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inancial inclusion—access to a range of

financial services and products for every-

one needing them, in a fair, transparent,

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

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

and insurance.

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

obstacle to economic development.

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

and businesses.

Foreword

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

throughout their supply chain.

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

encourage its development globally?

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

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

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

successful mobile money business.

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

tors, commercial banks, microfinance institutions,

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

in the development of mobile money businesses.

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

b

{ --:'._ k - I\_‘x_,q__ =
Peer Stein

Global Business Line Leader
IFC Advisory Services, Access to Finance
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igeria is a highly fragmented economy with

no national retail network. The Central

Bank of Nigeria has taken a cautious atti-

tude toward the development of mobile
money (m-money). In late 2010, the Central Bank
licensed 16 new m-money service providers, a posi-
tive and welcome step for m-money in Nigeria, a
country with huge unrealized m-money potential.
One consequence of the Central Bank’s cautious
attitude is that a less permissive environment for
m-money has been created, with mobile network
operators (MNOs) not allowed to be the lead ini-
tiator in m-money projects. Instead, MNOs must
partner with financial institutions. Most MNOs see
m-money as a mechanism to increase brand loyalty
through an m-money value proposition and there-
fore prefer to be seen as leading m-money initia-
tives. However, recent experience in other countries
(e.g., Pakistan) with similar m-money regulatory
environments has shown promise. The primary
impact is likely to be related to the speed of ini-
tial roll-out, as players determine their most feasible
routes to market. In this context, the structure of
partnerships between MNOs and financial institu-
tions will be of interest in the near term.

Another major theme is consumer distrust of
both the mobile operators and the financial
sector. The financial sector is still recovering from
the 2009 near-collapse of five banks, which the
Central Bank of Nigeria had to bail out and
intervene to support microfinance institutions

(Economist 2009). Further, the communications

Summary

infrastructure between bank branches—including
automated teller machines (ATMs)—is perceived
to be unreliable (Daily Independens 2010). The
combination of these factors contributes to a gen-
eral level of distrust for existing financial services

among the population.

Demand Estimates

Nigeria is at stage similar to that of Kenya at the
launch of M-PESA in 2007. The majority of the
population has limited financial access. There is
a huge demand for relatively simple services such
as person-to-person (P2P) transfers. The small size
of the formal sector means that there is unmet
demand among informal employees for a simple
and secure way to transfer wages.

Other forms of payment demand, such as public
transport and bill payments, are in a nascent form
outside of Lagos and Abuja.

The business-to-business (B2B) payment sector
is underdeveloped, but there may be significant
opportunities for companies such as Coca-Cola
that have a wide delivery network and are reliant
upon check and cash payments from small stores.

eTranzact Business Model

The Nigerian m-money market is challenging.
The economy is highly fragmented, and there is a
general distrust of both the mobile and financial
sectors among the populace.
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Despite these limitations, with the recent licens-
ing of new service providers, Nigeria has several
characteristics that could foster the rapid adoption
of m-money. A major player is eTranzact, a pri-
vate payment switch that provides back-office pro-
cessing for electronic transfers through a variety of
channels such as card, Web, and mobile payments.
eTranzact is neither an MNO nor a bank, but a
real-time payments system that perceives mobile
payments (m-payments) as a growth area.

With 16 newly licensed players, eTranzact’s future
role must be one of partnership. It must facili-
tate the development of an m-money strategy by
partnering with organizations in anticipation of
increased competition. eTranzact recognizes that
it does not have direct retail experience with con-
sumers. As a resulg, it is moving quickly to sign up
“super agents” to operate networks of subagents.
To be successful in m-money, eTranzact has to
build the m-money ecosystem and partner with
organizations that have strengths outside of its
core competency.

Opportunities

Several demand drivers are worth noting, includ-
ing a large remittance market that is attracting
more competition. The Central Bank of Nige-
ria has banned exclusivity agreements between
Nigerian banks and international money transfer
operators such as Western Union, leading to an
increase in the number of remittance providers
and a decrease in charges. Even though the exclu-
sivity agreements have ended, the market share for
Western Union and MoneyGram is still high at
82 percent.

Poor financial infrastructure means that there is
unmet demand for basic financial services. Banks

lack the capability or incentive to rapidly expand
their services to the base of the pyramid.

Wide-scale mobile penetration means there is a
base from which an m-money service like Kenya’s
M-PESA could be launched.

In addition to the key drivers, there are several
demand factors that would allow for rapid scaling
of m-money, including

strong demand for P2P transfers;

a significant opportunity for B2B m-payments,
which are currently mostly by cash or check;
and

additional services, such as P2P transfers and
bill payments, offered to government employ-

€es.

One moderating influence on the roll-out of
m-money in Nigeria is the regulatory environ-
ment, which has constrained rapid development
of m-money to the extent that Nigeria is the only
West African country without any operational
m-money initiatives. The Central Bank has issued
several m-money licenses, with several scheduled
for operation in the first quarter of 2011. The
issuing of m-money licenses is a positive step for-
ward, but has not yet resolved the regulatory issues
facing m-money service providers. There is now
a discussion between the Nigerian Communi-
cations Commission and the Central Bank over
who has regulatory authority over m-money ser-
vice providers, with the Central Bank arguing that
there should be joint regulatory oversight and the
commission arguing that m-money regulation is

the preserve of the Central Bank.

Table S.1 provides a summary of the various
m-money opportunities in Nigeria.
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Introduction

Ithough a number of m-money busi-
nesses have emerged around the world,
few have reached significant scale. Over-
all, m-money uptake is limited when
contrasted with its apparent promises of reaching
the unbanked and underserved, of servicing exist-
ing banking clients, and of being a means for a

cashless society.

Study Focus

This study examines the following in more detail:

Existing major money flows and the critical
mass of low-value, high-volume payment trans-
actions and whether m-money can be used for
them (i.e., potential demand)

Regulatory environment and major obstacles

for m-money uptake
Business models of partnering institutions

Payment behavior of users and nonusers
(banked and unbanked), in particular where
they receive funds and how they use money,
including alternative means

Existing and potential agents’ networks, their
requirements to run m-money as a viable busi-
ness, and their training needs.

The key analytical questions guiding the study

follow:

How can m-money adoption be accelerated?

Which countries are the most likely to have a

mass market for m-money, and how can they

be identified?

What business strategies and partnership models

can best exploit m-money opportunities?

Where are the best investment opportunities?

This report provides detailed information regard-
ing the five main topics as they relate to Nige-
ria—business models, money flows and demand,
potential user perceptions and behavior, regula-
tion, and agent networks.

Socioeconomic Country
Context

About 104 million Nigerians, or 70 percent of
the population, live below the poverty line. About
48.4 percent of Nigerians live in urban centers; in
other West African countries, about 31 percent of
the population lives in urban centers (AFD 2009).
Because of its large size, Nigeria has a diversity of
regions, socioeconomic conditions, economic
drivers and industries, agricultural activities, and

service sectors.

As figure 1.1 indicates, 34 percent of those who
earn less than N5,000 (about US$34) per month
are from the Northwest region. In compari-
son, about 40 percent of those who earn above
N100,000 (about US$670) per month are from
the South South region (the largest city, Lagos, is



Figure 1.1

in the South South region). The average monthly
income across Nigeria is around N8,000 (about
US$54). Mirroring the wide variation in income
across regions is the wide variation in infrastructure.

1. Introduction 5

Most of the infrastructure (e.g., telecommunica-
tions networks, bank branches, roads) is concen-
trated in the South South region containing Lagos,
and expands to the rest of the country.



Demand Perspective

his chapter provides a demand perspective

for m-money, both qualitatively and quanti- Table 2.1

tatively. Figure 2.1 shows estimates of poten-

tial monthly volumes (not value) of trans-
actions in key market segments that could offer
m-money opportunities. However, m-money has
to compete both with traditional payment meth-
ods and other electronic money (e-money) options
and is therefore unlikely to be able to capture all of
this potential. Table 2.1 gives a detailed qualitative
description and assessment of these market segments
in terms of their opportunities and challenges.

The size of each demand market was estimated to
establish the relative size of the m-money oppor-
tunity.

Figure 2.1




Bill Payments (Utilities)

Bill payment is a burgeoning industry targeted at
middle- to upper-income earners. Electronic bill
payment (mainly m-banking) is largely aimed
at higher-income groups. Existing bill payments
include satellite TV payments (called cable TV in
Nigeria) and payments for goods and services sold
by merchants. The satellite TV providers—Multi-
choice, HiTV, and DaarSat—have a combined
760,000 household subscribers.

Utility payment is the third largest potential area
for m-money, especially given the poor financial
infrastructure and the limited availability of alter-

natives such as Internet banking, debit orders, and

ATMs.

Person-to-Person Transfers

P2P transfers refer to transfers of money, via a
mobile wallet, from one person to another. These
money transfers might be for a range of reasons,
such as between relatives or for payment for ser-

vices.

Nigeria has a large diaspora. According to the
World Bank, Nigeria is the largest receiver of
remittances in Sub-Saharan Africa, mostly from
the United Kingdom (Hernandez-Coss and Bun
2006). The value of the remittances is significant,

Table 2.2

2. Demand Perspectives 7

and an increasing number of companies have
started offering remittance services.

Although the value of remittances is large com-
pared with informal P2P transfers within the
domestic economy, the number of Nigerians
making use of international remittances is rela-
tively small. In a household survey conducted in
2008, the independent organization Enhancing
Financial Information & Access (EFInA)! found
that around 31 percent of the adult population
said they had received money from a friend or
relative from within Nigeria and 21 percent said
they had sent money within Nigeria (table 2.2).
In comparison, 4 percent stated that they had
received money from a friend or relative living
outside the country, and 2 percent said they had
sent money outside the country (EFInA 2008).

Of the people who do transfer money within
Nigeria, 57 percent used informal means and
63 percent used informal means to receive money.
In comparison, 43 percent used formal mecha-
nisms to send money, and 33 percent used formal
mechanisms to receive money.

"EFInA is an independent, professional, nonprofit
organization established in late 2007 to promote access
to financial services for the unbanked and financial
sector development in Nigeria. See http://www.efina.
org.ng/.
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Banks have concentrated on promoting ATMs
as a mechanism to transfer money, but problems
involving unreliable infrastructure such as elec-
tricity and mobile networks—combined with
declining usage of ATMs, according to data from
InterSwitch Limited’>—is an indication that cur-
rent financial services are not meeting the demand
for P2P money transfers. (See “Status of Financial
Infrastructure” in chapter 3 for an in-depth dis-
cussion of the financial infrastructure.)

Government-to-Person
Payments

G2P payments are payments from government
to citizens such as social security and conditional

cash transfers.

Social Welfare Payments

G2P payments are not a significant opportunity
because Nigeria is a limited social welfare state

with only three programs:

National Poverty Eradication Program
(NAPEP) and its COPE (Care of the People)
Program. COPE is a conditional cash trans-
fer scheme designed by NAPEP for the poorest
of the poor. It serves 20,000 people. Its main
challenge is determining how to send money to
qualified households. It is difficult to get accu-
rate figures or payment frequency. Given the
size of Nigeria (140 million people), this is a
very small program.

Nigeria Delta Disarmament Program. This
program provides monthly payments from the
government of Nigeria to militants in the Delta
area of Nigeria as part of a deal to reimburse
them for oil revenues and as part of the peace
settlement reached in June 2009. There is no
official number of participants; estimates range
from 8,000 to 20,000.

The biggest challenge is the identification of
valid claims. Since not all Nigerians have been

* InterSwitch is an electronic transaction switching and
payment processing company based in Nigeria. See
http://www.interswitchng.com/home.php.

issued a national ID card,’ a person is quali-
fied for payments—approximately US$430 per
month—as long as they have completed a gov-
ernment form and provided a phone number.
Another major challenge is getting the money
to each recipient, given the poor status of finan-

cial infrastructure.

National Youth Services Corps (NYSC). The
NYSC program is a one-year mandatory service
for graduates. It is unclear how many students
are participants (this is one of the challenges
of the program), and payments are irregular,
nonexistent, or for incorrect amounts. In addi-
tion, collection occurs only at bank branches,
and many members work substantial distances
from these branches. This is another m-money
opportunity (although small), but the key
problem is the lack of an agent network to
handle cash-in and cash-out.

The total number of beneficiaries is around
40,000. The programs are plagued by inef-
ficiencies and the difficulty of identifying
the correct beneficiary. This is potentially an
opportunity for m-money, although the dif-
ficulty of identifying the correct beneficiaries
has proven to be a major obstacle. Also, the
number of beneficiaries is tiny in compari-
son with other countries in this study, such as
Brazil, where the number of G2P transactions
per year is around 200 million, compared with
potentially 480,000 in Nigeria.

Government Salaries

The Office of the Accountant General serves as
the chief accounting officer for the receipts and
payments of the federal government of Nigeria.
Part of its mandate is to move the civil service to
an electronic payment system. As a result, it has
started a program to pay all government employ-
ees’ salaries electronically. To date, it has converted
all 12,000 of its own staff to e-payments, has con-
ducted a successful pilot in five ministries, and is

converting another 21 ministries. Civil servants

? In the EFInA survey, 39 percent of respondents stated
that they have an ID card.



might represent a potential demand market for
m-money services, particularly outside of urban

areas.

Payroll (Informal Sector)
Payments

Given the large informal sector—around 70 per-
cent of working people are employed in the infor-
mal sector—there is potentially a large unmet
demand for m-money.

Public Transport

Public transport is not as large an opportunity as
in other countries because most transport is pro-
vided by the private sector, which is unregulated
and highly fragmented. The estimate for public
transport is limited to Lagos for a number of rea-

sons:

= Data were only available for Lagos.
= It is Nigeria’s largest city.

* It has the largest public transport system in
Nigeria.

= The Bus Rapid Transit system (BRT-lite) in
Lagos is growing rapidly and carries an increas-
ingly large number of passengers.

= The system of payment is mainly cash, paid
prior to boarding the bus.

The total number of trips using BRT-lite per
month is estimated at about 10 million in Lagos.

Other

Business-to-Business or Business-
to-Employees Transfers

For B2B payments in Nigeria (as in Thailand),
Coca-Cola was used as a proxy to estimate the
potential for m-payments. Coca-Cola is one of the
largest fast-moving consumer goods companies in
the world with significant operations in Nigeria.
It delivers to a large number of small businesses
on a regular basis, and there are significant poten-
tial benefits to providing a more cost-effective and
efficient way of receiving payment.
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Of the countries included in the analysis, Nigeria
has the largest network of Coca-Cola outlets that
justify a delivery by truck. There are two probable
explanations for this: first, Nigeria has the largest
population (149 million, compared with 66 mil-
lion in Thailand and 21 million in Sri Lanka).
Second, Nigeria has no national retail chains (such
as a Walmart, or even Nakumatt in Kenya), which
means that there are few economies of scale for
a distributor. Therefore, more deliveries are nec-
essary because there are multiple small retailers
instead of a few large retailers.

In Nigeria, the fact that 65-75 percent of retailers
pay by check is indicative of the potential demand
for a more efficient and secure system such as

m-money (table 2.3).

Table 2.3

Box. 2.1 details a potential retail opportunity for
m-payments.

Insurance, Microfinance, and Credit

Financial services may have potential because the
latest developments of M-PESA in Kenya show
a recent migration from P2P payments to finan-
cial microinsurance, microfinance, and conven-
tional small loans, as the distribution potential of
m-money is realized by the key players in these
three market segments.

Insurance

Only 2 percent of the Nigerian adult population
has access to insurance products. According to
EFInA, there is hardly any awareness about insur-
ance, with 48 percent of the adult population
saying they had never heard of the word “insur-
ance,” and 17 percent indicating they had heard of
it but did not understand what it means (EFInA
2008).
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Box 2.1

Olam International is a large international trader and supply
chain manager of agricultural products with a number of
offices around the world including Nigeria. It exports raw
cashew nuts, cocoa, cotton, sesame, timber, and shea nuts
and imports primarily rice and sugar. Olam has a business unit
(incorporating a warehouse) in each of Nigeria's states, and

it works with a network of about 4,500 independent licensed
buying agents (LBAs) all around the country. The frequency of
doing business with LBAs depends on the type of crop (how
often it is harvested), as well as the catchment area of the LBA
(how many farmers the LBA visits).

LBAs can be seen as partners in the business because Olam

has built a relationship with each of them over a period of
time. The length of the relationship, and the success of previous
contracts, including their time taken to pay back loans and their
speed of delivery, are major criteria for working with an LBA.

Olam’s business model is cash based because cash is the only
accepted medium of exchange with farmers and because LBAs
do not have access to bank branches in the farm areas.

Even more important, LBAs do not have sufficient cash flow to
purchase crops directly from farmers. Olam therefore advances
LBAs cash at no interest to purchase a quantity of a particular
crop. The LBA pays the farmer immediately, and the farmer
delivers the crop to an Olam regional warehouse. An LBA earns
commission by getting the farmer to sell at a lower price than
the Olam cash advance. Over time, the assumption would be
that the LBAs would build a capital base and be able to fund
their own business. The lack of electronic records, combined

with the fact that LBAs are independent, has meant that
Olam does not know the cash-flow status of any LBA; thus
the existing system continues. M-money could provide a more
reliable, cost-effective, and faster solution than cash.

Microfinance

The microfinance sector is very small in Nigeria,
even though there are 901 licensed microfinance
banks.* For example, 46 percent of the Nige-
rian population had not heard of a microfinance
institution (MFI). MFIs have generally chosen
strategies that link the roll-out of their branches
to commercial banks. In addition, some regula-
tory restrictions are imposed by the Central Bank
of Nigeria. The most important are geographic
restrictions whereby MFIs can only move into a
neighboring state from a state where they have
branches. This restriction has encouraged MFIs
to open in the more populous and wealthy states,
remaining near urban centers.

Credit

Formal credit through banks is a nascent indus-
try. Only about 7 percent of the population has
a formal loan (EFInA 2008). The two biggest
reasons for taking a loan, given by 53 percent of
respondents, were to start or expand a business

(EFInA 2008).

# As of 2010, according to the Central Bank of Nigeria
(www.cenbank.org/supervision/Inst-MEasp).



Parameters of the

Mobile Money Ecosystem

igerids m-money potential was analyzed
using a number of parameters that affect
the roll-out of m-money. These parameters
were identified through a literature review
and refined during field visits. Table 3.1 (next page)
provides an overview of the parameters selected.

Additional markets such as credit and micro-
credit, savings, and international remittances were
investigated, but data were not available to add
the quantitative dimension. Note that the data
required were for the monthly volume (not value)
of transactions. In many instances, it has been dif-
ficult to source the volume of transactions.

All parameters are issues that firms entering the
m-money space must either utilize to their advan-
tage or overcome. In evaluating a country’s read-
iness for m-money, these parameters provide a
comprehensive picture of the m-money environ-
ment. This, in turn, provides the kind of insight
necessary to identify practical recommendations
for how m-money should be implemented.

Although each parameter was analyzed, we con-
centrated on the three major parameters that have
the most impact on m-money: regulation, exist-
ing financial access, and existing mobile access
and coverage.

Regulation

A modified version of Porteous’s regulatory
environment model was used to position each

country’s regulatory environment along two axes:
openness and certainty (Porteous 2006). To deter-
mine openness, one asks: Does the country’s
policy, legal, and regulatory environment encour-
age new entrants and new approaches (i.e., inno-
vation)? To determine certainty, one asks: Does
the country’s policy, legal, and regulatory environ-
ment provide certainty that there will not be arbi-
trary changes to a firm’s prospects?

In figure 3.1, Position 1—high certainty and high
openness—is the best position for innovation
to occur. M-money development may occur in

Figure 3.1

2 1

Low certainty;
high openness

High certainty;
high openness

4 3

Low certainty; High certainty;
low openness low openness

11



12

IFC Mobile Money Study 2011: Nigeria

Table 3.1

countries with low certainty if they have a strong
motivation and an appetite for risk. Innovation is
less likely in a country with low openness.

The Central Bank of Nigeria adopted the Regula-

tory Framework for Mobile Payments Services in
2009 (CBN 2009c). The framework lists who is
eligible to apply for an m-money license, the role

of agents, technical requirements of m-money,
and the know-your-customer (KYC) require-
ments for individuals applying for a bank account,
among other issues. As such, it is a highly detailed
specification of the form that m-money is to take
in Nigeria. Moreover, the Central Bank issued 16
new licenses in November 2010, although MNOs




are not allowed to be primary license holders.
With such a clear regulatory framework, it would
be expected that Nigeria would fall into either
the “high certainty and low openness” position
or the “high certainty and high openness” posi-
tion. The lack of any operational m-money licenses
at the time of this study, however, puts Nigeria
between the “high certainty and low openness”
and “low certainty and low openness categories”

in figure 3.1.

Cautious Approach

The Central Bank of Nigeria has been open about
the fact that the m-money environment is com-
plex and fast changing. As a result, it is adopt-
ing a cautious approach to the development of
m-money businesses. For example, as of mid-Feb-
ruary 2010, the Central Bank had not decided on
criteria to select m-money licensees. These crite-
ria were to be discussed at the end of February,
and the Central Bank anticipated that licenses
would be granted by the end of June 2010, but
they were not granted until November. The Cen-
tral Bank has also adopted a cautious attitude
because m-money represents the intersection of
financial and telecommunications regulation. The
Central Bank is collaborating with the Nigerian
Communications Commission to set up a work-
ing group to analyze the role of mobile operators

in m-money.

Central Bank of Nigeria’s Objectives

The Central Bank pointed out that financial
inclusion is a key objective of the 2009 regula-
tory framework. However, it wants to see a busi-
ness model that includes mechanisms beyond P2P

payments for financial inclusion.

The purpose of the 2009 Regulatory Framework
for Mobile Payments is to

clarify the roles and duties of the actors in the

m-money sector,
move Nigeria toward a cashless society, and

specify minimum technical and business
requirements for participants in the m-pay-

ments services industry.

3. Parameters of the Mobile Money Ecosystem

Mobile Money Models

The most interesting aspect of the regulation is
who is allowed to be licensed by the Central Bank.
A mobile company may only be a partner to a
financial institution and may not be the domi-
nant partner in any consortium. The exclusion of
mobile operators from being the lead initiator is
complex because of the experience MNOs have in
operating agent networks.

The Central Bank of Nigeria created three models
for m-payment:

Bank focused. A financial institution is the
lead initiator—e.g., Intercontinental Bank.

Bank led. A financial institution and/or a con-
sortium is the lead initiator. A bank must take
a lead role within a consortium of m-money

providers.

Nonbank led. A corporation is the lead ini-
tiator—e.g., ¢Tranzact, MoneyBox Africa, or
Eartholeum. A bank would be needed as a par-
ticipant in the consortium (at the least to pro-
vide the clearing account), but might not have
a role in the daily operations of the consortium.

The Central Bank of Nigeria had two main con-
siderations in approving these models:

The domination of the mobile sector by Safa-
ricom in Kenya gave the Central Bank con-
cerns about companies monopolizing Nigeria’s

m-money sector.

Because the Nigerian financial sector went
through a series of upheavals over the past
two years, the Central Bank is concerned that
mobile operators will conflate airtime with cash
and not provide the security to deposit holders
that they would find in a regulated bank envi-
ronment, where all deposits (up to a maximum
limit) are guaranteed by the Nigeria Deposit
Insurance Corporation.

Know-Your-Customer
Requirements

Nigeria has adopted lower KYC requirements
for unbanked or semibanked people. The
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requirements provide for an incremental KYC
system as shown in table 3.2.

Agents

The 2009 regulatory framework defines the role
of agents. Agents are allowed to fulfill a number of
services, including enrolling customers, accepting
deposits, and issuing cash withdrawals/cash-outs

(CBN 2009¢).

There are several other responsibilities of the bank
or scheme provider. One of the notable require-
ments is that the bank or scheme provider must
maintain an online link with the agent (it is not
clear if this is to be a periodic service or 24/7).
The bank or scheme provider must also be able
to monitor the agent’s cash in hand at all “rea-
sonable” periods and be able to clear cash that
exceeds the N100,000 (about US$670) limit
(CBN 2009¢, Section 5.2.2.2). It is a positive fea-
ture of the regulatory framework that responsibil-
ity for excess cash in hand lies with the bank or
scheme provider and not the agent (CBN 2009c,
Section 5.2.1.6). This feature implies that the
bank or scheme provider has to set up a collection
system for the excess cash. In some countries, the
m-money scheme provider operates a cash collec-
tion system, but this service is not mandated by
the central bank. Often centrally located agents or
“super agents” collect the cash from other agents.

The exclusion of MNOs from leading an m-money
consortium means that one of the few parties with

Table 3.2

experience in running agent networks in Nige-
ria is unlikely to participate. The implication of
the regulations is that the Central Bank wants an
entirely new agent network set-up.

Fraud
The high level of ATM fraud and network unre-

liability in Nigeria have been of concern to the
Central Bank. To address these issues, it has rec-
ommended the creation of a help desk, the resolu-
tion of customer complaints within 72 hours, and
the publication of the names and contact details of
bank staff who can resolve the issues.

National ID System

There is a link between a unique identity card and
financial inclusion. For example, in India, the roll-
out of a national ID card is expected to bring a
range of banking services within reach of millions
of unbanked people (Leigh 2010). As customers
move from being unbanked to banked, they are
likely to want other financial products and will
then be subject to greater KYC requirements.
Having a national ID system makes the process of
accessing additional financial products easier.

Table 3.3 shows the types of identification docu-
ments available in Nigeria. An initiative to roll out
a national ID card in Nigeria has not yet reached
everyone: only 39 percent of the population has
an ID card (48 percent in urban and 35 percent
in rural areas).




Table 3.3

The number of Nigerians with another form of
identification, such as proof of residence, is much
lower: 14 percent are able to show an electricity
bill. The introduction of the incremental KYC
requirements contained in the 2009 regulations is
aimed at addressing the lack of a national ID card.

Interoperability

Another feature of the 2009 regulatory frame-
work is its requirement for interoperability. In
most other jurisdictions, interoperability might
occur at the switch level; however, the regulatory
framework requires interoperability at all levels—
scheme provider or bank, switch, and payment
channel (CBN 2009c, Section 4.1.4). While
interoperability is desirable, this requirement adds
a level of cost to any m-money scheme at its incep-
tion stage. The requirement adds an upfront cost
(and therefore risk) to operators entering a new
and relatively innovative market where first-mover
advantage is important, and the service is often
used as a market differentiator in an existing ser-

vice offering. Waiting to require interoperability
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until after service providers and banks have built
up a customer base may result in faster m-money
development.

Conclusion

The m-money environment in Nigeria is rapidly
opening up, with multiple new service provid-
ers launching in 2011. The Central Bank’s cau-
tious approach has created a less permissive envi-
ronment than in Kenya. One consequence of
this approach is that Nigeria is lagging behind
its neighbors in having an operational group of
m-money initiatives. This year will be critical
in seeing how quickly service providers are able
to take advantage of the large opportunities for
m-money.

Existing Financial Access

Status of Financial Infrastructure

Nigeria has a poor financial infrastructure. It has
a small number of bank branches, with the major-
ity situated around the main cities such as Lagos
and Abuja. There are 5,407 bank branches across
the country (CBN 2009b). Figure 3.2 shows that
there are a number of widespread major banks,
with none being dominant.

Figure 3.2

Automated Teller Machines

In terms of electronic payments, the primary
focus of the banks has been the roll-out of ATMs.
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However, the number of ATMs connected to
the InterSwitch network decreased from 9,937
in 2008 to 9,907 in 2009."! While banks identi-
fied financial infrastructure as a priority, Nigerian
ATMs have several challenges:

* Many have a limited capacity for cash, since
the largest note is N1,000 (about US$7).

= Historically, ATMs were regularly jammed
because of poor-quality bank notes, although
this problem was addressed by the release of
better-quality polymer notes in 2009 (Isern et
al. 2009).

= Support services such as the electricity supply
and the mobile network are unreliable.

» ATMs have a high physical cost, including the
cost of a generator to provide electricity, and
data costs.

Point-of-Sale Devices

The number of point-of-sale (POS) terminals
deployed in Nigeria as of December 2009 was
11,124, with only 23 percent actively making
transactions. The low number of active POS ter-
minals (showing transaction activity in a three-
month period) is indicative of some of the chal-
lenges of rolling out POS devices—unreliable
communications networks, low debit and credit
card penetration, high direct fees for merchants
(the costs of cash are rarely quantified by small
merchants), and low consumer education. All of
these problems explain why the volume of trans-
actions on the POS network is small and declining
(figure 3.3).

The banking sector understands the challenges
facing the roll-out of POS devices. It has formed
the E-Payment Providers Association of Nigeria to
tackle the challenges confronting deployment and
use of POS devices. Its membership consists of
representatives from the Central Bank, banks, the
Federal Inland Revenue Service, and the national

! InterSwitch is Nigeria’s largest electronic transaction
switching and payment processing company by a sub-
stantial margin. See http://www.interswitchng.com/

home.php.

Figure 3.3

central switch; POS merchants; and other stake-
holders (Vanguard 2010).

Internet payments are also very low, with the
number of transactions in December 2009 (tra-
ditionally a busy month) reported as less than
the number of transactions in October and only
slightly higher than November (InterSwitch 2009).

Savings

Approximately 38 percent of Nigerians save both
formally and informally. The percentage of Nige-
rians who are saving can be broken down into
formal and informal types of savings accounts. In
the lower-income groups, the majority save using
informal channels. As income levels increase,
people make more use of formal accounts,
although it is interesting to note that 21 percent
of those in the highest-income group still make
use of informal mechanisms such as local savings
clubs, relatives, and the mattress. In figure 3.4,
living standard measures (LSMs) are used to cat-
egorize responses. LSMs are segmentation tools
used in consumer marketing as a wealth proxy,
calculated on ownership of houschold goods/
assets and the degree of urbanization. The LSM
categories range from 1 (very poor and rural) to
10 (wealthy and urban) (EFInA 2009).

In terms of informal savings, a 2010 study
by EFInA listed the types of informal savings
accounts used. The five basic savings mechanisms

are as follows:



Figure 3.4

= Saving at home.

= Ajo Ojumo. Savings are collected daily with the
first day’s payment consisting of fees. Money is
paid out at the end of the month.

* Ajo Adako. Savings are collected among a
defined group such as members of the same
church. Money is paid out to a different

member each time.

= Alajeseku (cooperatives). Business associa-
tions collect savings from and provide loans to

members.

= Ajo Egbe. Savings are collected from groups of
people with a similar interest, such as an “old
girls association,” and become the basis for

loans.

Informal savings mechanisms enjoy a seemingly

high level of popularity for several reasons:
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= The banking infrastructure, such as ATMs, is

perceived as unreliable.

» 'The banking sector, particularly the micro-

finance sector, has a poor reputation.

= Banks are unable to offer loans through savings

accounts.

= Banks charge a fee for withdrawing and depos-

iting small sums of money.

Existing Mobile Access and
Market Situation

Competitive Landscape

Mobile access is split among three companies
that control more than 96 percent of the market:
MTN, Zain, and Globacom. Two other compa-
nies, EMTS and M-Tel, have licenses, but are
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insignificant. MTN is the dominant operator with
a 46 percent market share. Figure 3.5 shows that
2G geographical coverage is concentrated in the
South South region; 3G access is available in the
10 largest cities. With only three major players,
the market is fairly concentrated and scores 3,424
on the Herfindahl-Hirschman Index, a measure of

market concentration.

3G penetration is at the early stages. For example,
even with 46 percent of the market share, MTN
has only 78,000 3G modems (MTN 2009). Pre-
paid call and short message service (SMS) charges

Figure 3.5

are on a downward trend, primarily due to the
reduction of interconnection fees.

MTN and Zain both have substantial m-money
operations in other countries. MTN Ghana is the
most recent (and relevant) example. These opera-
tions could be implemented, on very short notice,
in Nigeria, if the Central Bank were to allow
mobile operators to take the lead in setting up
m-money operations.

Incentives for MNOs to operate m-money sys-
tems include reduction of churn among the cus-
tomer base, an alternative revenue stream from net




transaction fees income and/or interest income
on the float cash, and reduction of expenses by

replacing scratch cards with virtual top-up.

Nevertheless, there are also several challenges to

implementing m-money in Nigeria:

Mobile banking transactions were limited to
SMS and general packet radio service (GPRS)
at the time of this study, but have subsequently
been expanded to include unstructured supple-
mentary services data (USSD). In addition, the
mobile operators do not see an incentive to
open up the subscriber identity module (SIM)
Application Toolkit (STK) to other m-money

providers.

GPRS technology is perceived as highly unre-
liable due to frequent network outages. Some
banks are working with the MNOs to inform
customers when their area has been affected by
an outage, but the perception is that GPRS is
not reliable.

Many nonbank-led models of m-money
depend on cooperation from the mobile opera-
tors. For example, MoneyBox (the only com-
pany that claims to have an m-money license
in Nigeria, though the veracity of this is dis-
puted since the Central Bank had not issued
any licenses until recently) depends on whole-
sale SMS charges from the mobile operators.
However, the mobile operators do not have an
incentive (regulatory or commercial) to pro-

vide MoneyBox with wholesale rates.

3. Parameters of the Mobile Money Ecosystem

Agent Networks

Existing airtime reseller agents are often a criti-
cal challenge to the success of m-money. In Nige-
ria, there is no exclusive relationship between air-
time agents and a mobile operator, which dilutes
some of the control that MNOs might have over
their agents. Agents may resell airtime for any of
the mobile operators, and it would be feasible for
agents to add services.

As m-money started penetrating the market,
MTN began considering a declining commis-
sion fee structure for its airtime agent network
and allowing mobile subscribers to top up their
accounts using their mobile phones. This arrange-
ment would reduce the incentive for airtime
agents to promote m-money. MTN anticipates
selling fewer scratch cards as m-money takes off.
Therefore, it does not see an airtime agent net-
work as a competitive advantage. The agent net-
work that MTN has developed in Ghana, which
sidesteps its current airtime agent network alto-
gether, adds emphasis to this view.

Each of the MNOs interviewed had experience
operating national agent networks, but MNOs
have been excluded by the regulations from fully
participating in an m-money initiative. It is possi-
ble that a third-party agent manager might step in,
and a local third-party agent is likely to have more
success because of its experience with local condi-
tions. Any foreign company would have to learn
local conditions as it implements its m-money

strategy.
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User Survey Findings

his chapter summarizes the results of the

survey of a small sample of Nigerian cit-

izens in urban and semi-urban areas who

were interviewed about the use and poten-
tial of m-money. An agent survey was not con-
ducted because there are currently no m-money
agents in Nigeria.

The survey was not intended to be a statistically
significant sample of m-money users and non-
users. Its purpose was to provide an overview of
people’s attitudes, preferences, issues, and recom-
mendations regarding m-money services, includ-
ing the following:

= Trust in mobile operators versus banks
= Willingness to pay
= Other user factors, such as local culture.

The survey consisted of polling 230 respondents
in face-to-face interviews within the urban areas
of Lagos and surrounding semi-urban locations.
Respondents were surveyed in a variety of loca-
tions to ensure a good representation of socio-
economic backgrounds and inclusion of those
who live and work at a distance from urban eco-
nomic centers.

Socioeconomic Profile of
Respondents

The survey in Nigeria was administered at 17
locations in and around Lagos, mostly urban and

semi-urban areas, but some rural. Areas included
residential areas, markets, business areas, indus-
trial areas, and farming areas, as well as areas close

to universities.

The Nigeria survey had a slightly higher number
of user interviews, as it also included 23 self-
administered questionnaires by employees of the
Intercontinental Bank.

In Nigeria, the main application of m-money is
m-banking, provided by many banks as an exten-
sion and additional access channel for people with
existing bank accounts.

As shown in figure 4.1, more than 60 percent of
m-banking users have both a savings account and
a current account.

Figure 4.1




Interestingly, both user and nonuser respondents
stated that they have a bank account, in stark
contrast to the latest EFInA survey from Nige-
ria (EFInA 2008), which found that only 21 per-
cent of the adult population is banked. The South
South region of Nigeria, which includes Lagos,
has the largest percentage of the banked popula-
tion with 34 percent. The unbanked are predomi-
nantly rural, mostly female (85 percent of adult
females are unbanked), and concentrated in the
Northeast and Northwest regions.

Potential explanations for the high presence of
banked respondents are that Lagos is the biggest
city and has the most bank branches, not all per-
sons approached for the questionnaire agreed to
participate (unbanked people may have opted out
of the survey), and banking penetration may have
increased since the 2008 EFInA survey.

The m-banking users in Nigeria are the elite of the
society (see figure 4.2 on next page):

* More than 60 percent of m-banking users are
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Figure 4.3

Figure 4.4

M-banking is

in addition to
existing bank
account

male.

= More than 60 percent are between 25 and 45

years of age, and more than 60 percent are mar-
ried.

* More than 70 percent have a university degree
(compared with 40 percent of nonusers).

= More than 30 percent are employees of private
businesses, with an additional 15 percent pro-
fessionals in the private sector and 15 percent

government/public service employees.

= Users are clearly wealthier than nonusers.

Profile of Mobile Money Use

The large majority of m-banking users in Nige-
ria are aware that their service is provided by their
bank as an addition to their existing bank account

(figures 4.3 and 4.4).

The top three services used are airtime recharge,
fund transfers, and balance inquiry (figure 4.5).
Fund transfers and airtime recharge were also the
most used services in Thailand. In Nigeria, fund
transfers are limited to those between the user’s

82%

own accounts and accounts of the same bank. In
Nigeria, most respondents (70 percent) said they
used m-money services several times per month, a
fairly low frequency (figure 4.6).

Mobile Phone Use

Mobile phone use is ubiquitous in urban areas
of Nigeria: virtually all survey respondents indi-
cated that they owned a mobile phone. Of the
mobile phones in use, 70 percent were GPRS
capable. Those reporting use of mobile phones for
m-money services used a service provided solely
through a bank. In terms of brand, as with most
other countries in the survey, Nokia is by far pre-
dominant.
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Figure 4.2

a. Gender b. Marital status

d. Occupation

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




4. User Survey Findings 23

Figure 4.5 Figure 4.7

Payments via ATM were small at 3 percent. Six-

Figure 4.6 teen percent of respondents used m-banking to

make payments.

For those who paid via a mobile phone, the
most common type of bill paid was cable TV
(figure 4.8). The next most common was the
mobile phone bill, followed by utilities. A signifi-
cant number paid university tuition and fees using

their mobile phone. Several companies, such as
Pay4Me, mentioned that they were targeting col-
leges as a starting point for m-money.

Figure 4.8

Bill Payments

Figure 4.7 shows that even among high-income

Nigerians (those earning more than the average
gross domestic product [GDP] per capita), most
used bank tellers to pay their bills. Roughly the
same percentage of people used prepaid cards as
those who paid their bills directly to companies.
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Pay4Me’s partner, SW Global Limited, already
operates many colleges’ Enterprise Resource Man-
agement systems. Student applications are pro-
cessed on the SW Global system, which is inte-
grated with the Pay4Me payment system where
student fees can be paid. The Pay4Me system has
access to full student records, in compliance with

KYC requirements. Lagos universities have a stu-
dent base of around 50,000.

Cash Withdrawal

A majority of respondents used ATMs for cash
withdrawals. Bank tellers were used by 25-35 per-
cent of respondents, with almost no use of POS

devices (figure 4.9).

Figure 4.9

Users’ cash withdrawal amounts were typically
higher than those of nonusers (figure 4.10). About
65 percent of users made cash withdrawals greater

Figure 4.10

than US$67 compared with 45 percent of non-
users. Thirty-two percent of nonusers indicated

withdrawal amounts of about US$7-US$33.

Access

Figure 4.11 shows a clear differentiation between
users and nonusers in terms of access to finan-
cial infrastructure, with a much greater percent-
age of nonusers having to travel farther than 10
kilometers. For most respondents, distance to the
nearest bank branch to conduct transactions was
1-2 kilometers or less, according to 85 percent of
users and 62 percent of nonusers. A much greater
portion of nonusers (20 percent) indicated dis-
tances of greater than 10 kilometers to the near-
est bank.

Figure 4.11

Fund Transfers

Fund transfers were conducted mainly through
bank tellers and, to a much lesser extent, via ATM
or remittance companies: 80 percent of nonusers

and 50 percent of users used bank tellers to trans-

fer funds (figure 4.12).

About 20 percent of users used other online chan-
nels such as Internet banking, but less than 4 per-
cent of nonusers did so. Figure 4.13 shows that
funds were transferred nearly entirely between
family and friends, with about 15-20 percent
of respondents indicating transfers between
employers and employees (most likely salary pay-

ments).
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Figure 4.12 Figure 4.14

Figure 4.13

Figure 4.15

Awareness

The fact that 62 percent of users had heard about
m-banking directly from their bank means that
banks are successfully marketing m-banking as
an additional channel to their clients. Market-
ing via existing relationships was clearly more
effective than other mechanisms, such as mass
media. Word of mouth via family and friends

also played a role, with 21 percent of nonusers

stating that they had heard about m-banking

that way (figure 4.14). Trust in Financial Services
Sector

The main ways respondents prefer to learn about

m-money services in the future are via e-mail  Intermsofconfidencein the financial system,’ there

(28 percent), person-to-person approaches (27 per- was wide variation between users and nonusers.
cent), and assorted mass media approaches (20 per-

cent). About 7 percent preferred SMS advertising

'In the context of this study, the words “trust” and
(figure 4.15). “confidence” are used interchangeably.
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Nonusers were less inclined to trust m-money

offered by MNOs or banks (figure 4.16). Users

on m-money’s perceived cost savings. Nigerians
value convenience and are prepared to pay for it.

had greater confidence in the financial sector and
trusted both MNOs and banks to offer m-money.
However, it is worth mentioning that these fig-

Nonusers were also asked what specific m-banking
services would attract them. The most valued ser-
. . . . vices, in order of priority, were airtime recharges
ures, especially in comparison with other coun- ’ d p R4 ges,
. . balance inquiries, and fund transfers (figure 4.18).
tries in the survey group, are relatively low and

indicate an overall distrust of financial institutions

and MNO:s in providing m-money. Third parties

Figure 4.18

were particularly distrusted, eliciting medium-low
to low trust levels as cash-in/cash-out points.

Figure 4.16

1.

Benefits of Mobile Money

M-money can fulfill a specific function in com-
parison to existing financial services, with con-

venience (time saving, 24-hour access) and
physical security being perceived as the primary

benefits (figure 4.17). Less emphasis was placed Wi"ingness to Pay

Respondents were asked whether they would pay
Figure 4.17 1 percent or 2 percent of the transaction amount
for various m-money services (figure 4.19). Services
that nonusers were interested in, such as fund trans-
fers, were also those for which they were prepared
to pay slightly more. Also, people were prepared to
pay more for more complex services, such as remit-

tances, in contrast, say, to a savings deposit.

Conclusion

The user and nonuser survey was biased in favor
of higher-income individuals within urban areas.
Nevertheless, it gives important insights into




Figure 4.19

m-money usage. In Nigeria, most bills are still
paid at the bank teller and in cash to the com-
pany because, even among high-income individu-
als, there are few alternatives. The most common
type of bill paid using m-money is for cable TV,
but a surprising percentage use m-banking to
pay tuition fees, indicating that companies such
as Pay4Me that are targeting colleges are having
some success. EFInA, via its household surveys,

4. User Survey Findings 27

has established that there is demand for P2P trans-
fers, which was borne out in this survey.

Among users, most have become aware of
m-money via their bank, which supports the
view that banks are targeting their existing clients
to use their mobile phone as an additional pay-
ment channel. One of the largest challenges facing
m-money in Nigeria is the negative perception of
banks and MNOs. Any new entrant will have to
aggressively overcome this challenge.

Aside from regulatory issues, Nigeria and Kenya
share a number of similarities, including high
demand for P2P payments and international
remittances, high demand for a secure solution,
and low financial infrastructure.

Where Nigeria differs from Kenya is in the public
distrust of banks and mobile operators. Distrust of
banks is based on their spotty track record over the
past few years, including a number of ATM and
debit card scares. The distrust of mobile operators
is based on their unreliable network coverage. Any
m-money initiative is going to have to address
these issues directly.



Business Models

Existing Business Model:
eTranzact

eTranzact is one of three private businesses that
provide access to a payment switch in Nigeria;
its business model is summarized in table 5.1. It
provides the back-office processing for electronic
transfers through a variety of channels such as
card, Web, and mobile payments. This enables
bill payments such as airtime top-up, water and
electricity bills, and P2P transfers between the
accounts of its member banks. There is currently a
national central switch whose role it is to facilitate
both corporate and retail transactions. All banks
and private switches are connected to the national
central switch.

eTranzact earns revenues by providing electronic
fund transfer, mobile transactional services, and
interfaces to corporate and government depart-
ments, which either send payments (such as pay-
roll) or receive payments (such as taxes and utility
payments). ¢Tranzact will also be able to provide
mobile and other electronic interfaces for banks
that do not wish to build and run their own trans-
actional capabilities. For some smaller banks,
particularly those not capable of real-time pro-
cessing, there will also be opportunities to offer
full m-money solutions that include hosting the
m-accounts and interfacing to the bank’s core
banking system on an intermittent basis. These
services are in addition to related products such

as prepaid cards and POS management services.

eTranzact Mobile Money

eTranzact has several interesting m-money prod-
ucts which have just been launched and are at the
pilot phase. eTranzact launched a pilot m-money
program called EasyMe, which subsequently
became eTranzact Mobile Money. EasyMe was
targeted at youth and was intended to provide
them with a source of income by allowing them to
earn value on day-to-day transactions completed
on their mobile phones. Once someone signs up
to EasyMe as an agent, any bank account holder
can approach the EasyMe agent for airtime top-
ups and bill payments, such as cable TV payments
and for goods and services sold by merchants.

At the time of this study, EasyMe was a pilot with
only 11 agents, of which only 1 was active. As of
February 20, 2010, no bill payment transactions
had gone through the system, while from August
2009 until February 2010, about ¥200,000 (about
US$1,340) worth of airtime top-ups had been com-
pleted, equivalent to about US$200 per month.

As a result of m-money licenses being issued by the
Central Bank of Nigeria in mid-November 2010,
eTranzact launched eTranzact Mobile Money and
has embarked on a campaign to sign up agent
aggregators (that is, super agents who would have
networks of agents reporting to them). This is the
right approach, and eTranzact’s success in sign-
ing up agents will be more evident toward the end
of 2011. The challenge is to offer a service that
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Table 5.1

is differentiated from all others through a focus
on convenience and reliability. This requires a sig-
nificant investment in merchants who are able to
accept bill payment and other transactions.

Risks

The biggest risk facing eTranzact is its limited
retail experience. It does not operate a large agent
network. Nor does it offer a manual cash collec-
tion service; these are run by an outsourced com-
pany and based primarily in Lagos. eTranzact rec-
ognizes this challenge and is expanding quickly to
capture the merchant network.

Aside from mobile operators, few national insti-
tutions are capable of partnering with e¢Tranzact.

The banks are comfortable in their current focus
and have little expertise in providing a service to
the mass market.

The biggest risk facing eTranzact is its distance
from the end consumer. It has little experience
with a large base of consumers because its primary
market has been businesses and banks. This risk
is made greater by the fragmentation across mul-
tiple sectors in Nigeria: the mobile sector has five
competitors and the fast-moving consumer goods
sector is highly fragmented and informal." The
agent-aggregator approach adopted by eTranzact

! See Noyes (2009) for a fuller discussion of the role of
fragmentation.
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recognizes this challenge and builds on existing
networks of trust with merchants who have been
exposed to eTranzact.

Strategy

The recommended strategy for eTranzact is to
partner with a number of players to overcome the

problem of fragmentation in the Nigerian market.

Assuming that MNOs continue to be excluded
from operating m-money businesses, and given
eTranzact’s lack of mass market experience and
the global trend toward third parties (such as
switches) 7ot being the lead m-money organi-
zation, eTranzact’s role will have to be a facilita-
tive one, focused on supporting the exchange of
value. Given the fragmentary nature of both the
Nigerian economy and, specifically, the potential
m-money sector, elranzact could adopt a strat-
egy that brings together multiple players. It would
have to actively engage the various components of
the value chain to deliver a defined value proposi-

tion to the consumer.

Aside from the regulatory environment, the Nige-
rian market is similar to Kenyas. For example,
it has a large P2P market, a large international
remittances market, low credit and debit card
penetration, and generally poor financial infra-
structure. Up to this point, eTranzact has been
focused on working with specific banks to deliver
an m-money solution. The proposed facilitative
role would require engaging organizations at each

level of the value chain.

Options for eTranzact

eTranzact’s current business is as a switch for elec-
tronic payments. Its main motivation is to expand
the number of transactions that go through its
switch, and it sees m-payments as significant con-
tributors to this increase. In the past, eTranzact has
limited its role to m-banking and partnering with
several banks. However, all of the banks in Nigeria
are motivated to offer an m-banking solution to

their middle- to upper-income customers and not
to the low-income consumer. As a result, the fol-

lowing are options for eTranzact:

Act as a third party that facilitates the partici-
pation of different players in the m-money eco-

system.

Lead a third-party m-money deployment and
remain focused on bringing agents into the
ecosystem, along the lines of DDDedo, a third-

party m-money service provider in Colombia.?

Participate in other initiatives, depending on
the arrangement licensed by the Central Bank
of Nigeria.

Of these options, acting as a third party engaged
in bringing together large numbers of agents is
the most challenging. However, eTranzact has
embarked on a major campaign to sign up aggre-
gator agents. elranzacts success in signing up
agents will be more evident toward the end of
2011.

The third option of adopting a cautious attitude to
m-money and negotiating partnerships with pre-
existing companies is far too passive an approach
and will likely result in lowered participation in

m-money initiatives.

The first option is the most promising. There are
numerous companies in Nigeria attempting to put
together a network of agents that would be able
to handle cash-in and cash-out, sign-up, bill pay-
ment, and other m-money services.> eTranzact’s
role would be selecting the most promising agents
and working with them to deliver an m-money
ecosystem. eTranzact would drive m-money in
Nigeria, moving away from the current passive

approach adopted by banks.

2 See Tellez (2010) for more details.

> Examples include Pay4Me, Eartholeum, and Money-
Box Africa.



igeria is one of the few countries in the
West African region that has been slow to
develop m-money. For example, Orange
Money is now active in Cote d’lvoire,
Mali, and Senegal. MTN M-money is available
in Benin, Cbte d’Ivoire, and Ghana. Zain (now
Bharti Airtel) has launched Zap in Ghana and is
preparing to launch Zap in Burundi. In Nigeria,
the first licenses were just issued in late 2010, with
launch scheduled in 2011. This year will be crit-
ical in determining the progress of m-money in

Nigeria.

The Nigerian economy is fragmented, with no
national retail chain, fractured private-public
transport systems, and a declining POS network.
There is a legacy of distrust of the banks based on
a series of ATM fraud issues played up heavily in
the Nigerian press. The combination of these fac-
tors means that a viable m-money business model
is going to be a challenge for eTranzact. Neverthe-
less, the ingredients for m-money do exist, includ-
ing a large unmet demand for basic, formal finan-
cial services; good mobile penetration; and a large
migrant population (both domestic and interna-
tional). eTranzact is well placed to take advantage

of the potential demand.

The demand outlook summarized in chapter 2

indicates significant demand for m-money ser-
vices in Nigeria. A 2008 EFInA household survey

Conclusion

found that 31 percent of adults had received
money from a friend or relative in Nigeria. Bill
payments via m-money represent another oppor-
tunity for the unbanked, since bills are currently
paid from bank accounts only. Finally, the B2B
sector is a potential market because most input
payments are made using cash or check, an inse-
cure and ineflicient means of payment compared
with the solution that m-money could provide.

The challenge for eTranzact is to overcome its lack
of a retail experience and an agent network. eTran-
zact has embarked on an aggressive agent-aggre-
gator campaign. The success of this approach will
be evident toward the end of 2011. To overcome
the lack of a retail and agent network, eTran-
zact should adopt a facilitative business model,
in which it brings key players together to form a
consortium.

The broader social issue is the lack of trust in the
financial sector. This issue can be overcome by
directly addressing consumer concerns around
reliability and trust—in fact, this could be a key
differentiator of m-money in contrast to financial

services.

There is a clear opportunity for m-money in Nige-
ria. With the upcoming entry of 16 new m-money
competitors, if eTranzact can pull several partner
organizations together, it could be well placed to
take advantage of the opportunity.
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Services Agriculture
33% 33%

Industry
34%

Union
Bank of Zenith
Nigeria

International
12%

Bank 21%

United Bank for
First Bank of Africa
Nigeria 19%
17%
Inter-
continental
Bank
19%
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Internet
15%

Globacom
26%
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Table A.2
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Appendix B
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Emmanuel Obaigbona, Deputy Director/Head
Payments System Division, Banking Operations,
Central Bank of Nigeria

Eme Godwin, Group Head Legal/Human
Resources Manager, eTranzact

Adekunbi Ademiluy, Strategy & New Business,

eTranzact
Biodun Ogunlabi, Head, MTN Mobile Money
Emmanuel Okoegwale, Mobile Money Africa
Modupe Ladipo, Chief Executive Officer, EFInA

Funmi Sodipo, Head of Consumer Finance,
EcoBank

Kelechi Dozie, MD, Pay4Me Services Limited
Ismail Radwan, World Bank, Abuja

Oludare Osibote, Director, Consolidated Accounts,
Office of the Accountant General and Chair of
e-Payment subcommittee

Seyi Ijaola, Payment Systems Department,
Intercontinental Bank PLC

Oloniteru “Toyin” Oloniteru, Group Head, IT &
Strategic Marketing, 3Line Card Management
Limited

Ayodeji Ige, Chief Sales Officer, Chief Operating
Officer, MoneyBox Africa

Peter Afam Emeleogu, Chief Visionary Officer,
Eartholeum & Bola Adeyinka

Mukul Mathur, Olam Nigeria PLC

Benjamin Onigbinde, Chief Executive Officer,
Signals Mega Concept (SMC) Limited

Ayodeji Akinrinmade, Project Manager, Mobile
Commerce, Zain Nigeria

Shola Adeyemi, GM Regulatory Affairs, Glo Nigeria

Anthony Nwachukwu, Chief Operating Officer,
SW Global Limited

Christiana Atabansi, Head, Electronic Banking,
Intercontinental Bank

Kelechi Dozie, MD, Pay4Me

Yewande Enobakhare-Adewusi, Program Manager,
EFInA
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