Excerpt from FS Series #11 – innovations in financial services delivery: branchless banking
C4. Case 4: Opportunity International Bank of Malawi

C4a. Background & Environment

In Malawi, 55 percent of the adult population does not have access to any kind of financial product. Of the 45 percent who are financially included, 19 percent are formally banked, 7 percent use a financial product from a formal financial institution other than a bank (predominantly MFIs), and 19 percent make use of informal financial products and/or systems (FinMark, 2008).

Although Malawi has implemented electronic-based payment products and services, there is not specific legislation that governs the operation of such facilities. The Reserve Bank of Malawi has produced a National Payment System Vision and Framework document that serves as a blueprint for payment modernization and reform (Reserve Bank of Malawi, 2008). The system now includes the Malawi Inter-Bank Transfer and Settlement System, the Central Payment System for Government, the Electronic Cheque Clearing House, and the Malawi Switch Centre (MALSWITCH), which provides infrastructure for payment systems.

C4b. The OIBM Business Model

OIBM was established as a regulated commercial bank in 2003. By the end of 2009, it had 45,013 active loan clients and 255,000 depositors.

In 2006, USAID, through the Implementation Grant Program (IGP), gave a three-year, $890,000 grant to OIBM to implement a scalable, technology-driven approach to provide financial services to poor families through cost-effective delivery channels (e.g., satellite branches, mobile units, ATMs, and POS devices) and a demand-driven mix of financial products. USAID’s interest was to support an innovative technology-based business model for rural finance. OIBM’s mix of delivery channels also had potential to provide valuable learning about the cost-benefit of each channel.

At the time of the grant, through a partnership with Net1 and MALSWITCH, OIBM was a pioneer in the use of smart cards, which contain a digital fingerprint so clients do not have to remember a PIN number. It used the smart cards to mobilize deposits from the public. Using the smart cards, clients can access their savings accounts from OIBM’s ATMs and at POS locations at BP gas stations, major supermarkets, and farm stores.

For its rural expansion, OIBM implemented a “hub-and-spoke model,” with the hub being the branch, and the spokes being a mobile unit or a satellite office, and loan officers in the field. The mobile unit, essentially an “ATM on wheels” (a van, in this case) was vital to bringing banking services closer to existing clients and effective for building brand awareness among prospective clients. The van also enabled OIBM to determine areas with sufficient business volume to sustainably support a satellite branch. Usually run by about 20 staff, each of these smaller branches has the capacity to serve about 10,000 clients and offer every bank service except foreign exchange. OIBM also sent loan officers on motorcycles to deliver services and training to clients in remote areas or those unable to travel.

Other access points included POS devices at Rab Processors (agricultural supply chain), Farmer’s World stores, and Chipiku stores; stand-alone ATMs in major tobacco and tea estates (those with 2,000-3,000 workers); and prefab kiosks in post offices, near major markets, or along busy commercial corridors.

C4c. Results

Outreach. Over the life of the project, OIBM has opened 14 service outlets that serve 48 locations. These include eight physical branches, including two satellite centers. Six mobile banks now serve 34 call points on six routes once or twice a week. This fleet has three large and three small vans; one of each serves the southern, northern and central areas of the country. OIBM has had significant success attracting rural deposits, with an average savings balance of $61 at the kiosk level.

Usage. As shown in Table 4 (next page), the volume of transactions at each delivery channel has exceeded the bank’s initial projections by a wide margin. OIBM’s initial analysis of monthly transactions shows rural branches have the highest per-client use. Satellite and urban branches have a significantly lower number of per-client transactions. This could indicate that OIBM’s strategy of basing the placement of rural branches on the vans’ route and volume is effective. Placing services closer to clients also means a higher number of transactions. Previously, clients may have chosen to withdraw a large amount of cash once a month; now they can withdraw smaller amounts once a week. The data also shows that brick-and-mortar branches and ATMs will be an important part of OIBM’s delivery channels until it develops a larger POS and agent network.

Table 4. IGP Program Targets vs. Actuals

	Indicator
	Target Year 3 (2009)
	Actual (September 21, 2009)

	Number of rural clients

	225,000
	203,603

	Number of active savers

	165,394
	195,810

	Volume of transactions by delivery channel


	Mobile unit
	90,234
	240,668

	ATM
	360,000
	919,077

	POS
	300,000
	340,000

	Kiosk
	175,000
	383,343

	Satellite branch
	270,000
	716,155

	Regular full branch
	670,000
	1,395,354

	Break-even level of each delivery channel


	Mobile unit
	101.6%
	57.3%

	Satellite branch
	104.9%
	261.3%

	Regular full branch
	109.8%
	120.4%


Exhibit 2 (next page) also provides a small cross-section of the types of activities processed at selected OIBM outlets in 2009.
 Withdrawals and deposits seem to be the predominant activities for all channels except the vans, where more than 50 percent of transactions are funds transfers. This would indicate that the mobile banks travel along high-remittance corridors.

Commercial viability. An initial cost-benefit analysis conducted by OIBM indicated that, of all the outlets, the mobile units had the lowest return on capital. This was because the vans served the rural poor, whose income levels are subject to seasonality changes, and they were expensive to operate (e.g., fuel and security). However, the mobile units broke even faster than satellite centers because of auxiliary business such as payments systems and cash-in-transit. The vans facilitated monthly salary payments for approximately 15,000 employees who were previously being paid in cash. OIBM earns a $1.00 fee for each payment.

C4d. Key Findings and Lessons Learned

Enabling environment. Because OIBM is a fully licensed commercial bank, it is required to follow the Central Bank outlet and security standards at all of its locations. Due to the “non-traditional” nature of its channels, OIBM needed to convince regulatory authorities that they should not be subjected to the same regulatory requirements as traditional channels. For example, when OIBM was planning a kiosk in the town of Blantyre’s central market, the Central Bank was concerned about security risks. After OIBM provided details about the kiosk’s safety features, the Central Bank approved the strategy. Since the site opened, the Central Bank has

Exhibit 2. Transaction Activity for Select OIBM Outlets, 2009.
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been encouraged by the success and safety of kiosks, and has suggested that other banks follow the same approach in other markets.

· Lesson learned. The ability to advocate and influence regulatory authorities is a significant factor in the success of a branchless banking strategy. OIBM also benefited from the Reserve Bank of Malawi’s support for electronic banking and financial inclusion, which meant regulators were more open to alternative delivery channels if they were satisfied with security issues.

Partner/channel management — technology implementation. Selecting and sourcing the appropriate technology was the main challenge OIBM faced in channel management. Because there was not a third-party technology provider with whom to partner or outsource technology needs, OIBM had to do much of the research, negotiation, and implementation in-house, which created challenges and delays. It also had to vet potential partners to determine their capabilities, and staff training required time and attention from management. Furthermore, poor travel and communications infrastructures meant some costs were higher than expected.

Partnering with MALSWITCH enabled OIBM to gain access to a national payment system. However, the bank also had to procure biometric cards through the MALSWITCH vendor, so it was difficult to negotiate a price that poor clients could afford. USAID and other donors helped subsidize the cost of these cards so clients would not have to pay. Eventually, other card providers came on the market and in 2008, OIBM switched to magnetic-stripe cards for a fraction of the cost ($0.35 versus $9) (IGP, 2009).
 Clients now get cards at no charge.

POS devices, which were also tied with MALSWITCH, posed a similar challenge because they were expensive. Moreover, telecommunications infrastructure in rural areas is not reliable, which could delay payments. As a result, some shop owners were hesitant to promote the POS system. OIBM initially selected devices that could work off-line, but later chose a type of General Packet Radio Service-enabled POS device and switched to a pre-paid system.

· Lesson learned. Installing new technology can take a long time, especially when entering unchartered territory and when market conditions and technology offerings are constantly changing. It is crucial that the financial institution have flexibility, strong staff, and management capacity to respond to these challenges.

Partner/channel management — cost-benefit analysis of delivery channels. As part of the grant, OIBM developed a cost-benefit tool to help its decision-makers identify the most effective and cost-effective ways of spending its resources to facilitate outreach to the poor. Though additional data points are needed to fully analyze trends, initial observations from the tool have started to inform OIBM’s strategic thinking on the best way to achieve large outreach and scale. One promising approach appears to be developing many small-scale units in a region, supported by a hub branch. Another promising approach is to leverage the cost of the vans by adding services such as salary payments, which create a steady stream of fees. 

The tool can also help improve operations by, for example, identifying lower-performing outlets. Management can research the reasons for the lower performance (e.g., staff training, location, product offerings) and take appropriate measures to improve outlet productivity.

· Lesson learned. A cost-benefit analysis tool can be very useful to measure return on investment and client transaction patterns. However, different channels will have different break-even points, and the phased rollout of technologies means it could take a few years before sufficient data can be gathered for a comprehensive analysis. Having integrated and robust management-information and accounting systems is an important prerequisite for facilitating data collection.
Products and services. OIBM’s rural expansion strategy is not limited to the use of technology to deliver basic financial services. The bank also aims to develop a mix of products and services that suit the specific needs of rural clients. Besides the basic savings account, OIBM developed three other savings products: the Kasupe (“Oasis”) account provides a tiered interest rate structure, transaction-based fees, and no minimum balance; the Mthandizi (“Helper”) account provides funeral benefits/life insurance coverage with a $71 minimum balance; and the Educational Savings product helps parents pay for their children’s school fees.

In addition, the bank offered agricultural lending by partnering with other organizations that supply inputs to and buy crops from farmers. For example, in 2007 and 2008, OIBM targeted cooperatives and similar organizations that serve cash-crop farmers specializing in sugar, tea, coffee, and groundnuts to disburse crop loans. In 2009, OIBM also piloted a warehouse receipt product and created strategic alliances with agribusiness processors and distributors to introduce asset financing to farmers. Bridge financing is also built in to every agricultural loan to help smooth household consumption until the crops are sold.

· Lesson learned. Providing access to financial services is more than opening a simple savings account. Technology plays an important role in reducing costs, but having the right mix of products is equally important to ensure a steady transaction volume. OIBM recognized that products that work in urban markets do not necessarily work in rural markets. Growing cycles drive rural activity and services, and products must be developed with this in mind. Market research must be conducted on a continual basis to understand customers’ needs and requirements.

Banking the unbanked. A real constraint to continued rural expansion is the ability to provide financial education. OIBM has found that rural and illiterate clients interface with technology very well. For example, illiterate clients can recognize symbols and signs, and operate ATMs and POS devices. Advanced financial technologies (e.g., biometric smart cards and ATMs) have been adopted quickly, allowing rural clients easy access to cashless transaction systems. Although rural populations have embraced technology, clients in these communities still have difficulty transitioning from a strictly cash-based economy model. This means that cash points cannot be eliminated entirely because people still want to see the actual money at the end of the process. It also means banks will have to educate clients that m-money is the same as cash.

· Lesson learned. Though technology can be a great efficiency-booster and time-saver, poor rural clients still value the human “touch points.” Providing convenient and easily accessible cash-in/cash-out points should remain an important component of a branchless banking model.

C4e. Potential for Replication and the Role of USAID

USAID funding for this grant predominantly covered costs for the acquisition of technological hardware and devices such as the mobile vans, POS devices, pre-fabricated units for the satellite branches, and smart cards. The main goals were to support the rollout of a multi-channel strategy to determine which delivery channel was most effective in reaching rural populations and to measure it in a systematic way.

Even if the specific technologies were not replicable, the approach to implementing a mix of distribution channels certainly can be. USAID and other donors should also encourage implementing partners to put in place a systematic process for collecting and analyzing costing and usage data so more quantifiable measures of outcome are available and can inform future investments.

� Ninety percent of clients are from rural areas.


� Ninety percent of savings clients are from rural areas.


� Estimates from eMerge data.


� Sustainability ratio for each delivery channel.


� POS transactions go through MALSWITCH. OIBM has not been able to obtain transaction-level details by device. Therefore, further analysis of agent-based transactions is not possible at this time.


� Prices for smart cards were increased from $7 to $9 in 2008, which prompted OIBM and other banks in Malawi to switch to magnetic-stripe cards.





