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EXECUTIVE SUMMARY

Through its Financial Services Program for SMEs project, USAID/EI Salvador is supporting
expansion of financial services to underserved markets and the introduction of viable loan
products that better serve SMEs’ needs. Based on discussions on mobile phone banking with
many of the program’s partner institutions, it was determined that interest exists among both
commercial banks and NBFIs in exploring mobile banking applications that would allow them to
deliver financial products and services to both new and existing clients more cost-effectively.
Building on this interest, USAID's Microenterprise Development office financed this feasibility
assessment on mobile phone banking through the AMAP Knowledge Generation project
managed by Chemonics International. The objective of this diagnostic was to determine the
feasibility of developing mobile phone solutions to expand access to financial services to under-
banked and un-banked Salvadorans in all parts of the country. Specifically, the study assesses
available technologies and the regulatory and policy environment for m-banking, as well as the
existence and basic characteristics of potential partners and distribution networks with whom
USAID could work to promote m-banking within its target population. The study consisted of
both desk research and field work interviewing financial institutions, I'T and telecommunication
providers, the financial authorities, and potential clients.

The study finds that there is a generally propicious environment for the ongoing development of
m-banking in El Salvador—two initiatives are already operating—though a number of issues
need to be addressed to promote m-banking’s long-term success and expansion to unserved and
undersetved populations. There are also a wide-range of parnters with whom USAID/EI
Salvador could collaborate and a range of activities it could catry out in support of m-banking
should the Mission determine that m-banking fits within its programmatic priorities.

KEY CONCLUSIONS
El Salvador Meets Most of the Pre-Requisites for M-Banking. Experience worldwide has

determined that there at least six pre-requisites for the development of m-banking: 1) strong core
banking systems, 2) a broad telecommunications network, 3) affordable ICT-enabled devices, 4)
an appropriate legal and regulatory environment, 5) a secure approach to exchanging electronic
transactions between devices, and 6) a network of conversion points for cash in/cash out trans-
actions. El Salvador rates favorably against these pre-requisites, though a number of regulatory,
as well as design and marketing issues need to be addressed to promote the long-term success m-
banking initiatives.

Supportive ICT and Telecommunications Services are Available. El Salvador enjoys access
to first rate ICT firms with any and all of the hardware and software and technical support ser-
vices necessary to develop m-banking. The regional or global nature of these ICT firms creates
the opportunity to import existing mobile phone banking platforms and applications for easier
introduction into El Salvador, as well an opportunity for USAID to support a regional m-banking
project. However, the unequal development and use of ICT among Fls could slow the introduc-
tion of m-banking in some of these institutions, as could the basic nature of cell phones used by
low-income populations (though the majority support text messaging), and high cost of internet-
work cell phone services.

The Regulatory Environment is Generally Conducive to Development of M-Banking. It
does not appear that there are any barriers to introducing mobile banking per se. That which is
not expressly prohibited by law—and mobile phone banking is not—is permitted, though the
Central Bank does need to authorize any new operation. However, the absence of clear guidelines
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for non-bank agents and the concerns of the Superintendent of Financial Institutions regarding
the risks of m-banking need to be addressed for the sustainable development of this service.

Various Mobile Phone Banking Models are Viable in El Salvador. Both individual (single
bank) and shared (multi-bank) models of m-banking are present and viable in El Salvador. Pro-
moting greater use of a shared model would be advantageous from a cost perspective. However,
there is clear resistance to a shared model among many FIs. The key issue seems to be concern

about maintaining the confidentiality of each FI’s client information, an issue that can, and
should be addressed.

POSSIBLE PARTNERS AND CORRESPONDING USAID ACTIVITIES
There appear to be a wide range of potential FI partners for USAID activities supporting m-

banking in El Salvador. These include leading banks, second tier banks, integrated, federated
NBFIs, and traditional MFIs. While leading and second tier banks may benefit most from activi-
ties that expose them to lessons learned and best practices in m-banking worldwide, assistance in
designing appropriate marketing and customer service strategies for MSMEs, and possibly sup-
port for designing and introducing savings applications, a service none of the current m-banking
providers is considering. Federated NBFIs, like those of FEDECREDITO might benefit from
assistance linking their MIS’s to the federation’s core banking system, which would facilitate the
introduction of m-banking through the federation. The federation might also benefit from assis-
tance brokering an alliance with a third party m-banking provider. Finally, USAID/EI Salvador
could assist traditional MFIs in brokering alliances to serve as cash in/cash out conversion points
for regulated m-banking providers.

In addition, the Superintendency of Financial Institutions expressed interest in assistance 1) ana-
lyzing current laws and regulations to identify their adequacy for managing m-banking risks; 2)
developing AML protocols for m-banking and payment systems; and 3) developing appropriate
supervisory tools for m-banking and training regulatory and supervisory authorities. USAID
could also work with the SSF or the national banking association, to develop non-bank agent
regulations.

POSSIBLE NEXT STEPS

1. Disseminate a public version of this report: Many of the FIs and companies interviewed
expressed interest in receiving the findings of this study.

2. Develop a business case for a shared m-banking model: Such a study could be used by
USAID to help overcome resistance to such a model, which could more cost-effectively and
rapidly expand m-banking services to unbanked and underbanked populations.

3. Conduct an in-depth study of the current legal and regulatory framework for m-banking in
El Salvador: This study should include analysis of regulation of non-bank agents and would
benefit from a comparative analysis of m-banking regulations in other countries.

4. Develop a short, accessible briefing note on regulating m-banking: This could serve as an
educational tool for both the financial authorities and other key stakeholders.

5. Explore the potential for developing a regional m-banking initiative to support country-wise
implementations: USAID may wish to explore this possibility further given the regional
and/ot global nature of most of the I'T and mobile phone providers operating in El Salvador.
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.  INTRODUCTION

El Salvador has a sophisticated banking sector that is increasingly serving micro, small, and
medium-sized enterprises (MSME), as well as a wide- range of non-bank financial institutions
(NBFIs) serving micro and small enterprises (MSEs) in urban and rural areas. According to at
least one indicator—deposits/ GDP—EI Salvador has one of the highest bancarization rates in
Latin America (41.49 percent)!. Despite these encouraging signs, access to financial services in El
Salvador is clearly still far from universal.

While bancarization rates in El Salvador are low relative to developed countries, the country has
been experiencing rapid growth in mobile phone coverage and usage, from approximately
750,000 lines in 2000 to over 6,000,000 in 2007 (See Annex 2). As many key informants
observed, “there are more cell phones than people in El Salvador,” (according to the 2007 census
El Salvador has 5,744,113 inhabitants). Consequently, mobile phone banking (also known as m-
banking) may be a cost-effective and potentially profitable new delivery mechanism to help
increase outreach to under-banked or un-banked populations in El Salvador, particularly in rural
areas, as it is proving to be in other countries.

Through its Financial Services Program for SMEs project, USAID/EI Salvador is currently
supporting expansion of lending and other financial services to underserved markets and the
introduction of viable loan products that better serve SMEs’ needs for financing. Of the nine
financial institutions (FIs) with which the project works, six are banks, one is a regulated
federation of non-bank financial institutions (NBFIs), and two are unregulated NBFIs working to
transform into regulated institutions. Based on presentations and informal discussions on mobile
banking delivered to many of these partner institutions, there is demonstrated demand among
both commercial banks and NBFIs in exploring mobile banking applications that would allow
them to deliver financial products and services to both new and existing clients more cost-
effectively. Building on this interest, USAID's Microenterprise Development office financed this
feasibility assessment on mobile phone banking through the AMAP Knowledge Generation
project managed by Chemonics International which highlights the latest innovations and best
practices in microfinance worldwide. This is the third mobile phone banking feasibility
assessment conducted under the AMAP KG project.

The objective of this diagnostic is to determine the feasibility of developing mobile phone
solutions to expand access to financial services to under-banked and un-banked Salvadorans in all
parts of the country.

Specifically, the diagnostic assesses:

e Available technologies to support mobile banking solutions within the
telecommunications and financial sectors, including the accessibility of these
technologies to the target market;

e The regulatory and policy environment to determine if it is supportive or can be
developed to support mobile phone banking solutions; and

e The existence and basic characteristics of potential partners and available distribution
networks (financial institutions and retail agents) through which mobile banking services
would be delivered.

! Cotdero, Guido, “Modelos de Negocios Exitosos en El Salvador: Los Segmentos de la Micro y la Pequena Empresa,”
USAID, October 2007.
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. METHODOLOGY

This rapid diagnostic was comprised of three phases:

1. Pre-fieldwork desk research: This included review of documents related to
telecommunications sector, IT services, the regulatory environment, and mobile phone usage
in El Salvador.

2. Fieldwork in El Salvador conducted from August 11-22, 2008. During the fieldwork in-
country the consultants interviewed:

e  Financial Institutions and Associations — Six banks (Banco Agricola, Banco de America
Central, Banco Hipotecatio, HSBC, Banco Promerica, and Scotiabank); the national
banking association (ABANSA); a regulated federation of NBFIs (FEDECREDITO);
one soon to be regulated NBFI (Apoyo Integral); and an MFI network (ASOMI).

e The Superintendency of Financial Institutions

e Telecommunications Companies: Digicel, Telecom/Claro

e [T Firms: SIFCO, SYSDE, 1DS, Movibanca

e A Payment system provider: ATH

e (Clients of Financial Institution — a non-representative sample of 26 clients.

A complete list of institutional interviewees is provided in Annex 1.

3. Post fieldwork analysis: At the end of the field work phase the consultants presented prelim-
inary findings to USAID/EI Salvador. The recommendations and this report were finalized
after discussions with USAID/EI Salvador, USAID /Washington, and the Financial Services
for SMEs project team.

We would like to emphasize that this diagnostic was indeed rapid and not comprehensive, and
hence may include errors. Further, the Salvadoran banking and telecommunications sectors are
changing rapidly. Consequently, follow up work may be needed to confirm that the conclusions
and recommendations are still appropriate.

. GLOBAL CONTEXT: ICT TO EXTEND ACCESS TO FINANCIAL
SERVICES

In this section we cover the basics of m-banking. We begin by briefly describing the emergence
and evolution of branchless banking, of which mobile phone banking is just one option. We then
present the “ABCs of Mobile Phone Banking,” including the diverse models of m-banking and
the advantages it can offer both financial institutions and clients.

A. THE EVOLUTION OF BRANCHLESS BANKING
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Both banks and non-bank financial institutions
in developing countries have increasingly
turned to information and communication
technologies (ICT) both to a) increase the
convenience of banking for existing clients, and
b) profitably expand access to financial services
to underserved market segments, such as
MSMEs. Automated Teller Machines (ATMs)
and point of sale (POS) devices are commonly
used by banks, and increasingly by NBFIs to
expand outreach without the significant
investment generally needed in physical
infrastructure for a traditional branch office
(See Annex 3 for examples of how developing
countries are using ATMs and POS devices to
expand access to finance). Personal Digital
Assistants (PDAs), like Palm and even mobile
banking units? have also been used by NBFIs
to facilitate access for marginalized market
segments.

BANK-TELECOM COLLABORATION:
ATM & POS NETWORKS
The first ATM dates back to 1939, though it

only came into popular use in the mid 1980s.
Modern day POS devices are descendents of
stand-alone cash registers. The first computer-
driven POS systems were introduced in the
1970s. Today, POS systems can be found in
most merchants worldwide. The telecommuni-
cations industry played a key role in the devel-
opment of both ATM and POS systems,
enabling these devices to be linked in net-
works. As a result, clients can access their bank
accounts through a debit or credit card at
access points worldwide. With the evolution of
wireless communications, POS devices have
become mobile, increasing the range of

branchless banking options.

These technologies, along with Internet banking, which allow for financial transactions outside of

the traditional bank branch framework—collectively known as branchless banking—are not new,

though they have certainly been improved upon over the years. Even mobile phone banking, the

newest, and a rapidly growing ICT-based banking solution in developing countries, is grounded

in an established tradition of collaboration among financial institutions, telecommunication firms,

and payment service providers (See Box above). It is the convergence of these sectors that has

made branchless banking a reality.

In Annex 4 readers can find a comparative
analysis of the pros and cons associated with
these diverse information and communication
technologies, as well as the general requirements
associated with each., In the following section we

provide greater detail on mobile phone banking —

how it works, its advantages, and the diverse
models of m-banking that exist — followed by a
discussion of existing initiatives around the
world.

B. THE ABCS OF MOBILE PHONE
BANKING
As the name suggests, mobile phone banking

makes it possible for customers to conduct vir-
tually any banking activity using their mobile
phone. How is this possible? Mobile phones can
be equipped with the functionality of bank cards,

CHEAPER, SAFER TRANSACTIONS
Like ATMs and POS terminals, use of mobile

phone technology can significantly reduce the
costs of expanding access to finance by elimi-
nating the need for expensive investments in
traditional bank branch infrastructure and
compliance with regulations for branch creation
and operation. According to a Global Mobile
Commerce Forum report, the average mobile
banking transaction cost is $0.08, compared to
$1.07 for a branch-based transaction, and is
even more economical than Internet banking.
Mobile technologies also reduce the risks of
cash transactions in isolated or conflict prone
locations. M-banking also has the potential to
dramatically reduce banking costs for clients,
reducing or eliminating the need to spend time
and money traveling to a bank branch.

2 By mobile banking units we are referring to banking units on wheels, as opposed to mobile phone banking.
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POS terminals, ATMs, and computer-based Internet banking, rendering these other devices un-
necessary. Like a credit or debit card the memory card or chip in a mobile phone can store both a
client’s personal identification and account information. In fact, the portable memory card in
GSM?3 phones—the subscriber identity module, or SIM card—is actually a smartcard. Like a POS
terminal, a mobile phone can be used to request and receive authorization for a financial transac-
tion—most commonly through text messaging. In combination with a merchant’s cash register, it
can be used like an ATM to withdraw or deposit cash. And when equipped with wireless connec-
tivity, a mobile phone can be used for Internet banking.* As noted in the Box and Graphic 1 be-
low taking advantage of the functionality and wide-spread use of mobiles phones can reduce the
costs and risks associated with banking for both the financial institution and the client. In fact, it
may be the least expensive of all delivery mechanisms for banks.

Graphic 1: Average Transaction Costs of Banking Channels
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Pre-Requisites for Mobile Phone Banking. In addition to adequate effective demand, which
should be assessed carefully, there are six pre-requisites to the sustainable development of mobile
phone banking:

1. Adequate Core Banking Systems in FIs — the transactional nature of m-banking, like
other branchless banking channels, demands a solid management information system
(MIS), preferably one that is centralized and integrated. Fls that lack an adequate MIS
may find it more cost-effective could address this problem by outsourcing their MIS
functions to a third-party provider (an application service provider, or ASP).

2. A Telecommunications Network — with widespread coverage both in terms of
geographic outreach and market penetration among target populations.

3. A Network of Setvice Points for cash in/cash out transactions, i.e. non-bank agents

3 “GSM (Global System for Mobile communication) is a digital mobile telephony system that is widely used in Europe
and other parts of the world.It is the most widely used of the three digital wireless telephony technologies (TDMA,
GSM, and CDMA),” http://searchmobilecomputing.techtarget.com/sDefinition/0,,sid40 gci213988.00.html

4 Mas, Ignacio and Kabir Kumar, “Banking on Mobiles: Why, How, for Whom?” Focus Note No. 48, CGAP, June
2008.
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4. ICT-Enabled Devices — including POS, ATMs, and/or mobile phones in setvice points
and affordable, technologically adequate mobile phones for clients.

5. A Secure Approach to Exchanging Electronic Transactions between Devices

6. An Appropriate Legal and Regulatory Environment — that promotes and encourages
responsible, accountable m-banking services, and allows the use of non-bank agents as

points of service.

Two other conditions are desirable, but not mandatory: an inter-bank switch and source of stored
value cards. The findings of this study indicate that in most ways, El Salvador meets these pre-

requisites.

Bank vs. Nonbank Based Mobile Banking Models. Mobile banking models may be bank-
based or nonbank based.> The defining characteristic of a bank-based model is that the financial
transactions occur between bank accounts issued and held by a regulated financial institution. For
example, a customer may request a “transfer” from his or her savings or checking account to the
bank account of a pharmacy to purchase goods. In a nonbank based model, virtual accounts
(electronic money) are issued by a nonbank entity, such as a telecommunications company, and
are stored on the server of that company.

All of the m-banking initiatives currently operating In Latin America—including the two in El
Salvador (Movibanca, a three-bank initiative), and those in Bolivia (Banco Bisa’s Bisa Movil) and
Peru—are bank based. In countries in other regions, notably the Philippines (Gcash), and Kenya
(M-Pesa), one finds nonbank based models.

While the regulatory issues related to these two models are quite different in many ways (in a
bank based model all transactions are managed by licensed, regulated financial institutions, in a

nonbank model they are not), there ate also important similarities:

e Cash In/Out Conversion or Service Points: All initiatives are being developed in
combination with cash in/cash out networks, either using POS-based non-bank agent
networks or simply the FI’s branches. In fact, the importance of developing an extensive
network of conversion points, (including non-bank agents), in order to expand and
deepen financial outreach through m-banking is a key lesson learned and best practice
gleaned from experience worldwide. Additional lessons learned from m-banking and
other ICT-enabled financial service solutions, many of which are reflected in the list of
pre-requisites for m-banking described in the previous section, can be found in Annex
5.

e The Base platform: All initiatives are based on an SMS platform (text messaging or Short
Message Service), which is the simplest and cheapest platform and is the only platform
available in all inexpensive mobile phones used by low-income people.©

e The Cellular Device Application: While the more advanced initiatives are looking for,
and actually trying to implement, more user-friendly applications (e.g. Smart Money and

5 For simplicity’s sake, we describe the “pure” form of each model. However, it is important to recognize that hybrid
models do exist.

6 Wizzit is now using the USSD (Unstructured Supplementary Service Data) platform, which is an en-
hanced platform either in functionality and security capabilities. And, therefore demands more expensive
resources either for implementers (USSD platform should be in place at mobile provider), and for cus-

tomers as well (more expensive phones should be used).
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MPesa with a menu-based, STK application”), the majority are still text based
applications. This is in line with the inexpensive platform and mobile phones widely

used. This in the long run could restrain the users’ adoption of new technology.

Annex 6 provides a summary of these and other similarities and differences among a sample of

m-banking initiatives worldwide, while Annex 7 provides more insights regarding the relationship

between banks and telecommunications companies in m-banking initiatives.

Mobile-Banking Implementation Models. In addition to distinguishing between bank and
nonbank based m-banking models it is useful to distinguish between shared platform and indi-

vidual implementation models. We describe some of the key features of each below.

1. The Individual Model: A single financial institution develops its own network either

integrating telecommunication companies or simply using their services as carriers.

Graphic 2: Individual Implementation Model for M-banking
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In this individual model the FI itself is in charge of the transactional server which is needed to

coordinate the transaction requests flowing from points of service and post it in the Core Bank-

ing system. The transactions flow through the mobile operator network from the cell phone to

the financial institution’s switch server. In this model clients of other banks cannot participate in

network transactions. Examples of individual m-banking initiatives include WIZZIT in South
Africa®, M-Pesa in Kenya, Bisa Movil in Bolivia, and BACMovil in El Salvador.

1. The Shared Model: A third party functions as an “Integrator” of multiple financial

institutions and telecommunications providers.

7 STK application is a software embedded in SIM cards which has the capability to launch and even manage software

loaded in the SIM card, e.g. STK can launch a mobile banking application

8 While Wizzit was developed with one bank partner, according to at least one source Wizzit is open to additional FI

partners.
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Graphic 3: Shared Implementation Model for M-Banking
FI domain

Mobile operator domain

meﬁe—*@ﬁ N Integrator
domain

Client Core

Mobile operator domain >‘ FI domain

Switch
o o-gg ] LB

Client

<

A

SMS/WIG Core
Server Banking

Source: Developed by this study

In this shared model, the integrator ensures the security of transactions and the confidentiality of
information. Unlike in the individual model, in this model clients of different FIs and mobile
phone operators can participate, even conducting inter-bank transactions. Examples of this
model include Geash in the Philippines, and Movibanca in El Salvador

In Table 1 we summarize the key advantages, disadvantages and risks associated with both
models.
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Table 1: Individual vs. Share M-Banking Implementation Models

Advantages

Disadvantages

Risks

Individual

e  The FI has full control in
service development

Limited capacity to expand
services to a broad range of
potential customers
Expensive infrastructure in-
vestments

ICT resources requirements to
provide the service
Inter-banking transactions are
complicated

e Potential loss of clients due to
limited transactional options
(e.g. fewer cash conversion
points)

e Potential breaches in ICT
security due to lack of exper-
tise

Shared

e Potential of broad and quick
expansion of points of ser-
vice

e Lower investments in infra-
structure and marketing for
FIs and Telecom companies

e DPossibility of standardization
of services

e DPossibility to create ACH
services

Has to negotiate initiatives to
expand services and service
development

e Potential exposure of informa-
tion to third parties

e Potential loss of clients due to
standard services (if FIs do
not focus on improving finan-
cial services)

IV. IT AND TELECOMMUNICATIONS IN EL SALVADOR

In this section we describe the information technology and telecommunications sectors in El

Salvador. While our analysis of the sector was rapid, we find that both are well developed,

competitive, and conducive to the expansion of m-banking.

A. THE TELECOMMUNICATIONS SECTOR

Telecommunication services in El Salvador have been expanding rapidly in recent years,

especially in mobile telephony. According to the World Bank, mobile phone access increased

from 12 percent of the population in 2000 to 57 percent in 2000.

While comparable data on cost trends for these two years is not available, El Salvador appears to

compare favorably to other countries in the region with a below average cost for cell phone use:

$8.5/month (see Annex 8). Moreover, key informants noted that service rates have been

declining as a result of increased competition. According to a Superintendencia General de
Electricidad y Telecomunicaciones, SIGET’s bulletin in 2007 there were 107 mobile phone lines

per 100 people (see Annex 2).

There are four mobile operators in El Salvador covering 98 percent to 100 percent of El
Salvador’s territory. These operators offer GSM based services with SMS and GPRS capabilities
throughout their networks; some even offer EDGE and 3G capabilities. Eighty to ninety percent

of users are pre-paid customers, and most Salvadorans use inexpensive mobile phones with SMS

capabilities.

Though mobile technology is broadly available to Salvadorans, and prices have been dropping,

service costs could be a potential hurdle to expanding m-banking services. For inter-network

services, pre-paid minutes cost between $0.30 and $0.35, while post-paid minutes cost between

$0.20 and $0.24. The rates for in-network connectivity are far cheaper; on average all companies
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are charging half the inter-network price for in-network service. This potential hurdle is more
evident for GPRS package prices, which range from $3.4 to $8.0 for 1 Megabyte / Month. In
contrast, the less expensive SMS service ranges from $0.0500 to $0.0565 per message. On the
positive side, all companies are willing to negotiate group rates. In fact, it is our understanding
that MoviBanca, which is offering m-banking services with three banks, (HSBC, Banco Agricola,
Banco Uno), has negotiated a lower uniform price for the service with three mobile operators
(Claro, Tigo, Movistar) and is negotiating with the forth (Digicel).

With respect to cell phone prices, basic units range from $15 to $50, to more than $100 for more
sophisticated phones. Phones in the less than $50 range generally do not have GPRS capabilities.
In one telecom executive’s opinion, Salvadorans could be willing to change their basic units for at
least one with GPRS capabilities if the services prove to be useful to them. However, a number
also observed that lower-income Salvadorans may not be willing to pay high costs for mobile

phones and services.

Finally, m-banking is an option aggressively embraced by telecom companies in El Salvador.
Most are already engaged in an m-banking initiative with different degrees of development.
Please name telcos here have been offering a limited range of m-banking services for more than
two years, others are just beginning to offer or develop the service.

In summary, the Salvadoran market offers a broad range of mobile services and mobile phones.
The majority of mobile phone clients are using the least expensive services and phones. It is
therefore recommended that m-banking solutions be developed around inexpensive phones and
services with user-friendly interfaces. In addition, negotiating lower, uniform rates for texting
with participating mobile phone service providers is likely to be critical to user uptake. Annex 9
summarizes the technical characteristics and prices of the main telecom providers offering

mobile connectivity in El Salvador.

B. INFORMATION TECHNOLOGY SERVICE PROVIDERS
El Salvador has a wide-range of highly professional and quality information technology

infrastructure and services. Although in the current globalized world the physical proximity of IT
service providers is not necessary, El Salvador has several providers competing in the region and
specifically in the country. Several of them, such as GBM, Sysde, 1DS, and SIFCO are currently
providing products and services to financial institutions and telecom companies, as well.

The IT offerors in El Salvador covers small, medium and large infrastructure needs. Available
software platforms range from Open Source (i.e. Linux, Java) to proprietary ones (e.g. Windows,
Unix). The hardware offer ranges from personal computing devices to non-stop high-end
servers, as well as small devices (e.g. PDA, POS). At the same time, available communications
technologies are based on renowned providers (e.g. Cisco, 3M). Core Banking platforms are
adapted to the specific needs of MFIs, Cooperatives, and Banks. Some specialize in one or more

of these market niches.

The IT providers in El Salvador also currently offer switching and system integration solutions,
and even m-banking platforms. Switching and integration solutions® have become essential to
providing transactional services linked to core banking systems and becoming central to m-

9 Switching and integration systems are platforms largely used by banks to integrate their transaction channels to their
core banking systems, they are used to integrate diverse transaction channels, such as ATM and POS networks and e-
banking channels.
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banking transaction systems. Some of these solutions are being used by payment networks
(ATM, POS and e-banking networks), as well as m-banking initiatives. While an in-depth analysis
of the costs of these services was beyond the scope of this study, it is possible to report that
service providers offer a wide-range of pricing plans.

Annex 10 shows an example of what I'T companies are able to offer in El Salvador.

C. INTEGRATORS AND PAYMENT SYSTEMS

The Salvadoran financial sector has been using payment systems for many years. There are
several payment and financial transactions networks providing transactions processing for
financial institutions and merchants, mostly based on ATM and POS devices as transaction
channels. During the last five-plus years e-banking (internet banking) has been developed as well.
Some networks are outsourced to third parties (integrators) while some are implemented by
financial institutions themselves. During this study two integrators were interviewed: ATH and
MoviBanca, both are engaged in group initiatives with financial institutions operating shared
models. Recently, both started providing m-banking services as well. Based on their experience
providing financial and payment transaction processing as Integrators to both telecoms and Fls,
both service providers considered in this study are potential partners in supporting a group
initiative to implement m-banking services in El Salvador.

The transaction processing services offered by these integrators are based on industry standards
for messaging!® and encryption features for security'!. The main features in their solutions
include multi-channel, multi-entity switching services, for end-to-end transaction flows. Both are
also willing to adopt security measures that more demanding banks may request, though they are
aware that adopting more sophisticated security measures may also make the technology more
expensive for all participants (i.e. banks, telecoms, and ultimately users).

Both companies apply various business models depending on what channel service is provided.
For ATM and POS networks, for example, they charge commissions per transaction. For other
channels they are piloting other models, such as shared revenue streams.

Annex 11 describes the features and capabilities of the two integrators and their
products/services.

V. FINANCIAL SERVICES IN EL SALVADOR

The Salvadoran financial sector is comprised of approximately 11 commercial banks,!2 2 public
banks, and roughly 300 registered non-bank financial institutions (NBFIs), including non-
governmental organizations (NGOs), open and closed cooperatives,!? and workers’ banks. In
this section we describe their general characteristics and market foci.

According to a recent survey of bank usage, 37.4 percent of the population is served by the bank-
ing sector. Access (or use) is highest in the central region (41.1 percent of the population), fol-

10 ¢.g. ISO 8583
11 ¢.g. SSL 128 and 3DES encryption protocols
12 The process of mergers and acquisitions is ongoing,.

13 Open cooperatives have authorization from the Central Bank to capture deposits from the public. Closed cooperati-

ves may only capture deposits from their members.
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lowed closely by the western region (39.8 percent). The level of bancarization drops significantly
in the eastern region of the country (29.6 percent).!

In addition, El Salvador’s NBFIs serve approximately 350,000 clients, according to Franklin
Montano, President of ASOMI, an association of microfinance institutions (MFIs), though he
notes that this number undoubtedly includes some double counting. The majority of these clients
are served by approximately 180 NBFIs.

FEDECREDITO, the regulated federation of NBFIs is the most important provider of credit to
MSEs, accounting for 54 percent of loans disbursed, followed by banks (31.1 percent), ASOMI
(12 percent), and FEDECACES, an unregulated federation of NBFIs (2 percent).!>

General Characteristics of Banks. El Salvador has a relatively well developed banking sector.
Commercial and public banks offer a wide range of products, services, and delivery channels,
including m-banking, in at least four cases, even m-banking. These initiatives will be discussed
further in Section VIL.B. The current level of sophistication of El Salvador’s banks, and the ex-
pectation that the banks’ foreign owners!¢ will continue introducing new technologies and prod-
ucts, combined with banks’ increasing focus on MSMEs create positive conditions for the pro-
motion of m-banking among USAID’s target population.

In recent years, partly as a result of support from USAID, many banks have developed strategies
and products to expand into the SME sector, as well as the microenterprise sector. Of the six
banks interviewed, four serve MSMEs, while the remaining two (Scotiabank and Banco Hipote-
catio) serve SMEs, but not microenterprises. As demonstrated in Graphic 4, HSBC, Procredit,
Banco de Fomento Agropecuatio, Banco Hipotecario!” y Banco Agricola were the leaders in mi-
crolending during the first trimester of 2008. With respect to financing for small enterprises,
Banco Agricola, Banco de America Central (BAC), Banco Cuscatlan, HSBC, and Scotiabank
stand out.!®

14 ABANSA, no date.

15 Cotdelo, Guido, “Modelos de Negocios Exitosos en El Salvador: Los Segmentos de la Micro y la Pequena Empre-
sa,” USAID, October 2007.

16 One hundred percent of the banking sector is currently foreign owned.

17 According to representatives of Banco Hipotecario the bank does not serve the microenterprise sector because it
lacks a specific methodology for the sector and its mandate is to serve the SME sector. Nonetheless, a relatively high
volume of their loans are classified as micro.

18 Multisectoral Investment Bank, 2008.
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Graphic 4: Credit Disbursed by Institution
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With regard to expansion plans, five banks—BAC, HSBC, Banco Agricola, Promerica, and Sco-
tiabank—noted that they are planning or seeking to expand in the MSME sector in the near fu-

ture.

e BAC began serving the SME sector last year, with USAID support, and has aggressively
entered the MSE sector with the recent purchase of PROPEMI (an MFI).

e HSBC increased its lending to microenterprises significantly during the first quarter of
2008, relative to the same period last year, (from 26.9 to $98.4 million), according to
BMI data.

e Banco Agricola was purchased by BanColombia last year, a bank with extensive
experience in SME finance. BA is currently designing a strategy for the MSME market
that will be implemented in 2009.

e DPromerica expressed significant interest in expanding into the small business market,
including a willingness to quickly introduce new technologies to distinguish itself from
the competition and rapidly increase market penetration.

e Scotiabank representatives commented that increasing their penetration in the small
business sector is among the banks principle objectives currently.

General Characteristics of NBFIs. The vast majority of El Salvadot’s NBFIs offer only credit
or capture savings only from their members. Currently, there are only seven regulated NBFIs:
four workers’ banks, two cooperatives, and one federation of NBFIs. An eighth, Apoyo Integral,
expects to receive authorization to operate as a regulated, deposit taking institution in September.
The delivery channels used by these institutions to serve their clients are generally limited to
branch offices and/or credit officers that visit clients, with little use of ICT. However,
FEDECREDITO has a sophisticated management information system (MIS) designed for
commercial banks.

VI. HOW EL SALVADOR’S FINANCIAL SECTOR CURRENTLY USES ICT

In this section we provide an overview of the level of sophistication of the systems and ICT use
of Salvadoran financial institutions. We follow this overview with a description of the two cut-
rent m-banking initiatives in the country.
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A. IT INFRASTRUCTURE IN EL SALVADOR FINANCIAL INSTITUTIONS

The financial institutions envisioned as potential partners to expand services to more Salvadorans
include banks, cooperatives, workers” Banks, and microfinance institutions. While the last two
groups are more MSME focused, banks are aggressively targeting these market segments, as well.
As would be expected, the IT capabilities differ widely among these types of Fls, ranging from
highly sophisticated, with extensive use of ICT, to very basic with minimal use of ICT. While the
different levels of ICT sophistication among Fls could represent an important challenge, an op-
portunity exists to integrate diverse financial institutions into a shared m-banking model to reach
the broadest possible range of clients.

The banks in general are quite sophisticated in their use of ICT resoutces. Almost all banks offer
their clients access to ATMs (some exclusively in their branch offices, others in non-branch loca-
tions), POS-merchant networks, Inter-Active Voice Response (IVR) services, e-banking (Internet
banking), and Kiosks services. Recently, some of them have even started offering m-banking ser-
vices (HSBC, Banco Agricola, Banco Uno, and Banco de America Central). Banks also operate as
“collectors” for utility companies.

Most banks have centralized core banking systems allowing on-line access from all their
branches. The majority also have functional modules integrated in a single technological plat-
form. Some, however, are using different platforms for their various services (e.g. one MIS for
deposits, another for credit, and another for back office support). While integrating their core
banking systems with channel transaction services is easier for the first group, it is more compli-
cated with the latter.

While cooperatives and workers” banks are generally much less sophisticated than commercial
banks, some are introducing increasingly sophisticated information and communication technol-
ogies. FEDECREDITO offers a core banking platform through an ASP (Application Service
Provider) to its affiliates!®. In addition, they already have plans to incorporate services using al-
ternate channels in the short-term. They intend to begin with ATMs and POS networks, (and
have funding proposals pending), and are also very interested in introducing m-banking in the
near future.

At the low-end of ICT sophistication there are those non-governmental organization (NGO)
MFTs that do not have centralized management information systems yet. Despite their low level
of technological sophistication, NGOs potentially are important players in m-banking services
because they offer very specialized microfinance setvices to a very important under-banked mar-
ket segment. As such, they could work in partnership with regulated FIs to provide a wider-range
of services to this segment. Ultimately, they could setve as points of setvices (cash in/cash out
points), within a non-bank agent network linked to an m-banking initiative.

Annex 12 provides additional details on FIs' services, I'T infrastructute and use of transactional
channels.

B. CURRENT M-BANKING INITIATIVES IN EL SALVADOR

There are at least two, private sector-led m-banking initiatives operating in El Salvador. One is
based on a shared model (led by Movibanca), includes three important banks (as noted previous-
ly, HSBC, Banco Agricola, and Banco Uno), and was launched approximately two years ago. The

19 More information on ASP models can be found at http://technology.ceap.ore/2008/09/16/microlinks-hosts-

discussion-on-outsourcing-options-for-microfinance-systems/?
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other is based on the individual model (Banco de America Central’s BACMovil), and was
launched during the third quarter of 2008. Both initiatives are trying to integrate all mobile opera-
tors in El Salvador; the shared one has already signed agreements with three mobile phone opera-
tots.

The two initiatives have started with a similar set of basic transactions, with plans to add more
sophisticated ones over time. The currently available transactions are: account inquiries, credit
card payments, transfers (one initiative only allows internal transfers, the other includes transfers
to third parties), and loan payments (one initiative). The projected transactions already identified
are: bill payment and remittances.

The major challenges encountered by these initiatives are potential users’ reluctance to try the
new technology and developing user-friendly user-interfaces. For example, a leading bank operat-
ing under the shared model initiative indicated that only 15% of affiliated customers have be-
come active users. Both initiatives are aware of these constraints and in fact are working on de-
veloping friendlier interfaces. The WAP server based applications would be available to those
users that could afford more expensive mobile phones and services and enjoy the more graphical
applications, while the less expensive SMS application would continue to be available for users
who cannot afford such technology.

The banks offering both models should consider designing and launching effective marketing
campaigns in the short term to significantly expand usage.

Both m-banking solutions are based on an SMS platform. The user has to input the text message
using function aliases and special codes, which reduces the need to input large and complicated
text plus codes. The individual initiative currently has a more accessible user-interface than the
shared one and includes a help option in the device menu options. In both cases the user has to
download the m-banking application from a web address sent by SMS to his/her phone, the
same process followed to access many VAS (value added services) applications, such as ring
tones.

As both initiatives develop new m-banking applications, ensuring the security of transactions
should be a priority consideration. While both currently have reasonable security protocols for
transactions flowing from an m-banking switch server to the FI’s core systems (i.e. SSL 128 and
3DES encryption techniques), both have messages flowing in clear text between the mobile
phone and m-banking switch server. The security measures adopted to mitigate risks in this link
include: PIN validation in the mobile phone and storing critical data only in the link between the
m-banking switch server and the FI’s core system, which makes it difficult to intercept all data
needed to get illegal access to customers’ accounts.

Despite the relatively limited success of both initiatives to date, (HSBC has 30,000 people sub-
scribed to the service, but only 5,000 active users monthly, and BACMovil was rolled out one
month prior to the start of this study), both represent great opportunities to support the expan-
sion of mobile phone banking to reach large numbers of under-banked and un-banked individu-
als. Both initiatives are generally in line with initiatives developing in other countries; especially
with regard to the base technology (e.g. SMS platform, cheap devices). Annex 13 summarizes the
characteristics and features of both m-banking initiatives.

VII. THE REGULATORY FRAMEWORK FOR MOBILE BANKING IN EL
SALVADOR
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Based on the rapid review of the legal and regulatory framework undertaken for this study, it
does not appear that there are any barriers to introducing mobile banking per se. That which is
not expressly prohibited by law—and mobile phone banking is not—is permitted, though the
Central Bank does need to authorize any new operation. Moreover, while no privately run Auto-
mated Clearing House (ACH) exists, regulations permitting its development do. An ACH would
facilitate broader implementation of a shared m-banking model. However, the absence of clear
guidelines for non-bank agents and the concerns of the Superintendent of Financial Institutions
regarding the risks of m-banking need to be addressed for the sustainable development of this
service.

According to the financial institutions interviewed, there are no restrictions on the type of entity
that may be an agent of a financial institution and a revision of the banking legislation and regula-
tions produced nothing to the contrary. In fact, there do not appear to be any written guidelines
defining an agent or the operations an agent is allowed to perform. This suggests that creating a
network of non-bank cash in/cash out points as part of a mobile phone banking model is possi-
ble in El Salvador. This also suggests a need to develop clear guidelines for non-bank agents to
protect consumers, Fls, and the agents themselves. Additional research is needed to confirm
these findings.

Despite the generally conducive environment for mobile phone banking, there are indications
that at least for now the financial authorities are unwilling to permit telecommunications firms
from directly offering an m-wallet, such as Globe Telecom does through G-cash in the Philip-
pines. According to a representative of one of the telecommunications companies interviewed
the Central Bank would not approve their proposal to offer an m-wallet without an alliance with
a local bank.

This restriction may be related to an important finding of this study, mainly that while currently
there appear to be few formal regulatory obstacles to expanding m-banking in El Salvador, the
Superintendent is concerned that the current legal and regulatory framework may not adequately
address the risks of mobile banking. The appropriateness of Anti-Money Laundering (AML) pro-
tocols were a particular concern. While AML and Know Your Customer (KYC) requirements
should not be an issue for the bank-based mobile phone banking model, as m-banking is simply
another delivery channel, if non-bank agent networks are introduced, this may well need to be

addressed.

VIIl.  CONSIDERATIONS REGARDING DEMAND FOR MOBILE BANKING
IN EL SALVADOR

As noted above, in-depth market research on demand for mobile banking services among end-
users was beyond the scope of this study. However, interviews with key informants—
representatives of Fls, telecommunications enterprises, Financial Services for SMEs and USAID
staff—as well as26 interviews with a non-representative sample of current FI clients—provide
some tentative indications regarding the target market. Any financial institutions wishing to pro-
mote mobile phone banking should confirm these tentative indications through a market study.

First, according to our informants and our interviews with clients, and as suggested by the data in
Annex 2 on mobile phone coverage, the majority of microentrepeneurs have cell phones. In fact,
it is not uncommon for all family members to have a cell phone. However, as is often the case
with “new technology,” while texting is common among youth (as is use of internet), it is much
less common among adults, perhaps particulatly among the lower economic classes. Moreover,
even among the younger FI clients interviewed there is a great deal of hesitance around using a
cell phone for financial transactions. This hesitance appears to be partly the result of a lack of
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familiarity with texting itself. But the security of cell phone based transactions—in fact any non-
face-to-face financial transactions—seems to be an even greater concern. Of course, it is not un-
common to encounter anxiety toward and resistance to the adoption of new technologies or new
uses of existing technologies. Effective marketing and client support services? will likely be criti-
cal to overcoming this resistance, as well as consumer protection mechanisms.

Similarly, ease of use is likely to play a significant role in user uptake. The more accessible the
user-interface, the more attractive the technology will appear. As noted previously, HSBC, the
bank that has offered mobile banking the longest (over two years), has 30,000 subscribers, but
only 5,000 users. Low usage levels appear to be partly attributable to the current user-interface
and HSBC is currently developing a more user-friendly platform. The new user-face will be web
menu based, rather than text based. While this will undoubtedly make the technology easier to
use and encourage uptake among all market segments?!, an Internet-based system will have more
limited geographic coverage than a text based technology, and might be more expensive. It is
important to note that the ease of use of an SMS based system is not simply a technological issue,
but also a design issue, with some SMS based user-interfaces being easier than others.

Finally, it is possible that the security measures established by the Superintendency and/or partic-
ipating financial institutions, including maximum transaction amounts, could affect the target
market for mobile banking. For example, our client interviews, which again, did not make up a
representative sample, indicate that at least some of the small enterprises regularly make pay-
ments to suppliers or deposits in excess of $1,000. That said, SMEs might still find mobile bank-
ing attractive for paying utility bills, consulting account balances, etc. Again, the demand for mo-
bile phone banking within different market segments needs to be analyzed in greater depth
through detailed market studies.

IX. CONCLUSIONS, RECOMMENDATIONS, AND POSSIBLE NEXT STEPS

In this section we summarize our conclusions regarding the ICT, telecommunications, and regu-
latory environments for growth of mobile phone banking services, as well as our observations
regarding appropriate mobile phone banking models for the country. We then present our rec-
ommendations regarding potential partners and intervention points for USAID. We conclude the
section with a list of possible next steps.

A. CONCLUSIONS AND GENERAL RECOMMENDATIONS

Supportive ICT and Telecommunications Services are Available. Our first conclusion is
that the technological and telecommunications environments seem to be propitious for the ex-
pansion of mobile phone banking. El Salvador enjoys access to first rate ICT firms with any and
all of the hardware and software and technical support services necessary to develop m-banking.
Many, if not all of the firms are regional or global in nature, creating the opportunity to import
existing mobile phone banking platforms and applications for easier introduction into El Salva-
dot, as Ebclosion/Movibanca has done for HSBC, Banco Agticola, and Banco Uno, and BAC’s
regional headquarters in Costa Rica has done. As discussed below, this also creates an opportuni-
ty for USAID to promote a regional initiative with country by country implementation for greater

20 HSBC tellers matket their mobile banking product only to individuals that already use texting. If they respond that
they do not, when asked, the teller moves on.

21 An SMS-based system is likely to be less attractive to individuals with access to Internet banking, with its easier to

use menus and graphics.
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impact. That said, the unequal development and use of ICT among FIs could slow the introduc-
tion of mobile phone banking in some of these institutions. Similarly, the basic nature of mobile
phones generally used by low-income populations could slow the spread of m-banking, though

the majority of phones support text messaging.

The existence of five mobile phone operators—also with regional and/or global presence—at
least four of which are already involved or interested in mobile phone banking is also propitious.
Competition has brought the costs of mobile phone services down in recent years, and creates an
opportunity for financial institutions to negotiate rates that will be attractive to potential m-
banking clients.

The Regulatory Environment is Generally Conducive to Development of M-Banking. The
regulatory environment also seems to offer relatively few obstacles to the continued growth of
mobile phone banking. However, it is the opinion of the authors that the concerns of the Super-
intendent of Financial Institutions should be addressed in the short-term to avoid the emergence
of unnecessarily restrictive regulations that could halt the expansion of m-banking. Further, clear
guidelines on non-bank agents or correspondents—the type of entity that may operate as an
agent, the operations they can legally engage in, etc.—appear to be needed to support the secure
and wide-spread development of m-banking. El Salvador is not a country accustomed to the use
of electronic cash. A large network of conveniently located cash in/cash out agents will be critical
to the wide-spread adoption of mobile phone banking. In addition, there is a need to clarify if

mobile phone service providers or only regulated FIs can or should provide an m-wallet service.

Various Mobile Phone Banking Models are Viable. Both individual and shared models of m-
banking are present and viable in El Salvador. Promoting greater use of a shared model would be
advantageous from a cost perspective. However, there is clear resistance to a shared model
among many Fls. The key issue seems to be concern about maintaining the confidentiality of
each FI’s client information, an issue that can, and should be addressed. The high prices charged
by telecoms for inter-cell network services, as noted in section IV.A, telecoms are charging twice
the price for in-network services, could pose another important potential hurdle.

El Salvador Meets Most of the Pre-Requisites for M-Banking. As summarized in Table 2
below, there are few current obstacles to the development of m-banking. The most significant

relate to regulatory issues.
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Table 2: status of ICT-enabled services in El Salvador

Component

Mandatory?

Status in El Salvador

Core Banking System

Yes

MFIs affiliated to FEDECREDITO are successfully imple-
menting an ASP model; on the other hand those MFIs affi-
liated to FEDECACES need to implement robust Core
Banking System. Banks, especially those actually engaged in
m-banking, have robust Core Banking Systems. There are
regional and local providers of such systems.

Inter-Bank Switch

No but strong-
ly preferred

There are at least two providers: ATH and Movibanca. ATH
is being used by most of banks and MFIs affiliated to
FEDECREDITO. Regulation to allow operations of Auto-
matic Clearing House (ACH) services was recently issued.
Introduction of a single inter-bank switch open for all chan-
nels would reduce transaction costs for most transactions.

Telecommunications Net- Yes Cell phone networks cover about 98% of El Salvador.

work

Source of Cards No but Pre- Several options exist for bulk sources of cards that are part of

ferred international (ot domestic) networks (pre-paid, debit, or cre-
dit), including CREDOMATIC.

ICT-enabled Devices Yes There are a wide range available, some for service points (at
agents, branches) — POS, ATM’s, Cell phones; some used
directly by clients (cell phone)

Network of Service Points Yes Several potential networks (e.g., Telecom resellers, POS de-

(cash-in/out points) vices in gas stations, etc) exist; regulations do not prohibit
their use.

Secure approach to ex- Yes There is no regulator-approved approach operational but

changing electronic trans- regulator approves every new service and channel proposed

actions between devices by FIs and alternative approaches are being tested, building
on experience elsewhere.

Appropriate legal and reg- Yes There is no regulation for non-bank agents. Acceptable se-

ulatory environment cure approaches for e-transactions via mobile phones not yet
defined nor test guidelines defined.

Demand Yes The current approaches used to affiliate and expand m-

banking services have not resulted in large-scale use of the
service to date. Neither the availability nor advantages of m-
banking are widely known among the target population.

B. POSSIBLE PARTNERS AND CORRESPONDING USAID ACTIVITIES
There appear to be a wide range of potential partners for USAID activities supporting m-banking

in EI Salvador. These include leading banks, second tier banks, traditional MFIs, and integrated,

federated NBFIs.

Leading Banks. Leading banks, i.e. those that already have mobile banking initiatives, may not

need significant support for further technological development of m-banking. While the services
available currently are limited (see Section VIL.B), banks such as HSBC and BAC already have
plans to broaden the services to include loan payments, etc., and they are thinking of promoting

m-banking among microenterprises. BAC also thinks m-banking will be an effective tool for ex-

panding access to finance among those without access to Internet. The one exception may be in
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promoting and/or developing a text-a-deposit application. None of the financial institutions in-
terviewed mentioned adding deposit services. However, these banks could benefit from study
tours, exchanges, and dissemination of case studies of initiatives in other countries, particulatly in
the region, to improve their products based on lessons learned and best practices emerging else-
where. For example, this might lead to improved user-interfaces. They might also benefit from
technical assistance to develop marketing strategies appropriate to the MSME market segments,

as well as incentive systems for bank staff to promote the service among the target population.

Banco Agricola may be a special case among banks with existing m-banking initiatives. While
Ebclosion confirms that BA has a mobile banking initiative, the representatives of BA’s MSME
banking division did not consider m-banking a priority, given the bank’s extensive branch net-
work, and it is unclear if they were aware that the bank has already introduced this technology.
Instead, they are focusing on promoting Internet banking among these market segments.

Finally, other banks considered leaders for their size, such as Scotiabank, are likely to follow their
competitors into m-banking investing their own financial resources if these initiatives prove prof-
itable. Nonetheless, their uptake could be hastened or improved through exposure to existing
initiatives.

Second Tier Banks. Smaller public and private banks, such as Promerica and Banco Hipoteca-
rio, may need more supportt to introduce mobile phone banking. Such support might include
technical assistance to adapt their systems, assistance with market research to assess demand for
m-banking among current and potential clients, and/or to negotiate deals with telecommunica-
tion firms or third party technological platform providers.

Traditional MFIs. Traditional MFIs, such as those associated with ASOMI, generally have low
levels of technological sophistication, and only one is regulated and captures deposits. While
these Fls are probably not good candidates for introducing m-banking directly, their proximity to
marginalized populations make them potentially very interesting candidates for an agent network,
acting as cash-in/cash-out points of service. In Peru Banco de Credito (BCP) is successfully ex-
panding its network using MFIs. USAID potentially could play the role of broker helping to ne-
gotiate alliances between these MFIs and m-banking providers.

Integrated, Federated NBFIs. The more organized, technologically networked non-bank fi-
nancial institutions, such as those that form the regulated federation, FEDECREDITO, appear
to have the capacity to directly offer m-banking through the federation. USAID could work with
FEDECREDITO to link the remainder of its members to its core banking system (currently,
approximately 45 of its 55 members are connected, creating a shared branching network on a
national scale). USAID could also assist FEDECREDITO in designing its own m-banking appli-
cation, or perhaps more cost-effectively and feasibly, assist the federation in brokering an alliance
with third party provider (either independently, or through a shared network). At the very least,
in the short term FEDECREDITO?s affiliates appeat to be the best candidates to expand their
cash-in/cash-out network to support m-banking services. Whether FEDECACES, another fed-
eration (though currently unregulated) that links 32 cooperatives serving 95,000 clients might also
be a candidate in the short to medium-term for this type of support is a point for future investi-
gation.

The Superintendency of Financial Institutions. The Superintendent expressed a need for
assistance in:

1. Analyzing current laws and regulations to identify their adequacy for managing risks
associated with m-banking
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Developing AML protocols for m-banking
Developing protocols for payments systems

Developing appropriate supervisory tools for m-banking and training regulatory and
supervisory authorities

In addition, USAID could work with the SSF or ABANSA, the national banking association, to
develop regulations for non-bank agents.

C. POSSIBLE NEXT STEPS

n this section we present for alvadotr’s consideration a variety of activities to acce-
In th t p t for USAID /El Salvador’ derat f activities t

lerate the development of m-banking and expand its coverage to more unbanked and under-

banked populations, a current Mission objective. Each activity will need to be evaluated within

the context of the Mission’s ongoing programmatic priorities.

1.

Disseminate a public version of this report. Many of the Fls and companies interviewed
for this report expressed interest in the findings of this study. It is recommended that a
public version of this internal report be developed for this purpose. Dissemination of the
report may be limited initially until USAID/EI Salvador determines if it will finance an
m-banking initiative in El Salvador. When and if the Mission decides to initiate a project
a broader workshop, such as the half day workshop organized in Mexico to disseminate
and discuss the study’s findings may be appropriate.

Develop a business case for a shared m-banking model. Many financial institutions are
very hesitant to enter into a shared model because of concerns about having to share
information on clients—and related concerns that that information could be used to
steal clients. Following the successful model of the Financial Services Program for SMEs
project, USAID/EI Salvador could take the lead in developing the business case for a
shared model and disseminating its advantages, risks, and risk management mechanisms
through ABANSA, FEDECREDITO, ASOMI, and other organizations representative
of the Salvadoran financial sector, as well as the telecommunications sector. Under the
Financial Setvices Programs for SMEs USAID/EIl Salvador did something similar when
it financed a national study on SMEs and effectively used it to demonstrate to banks that
serving SMEs could be profitable. This could be a stand-alone initiative to stimulate
additional private sector activity. It could also be used as a jumping off point for a
broader initiative.

Conduct an in-depth study of the current legal and regulatory framework for m-banking
in El Salvador. This study would include analysis of regulation of non-bank agents. The
authors recommend that the study include a comparative analysis of regulations in Peru,
Brazil, Bolivia, and the Philippines—countries that have introduced mobile phone
banking and/or legislation related to non-bank agents (Brazil). Again, this could be a
stand-alone initiative to benefit the sector, or part of a broader project.

Develop a short, accessible briefing note on regulating m-banking. During the research
for this study the authors sensed a lack of clarity on the part of the regulatory authorities
on the nature of the risks associated with m-banking, and consequently who or what
needs to be supervised. This is not surprising given the newness of this delivery system
for financial services. Drafting of a short briefing note in easily accessible language on
these risks—and responses—could be a useful educational instrument not only for the
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regulatory authorities but for all stakeholders. This activity could be carried out with
activity three or independently.

Explore the potential for developing a regional m-banking initiative: As noted in
Sections V. and VI, most if not all of El Salvadot’s banks, IT, and mobile phone
providers have a multi-country ot regional presence. USAID/EIl Salvador may wish to
further explore opportunities to leverage this fact to simultaneously support the
introduction and expansion of m-banking throughout the region, taking advantage of
players’ current regional presence and infrastructure to deploy country-wide m-banking
services reducing start-up and operational costs.
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ANNEX |: LIST OF INTERVIEWEES

FINANCIAL INSTITUTIONS AND ASSOCIATIONS

Asociacion Bancaria Salvadorena (ABANSA)
Pasaje Senda Florida Norte No. 140

Col. Escalon

503-2298-6938

Carlos Caceres
Director Ejecutivo

Carlos.caceres(@abansa.org.sv

Apoyo Integral
Alameda Roosevelt y 47 Av. Sur

Col. Flor Blanca

503-2250-6000

Ec. Carlos Viteri
Gerente General

Carlos.viteri@integral.com.sv

Imelda Zaldivar

Gerente Financiera

Imelda.zaldivar@integral.com.sv

Esmeralda Alfaro

Coordinador Regional de Agencias

Lic. Wendy Escobar
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Coordinadora de Proyecto Remesas y Desatrollo Rural en El Salvador

Wendyv.escobar@integral.com.sv

St. Fredy Mena

Asociacion de Organizaciones de Microfinanzas (ASOMI)
12 Calle Poniente No. 2124

Col. Flor Blanca

503-2298-9987/89

Franklin A. Montano
Director Ejecutivo

asomi(@asomi.org.sv

Banco Agricola
Centro Comercial LLoma Linda

503-25148500

Lic. Silvia Herrera de Gutierrez
Gerente, Area Banca Comercial

sloutierrez(@bancoagricola.com

Ana Marina Menjivar de Carazo
Gerente de Creditos, Banca Micro y Pequena Empresa

amcatrazo(@bancoagticola.com
503-2514-8570

Ing. Ana Lizeth Caceres de Perla
Control Financiero

Banca Comercial

Iperla@bancoagricola.com
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50302514-8527

Banco de America Central
55 Av. Sur entre Alameda Roosevelt y Av. Olimpica

Rodrigo Menendez
Gerente, Banca de Empresas

Rodrigo menendez@sv.credomatic.com

503-2206-4687

Lic. Gustavo Quinonez
Jefe BAC/PROPEMI
Gerencia Banca de Empresas

Gustavo_quinonez@sv.credomatic.com

503-2535-5102

Banco Hipotecario
Agencia Senda Florida

Pje Senda Florida Sur,
Col. Escalaon

503-2250-7080

Marleny Deras de Amaya
Gerente de Centros de Credito PYME

Matleny.amaya@hipotecario.com.sv

Julio Cesar Tario Fogelbach
Gerente de Pequena Empresa

Julio.tatio@hipotecario.com.sv
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Ing. Guillermo Enrique Bolanos
Gerente de Tecnologia de Informacion

Guillermo.bolanos@hipotecatio.com.sv

Banco HSBC Salvadoreno
Edificio Centro Financiero HSBC

Av. Olimpica No. 3550

Elsy Alvarado de Villatoro
Coordinadora Banca Comercial

Elsy.alvarado@hsbc.com.sv

503-2214-2220

Patricia de Pastore

Gerente de Negocios Minorista

Patricia.pastore(@hsbc.com.sv

503-2214-2274

Banco PROMERICA
Edificio PROMERICA

La Gran Via, Antiguo Cuscatlan

La Libertad

Cecilia Gutierrez de Santos
Gerente Banca Comercial

csantos@promerica.com.sv

503-2513-5083

Rene Mauricio Pineda Cea

Sub Gerente Banca Comercial
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mpineda@prometrica.com.sv

503-2513-5306

Dina Maria Melgar de Contreras
Ejecutiva de Negocios

dmelgat@prometica.com.sv

503-2513-5312

Federacion de Cajas de Credito y de Bancos de los Trabajadores (FEDECREDITO)

25 Av. Nte. Y 23 C. Pte.

Edificio Macario Armando Rosales Rosa S.S.

503-2209-9679

Marcario Armando Rosales Rosa

Presidente

Armando_rosales@fedecredito.com.sv

503-2209-9611

Ernesto Pacheco

Secretario de Proyectos y Cooperacion

epacheco@fedecredito.com.sv

Ovidio Edgardo Magana

Gerente de Negocios

omaganas@fedecredito.com.sv

Rogelio Erasmo Orellana A.

Gerente Financiero

rorellana@fedecredito.com.sv
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Scotiabank
25 Av. Norte no 1230

503-2234-4515

Maricela Mendoza

Manager Business Banking

Maricela.mendoza@scotiabank.com.sv
503-2236-4422

Xavier Vinals Ros

Gerente Senior Tarjetas y Servicios Financieros Electronicos

Xavier.vinals(@scotiabank.com.sv
503-2234-4475

Ana Cecilia de Mejia
Gerente Sr. De Scotia Empresa

Ana.alvarado@scotiabank.com.sv

503-2236-4522

Superintendencia del Sistema Financiero
7% Av. Nte. No. 240 — Apdo. Postal 2942

503-2281-1466

Luis Armando Montenegro
Superintendente

amontenegro(@ssf.cob.sv

INFORMATION AND COMMUNICATION TECHNOLOGY PROVIDERS

A Toda Hora (ATH) El Salvador
Boulevard del Hopodromo #5706
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Colonia San Benito

503-2250-9647

Orlando Arias Rivas
Coordinador de Proyectos de Informatica

oarias(@ath.com.sv

Digicel
Alameda Dr. Manuel Enrique Araujo

Edif. Palic 5°. Nivel, col. Escalon

503-2285-5100

Claudia Chacon
VP Marketing
Digicel El Salvador

Claudia.chacon@digicelgroup.com

503-2285-5146

Laura Nosthas
Gerente de Mercadeo y Comunicaciones

Laura.nosthas@digicelgroup.com

503-7760-2350 (cell)

GBM
Calle Loma Linda 246

Colonia San Benito

503-2250-5600

Neil Ramirez

Gerente de Ventas
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nramirez@gbm.net
503-2250-5600, ext. 3010

Mirna Roque
Industry Sales Rep

mroque(@gbm.net

503-2250-5600, ext. 3223

IDS
Fernando Martin del Campo

Director Ejecutivo

fmc@ids-ac.com

Ing. Mabel Hernandez
Asesora en Proyectos, Soluciones Estrategicas

Mabel.hernandez(@jids-ac.com

502-7856-7396 (cell)

SIFCO
Av. Reforma 7-62 Zona 9

Edificio Aristos Reforma
4to. Nivel Oficina 417

502-2269-0884/85

Leonel Gonzalez-Leon
Gerente General

loonzalez(@softcorporacion.com

502-5651-1688 (cell)
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Telecom/Claro
Carretera a Santa Tecla, Km. 10 1/2

La Libertad

Alberto Davison
Director Ejecutivo

Davison.alberto@telecom.com.sv
503-2271-7132

Rodrigo E. Lopez
Director Comercial Mercado Masivo

Lopez.rodrico@telecom.com.sv

503-2271-7397
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ANNEX 2: GROWTH IN COVERAGE AND USE OF MOBILE
PHONES IN EL SALVADOR

a. Mobile Phone Line Growth
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ANNEX 3: EXPANDING ACCESS IN DEVELOPING COUNTRIES
THROUGH ATM AND POS TECHNOLOGY

ATM technology implementations in developing countries
ATM technology has been introduced by microfinance institutions in developing countries as a way to

reach more customers in a sustainable way, while providing them with better, more convenient services.
Banco Ademi’s experience in the Dominican Republic and Prodem’s in Bolivia are two quite different
examples of successful integration of this technology using shared and individual implementation models,
respectively.

e Banco Ademi’s approach is remarkable in its simplicity. The bank partnered with an experienced
EFT service provider called “A Toda Hora” (ATH), which conveniently had points of service
near Ademi’s service areas. Ademi’s investment to introduce ATM technology was minimal
(around $70,000), and allowed its customers to carry out transactions in any of the more than
1000 ATMs managed by ATH, even those owned by banks.??

e Prodem’s experience is interesting due to the adaptation and incorporation of cutting edge
technologies. Renowned throughout the world, Prodem’s ATM technology incorporates, along
with smart card reader technology, fingerprint reader technology to identify customers using
fingerprints instead of a PIN code. It also includes voice instructions in local languages to assist
illiterate users. To implement its ATM network Prodem used the local ICT firm Innova, which
assembled the ATM units with all features mentioned??. Today, Prodem has deployed 74 ATMs,
mostly in rural areas, and is working on adapting these “smart ATMs” to permit deposit taking.
Prodem’s ATM technology is being exported to other countries, such as Venezuela in Latin
America and Benin in West Africa.

Along with the technological differences in these to cases it is important to note the different implemen-
tation models, and the tradeoffs them may involve. While Banco Ademi customers can transact in practi-
cally any standard ATM network, Prodem’s customers only able to use Prodem ATMs. However, Pro-
dem’s decision to develop their own specialized technology may have been the only way at the time to
reach less educated and even illiterate customers with ATM technology. Thus, while a shared model may
restrict technological innovation to limited but standard capabilities, it may offer a faster, easier way to
reach a wider base of customers.

POS technology and the agent model used in developing countries
The POS technology/agent model is being adopted widely by developing countties as an economically

viable way to bank poor people. For example, POS/agent networks are growing in Brazil, Colombia, Ec-
uador, India, Kenya, Peru, Pakistan, Philippines, and South Africa.?* “An agent network...is similar to the
millions of existing Visa, Mastercard, and debit card merchants, except that in this case the card payments
at retail stores would be not only for sale of goods but also for handing out and taking in cash on behalf
of banks.”?> Typically, agents are equipped with a POS device, either connected to a land line network,
mobile network or other telecommunication technology, even satellite based. The type of retail business

22 http:/ | wwmw.microfinancegateway.org/ resource_centers/ technology/ iss_software/ list_technologies/ 1#ex
23 http:/ | www.microfinancegateway.org/ resource_centers/ technology/ iss_software/ list_technologies/ 1#tex

24 Banking through Networks of Retail Agents, Mas Ignacio & Siedek Hannah

25 Banking through Networks of Retail Agents, Mas Ignacio & Siedek Hannah
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used as an agent is varied also: post offices, lottery offices, gas stations, pharmacies, supermarkets, fast
food chains, etc.

Many agent networks are being developed based on individual implementation models, such as Peru’s
Agente BCP, Interbank Direct, and Agente Express networks [Banco Continental], and Cajero Express
[Scotiabank]). Ohers are based on shared or group models, such as the Globokas Petu initiative, also
called “Agente KasNet.” In the latter, Globokas is playing an integrator role, providing a multi-bank agent
service to several banks in Peru. In this case the agent belongs to the integrator and provides the agent
services to any affiliated bank.
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ANNEX 4: HOW ICT IS USED TO EXTEND FINANCIAL

SERVICES

For ease of reference, we have grouped these technologies into three categories: 1) those involving direct

banking (in which the client handles their transactions directly), 2) those related to mobile or portable

banking (taking the financial services to the client), and 3) those that make use of non-bank agent net-

works.

Approach

Pros

Cons

Technical Prerequisites/
Necessary Conditions

Examples

Direct Banking

Cell Phones = Cell phone networks most | = Still a challenge to develop a = Robust back-end core = Standard Chartered
pervasive, telecom net- secured channel that can be banking system. and MTN South Afri-
works more widely avail- interoperable_ across de\_/ices, = Mobile telecom com- ca (bank-led)
fermet access. Phone | ol mettutons. | Mmunicatons. " Philppines G-Cash,

N ' = Connection to payment and M-Pesa Kenya
sets relatively cheap. * Risk of fraud and theft higher switch. pay (telco-led)
= Inexpensive way to make if phone is used as e-wallet . = Wizzit South Africa
payments and cash trans- (but approaches to security * Enabling regulatory (hybrid model)
fers. can help address this.) framework.
= Depending on user- » Still need network of service | " USer interface and
interface, may be easy to points to handle “cash back-end interface be-
use. in/cash out” and transactions tween }?Ie(t:.(tm:. and -
«  Can be as convenient needing physical presence nanciat institution.
and secure as Internet (e.g., opening an account). = Network of service
banking. = Client uptake can be a con- points (e.g., agents).
cern (general cell phone use
may be wider spread than
text messaging)
ATM’s = Provide 24-hour service = Hardware and maintenance = Robust core banking Examples of MFI's

point for clients.

= Reduce traffic at
branches.

= Facilitate loan disburse-
ment — enable clients to
withdraw only amount
needed.

can be expensive; even more
costly if machine takes depo-
sits. (Most Mexican ATM’s do
not take deposits).

= Need reliable power source
and Internet connectivity.

= Security concern when trans-
porting cash to reload ATM’s,
especially in more rural loca-
tions.

system with back-end
interface.

Reliable power source
and Internet connectivi-
ty.

Connection to existing
ATM network and/or
payment switch.

include Opportunity
Bank of Malawi,
PRODEM in Bolivia,
and K-Rep Bank in
Kenya.

Internet Bank-
ing

= Can piggyback on Inter-
net security solutions.

= Convenient and secure.

= Internet access expensive
and often absent in rural
areas.

= Not secure if using shared
computer or Internet café for
transactions.

= Limited types of transactions
can be conducted — transfers
and bill payments mostly.

Robust back-end core
banking system.
Reliable Internet con-
nectivity.

= Most regional banks
in emerging markets
offer to their high end
customers.

= No known examples
of MFI’s.

Mobile/portable

banking

Mobile bank-
ing unit

= Effective client acquisition
tool — allow FI (financial
institution) to expand pe-
rimeter of services
beyond branch and ATM
networks.

= Can be used off-line or
on-line depending on
connectivity.

= Hardware cost and mainten-
ance is high and equipment
has short lifespan.

= Can only circulate on main
roads, too heavy and cum-
bersome to travel in tougher
conditions or bad weather.

= Security can be a concern
since transporting lots of

Robust core banking
system with back-end
interface.

Wired or wireless con-
nectivity if want to do
real-time transactions.

Equitable Bank in
Kenya, Opportunity
Bank of Malawi, Ag-
Bank in Vietnam.
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Approach

Pros

Cons

Technical Prerequisites/
Necessary Conditions

Examples

Can facilitate a wide
range of financial transac-
tions — opening accounts,
deposits and withdrawals,
payments and disburse-
ments.

cash.

PDAs

Increase productivity and
efficiency by decentraliz-
ing and simplifying loan
process.

Better loan management
and monitoring.

Can be used off-line or
on-line depending on

= Device is expensive and has
short life span.

= Primary benefit is to loan
officers and MFI, not to
client. Does not facilitate
wide range of financial trans-
actions.

= Can facilitate payments but

= Robust core banking
system with back-end
interface.

= Connectivity if want
real-time transaction.

Banco Solidario in Ec-
uador

connectivity. loan officers would have to
carry cash, unless device
can accommodate a card
reader.
Non-bank agent networks

POS

Provide multiple points of
service for clients.

Can be placed in any
local retail outlet that
handles cash on a regular
basis.

Reduce transaction time
and minimize carrying of
cash (for clients and MFI
staff).

Can support deposits,
payments and transfers.

Can be card-based or
cardless (clients have to
remember PIN).

= Agents are non-bank staff so
must be trained and controls
put in place.

= Know Your Customer (KYC)
rules must be enforced.

= Agents must have good cash
management capacity.

= Require reliable connectivity
which can be difficult in rural
areas.

= Device needs to be placed in
high traffic locales.

Enabling regulatory
framework for use of
bank correspondents.

Connection to payment
switch and back-end
system for accounts re-
conciliation.

Uganda Microfinance

Limited (UML), Oppor-
tunity Bank of Malawi,
Bancafe Guatemala

Adapted from Payne, Judith and Nhu-An Tran, “Excerpts from draft M-banking Report for Mexico,
USAID, 2008.
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ANNEX 5: LESSONS LEARNED FROM ICT-ENABLED
FINANCIAL SERVICE INITIATIVES WORLDWIDE

ICT-enabled (i.e., software) core banking system is a key prerequisite. As mentioned above,
this is probably the most significant challenge faced by MFI’s today as they try to use ICT. In fact,
most MFI efforts at ICT-enabled branchless banking have been small pilots or not very successful.?0

Scale is key: piggybacking on existing networks helps. Having a wide distribution network is
key to scaling up financial services in rural areas. Fls should link with Visa or MC networks for
ATMs/POS, retail network of telecom scratch catds, or existing networks of MFIs, credit unions, ot
banks. Most payment networks are priced based on the number of transactions so the more institu-
tions involved, and the greater the volume of transactions, the lower the cost for everyone involved.

Enabling regulatory and policy environment is crucial. There should be open and flexible rules
governing electronic payments, account opening requirements, and correspondent agent relation-
ships. Stringent Know Your Customer (KYC) requirements and Anti-money Laundering and Com-
bating the Financing of Terrorism (AML/CFT) rules could also potentially hamper the flow of small
payments and use of alternative delivery channels for financial services. Bank regulators should apply
the “proportionality” criterion by explicitly addressing approaches to address risks (e.g., security re-
quirements) that are acceptable by FI type and size of transaction.?’

Banks don’t have to lead. Different types of firms—a bank, MFI, telecom company, or third pat-
ty—can take the lead in developing an ICT-enabled approach to financial services. In fact, most mo-
bile banking efforts to date have been led by mobile operators.?® However, experience to date shows
that a regulated financial institution (FI) ideally should be involved at the outset so customers’ assets
are protected. In addition, the involvement of a financial institution would facilitate the cross-selling
of other financial products.

Solutions have to meet clients’ need. MFI clients and the unbanked are willing to try new tech-
nologies once they understand the benefits. Low-income and poor clients are willing to pay the trans-
action fee in return for convenience, and reduced time traveling and staying in line to conduct their
financial transaction. User interfaces for the solution should be simple to use and adapted to differ-
ent levels of literacy and numeracy.

ICT Infrastructure needs to be in place. There should be reliable, affordable and widespread In-
ternet or mobile phone coverage, with enough capacity to handle a large amount of data transactions.
The next section will discuss in more detail Mexico’s ICT environment.

ICT-enabled solutions do not necessarily lead to more savings or credit. To date, the branch-
less banking initiatives elsewhere have been used primarily for payments, not savings and credit.
More work needs to be done to figure out how these new approaches can significantly increase sav-
ings by the poor and, where needed, access to credit.?’

26 Tvatury, Gautam and Ignacio Mas, The Early Experience with Branchless Banking, CGAP, Note 46, April 2008.

http:

www.cgap.org/p/site/c/template.rc/1.9.2640 , p. 10.

27 See Regulating Transformational Branchless Banking: Mobile Phones and Other Technology to Increase Access to
Finance, CGAP Focus Note 43, January 2008. http://www.cgap.org/p/site/c/template.rc/1.9.2583

28 Ivatury, 2008.

2 Ibid, p. 2-4.
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Source: Adapted from Payne, Judith and Nhu-An Tran, “Excerpts from Draft M-Banking Report for
Mexico,” USAID, 2008.
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ANNEX 6: A COMPARATIVE ANALYSIS OF GLOBAL M-

BANKING INITIATIVES

m-banking initiatives

Smartmoney | G-Cash MPesa Wizzit Bisa movil MoviBanca
Country Philippines Philippines Kenya South Africa Bolivia El Salvador
Implementation Model Shared Shared Individual Individual Individual Shared
Branded by Telco Telco TCIC.O’.S sub- Telc.ots sub- Bank Integrator
sidiary sidiary

Base platform SMS SMS SMS USSD SMS SMS
Transacting to /from non users

Send money to non users No No Yes Yes Yes No

Receive money from non us-
ers Yes No No Yes Yes Yes
Cash in/out conversion

Agent net- Agent net- Agent net- Agent net- Bank net- Bank net-
Deposits work work work work work work
Agent net- Agent net- Agent net- Bank net- Bank net- Bank net-

Withdrawals work work work work work work
Cellular device application STK menu SMS text STK menu USSD text SMS text SMS text
Mobile wallet

Balance in cellular account Yes Yes Yes Yes No No

Who keeps the float Bank Telco Telco Bank Bank Bank
Functional security

PIN security validation Yes Yes Yes Yes Yes Yes

Transaction and balance limits Yes Yes Yes Yes Yes Yes

Notes: Individual model = One bank participant, Shared model = Open to multiple bank participants
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ANNEX 7: M-BANKING AND THE RELATIONSHIP BETWEEN
BANKS AND TELECOMMUNICATIONS FIRMS

While we refer to bank versus nonbank m-banking models, it is worth noting that both banks and tele-
communications companies play a role in both. Banks can implement a mobile phone banking service
without an agreement with a telecommunications company, with both the financial institution and cus-
tomers making use of publicly available GSM services, e.g. SMS, GPRS or USSD, based on standard
commercial terms with telecom operators. However, banks may choose to partner with telecoms to bene-
fit from improved access to SIM cards (to activate encryption keys and OTA (over the air) update capa-
bilities), to take advantage of their massive marketing resources, and/ot to incorporate their vast network
of airtime resellers as cash-in/cash out conversion points.?

For their part, depending on a given country’s regulatory framework, telecommunications companies may
be able to issue electronic or stored value accounts without partnering with a bank. This is the case for
Gecash in the Philippines, and M-Pesa in Kenya. However, the telecom does need a bank to keep the float.
Even where a telecom can independently issue accounts, partnering with banks has the potential to ex-
pand the range of financial services offered to m-banking clients.

30 Mas, Ignacio and Kabir Kumar. 2008. “Banking on Mobiles: Why, How, for Whom?” Focus Note 48. Washington, D.C.:
CGAP, June
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ANNEX 8: ACCESS TO ICT IN EL SALVADOR
El Salvador: ICT Access

Low& | L0
Medium America
2000 | 2006 & Carib-
Income
Countries bean
Access Countries
Telephone mainlines (per 100 people) 10.1 ] 153 21.6 17.8
Mobile telephone subscribers (per 100 people) 12 57 38.1 54.9
Population covered by mobile telephony (%) 85 95 . 90
Internet users (per 100 people) 1.1 9.6 11.4 18.4
Personal computers (per 100 people) 1.9 52 4.3 11.3
Affordability
Price basket for residential fixed line (§ a month) 16.3 2 8.2 9.5
Price basket for mobile telephone service (§ 2 month) 8.5 9.8 10.4
Price basket for Internet service ($ a month) .| 22.6 10 12.2

Source: World Bank ICT at a Glance (http://devdata.worldbank.org/ict/slv_ict.pdf)
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ANNEX 9: CHARACTERISTICS OF EL SALVADOR’S
TELECOMMUNICATIONS PROVIDERS

Telecom Companies - Mobile offer in El Salvador

Digicel Claro Tigo Movistar
Meeting with us Yes Yes No No
Market
Market share 27% ND ND ND
. eGeogmphic Cover- 96% ND ND ND
Urban/Rural 100%/100% ND ND ND
dof;‘gfﬁza‘ ND 60%,/40% ND ND
Pre/Post - paid 90%/10% 80%/20% ND ND
Platform
GSM/CDMA GSM GSM SGM GSM
Base technology Edge Edge ND ND
GPRS 100% 100% Yes Yes
SMS 100% 100% Yes Yes
3G No Urban ND ND
OTA update cap. Yes Yes ND ND
Rates
Post paid $0.2300 $0.2280 $0.2000 $0.2400
Pre paid $0.3000 $0.3500 ND $0.3500
1MB data/month $3.4000 $4.0000 ND $8.0000
SMS (unit) $0.0500 $0.0565 ND ND
m-banking
Integrators ATH, Movi- . ATH, Movi- | ATH, Movi-
banca Movibanca banca banca
Project Regional Regional ND ND
Development Own Third party ND ND
phgigzg)el‘lflfiz nall SMSF:d(;ZRS’ SMS, GPRS | SMS, GPRS | SMS, GPRS
Capabilities in non
basic FI))honf: device SMS]::dC;ERS, Edge, 3G Edge, 3G Edge, 3G
Device OTA cap. Non basic Non basic Non basic Non basic

Notes: ND =Not determined
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ANNEX 10: IT SERVICES IN EL SALVADOR

IT Infrastructure and Services offer in El Salvador (examples)3!

Feature GBM IDS Sysde Sifco
Core Banking
Centralized (On line) Yes Yes Yes Yes
Integrated (modules) Yes Yes Yes Yes
Microsoft platform Yes Yes Yes No
Unix Platform Yes No ND No
Open source No No No Yes
Rating (study) Good Good Good Regular
Transactional module
Own/Third party Alliance Own ND No
Messaging standards ND 1SO8583 ND NA
Multi-channel ND Yes ND NA
m-banking application Alliance Own Own No
Company profile
Target market Banks Banks, NBFI | Banks, NBFI NBFI
Main services
Software developer No Yes Yes Yes
Integrator Yes Yes ND No
Consultancy Yes Yes Yes Yes
Integrated solutions Yes Yes ND ND
Experience
Years 20+ 25+ 18+ 4+
va dorPresence in Bl Sal- Strong Strong Small Small
Region Strong Strong Strong Guatemala
dofhents vhin sl All Banks, Fedeqedito AFP Confia BS(()) Oéls(izlt—
some NBFI Scotiabank lan
Rating (study) Good+ Good+ Good Regular

Notes: ND= Not determined; NBFI = Non Banking Financial Institution

31 For more information on these companies see: www.gbm.com; www.ids-ac.com; www.sysde.com; and www.sifco.org
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ANNEX |1: INTEGRATOR SERVICES IN EL SALVADOR

Integrators and Payment systems in El Salvador

Feature/characteristics ATH MoviBanca
Switch server
Multi-channel Yes Yes
Multi-FI/C Yes Yes
Messaging standard for channel ISO 8583, SPDH ISO 8583
Messaging standard for FI/C ISO 8583 ISO 8583
Security protocols SSL 128, 3DES Standard FI/C
Channel device application
ATM Yes Yes
POS Yes Yes
e-banking (Internet) ND Yes
Other ND Yes
m-banking ND MoviBanca
Own/Third party Own Own
Platform base SMS SMS
Additional platforms ND WAP (testing)
Application in cell phone No Menu driven
Application not in cell phone ND WAP
FI with agreement HSBC, Agricola, Scotiabank HSBC, Cit{ij(l}lt)o)up (Banco
Telcos with agreement Claro, Digicel, tigo Claro, Digicel, Tigo, Movistar
Company profile
Target market FI/C FI/C
Main services
Software provider No Yes
Integrator (ASP) Yes Yes
Experience
Years 25+ 5+
FI clientes in El Salvador All Banks us‘ing switch ser- HSBC, CitiGroup
vices
Telco clientes in El Salvador All All
Region clients 170+ FI, 5000 Merchants Guatemala
Rating (study) Good Good
Business model Share revenues (open to ne- Share revenues (open to ne-
gotiate) gotiate)
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ANNEX 12: FIS' SERVICES, IT INFRASTRUCTURE, AND USE OF TRANSACTIONAL

CHANNELS
Financial Institutions' Services, Tl Infrastructure and Transactional Channels use
EF HSBC Bcoé;iigote- Promerica BA?n;ritzdo- Bcgo,?sri- Scotiabank Iﬁfe%);gl Fedecredito A?fislioa1|:/(|els

Type of FI Bank Bank Bank Bank Bank Bank NBFI cF;c’\sleBIT NR-NBFI
Branches 73 18 23 40 64 59 26 100 85
Clients ND 80,000 ND 158,000 1,000,000 ND 30,000 500,000 85,000
Target market MSME SME MSME MSME MSME MSME Micro MSME Micro
Main services

Savings Yes Yes Yes Yes Yes Yes No Yes No

Checking ac- Yes Yes Yes Yes Yes Yes No Yes No
counts

Credit accounts Yes Yes Yes Yes Yes Yes Yes Yes Yes
IT Infrastructure

Centralized CB Yes Yes Yes Yes Yes ND Yes Yes No

Integrated CB ND ND ND ND No ND No Yes No

Trnx switch No ND ND Yes ND ND No Yes No

Rating (study) Regular Regular Regular Good Regular ND Poor Good Poor
Channels in use

ATM 210 50 10 170 200 120 No Proj. No

POS Yes ND ND 8000 No ND No ND No

Kisoks Yes ND 6 Yes Yes Yes No ND No

IVR Yes Yes Yes Yes Yes Yes No ND No

e-banking Yes Yes Yes Yes Yes Yes No No No

Call Centre Yes Yes ND ND ND Yes ND ND ND

m-banking Yes No No Yes Yes No No No No
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Financial Institutions' Services, Tl Infrastructure and Transactional Channels Use (continued)

Bco. Hipote- . BAC Credo- Bco Agri- . Apoyo . ASOMI
EF HSBC cario Promerica matic cola Scotiabank Integral Fedecredito Affiliates
ATM/POS Nets Yes Yes Yes Yes Yes Yes No Proj. ND
Rating (study) Good Regular Regular Good Good Good Poor Poor Poor
Potential for
Vicnew;banklng ser- Yes+ Yes- Yes Yes+ Yes Yes+ Yes- Yes No
Cash conversion Yes+ Yes Yes+

point

Notes: R-NBFI = Regulated NBFIs; NR-NBFI = Non regulated NBFls; ND = Not determined
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ANNEX 13: M-BANKING INITIATIVES IN EL SALVADOR

m-banking initiatives in El Salvador

Feature/Characteristic MoviBanca BAC C’fed"'
matic
Model Shared Individual
Starting date 2005 2008 Q3
.. HSBC, Agticola, Citi
FI participants (Banco Uno) BAC
Movistar, Claro, Tigo,
Integrated telcoms Digicel ND
Platform SMS SMS
Operation

Current version

User texts message

User texts mes-
sage

New version

Menu driven

Menu driven

Application host for

; Device/WAP server Device/ND
new version
Security
Device to m-banking Clear text (No
switch Clear text (no IDs) IDs)
m-banking switch to FI encryption SSI 128 ND

Core system

Additional security

Current version transac-
tions

Account inquiries,
Credit card payments,
Transfers

Account inqui-
ries, Credit card
payments, Loans
payments, Trans-
fers

Next version planned
transactions

Bill payments, Intra &
Inter bank transfers

Withdrawals, Bill
payments, Intra
& Inter bank
transfers
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