged
funds within their families (figure 3.39b). b. Thailand

Bill Payments

In Sri Lanka, the most common bill payment
channels are still cash direct to the company, fol-
lowed by paying bills at the bank (figure 3.40c¢).
This is also prevalent in Nigeria, which shows that
there is an opportunity for m-payment of bills
(figure 3.40b). Almost 10 percent of users in Sri
Lanka and over 15 percent of users in Nigeria use
m-banking to pay their bills, demonstrating a pro-
pensity to switch over to convenient m-payment
of bills. In Nigeria, m-banking competes with pre-

paid cards for convenient payment of bills.



The results from Brazil (figure 3.40a) show a wide

variety of payment channels, though the most

popular are various types of correspondent banks
(the lottery kiosks are one of the major correspon-
dent banks, also malls, supermarkets, and drug-
stores). Still, over 60 percent of nonusers also used

bank tellers—which might be due to the higher

Figure 3.40

a. Brazil
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concentration of banks in Rio de Janeiro com-
pared to the northeast locations.

In Thailand (figure 3.40d), like Brazil, many
types of bill payment channels are used, with only
slightly over 5 percent of m-money users stating
they used their mobile phone. A much smaller
percentage of respondents used bank tellers (less

b. Nigeria

c. Sri Lanka

d. Thailand
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than 10 percent); more than 10 percent paid cash
directly to the company. Nevertheless, opportuni-
ties in Thailand and Brazil are smaller than in Sri
Lanka or Nigeria.

Although only 9 percent of Sri Lankan respon-
dents typically used m-banking to pay their bills,
they used it to pay the following type of bills:
mobile phone, utility, cable TV, tuition and fees,
and retail purchases (figure 3.41).

Figure 3.41

RespondentOs Perceptions of
Affordability, Trust, and Value

Affordability

The percentage of users who believed that
m-money is cheaper than traditional banking ser-
vices ranges from a high of 94 percent in Nige-
ria to 61 percent in Thailand (figure 3.42). These
results correlate inversely with the sophistication
of the banking sector. In Nigeria, which has a
less advanced financial sector, most people found
m-money cheaper. In Thailand, where the finan-
cial sector is fairly advanced, fewer people found
m-money cheaper. Transactions such as balance
inquiries and money transfers are free in Thailand;
some services, such as bill payments, are not.

A similar question of perceived affordability was
posed to users of the Oi Paggo service in Brazil,
whose main service is credit card payment and
mobile phone airtime top-up. About 32 percent
of respondents found Oi Paggo services to be very

cheap to cheap while, 40 percent found them
moderately priced, and 28 percent found the ser-
vice expensive to very expensive.

Among nonusers (figure 3.42), in Sri Lanka, nearly
80 percent believed that m-money was cheaper.
The opposite was the case in Thailand, where
72 percent believed that it was not cheaper. Again,
note that, in Thailand, some banking transactions
are free. Also interesting is that large percentages
of respondents in Brazil (60 percent of nonusers)
and Nigeria did not know whether mobile services
were cheaper, neither country having a strong
m-money service and consequently little aware-
ness. In Thailand, with three m-money service
providers, there was no lack of opinion.

Figure 3.42

Respondents using m-money services in Thailand
were asked to rate whether these services were
expensive or cheap; most stated the costs were

affordable (figure 3.43).

Trust Issues

With the exception of Sri Lanka, users of m-money
service had a higher trust in MNOs offering that
service than did nonusers (figure 3.44a). Experi-
ence with the service seems to build trust. In Sri



Figure 3.43

Very
expensiwe

16% Affordable

46%

Very cheap
10%

Cheap
17%

Lanka, nonusers were more optimistic and trust-
ing than the actual users.

With the exception of Nigeria, it is interesting
that respondents trusted banks more than mobile
operators (figure 3.44b). In Nigeria, trust levels
were roughly equal for MNOs and banks, and
were, in comparison with the other countries
studied, quite low. It is informative that nonusers

Figure 3.44

a. Trust in MNOs
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of m-money in Nigeria had much less trust in
banks offering m-money than their counterparts
in other countries. In Thailand, partnering with a
bank is an important consideration, since 81 per-
cent of users trust banks compared with only
42 percent of users trusting MNOs.

Value Propositions

Among users in Sri Lanka and Thailand, cost
saving was perceived to be the least important fea-
ture, while the convenience factors (time saving,
24-hour access, and immediacy of fund transfer)
were seen as the most beneficial. Interestingly, in
Nigeria, users were not as concerned about cost
saving as they were about the other benefits of
m-money (figure 3.45a).

In the two countries with less efficient and exten-
sive financial services—Nigeria and Sri Lanka—
cost and time savings were perceived as impor-
tant by nonusers. M-money is more valued as
an alternative to existing financial services, offer-
ing cheaper and faster service. In the two coun-
tries with a more advanced financial sector, cost
and time savings were less important, and the

b. Trust in banks
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Figure 3.45

a. Users b. Nonusers

value proposition of m-money becomes increased
convenience within the existing financial sector Figure 3.46

(figure 3.45b).

Figure 3.46 shows responses to questions about
what features would encourage nonusers to use
m-money. There was high interest in all four fea-
tures in Nigeria and Sri Lanka, and much lower

interest in Brazil and Thailand.

Nonusers in Nigeria and Sri Lanka placed a high
importance on all the features that m-money
can deliver. In Thailand, there seems to be some
concern about fraud and safety of transactions,
which could be addressed by m-money provid-
ers. Although 50 percent of Brazilian nonusers
declared an interest in m-money service, they
placed the lowest importance on the reasons for
using m-money. The feature that would most

encourage Brazilians to adopt m-money is more

locations to withdraw cash.

Future Demand

In Thailand, when m-money users were asked
why they do not use certain services, the most fre-  In Thailand, about 20 percent of users showed an
quently given response was that they had no need ~interest in purchasing, salary deposit, and health

for the service (figure 3.47). insurance as future services. More importantly
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Figure 3.47 Figure 3.48

b. Bill payment

a. Airtime recharge
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4

more than 50 percent opted for “other,” mean-

Figure 3.49

ing there is a demand for services not yet speci-
fied (figure 3.48). Among nonusers in Thailand,
the following services were in high demand: bal-
ance inquiry, airtime recharge, and fund transfer

(figure 3.49).

Opportunity Analysis

Potential m-money market segments were quali-

Payments via ATM are small at 3 percent. Kenya

fied with an analysis of high-impact parameters,
and rated according to their potential opportu-

nity.

Bill Payments

As seen in table 3.8, in Nigeria, there is a good

opportunity for using m-money to pay bills.
Even high-income Nigerians use bank tellers to
pay their bills because other options are limited.
Roughly the same percentage of people use pre-
paid cards as pay their bills directly to companies.

also shows opportunity which is already being met
by M-PESA.

In Sri Lanka and Thailand, there is moderate

opportunity. In Sri Lanka, electronic bill payment
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Table 3.8

is a burgeoning industry. Existing bill payment  banks offer m-banking suites (including some bill

mechanisms are largely aimed at the higher-  payments) as part of their product offerings. How-

income groups. For example, many commercial ~ ever, none of the commercial banks interviewed




plan to expand these offerings beyond their cus-
tomer base. In Thailand, bill payments can be
made at bank counters, ATMs, and POS devices
at merchants, and by direct debit. Use of ATMs
to make bill payments is rapidly increasing, and
m-payment customers are now able to make bill
payments both at agents and directly from their
e-wallet on their phone.

In Brazil, there is little opportunity for m-money
because there are already ample means of bill pay-
ment. Because the government has authorized
banks to collect taxes, utility bills, and other bills,
customers can pay their bills ac banks, ATMs, or
correspondent banks; online; or by direct debit.
Eighty-eight percent of the use of correspondent
banks in cities is related to bill payments. Japan
and the United States also show low opportunity
for bill payment because of the existence of mul-
tiple bill payment channels.

Person-to-Person Transfers

Kenya’s M-PESA has taken advantage of a large
market in P2P transfers for the unbanked. Brazil,
Nigeria, and Sri Lanka all show possibilities in this
demand area. Thailand already has other channels
for this area (table 3.9).

In Brazil, there is potentially a market for P2P
transfers, but primarily in the large cities; the
market is difficult to quantify. Also, a large number
of bank branches offer similar services. In Nigeria,
there is large unmet demand for P2P transfers.
An M-PESA-style m-money initiative would be
successful. However, regulations exclude mobile
operators from being the lead partner in provid-
ing m-money services; thus, they have few incen-
tives to initiate the service. So far, banks have not
shown leadership. Sri Lanka shows demand for
P2P services, but it is difficult to quantify. There
is a large rural population, but there are signifi-
cant challenges, particularly around the ability of
MNO:s to invest.

In Thailand, there is little opportunity. The exist-
ing financial services sector provides significant
competition for fund transfers. Banks are expand-
ing their ATM networks aggressively. Currently,
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MNOs charge less than banks for transfer services,
but this could easily change if banks decide to
compete aggressively. Japan and the United States
also show little opportunity in this area.

Government-to-Person Payments

Sri Lanka shows a large opportunity for G2P pay-
ments through its large-scale social welfare scheme

(table 3.10). Kenya and the United States show
some opportunity.

Brazil, Japan, Nigeria, and Thailand show little
opportunity. In Nigeria, social welfare programs
and payments are very small. In Thailand, there
is a small social welfare scheme, implemented in
2008. However, many of the beneficiaries have
elected to receive cash. In Brazil, cards are in wide-
spread use, and there is an extensive correspon-

dent banking infrastructure.

Payroll (Informal Sector)

Kenya and Sri Lanka show the most promise for
using m-money for payrolls (table 3.11). In Sri
Lanka, there is a relatively large informal sector.
The main challenge is creating an agent network
or collaborating with government entities such as
the post office. M-PESA is already operating in
this market segment in Kenya.

Brazil, Nigeria, and Thailand show some promise.
All three countries have a large informal sector,
but there are obstacles. In Nigeria, the cautious
regulatory environment is a concern. In Thailand,
the financial sector already provides a service. In
Brazil, there is a lack of data on whether this pres-

ents an opportunity.

Japan and the United States have small informal
sectors and many financial channels; thus, oppor-
tunities are limited.

Public Transport

Japan has led the world in use of m-money for
public transport (table 3.12).

Brazil, Sri Lanka, and Thailand have large oppor-
tunities. In Sri Lanka, substantial leakage from
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the existing system provides the motivation for an
m-payment solution. In Thailand, there are multi-
ple independent transportation systems and wide-
spread support for a unifying system of payment.
Brazil has a massive public transport system, the
largest of the four countries. However, all these
countries require an NFC investment to develop

these opportunities.

In Nigeria, there is a small but growing public
transport sector, particularly in Lagos. However, it
is very fragmented, and m-money services would

be difficult to implement. For example, minibus
taxis dominate the transport sector, with many
thousands of owners throughout the country.
Kenya and the United States are also unlikely to
realize an m-money opportunity is this sector,
because their transit systems are fragmented.

Additional Markets

Additional markets show promise for m-money
in some countries. However, they have not
been quantified in terms of number of monthly




Table 3.10

transactions because these data were not avail-

able.

Qualitative data such as interviews and desk
research were used to estimate the characteristics
of these m-money opportunities.

Business-to-Business and Retail Payments

Opportunity is good in this area for Japan, Sri
Lanka, and Thailand (table 3.13). In Sri Lanka,
the country’s largest retailer, Cargills, is cur-
rently discussing a pilot project with the MNO
operator Dialog. Its objectives are to increase
efficiency and convenience for its entire net-
work of farmers (eliminating the need for a
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special trip to a bank branch) and to provide an

added convenience to farmers who are far from

bank branches.

In Thailand, there is an extensive retail network,
well served by multiple international retail chains
as well as a multitude of individual businesses.
CP Freshmart, part of CP Group, has about 550
stores countrywide, all of which are TrueMoney
Express outlets (the payment counter service
dealer of TrueMoney). The basic functions of
TrueMoney Express can be fulfilled, such as bill
payment, airtime top-up, and electronic personal
identification number (e-PIN) sale. 7-Eleven is

among the chains with an extensive network of
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Table 3.11

stores in Thailand (3,912 stores) offering bill pay-

ment and money transfer services.

In Japan, consumers accustomed to using NFC-
enabled cards for public transit are now likely to

use them for retail purchases.

Brazil, Kenya, and Nigeria show moderate oppor-
tunity. In Nigeria, the market for fast-moving con-
sumer goods is highly fragmented, but offers some
opportunity. The formal retail sector is extremely
small and mostly geared toward supplying the infor-
mal sector. The main disadvantage of the informal
sector is its lack of organization—there are no cen-
tral or regional contact points for traders across the

country. There is no national retail chain in Nigeria.

As a major producer and exporter of certain food
products (e.g., coffee, poultry, beef), Brazil has
a strong distribution network. Potential B2B or

business-to-employee opportunities can be found
in a number of industries including coffee, sugar-

cane, cattle, orange juice, brewing, and tobacco.

An interesting example for a wholesale/distribu-
tion business and its relations with its customers—
retailers—is Grupo Martin (GMartins), the largest
wholesaler/distributor in Latin America, with more
than 20,000 retailers in Brazil. In 1990, GMartins
created its own bank, Tribanco, which provides
financing and banking services to its customers,
mainly small shop owners. Tribanco follows GMar-
tins to the most remote and neglected urban and
rural areas of Brazil, where many people have virtu-

ally no access to financial services.

International Remittances

Sri Lanka has the greatest opportunity (table 3.14)
in the international remittances market segment.
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Several interviewees identified the potential of
international remittances for m-money, especially
from the Middle East, the region with the most
Sri Lankan expatriates. In 2007, 58 percent of all
international remittances to Sri Lanka were from
the Middle East, at a value of US$1.4 billion.
These figures do not account for monies being
transferred using the informal hawala system, a
black market mechanism to transfer money over-

seas.

Nigeria has a large diaspora and is the largest
receiver of remittances in Sub-Saharan Africa,
mostly from the United Kingdom (Hernandez-
Coss and Bun 2006). These funds are currently
transferred using companies such as Western
Union. While the value of remittances is large
in comparison to informal P2P transfers within
the domestic economy, the number of Nigerians
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making use of international remittances is rela-
tively small. Only 4 percent of Nigerians stated
that they have received money from a friend or
relative overseas, and 2 percent said they have sent
money to a friend or relative outside the country

(EFInA 2008).

Thailand and Brazil show limited opportunity.
In Thailand, overseas remittances could be sub-
stantial, but little research has been done on the
methods expatriate Thai workers use to transfer
money from overseas. International remittances
flowing into Brazil amounted to US$5 billion in
2009, mainly from Japan, Spain, and the United
States. This is equivalent to 0.3 percent of Bra-
zil's GDD, and is low compared with countries
with a high international remittance market (e.g.,
in the Philippines—a poorer country—incom-
ing remittances were US$16.4 billion in 2008).
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Table 3.13

Furthermore, international remittances into Brazil
have dropped 40 percent in the 2007-09 period
(Western Union 2010). In 2009, outbound remit-
tances from Brazil were US$1.2 billion.

Credit and Micro! nance

Brazil and Sri Lanka show considerable opportu-
nity in the credit and microfinance market seg-
ments (table 3.15). In Sri Lanka, the microfinance
sector is dominated by government-run Samur-
dhi Bank Societies. Nearly 65 percent of micro-
credit, including loans for consumption, income
subsistence, and microenterprise start-up capital,
is provided through the government. Of the loans
placed through Samurdhi, about 20 percent are for
SL Rs 20,000 (US$177), and almost 65 percent

are for less than SL Rs 50,000 (US$442) (SAMN
n.d.). The system is highly inefficient, and an
m-money provider, working with the govern-

ment, could certainly improve it.

In Brazil, credit and microcredit is the largest grow-
ing market segment, with the strongest demand
from lower-income clients. The demand for credit
is strong. Brazil’s leading consumer credit rating
agency, Serasa-Experian, reported in March 2010
that consumer credit demand had risen 32.5 per-
cent since March 2009.The lowest-income group,
those earning less than US$275 a month, showed
the biggest rise in demand: 32.9 percent. For a
bank to issue a credit card to unbanked customers
or to noncustomers is a common practice in the

Brazilian financial industry.
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Nigeria shows moderate opportunity. Its micro-
finance sector is small, even though there are
901 licensed microfinance banks.> Still, 46 per-
cent of the Nigerian population has never heard
of a microfinance institution (MFI). Govern-
ment restrictions have encouraged MFIs to open
branches in the more populous and wealthy states,
near urban centers. In rural areas, there are few
branches and also few agents. Banks and MFIs are
distrusted, perhaps paving the way for a reliable

m-money credit service.

Thailand shows little opportunity. It had 6,997
local cooperatives, of which 1,796 were purely
for financial services (thrift and credit or credit
unions). A large proportion of cooperative mem-
bers live in the northeast and north regions far
from Bangkok and are well served by the financial

services sector.

> As of 2010, according to the Central Bank of Nigeria
(www.cenbank.org/supervision/Inst-MFEasp).
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Table 3.16 presents an opportunity analysis sum-
mary by consolidating the potential market oppor-
tunities in each country. Table 3.3, presented ear-
lier in this chapter, offers a quantitative summary
of these market opportunities in terms of poten-

tial transactions per month.

As can be seen from the two tables, Sri Lanka
offers the most immediate opportunities; the
main obstacles to exploiting them are access to
investment capital for the mobile operators and
the development of detailed implementation
strategies.

Nigeria has massive opportunities for m-money in
P2P transfers, payroll for informal workers, and
utility payments. It could become a second Kenya,
except for two factors—market fragmentation and
regulation—which tend to check the emergence
of a strong m-money model. However, the play-
ers that have the infrastructure, experience in roll-
ing out m-money services in other countries, and
that could establish a needed agent network—the
mobile operators—have, until the recent licensing
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Table 3.15

of several new m-money providers, been sidelined
by regulation. With the new licenses, it is hoped
that m-money is able to take advantage of the siz-
able Nigerian opportunity.

The biggest opportunity in Brazil is public trans-
port, with 1.4 billion potential monthly transac-
tions. Another real opportunity is credit. Other

possible opportunities might be P2P transfers.
Payment of informal workers might be an oppor-
tunity; however, there is insufficient information
at this point to assess this.

Thailand, with three m-money providers and a
strong financial infrastructure, provides few addi-
tional opportunities.
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Business Model Analysis

his chapter opens with an overview of the
business models used by the partnering
m-money companies in each of the four
countries in our study. The chapter’s key
objectives are to provide an overview and descrip-
tion of each business model, identify any common
elements or trends, and make recommendations
for taking advantage of opportunities in each spe-
cific country market. To provide the overview, the
business model of each company was analyzed

according to a set of common elements.

Based on a comparison of the four business
models, it is clear that a static business model for
m-money is not appropriate. Instead, a dynamic
business model that takes the country context into

account is proposed.

Elements of Business Models

A business model can be analyzed according to the

following components:

Target market. What set of customers is the
business trying to address? Is it wholesale or

direct to consumers?

Competition. What are the competing prod-

ucts?

Volume and frequency. What kind of volume
or frequency of payment can be expected?
Will payments be made monthly or more fre-

quently?

“Killer application.” What is the innovative
application that will drive adoption among

consumers?

Partnerships. Who are the critical partners in
the provision of the m-money service? Who

will be the issuing and acquiring partners?

Technology. What technology is appropriate?
Is USSD appropriate, or will it only be possi-
ble to roll out SMS-based technology? Is NFC
possible?

Regulation. What regulation might affect the
business model? What are the requirements of
the regulation? What authentication proce-
dures must be adopted?

Competitive strategy. Based on the elements
noted above, which competitive strategy (dif-
ferentiation, cost leadership, or segmentation)

is most appropriate?

Pousttchi, Schiessler, and Wiedemann (2007)
found that there are potentially six types of busi-
ness models. Depending on the country context,
there can be several categories within each type.
Thus, any one of a multitude of possible business
models might reasonably be adopted depending

on the relevance or priority of certain factors.

Given this complexity, many analysts have looked at
the m-money business model from the perspective
of the main players, leading to three basic models:
bank-centric, MNO-centric, and collaborative.



Bank-Centric Model

In the bank-centric model, a bank (or a partner-
ship of banks) is the key player. The “acquirer
bank” is responsible for deployment of the POS
systems and negotiating contracts with merchants,
while the “issuer bank” is responsible for deploy-
ing the m-payment application, such as an NFC
card/mobile phone or a payment application on a

mobile phone (figure 4.1).

Advantages

The advantages of this model for the bank are
new client acquisition opportunities; new revenue
streams from micropayments; and control over
the system and, therefore, less risk.

Disadvantages

There is no clear incentive for banks to roll out
this model, particularly if they have spent capital

Figure 4.1

Issuer bank

Consumer
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setting up a traditional banking infrastructure,
including prepaid, credit, and debit cards. The
MNO is relegated to a communication channel,
also removing a clear incentive to invest in the

system.

MNO-Centric Model
The MNO is the key player. Banks may partici-

pate but are not the decision makers or the lead
in this m-money initiative. The MNO installs
the application on the users’ mobile hand-
sets, which may include NFC technology. The
MNO is responsible for providing merchants
with POS devices. The MNO can handle the
payment processes or link to a bank to fulfill
some of this role (as M-PESA does in Kenya).
The model depends on a dominant MNO that
is able to persuade other partners to join (if nec-

essary) (figure 4.2).

Limited MNO involvement
means little incentive to
drive adoption among
mobile subscribers

Acquirer
bank

Merchant
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Figure 4.2

Consumer

Advantages

The incentive structure is clear. The MNO domi-
nates the process and is responsible for the suc-
cessful roll-out of m-money. The benefits to the
MNO are also clear: it can increase subscriber loy-
alty (reduce “churn”) and gain an increased share
of consumers” disposable income by charging for
data services as well as for voice calls.

Disadvantages

The costs of roll-out, such as the agent network,
are extensive and require substantial commitment.
The absence of banks (or their relegation to a sec-
ondary role) can add to consumer uncertainty
about the security of transactions or deposits.

Collaborative Model

In the collaborative model, multiple players are
involved: banks, MNOs, and third parties. There
can be roughly equal partnerships among the

Absence of banks adds to
consumer uncertainty about security

P

Merchant

various players to share the cost of roll-out and

ongoing operations (figure 4.3).

Advantages

Each party gets a share of the revenue pie. Costs
are lower because they can be shared according to

the expertise of each stakeholder.

Disadvantages

The model is complex and often difficult to
manage. To drive the process forward, a leading
partner is generally required, and this is difficult in
a collaborative partnership. In this model, prices
might be higher than in others because each stake-

holder requires a share of the revenues.

Competitive Strategy

Each of the three models—bank-centric, MNO-

centric, and collaborative—provides a simplified
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Figure 4.3

Main challenge is to Pnd a kd
player with the incentive to
drive ecosystem developme

Third-party

service provider

Consumer

Merchant

way to consider the main players and their incen-

tives to launch an m-money initiative.

Similarly, there are three basic competitive strate-
gies: innovation and differentiation, cost leader-

ship, and segmentation.

Innovation and Differentiation

A firm that believes it can offer an m-money ser-
vice with unique attributes or an innovative prod-
uct that is new to the market adopts a differen-
tiation strategy. The business environment must
offer either a large potential market or the abil-
ity to offer a premium price. For example, NTT
DOCOMO in Japan offered an additional service
through its Auto-GPS software, which informs
the user when the next available train is leaving.
Although this is not an m-money service, it is an
example of a new service that can improve cus-

tomer loyalty and reduce churn.

Issuer bank

Acquirer bank

Cost Leadership

A cost leadership strategy is based on a firm’s abil-
ity to offer a high volume of a relatively generic
financial service through mobile phones more
cheaply than its competitors. This can be done, for
example, if the firm’s cost base is lower than com-
petitors’ or if the indirect benefits of offering the
service allow it to cross-subsidize the pricing (e.g.,
MNGOs selling discounted virtual airtime directly
over the phone as opposed to through agents).

Segmentation

A customer segmentation strategy is adopted when
the quality and quantity of the financial infra-
structure is such that an m-money firm cannot
offer a lower-cost or enhanced service to all cus-
tomers, but rather needs to find defined markets
prepared to pay for unique benefits. Commuters
using NFC payments for public transport are an
example. If the market segment is small, it must
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be able to generate a high volume of individual

payments (as with transit trips).

Business Models in Survey
Countries

The business models of the partner service pro-
viders in each of the four studied countries have
been analyzed according to the following ele-

ments:

Business objective. What is the value proposi-

tion for the company?

Strategy. How is the company going about

achieving this value proposition?
Target market. What is the target market?

Marketing strategy. What is the compa-
ny’s marketing strategy to achieve its business

objective?

Revenue streams. What revenue is the com-

pany currently generating?

Costs. What are the key costs of providing this

service?
Transactions. What are the key transactions?

Merchants. How many merchants does it have

where consumers can pay for goods?
Users. How many users does it have?

Pipeline. What new products or features are
being developed and will be launched within
the year?

Model and partners. Which generic business
model has the company adopted: bank-centric,
MNO-centric, or collaborative? Who are the

recommended partners in the future?

The service provider from each country was clas-
sified according to the basic framework of bank-
centric, MNO-centric, or collaborative. This clas-
sification helps in understanding the providers’
incentives within their ecosystem and identify

major challenges for the future.

Table 4.1 provides an overview of the companies

analyzed in each country.

Brazil

Oi Paggo is the only m-money provider that is
100 percent owned by a mobile operator—Tele
Norte Leste, the country’s largest telecommuni-
cations firm, popularly known as Oi. (O means
“hello” in Portuguese.) It has a strong subscriber
base in the less affluent northeast of the country.
Oi Paggo is basically a credit card business, with
both the credit card and the POS devices for mer-
chants replaced by the mobile phone.

Any prepaid customer currently must register and
fulfill KYC requirements. Oi Paggo assesses cus-
tomer creditworthiness through an external bureau
and combines this with internal data such as tele-
communications delinquency. Bank accounts are
not a prerequisite for credit. Oi Paggo then uses
a proactive process to raise credit limits of active,
low-risk customers. The process is based on cus-
tomer behavior, such as payment punctuality,
spending levels, revolving records, and credit line
use. Thus, there is a process in place to provide
microcredit to existing mobile customers. What
is needed is a deal that allows Oi Paggo “credit
cards” to be accepted at all points of service in the
country (Brazil has two dominant POS providers,
both controlled by banks). This mobile credit card
could be the launch pad for other services such as
P2P and prepaid e-wallets (as they have a cash-in
and cash-out network through the correspondent
banks of their bank partner).

Oi Paggo’s main challenges are to reach econ-
omies of scale and to increase acceptance of Oi
Paggo as a payment instrument. Recent develop-
ments between Oi Paggo’s parent company, Oi,
and two large banks may influence the direction

of m-money in Brazil (box 4.1).

Although some data suggest that Brazil has a

large unbanked population’ and thus a potential

! The Consultative Group Against Poverty estimates
that 70 percent of the adult population still lacks
access to bank accounts, but admits there are no offi-
cial sources to verify the number (CGAP 2010). The
Financial Access Initiative states that 43 percent of the
adults in Brazil use formal or semiformal financial ser-
vices (banks or MFIs) (FAI 2009).
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opportunity for m-money, our analysis shows that
the Brazilian population is much better served
than those figures suggest. The unbanked in Brazil
are served through the following means:

= A large network of correspondent banks (up to
150,000) that allow for efficient bill payment,
and is largely used for that purpose by people
without bank accounts

= Consumer loans and credit provided by retail-
ers, which has grown more than 30 percent in
the last year, mainly in the low-income groups;
no bank account is required, and regulation
allows the retailer to recover goods in case of
nonpayment

* DPayroll-consigned loans facilitated through
regulation aimed at financial inclusion; these
are popular throughout Brazil, with more than
50,000 companies participating.

The banking sector is competitive and efficient,
and the country is decently served by both formal
and informal means, limiting opportunities for
m-money. Although many Brazilian banks offer
m-banking services to customers, m-money is not
seen as a business model in itself but rather an
additional access channel for customers. The main
value added that m-money could potentially pro-
vide in such a market follows:

= The ability for existing bank customers to make
transactions while on the move and to make
remote purchases or payments (otherwise a
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payment card could be used and is currently
faster and more convenient until NFC is uni-
versal)

Box 4.1

Since the field study in April 2010, there were the following
developments. Federally controlled Banco do Brasil and
Brazil's leading card acquirer Cielo have signed deals with the
country’s largest telecommunications firm, Tele Norte Leste
(0i) “with the purpose of establishing a business partnership
to issue co-branded credit cards and pre-paid cards,” as well
as working on increased mobile payment with Oi's client
base. Banco do Brasil, which owns a controlling stake in Cielo
jointly with the private sector bank Bradesco, had Cielo’s
equity holding arm, CieloPar, take a 50 percent stake in a new
company called Paggo Solucoes, with an Qi subsidiary Paggo

Acquirer taking the other half.

Paggo Solugoes is now conducting activities in connection

with the capture, transmission, processing, and payment

of business transactions with the m-payment technology
originated or completed in cellular phone devices and
accrediting current and new stores to its acquiring network

of transactions originated in cell phone devices through the
existing relationships of Cielo and Paggo Acquirer all over
Brazil. The deal has been cleared by Brazil's antitrust regulators.
Cielo plans to invest US$1.17 million into the joint venture and
believes that no major additional investments are required,
because the controlling companies already have the capability
and infrastructure to operate this activity.
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Stored value accounts for unbanked customers,
which would require a wide cash-in/cash-out
agent network (which only banks have) and
large payment acceptance network (which only
payment card providers have)

Extending microcredit to MNO customers,
who may be unbanked customers who cannot
be reached by the banks or credit card compa-

nies.

Nigeria

Nigerias eTranzact has several innovative prod-
ucts. Most of its m-money products are at the
pilot phase. One product, EasyMe, provides
youth with a source of income by ensuring that
they earn value on day-to-day transactions via
their mobile phones. When someone signs up
for EasyMe as an agent, any other bank account
holder can approach the EasyMe agent for airtime
top-ups and bill payments. Bill payments include
satellite TV payments (called “cable TV” in Nige-
ria) and payments for goods and services sold by

merchants.

Because the financial market in Nigeria is so unre-
liable (start-ups have a propensity to fail, and
there are poor levels of service), public perceptions
of both MNOs and banks are negative, especially

among m-money nonusers.

Since eTranzact is a third-party service provider,
the most applicable of the three generic business
models is the collaborative model, in which a
third party can intermediate between banks and
MNO:s to provide an m-money solution. eTran-
zact has some experience in this model in its cur-
rent role as a payment switch, but does not have
experience dealing directly with consumers or in
managing relationships among multiple partners
offering different services. It may have to rely on
another partner (such as a bank) to, for example,
roll out POS devices.

The biggest risk facing eTranzact is that it has lim-
ited experience with end users. It does not operate
a large agent network. Those agents that it does
use are run by an outsourced company and based
primarily in Lagos. For an m-money solution to

gain traction, it needs to be trusted by customers
and rapidly achieve customer adoption and trans-
action volumes. Initial trust is usually achieved

through the use of a known and trusted brand.

The sophistication of Nigeria’s financial sector is
poor and penetration of ATMs and POS devices
is low; thus, the competitive strategy most appro-
priate for eTranzact is the differentiation strategy,
providing a product with features not currently
available: reliability and geographic reach.

Given the inefficiency of the financial market and
the negative perceptions of consumers, it is rec-
ommended that eTranzact adopt a differentiation
strategy by partnering with multdiple banks and
third-party agent operators. eTranzact would dif-
ferentiate itself from its competitors by providing
a clear set of innovative services. It should first
market a product with a wide agent network that
takes advantage of the latest mobile technology
and provides good customer service (including a
dedicated call center and rapid problem solving).
It should focus specifically on the reliability and
convenience of its services in comparison with

existing offerings.

Sri Lanka
Sri Lanka has a highly banked population, though

it suffers from poor service from government
banks. Even assuming that many people have mul-
tiple accounts, penetration is still high: in the user
survey, 98 percent of respondents said they had
a bank account. Yet convenient payment services
are relatively rare because the penetration of debit
and credit cards is low, and ATM and POS device
roll-out is limited. The majority of bank accounts
are with government institutions, while private
sector commercial banks focus on the middle and
upper classes. Bank accounts are primarily used to
store value—that is, as savings accounts and not as
transactional accounts. Non-face-to-face transac-
tions, both domestic and international, are largely
made through informal channels.

Sri Lanka’s main MNO, Dialog, has partnered
with NDB Bank to provide an m-money service

called €Z Pay, which was launched initially as a



pilot and then expanded to service a larger por-
tion of the country, including Colombo. How-
ever, transactions have been anemic to date.

The eZ Pay account seems to be an experiment
for NDB Bank and Dialog rather than an integral
part of their retail strategy. For example, it is not
clear that eZ Pay has sufficiently defined its cus-
tomer base or its offerings.

Since the ¢Z Pay product is a partnership between
NDB Bank and Dialog, it is an amalgamation of
the bank-centric and MNO-centric models. he
partnership between Dialog and NDB Bank suf-
fers from a lack of direction partly because neither
company is taking primary responsibility for the
roll-out of eZ Pay.

Although there are difficulties in the relationship
between Dialog and NDB Bank, there are also a
couple of opportunities in the Sri Lankan market.
First, there is a massive public transport market
with an identified inefficiency. The formalization
of this market could potentially benefit both con-
sumers and bus companies. In the absence of an
NFC-enabled phone, linking a smart card (with
card-based NFC) to alternative mechanisms of
payment and allowing the smart card to be topped
up using an m-money account, could represent a

potential business opportunity.

A second potential opportunity is the payment
of bills such as water and electricity. More than
8 million utility payments per year are made at the
post office. Dialog could approach the post office
as a partner, offering to assist it in modernizing its
bill payment network to reduce costs and increase
efficiency. As a partner, Dialog would have access
to the post office’s large distribution network.

Thus, there are opportunities to link an effective
payments infrastructure, which requires a rela-
tively low capital investment, with existing bank-
ing products to provide secure and low-cost trans-
actional capabilities.

Thailand

Thailand has two relatively successful m-money
operations: TrueMoney and Advanced MPay.

4. Business Model Analysis

(Table 4.1 details the TrueMoney plan.) The coun-
try has a high ATM penetration in addition to a
strong national retail network. Both TrueMoney
and Advanced MPay have integrated into retail
networks such as 7-Eleven and CP Freshmart. In
addition, banks have concentrated on a low-cost
and multifunctional ATM roll-out to service all
consumer segments, offering a range of services,
including money transfers, bill payments, insur-
ance payments and cash-in/cash-out. To compete
with the banks, particularly with bill payments,
both TrueMoney and Advanced MPay provide bill
payments at a cheaper rate than the banks. How-
ever, both businesses have based their m-money
initiatives on offerings that leverage the needs of
other businesses in their group by providing them
with efficient payment systems to reduce bad

debts and improve cash flow.

A third m-money competitor in Thailand is
DTAC, the third largest MNO in the country,
in partnership with Kasikorn Bank (K-Bank). By
allying itself with K-Bank, DTAC has integrated
into the existing financial services sector. Thus,
customers can easily transfer funds to customers
of any bank and can use any ATM or POS device

at no cost, as well as using Internet banking or a

bank branch.

The user survey established that even though True-
Money has the largest subscriber base, far more
respondents are aware of the DTAC-K-Bank
partnership. K-Bank has been successful in mar-
keting targeted products such as the ATM SIM.?
K-Bank has a strong brand, a significant benefit
especially with customers who already know and
trust it. Conversely, ATM SIM is a low-risk cost
to K-Bank and a cheaper channel than rolling out
its branch network. In comparison, TrueMoney is
relatively inexperienced at providing financial ser-

vices.

There are at least two types of generic busi-

ness models at play in Thailand: MNO-centric

2 The ATM SIM product requires a new SIM card,
issued by DTAC, on which K-Bank financial services
are offered.
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(TrueMoney and Advanced MPay) and bank-cen-
tric (DTAC-K-Bank).

Proposed Evolutionary
Business Model

The business model ties all the various analyses
together. The main questions to ask in order to
develop a viable business case for the four coun-
tries of this study, and possibly other countries,
are the following:

= Which player(s) have the clearest and strongest
incentive to develop m-money services: mobile
operators, banks, or third-party providers?

* What is the main value proposition to offer
potential clients: better, more convenient,
and different services (differentiation); lower-
cost services (cost leadership); or services to
unserved or underserviced clients, such as the
unbanked or rural population (segmentation)?

» What is possible in each country, in terms of
the following:

* Regulation. Is the most incentivized player

also allowed to provide m-money services?

* Demand. Is the market large enough to
warrant the cost and investment of estab-

lishing an m-money service?

* Partnership requirements. Can the incen-
tivized player establish an m-money service
by itself, or does it need major partnerships?

Business models vary widely in the four studied
countries due to different country contexts, varied
stages of financial sector development, the market,
and the competitive landscape. Because of this
known complexity, many analysts have looked at
the m-money business model from the perspec-
tive of the main players. Common basic categori-
zations are MNO-centric, bank-centric, and col-
laborative models. These basic models can have
some variation, and they also evolve over time. For
example, an MNO-centric m-money venture will,
over time, increase its partnership with banks and
develop into a collaborative model as happened
in Kenya. Furthermore, m-money ventures are

linked to certain stages of financial development

in each country. Thus, these models are dynamic
rather than static.

Based on the four country studies plus the case
studies of Japan, Kenya, and the United States,
we have developed a hypothesis of a progressive
development for m-money business models for
further study, as shown in figure 4.4.

MNO-Centric Model

In countries like Kenya and Nigeria, with low
existing financial infrastructure and high unmet
demand, the MNO is the most able and incen-
tivized type of company to develop an m-money
business. It controls the infrastructure (both
the communications network and the distribu-
tion network) that can become an alternative
to the underdeveloped financial infrastructure,
and has “ownership” of its subscribers. Although
the MNO may later partner with a bank, it can
provide m-money services by itself. (See A in

figure 4.4.)

Its competitive strategy is likely one of innovation
and differentiation, offering services that did not
previously exist in that country, such as electronic

P2P fund transfers using a mobile handset.

Figure 4.4
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The fact that the Nigerian m-money market is
underdeveloped, despite its obvious potential, is
because the regulatory regime does not encourage
MNOs as m-money service providers.

Collaboration between an MNO
and a Bank

In countries with a slightly more developed
financial infrastructure and a relatively smaller
unbanked population, such as Sri Lanka and Thai-
land, there is increasing pressure for the MNO
to integrate its financial services with the exist-
ing financial sector. (See B in figure 4.4.) Col-
laboration and partnership with a bank become
important for a viable business model. For exam-
ple, in Kenya, as the sophistication of the Kenyan
consumer grew, the complexity of the model
increased; and collaboration with banks (such as
Equity Bank and others) became critical. Kenya’s
MNO, Orange, launched its Iko Pesa service in
partnership with Equity Bank. Iko Pesa is a full-
featured bank account and thus not subject to the
same transaction limits on accounts like M-PESA
(Rotman 2010).

In Brazil, m-money development was led by a
subsidiary (Oi Paggo) of the country’s largest tele-
communications firm, Oi. Oi recently signed a
deal with the Bank of Brazil and Cielo, a credit
card company, that could move it toward a col-

laborative model.

Although it is not inevitable, the competitive
strategy at this stage tends to focus on cost leader-
ship, because the m-money business is competing
with the existing banking system.

4. Business Model Analysis

Single Platform: Collaboration
among Multiple Players and
Seamless Interoperability

In countries like Brazil, Japan, and the United
States, the financial sector has reached a certain
degree of sophistication, efficiency, and competi-
tiveness. Overall, the unbanked market is smaller
in these countries, making it necessary to target
both banked and unbanked clients to reach econ-
omies of scale. Yet, the high levels of competi-
tion makes it harder for a single player or single
bank-MNO partnership to reach the necessary
economies of scale. The sophistication of clients
requires a higher degree of interoperability. Thus,
these countries would likely accelerate the uptake
of m-money if they could develop a multiplayer
collaboration and/or interoperability. (See C in

figure 4.4.)

Japan, due to its unique circumstances, was able
to create economies of scale because it could estab-
lish dominance throughout the value chain. Most
countries, like Brazil and the United States, are
more fragmented and require collaboration among
several players to reach economies of scale. This
situation has been acknowledged by FEBRABAN,
the banking association in Brazil, and by experts
at the Federal Reserve Bank of Atlanta in the
United States. The latter authority notes: “One
challenge for stakeholders is to decide collectively
on the rails and infrastructure [for m-money] to
use while considering cost issues. Attempting to
establish different payment infrastructures at the
same time may not work well” (Federal Reserve
Bank of Adanta 2010, p. 6).



Mobile Money Demand Curves

-money has different value proposi-

tions in different countries. In some

countries, such as Kenya, the value

proposition for m-money was as an
alternative financial infrastructure for payments
and transfers because the existing financial infra-
structure had such poor penetration.' In other
countries, the high penetration of e-payment cards
(debit and credit cards), ATMs, and POS devices,
and the competitive structure of the financial ser-
vices sector, make for a different value proposition
for m-money. One measurement of the poten-
tial for m-money is the level of e-payment card
penetration as shown in table 3.5. Kenya consis-
tently has the lowest figures, indicating the largest
m-money opportunity.

As shown in table 3.5, there are three natural
groupings based on banking penetration, pay-
ment card penetration per million inhabitants,
and ATM and POS device penetration: Kenya
and Nigeria; Sri Lanka and Thailand; and Brazil,
Japan, and the United States. The case studies of
Japan, Kenya, and the United States illustrate the
different routes that each of the ideal m-money
models have taken.

! Historically, the value proposition was that P2P trans-
fers were not possible using the existing financial infra-
structure. Of course, M-PESA has evolved far beyond
simple P2P transfers to a variety of other financial prod-
ucts.

In Kenya, a dominant operator, the lack of gov-
ernment oversight, and a large unmet demand
from the informal and unbanked sectors drove
P2P transfers. Even though Kenya is a tiny econ-
omy relative to Japan, it is the largest market in
the world in terms of the absolute and relative
monetary value of mobile phone payments (as dis-
tinct from electronic card payments).

In the United States, m-money has not yet taken
off for a number of reasons, including the existence
of an e-payment infrastructure, a historically frag-
mented mobile market without a dominant opera-
tor, and the lack of a “killer application” like Japan’s
public transport system. Nevertheless, e-payment
in terms of credit and debit cards is very strong,.

In Japan, a set of dominant service providers,
a facilitative government, and a clear business
model (or clear value proposition for customers)
have pushed the success of m-money. Neverthe-
less, the value of m-money transactions, defined
as payments on a mobile phone and distinct from
e-money, is still smaller than in Kenya.

The different factors that influenced the success of
m-money in Kenya and Japan support two con-

clusions.

In developing countries, a country’s relative
demand for low-cost, low-speed (not NFC),
and infrequent transactions (e.g., monthly), is a
critical factor alongside the low level of financial
infrastructure and service development.



In developed economies, a country’s rela-
tive demand for high-speed (NFC), high-vol-
ume (frequent) transactions is a critical factor,
alongside a high level of financial infrastructure

and service development.

These conclusions are illustrated in figure 5.1.
Each country in the study has been placed along
its appropriate demand curve. It should be noted
that while we have placed Nigeria above Kenya
in terms of fundamental demand, other factors,
such as market fragmentation and regulatory con-
straint, have kept it from matching Kenya’s suc-
cess. In Nigeria, the central bank has followed
a relatively lengthy licensing process, but has
recently licensed 16 new m-money service provid-
ers, at least one of which includes a mobile opera-
tor as a partner. Even though the environment is
challenging, there is reason to believe that there
could be an acceleration of m-money services over

the next few years.

Three countries—DBrazil, Sri Lanka, and Thai-
land—are in a transition phase, and it is unclear

along which demand curve they will move.

The opportunity is greatest at the stage where
m-money is poised as an alternative infrastructure
to existing financial services. At this stage, the pri-
mary players are usually MNOs, although tech-
nology companies have also offered m-payment
services, sometimes by connecting multiple banks
and multiple operators, going beyond transaction
processing to manage merchants and the customer
interface. The unmet demand is huge. Kenya has
successfully exploited this stage. Nigeria, theoreti-
cally, has the opportunity to exploit m-money, but
there are obstacles.

The opportunity is less in the transition phase,
where m-money is competing against existing
financial services. At this stage, the best strategy
is to integrate into existing financial services. The
opportunities for m-money are in segmented mar-
kets, with a clear and particular value proposition.
Both Sri Lanka and Thailand fall into this cat-
egory. Brazil is on the cusp of entering the col-
laboration phase, where there is significant finan-
cial penetration and where the percentage of the

5. Mobile Money Demand Curves

population that does not have access to some form
of financial services is relatively insignificant. The
various stages on the m-money adoption curve are

discussed in more detail in the next sections.

MNO-Centric Model Provides
Alternative Financial
Infrastructure

M-PESA in Kenya has been a brilliant example
of what is possible in m-money in an economy
where the financial sector has failed to meet the
needs of the majority of the population, including
those who are banked. It has been hugely success-
ful with more than 9.4 million customers, more
than 18,000 agents, and US$5.27 billion in P2P
transfers since inception (Joseph 2010). Informal
surveys show that there is scarcely a household
in Kenya that is not a user of M-PESA: between
March 2009 and March 2010, more than 13 per-
cent of the national GDP was transferred by
M-PESA. As a result of its success in achieving
high customer adoption and transaction volumes,
M-PESA has been a guide for the implementa-
tion of m-money in other countries, although not
necessarily with a deep understanding of the rele-
vance of the particular circumstances and environ-
ment in Kenya. The M-PESA business model, ini-
tially focusing on domestic remittances, has been
used in a number of other countries—though, so
far, not with as great a degree of success.

Mobile operators from around the world stud-
ied the M-PESA phenomenon. The initial con-
clusion was that MNOs could bypass existing
financial services and build an alternative low-cost
financial system. However, it has been difficult
to duplicate the M-PESA model. Understanding
the reasons for this difficulty can open the door to
opportunities elsewhere, even if precise duplica-
tion is difficult in the unique political, regulatory,
and financial sector environments of each country.
Several studies have looked closely at the reasons
for M-PESA’s success and provided recommen-
dations for other countries.” These studies have

2 See, e.g., Camner and Sjoblom (2009) and Mas and
Radcliffe (2010).
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Figure 5.1

mainly looked at parameters such as the market
share of Safaricom, urbanization rates in Kenya,
and demand for domestic P2P payments, includ-
ing overseas remittances. However, many of these
studies downplayed the fact that although the cost
of rolling out an agent network is substantially less
than rolling out a formal financial infrastructure,
such as ATMs or mobile bank branches, it is still a
major investment and requires significant ongoing
resources. Moreover, different capabilities, such as
risk management and sales skills, are required to
service a financial product than are needed to sell
and manage airtime.

M-money businesses have struggled to break out of
the traditional categories of relatively low-volume,

high-value individual transactions, such as inter-
national remittances, remote P2P transfers, and
bill payments, where the profit margins are low
and become even lower as other players enter the
market. M-PESA has been so successful because
it was able to quickly reach “network effects,” in
which every household had an M-PESA account;
thus, sending money was viable and convenient.
M-PESA has, in effect, become Kenya’s national
payment instrument and processor.

In countries such as Kenya and Nigeria, where
there is little financial infrastructure and payment
card infrastructure is just developing, m-money
provides a viable alternative. In the Kenyan
market, the critical factors that contributed to



the success of m-money were also in place: a very
open (almost nonexistent) regulatory regime, high
demand for P2P transfers, and an MNO that had
80 percent of the mobile market. These factors
paved the way for the development of an alterna-
tive financial system in Kenya.

For an MNO, building an alternative financial

system has several advantages:

Countries such as Kenya have a nascent finan-
cial services sector that currently provides ser-
vices to a limited, but relatively wealthy, group
of consumers. There is a large gap in the market
that can be served by the mobile operators
providing basic financial services such as P2P
transfers and bill payments.

An MNO’s per transaction costs can be sub-
stantially lower than those of payment systems
such as Visa and MasterCard. Although the
costs are lower, the range of services offered is
also limited to the basics, such as P2P transfers,
overseas remittances, or basic bill payments, if
the MNO is able to provide the points of pres-
ence where communications services are avail-

able to subscribers.

MNGOs could use their expertise in provid-
ing services to the bottom end of the market
to successfully promote new financial services
such as remote P2P transfers or bill payments.
Leveraging existing airtime agents means that
some of the costs of setting up a cash-in/cash-
out system are reduced, especially in compari-
son with banks.

A significant benefit for MNOs is their ability
to capture a large percentage of the consumer’s
wallet and increase customer loyalty to their
brands. Successful m-money roll-outs have
reduced the level of subscriber churn (turn-

over).

At this stage of m-money development, success is
primarily defined by the objectives of the MNO.
The initial motivation of an MNO might be to
reduce churn, especially in comparison with com-
petitors, but as M-PESA has recently shown,

m-money can contribute significantly to overall

5. Mobile Money Demand Curves

revenues and become an important profic cen-
ter.? It should be noted that it took several years of
experience for M-PESA to become profitable as a
stand-alone product.

Transition Phase Brings More
Offerings

As mobile operators investigate or invest in
m-money ventures, banks expand their offerings
of prepaid, debit, and credit cards along with
ATMs and POS devices.” The number of ATMs
in Sri Lanka grew by 115 percent between 2005
and 2009; the number of POS devices in Thailand
grew by 209 percent between 2004 and 2008.

In addition to the rapid growth of electronic
transactions via ATMs and payment cards, the
ratio of the value of e-payments to cash payments
is an indicator of the level of financial competition
and financial services penetration in a country. It
has not been possible to establish the cash-to-elec-
tronic transaction value ratio in Nigeria, but the
low penetration of ATMs and POS devices can be
used as a proxy metric for the conclusion that it
is very low. In comparison, in Sri Lanka, the ratio
is 0.72 electronic transactions (in value) to 1 cash
transaction; in Thailand, the ratio is 8.9 to 1 (the
value of payment card transactions is 8.9 times the
value of cash transactions). In Brazil, the value of
debit and credit card transactions for individual
consumers is 2.8 times the value of cash in circu-
lation, indicating a fairly well-developed financial
sector (Central Bank of Brazil 2009a, 2009b).

Countries like Sri Lanka and Thailand, which
have significantly greater financial infrastructure
than Nigeria, are in transition from a small finan-
cial sector toward high levels of account penetra-
tion as in the developed world. Their financial
services sectors are aggressively expanding and

offering increasingly sophisticated services. In

3 Estimates based on Safaricom’s recent financial results
are that M-PESA earned US$47.2 million in profits,
generating 18 percent of all Safaricom profits. See Pick-
ens (2010).

#This reduces the opportunities for other nonbanks
like technology companies.
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Sri Lanka, the bank account penetration rate is
59 percent, though debit and credit cards are still
taking off as a payment mechanism. Thailand has
more than 80 percent bank account penetration
and an extensive ATM network that offers a full
range of services, including P2P transfers and bill
payments. In these economies, the market oppor-
tunity for mobile operators is lower, limited by the
extent of existing financial services. Integration
into this financial infrastructure is becoming vital,
as consumers increasingly expect to be able to per-

form transactions seamlessly across platforms.

During the transition phase, the winning business
strategy is focused on segmentation of the cus-
tomer base. Unlike the previous phase, in which
there was a huge unmet demand, a much larger
proportion of the consumer base has access to
financial services. Thus, the business opportunity
lies in developing a range of services that meet the
demands of different segments of the population.

At this more advanced stage of m-money develop-
ment, potential revenues are less important than
other factors such as efficiency, convenience, and
customer loyalty whether the business owner is an
MNO or a bank. In contrast to the previous stage,
the MNO is now competing against the banks,
and the success of an m-money venture is linked
to what each of these players considers important.
For example, TrueMoney provided an efficient

mechanism for consumers to pay bills, thus lower-
ing the overall costs for its parent company, True
Corporation. Of course, revenues and profitability
are still important, but the emphasis at this stage is
trending away from revenues toward efficiency in

terms of cost reduction.

Brazil is on the cusp of entering this phase. In
Brazil, the role of the MNO in m-money is virtu-
ally insignificant because banks have rolled out a
successful branchless banking network. The metric
for the success of m-money is no longer the MNO,
but rather the banks, and there is a return to the tra-
ditional metrics of revenue and profitability.

Seamless Integration and
Collaboration Phase

The final stage on the m-money continuum is a
seamless integration between a variety of channels
through which consumers can make payments. At
this stage, collaboration among different platforms
is critical. The consumer demands multiplatform,
real-time access to financial services. Banks and
MNOs continue to provide the underlying ser-
vices, but their services are commoditized. Appli-
cation providers, or third parties, supply mecha-
nisms to conduct transactions in a variety of ways,
including public transport purchases using NFC
technology, money transfers using iPhone apps,
and salary payments using the Internet.



his appendix summarizes the methodol-

ogy employed for the IFC Mobile Money

Study 2011 by Intelecon Research and

Consultancy Ltd, as consultants to IFC. In
three of the four countries—Nigeria, Sri Lanka,
and Thailand—studies of m-money ecosystems
had not previously received much attention.

Desk Research and Analysis

A desk research report summarized the latest
research, literature, and thinking on m-money, in
preparation for country visits and user and agent
surveys. The following topics were investigated:

* Definitions, concepts, and understanding of
m-money

* Objectives and incentives for players operating
an m-money business, such as revenue sources
and cash flow, the business environment, and
partnership models

= Agent economics, incentives, and challenges

= User and demand issues, such as financial lit-
eracy and m-money perceptions, previous sur-
veys, etc.

= Country specifics for Brazil, Nigeria, Sri Lanka,
and Thailand: socioeconomic, financial and
telecommunications sector data, existing stud-
ies and literature

* M-money ecosystem issues such as regulation,
players, etc.

Appendix A

Methodology

* Models and concepts of m-money adoption.

The desk research report provided insight into
how various factors influencing the adoption of
m-money could be prioritized to assess the suit-
ability of a country for m-money.

Field Visits and Key
Stakeholder Interviews

Field visits to each of the four countries were con-
ducted, typically for a period of two weeks, during
the time periods shown in table A.1. The visits
were conducted by at least two consultants, either
an Intelecon team member, or both an Intele-
con team member and the principal of the sub-
contracting consulting firm, Jenny Hoffmann
of Riskfrontier Consulting. In all countries, we
worked with local associates.

Table A.1

89
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A wide range of informants were interviewed in each
country by the field teams with the help of local
partners. These interviews were qualitative, but for
each of the main types of key informant (MNOs,
banks, regulators, and platform providers), check-
lists had been prepared in advance to ensure consis-
tency in covering key topics in each country.

Examples of key informants included existing
m-money providers, major mobile operators,
important banks, the country’s central bank and/
or regulatory authority, third-party payment pro-
viders, agent network managers, payment switch-
ing services, industry associations, and academics
or other experts in the field of m-money. The key
informant interviews offered expert insight into
issues regarding the m-money ecosystem in each
country that helped us assess the potential for and

constraints to mass adoption.

After each country visit, field visit summary
reports were provided, with initial outcomes and
key issues faced by the country in implementing

m-money systems.

User and Nonuser Surveys
and Agent Surveys

Survey activities were initiated during the latter
half of the in-country missions so that local advice
and input from key stakeholders could be inte-
grated into the surveys. The project team leaders
led the training and piloting of the surveys with
the local associates and survey teams, who then

finalized the surveys as required.

The surveys consisted of formally structured ques-
tionnaires to individuals who were m-money ser-
vice users, individuals who were currently not
m-money service users, and m-money agents
in the study countries. The purpose of the sur-
veys was to investigate perceptions and behav-
iors, demands, and technology issues. We sought
answers to the following questions:

Where and with whom do respondents receive
money by mobile or other traditional means?

For what is the money being used? How much
is used? Where is it used and how frequently?

What are typical financial and phone literacy
capabilities?

What is the range of use of alternative or com-
plementary technologies such as debit and pre-
paid cards?

What are the viability characteristics of agents,
such as costs, business models, and capacity-
building requirements?

The surveys consisted of polls of approximately
200 users and nonusers in each country. The tech-
niques involved structured, face-to-face inter-
views. Thirty open-ended questionnaires were
conducted with m-money agents in two of the
countries (Brazil and Thailand). The surveys were
not intended to be statistically significant samples,
but rather to provide an overview of people’s atti-
tudes, preferences, issues, and recommendations

regarding m-money services.

Respondents were surveyed in a variety of loca-
tions to ensure a good representation of socio-
economic backgrounds and inclusion of those
who lived and worked at a distance from the
urban economic centers. It was assumed that in
the larger metropolitan areas, which are often
economic and political centers, there would be a
greater concentration and availability of financial
services, in contrast to other urban or semi-urban
centers which, although they sometimes have
populations in excess of 1 million, are geographi-
cally distant from the main metropolitan areas
and are influenced by rural resources and agricul-
ture industries. Urban and semi-urban location
classifications were as follows:

Urban locations were defined as metropolitan
areas in close proximity to services and eco-
nomic activities and whose populations are
generally economically well-off and educated,
but could include significant numbers of poor
inhabitants.

Semi-urban locations were defined as smaller
towns, cities outside metropolitan areas, or
even metropolitan suburbs outside the urban
core, which are characterized by fewer services
and whose economic emphasis may extend

into rural and agriculture areas.



In total, 800 user and nonuser surveys, supported
by 60 in-depth agent surveys, were conducted
across the four countries from February to April
2010. The approach that guided the sampling and
survey of respondents is summarized in figure A.1.
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and logistical circumstances resulted in slight vari-
ations to the methodology, such as in the propor-
tions sampled in each survey category. For exam-
ple, in Nigeria and Sri Lanka, agent surveys were
not carried out because the m-money service pro-

vider did not have an independent agent network.
Any variances to survey approaches are reported in

Figure A.1

the country survey results detailed in the reports

on each country.

Brazil J| Nigeria §Sri Lanka Thailand

Consolidation Methodology
Report

Intelecon provided IFC with a “Consolida-
tion Methodology Report,” which explained the
methodology for consolidating results from the
field visits and surveys across all four countries.
To achieve a rigorous and consistent approach, a
Structured three-dimensional model was created that incor-

face-to-face
surveys

porated the parameters in the m-money ecosys-
tem, generic business strategies, and the various
markets where m-money could potentially be

e offered.
face-to-face
interviews
(open-ended
guestiong

The various study reports and their associated
delivery dates are shown in table A.2.

Project partners, including various operators of

Table A.2

m-money services, sometimes assisted the study
by identifying users and agents to be sampled for
the survey.

A user was defined as an active user of an m-money
service in financial transactions such as payments
and cash-in/cash-out functionality; a nonuser was
defined as a person who is not using m-money ser-
vices, but is financially active in utilizing payment
services, and who uses a mobile phone.!

Where feasible, sampling and survey of respon-
dents followed the guidelines outlined in the proj-
ect methodology. In some cases, country-specific

" An m-money service is characterized as having a
third-party agent network to support financial transac-
tions, but is not a traditional banking branch or Inter-
net banking supported by mobile phones.
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