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“Not a lot of innovation has gone on in banking
over the past 1000 years”

Andy Maguire (MIT) in The Banker (February 2007)

® In emerging markets, innovation in payments is actually progressing at
lightning speed

® Regulators have focused on ensuring financial stability while ignoring
' what happens in the retail payments environment

... which is what determines financial access
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Create the Golden Triangle

2. Issuers of cards/accounts
make profit off the
account/ customer

1. Customers have 3. Providers of
access to affordable infrastructure make

transactional profit from growing the
banking services network
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Customer access: usage of transactional financial
services is closely related to the cost of service provided

ATM transactions against Income
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Monthly income, USD Source: Finscope South Africa, per month

Transactions increase p/p as affordability improves I
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Customer access: behaviour responds to
changes in pricing

ATM transaction volumes per ATM device with a decrease in price
$

14,087
13,347

12,607
' 11,128
9,648
8,169
6,690

5,210
. 3,731

I I 2,251

0. 092 123 154 18 215 246 277 3.8

Transactions increase as transaction costs decline I

Source: Kenyan Bank, 2006
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Infrastructure providers: New channels allow
banks to reach more customers

Operating costs per transaction, per channel
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Branch Telephone ATM Mini-ATM POS Cellphone
teller IVR

Source: BAI, 1996; Riksbank, 2002; Norges Bank, 2001; Forester, 2003; Genesis Analytics, 2006 G:ENESIS



Infrastructure providers: The number of transactions
processed by channels has a significant impact on per
transaction costs

ATM operating cost per transaction vs. monthly transactions
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Create the Golden Triangle

2. Issuers of cards/accounts
make profit off the account/
customer

3. Providers of infrastructure
make profit from growing
the network

1. Customers have access
to affordable
transactional banking
services
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Card association branded cards are currently the key

to instant interoperability

ATM
(1970’s)

Point of

(1970’s)

Mini-ATM
(2000's)

The card is the key
to arange of less

costly channels

Cellphone
(1990’s)
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Pioneered &
successfully
adopted in
Emerging Markets
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http://www.mccormick-cr.com/web/pageDetail.aspx?pgID=productsAtmIndex.html

Getting accounts into people’s hands requires
KYC/Channel modifications (which are FATF friendly)

Option 1: Blister pack with: card (debit), PIN,

instruction manual

Case & instruction
manual

PIN

Debit card (Maestro)

Option 2: Blister pack with: card (debit or
credit), manual, no PIN (remote activation)

Case
Instruction manual

Credit card (MasterCard)
Debit card

Distribution
strategies

Branch

Bank
Agent

Retailer

Key Success
Factors

NO KYC at application -
BUT

Transaction value limits
— Single
— Monthly

Use limited to country

A/C can be upgraded to
full function with formal
KYC process

Instant activation at ATM
or by mobile phone

Capture mobile number
to link to customer
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State of play in EAC: Uganda and Kenya
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Currently, switching and interchange fees make
payments unaffordable

Switching costs charged to switch member banks
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Using international switching firms can significantly reduce switching costs in comparison to local
switches

Source: Interviews with switches, 2006-07 G:ENESIS



Revenues to acquirers are decided by banks in
Visa, but not for Bankom or Kenswitch

Interchange fees charged to issuing member banks
$
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Affordability

Implied monthly income (using 2% of income) required to make one ATM transaction
$

Kenswitch Bankom Visa Visa
(Kenya) (Uganda) (Kenya) (Uganda)

Source: Interviews with switches, 2006-07; Genesis calculations; excluding bank mark-up G:ENESIS



Current access to payment services are limited

® Key drivers of exclusion from payments services
— High cost of transactions
— Limited interoperability between banks
— Affordability in lower income segments

® The solution to access to payment services includes
— Innovative use of channels
— Innovation in new account acquiring
— Ensure any innovation is interoperable

. ® For regulators this means creating an environment in which innovative
financial institutions are rewarded for increasing access to
transactional banking
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Implications

® Regulators need to be informed on what is happening in retail
payments

— Develop capacity to understand and monitor retail payment
developments

— Engage with players around pricing rules

® Encourage interoperability
— Discourage banks from offering non-interoperable

products/channels
— Encourage innovation that builds interoperabilty rather than
fragmenting the payment system
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Issues to consider in the national payments
system

Security & Who (Banks, MFI’s, etc.) has access
stability Through which channels?

How — local vs. international
Are volumes sufficient for in country switch?

' o
Shifting costs in payment services to
achieve golden triangle
Channel innovation

Interoperability
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In Uganda, access to payment services is limited to about

18% of the labour force

Monthly income Total in range Active labour force
UGX, 2004 ‘000s Percentage

679 7%
UGX200,000

Financial services Cellphone coverage
coverage Pre & postpaid

1,104 12%

UGX100,000

1,212 13%

Tier | — full to limited
transactional banking

S

Tier Il & Il — limited to no
transactional banking

* Excludes individuals
employed in unpaid
domestic labour

UGX60,000
806 9%

UGX40,000

1,262 14%
UGX20,000

1,281 14%
UGXO0

2,917 32%
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In Uganda, use of new channels & account acquiring strategies
could profitably more than DOUBLE the banked market

Monthly inc. Total in range Transactor New customers* Total Net Revenue Total transactions
UGX, 2004 ‘000s Type ‘000s Annual, UGX, million POS/Mini-ATM

(mobile)
679 Monthly, million
UGX200,000
1,104 Tier | — full to limited
transactional banking
100,000 —_—
1212 Subsistence 909 — UGX2,859 1.36 (0.90)
UGx60.000 Farm laborer 303 } UGX1,295 0.30 (0.61)
806 —— UGX2,858 1.68
0,000 Basic 1,121 ’ :
-
UGX20,000 2,333 UGX8,585 3.34 (1.51)

Source: UBOS, Genesis calculations
* Based on a cut-off of 2% of total income
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