Excerpt from FS Series #11 – innovations in financial services delivery: branchless banking
C1. Case 1: Brazil’s Bradesco and Banco Postal

C1a. Background & Environment

From the 1970s to the 1990s, Brazil relied on its public banks to provide outreach to the poor. However, private banks did a better job of providing accounts to the poor. MFIs in Brazil have a limited presence and have not been able to achieve significant scale. It is estimated that about 30 percent of the adult population has bank accounts (40 million account holders out of a total population of 192 million) (CGAP, 2010).

Bank outsourcing and correspondents have been common in Brazil since the 1970s. In 1999, the Central Bank of Brazil (CBB) revised the framework for bank agents, permitting them to open accounts and accept withdrawals, deposits, and bill payments.
 That same year, Caixa Econômica Federal, a state-owned bank, partnered with more than 9,000 lottery outlets in what became the first large-scale retail agent scheme in the country.

As of January 2010, there were more than 150,000
 registered agents throughout the country delivering financial services on behalf of entities licensed and supervised by the CBB. Most significantly, there is at least one agent or branch office in each of the country’s 5,564 municipalities (CGAP).

C1b. Bradesco and Banco Postal Business Model
Bradesco is the largest private bank in Brazil, with approximately R$4.9 billion ($2.8 billion) in total assets as of September 2009. The bank also has the most correspondents, holding a 34- percent market share (compared with 21.5 percent for Caixa). In 2001, Bradesco won a public bid from the Brazilian Post Office that gave it exclusive access to 5,300 of the country’s 10,500 post offices (World Bank, 2006). The bank also manages a network of 40,000 ATMs.

Bradesco uses different models to manage its distribution channels. Its more than 18,000 Bradesco Espresso correspondents are managed by Bradesco branches and/or “integrators.” For its partnership with the post office, Bradesco established Banco Postal as a wholly owned subsidiary that serves remote areas with limited banking infrastructure and urban areas with high unbanked levels. Account holders at Banco Postal are also Bradesco clients, with access to the same services as regular Bradesco customers. However, Banco Postal has extended hours and is more accessible for the poor.

Each post office with a Banco Postal is linked to a Bradesco branch via satellite so transactions can be conducted in real-time using Bradesco’s network. Bradesco trains Banco Postal staff to provide customers information about the bank’s products. Services include submitting applications for new accounts, withdrawals and deposits, bank statements and balances, sending loan and credit card applications, and bill and tax payments.

C1c. Results

Outreach. As of October 2009, 6,055 Banco Postal branches were operating in 5,160 of 5,564 municipalities (almost 93 percent). The bank reported 10 million customers had opened checking accounts and a further four million had used bank services, including 1.7 million who had received social security payments. Sevnty-three percent of clients earn less than R$400 (approximately $225) per month; almost 60 percent earn less than R$200 (approximately $110) per month.

Usage. The monthly transaction volume was R$65.4 million (approximately $36.8 million) in 2009. More than 600,000 microcredit loans totaling R$350 million (approximately $197 million) have been granted. According to research conducted by CGAP and Fundação Getulio Vargas, bill payment is more prevalent among semi-urban (71 percent of transactions) and urban locations (88 percent of transactions) than in rural areas (40 percent). Conversely, deposits and withdrawals comprise a higher percentage of transactions (38 percent) in rural areas than in urban areas (8 percent) (CGAP, 2010).

Commercial viability. Banco Postal has lower transaction volume but higher profit margin (63 percent) due to the different revenue arrangement with Bradesco. Given its many outlets, Banco Postal negotiated a higher commission rate than other Bradesco correspondents, at $0.91 per transaction compared with $0.28 and $0.22 for small shops and stand-alone agents, respectively. Non-Banco Postal agents earn an average profit margin of 10.6 percent. However, CGAP/Fundação Getulio Vargas research showed that increased foot traffic, not remuneration, was the primary motivation for non-Banco Postal agents. Nearly 75 percent of agents surveyed reported an increase in non-agent business; rural outlets had a 100 percent increase.

C1d. Key Findings and Lessons Learned
Enabling environment. A major reason why agents were successful in Brazil was because payment of utility bills was considered a banking service and could not be done at non-bank outlets. This created a natural captive transactions market for new correspondents opening in towns without prior bank presence. Another factor was the government’s commitment to automate its system for making social safety net payments by routing them through cards and bank accounts. This allowed participating financial institutions to leverage G2P payments as a way to bank recipients of these social transfers. Though Caixa has most of the G2P market, 1.7 million clients received social security payments at Bradesco’s Banco Postal outlets in 2009. 

· Lesson learned. Strong government support for financial inclusion and an enabling regulatory framework that allows non-bank agents to make financial transactions have incentivized private banks to extend their delivery channel to the unbanked.

Partnership management. Bradesco’s winning bid gave the bank access to nearly half of the country’s post office outlets. However, the government stipulated that the bank had to reach certain municipalities (i.e., ones without access to banking services) within a specific period. Because the post office had a well-developed technological platform and its own satellite communications network capable of reaching distant regions, Bradesco only had to set up a line between the bank and the post office headquarters in Brasilia. Incremental investment on either side was minimal, and Bradesco was able to set up operations relatively quickly. Because it had many outlets, Banco Postal could also negotiate higher remuneration for its agents than those working at Bradesco Espresso.

· Lesson learned. The Bradesco Banco Postal public-private partnership was a win-win situation for all parties. Bradesco had exclusive access to a well-established network, and the post office gained a new and important revenue source. The government also met its public policy goal of reaching unbanked municipalities.

Agent/channel management — liquidity and security. Security is a major concern for agents; 41 percent reported being a victim of theft and 93 percent reported being an agent increased their risk of being robbed. As a precautionary measure, Bradesco lowered the amount of cash agents could have on hand. However, this meant that agents at high-volume service points would need to go to a Bradesco branch more often to deposit their money. Agents in rural areas had higher cash limits, but often had to travel for hours to get to the nearest branch — a high opportunity cost when margins were already squeezed. Exceeding the cash limit could also result in an agent’s POS being “frozen” for two days, which could reduce his/her monthly profit by 79 percent.
· Lesson learned. Because cash remains important, providers must consider the cost of transporting cash safely between service points and the financial institution as another factor that will affect the viability of their agent network.

Agent/channel management — outsourcing and use of integrators. Bradesco has more than 18,000 Bradesco Espresso outlets at which the bank outsources some of its agent management to 15 “integrators.” These integrators are responsible for tasks ranging from agent recruitment and training to technical support, customer care, and cash management.

Though using integrators has allowed many Brazilian banks to rapidly expand their agent networks, the speed of expansion was not necessarily matched by increased controls or monitoring on the part of the bank. Consequently, CBB has identified breaches of some consumer protection rules in the agent business. These include agents charging extra fees and not disclosing fees, not disclosing their agent status, advancing cash to clients and guaranteeing loans, selling client’s information to third parties, and committing fraud (e.g., keeping clients’ funds and not making bill payments). In all of the cases identified to date, the banks have assumed responsibility for the misdoings of their agents. Although CBB does not consider these to be widespread problems, it has stiffened requirements on banks’ internal controls with regard to agent operations and has issued additional consumer protection rules, such as requiring agents to have signage with the phone numbers of bank ombudsmen (CGAP, 2010).

· Lesson learned. Outsourcing of agent network operations can help banks focus on their core business of designing and delivering financial services. Ultimately, however, the banks are liable for any fraud or incidents its agents commit, and the risk to their reputations can be high if the problems become more rampant. Banks should not be discouraged from outsourcing, and regulators should not impose restrictions on outsourcing. The important issue is to put in place codes of conduct and mechanisms for minimizing such fraud and abuse in the future.

Products and services. In 2004, the CBB permitted the simplified account, which is primarily offered by retail agents to clients who do not have a bank account. These accounts have a maximum balance of R$1,000 (approximately $500), R$3,000 (approximately $1,500) if the depositor has a microcredit account. Banks cannot charge for the first 12 transactions each month, and there is no maintenance fee. The accounts are also subject to relatively relaxed customer due diligence procedures compared with regular checking accounts. However, according to private and government banks, these accounts are unprofitable because of the complex transactional limitations imposed by the regulation (which require banks to adopt systems and processes), the absence of fees, and the limitations of the microcredit business (only microloans can be channeled through simplified accounts).

Banco Postal offers a regular current account (with a debit card but no check book) rather than a simplified savings account. The account has a monthly fee of R$3.80 (approximately $2) and provides up to 14 free transactions per month (four statement enquiries, four withdrawals, four account balances, and two transfers). Bradesco also offers lending services; in 2009, its Banco Postal outlets disbursed R$350 million (approximately $200 million) in microcredit to 600,000 enterprises.

· Lesson learned. Though bill payment remains the most common transaction processed by agents in Brazil, Bradesco is making an effort to offer a savings account that provides clientele more flexibility and different kinds of loan products.

Banking the unbanked. Low-income clients tend to feel more comfortable visiting a post office than a traditional bank branch. In Brazil, post offices are ubiquitous, familiar, and easily accessible; when Banco Postal was launched, the brand was already associated with a well-known institution. In 2009, 90 percent of new Bradesco account openings were done through Banco Postal, evidence that this model was successful.

· Lesson learned. When selecting agents, banks should consider places unbanked clients visit regularly and with which they have an established relationship. The size, location, and ambiance (e.g., cleanliness, friendliness of staff) of the agent premises are also important factors.

C1e. Potential for Replication and the Role of USAID

The postal systems in many developing countries have extensive branch networks, including locations in small towns and villages. The Bradesco experience shows that using the postal system as banking outlets can be effective in scaling up financial access to rural areas. However, many postal systems are inefficient, possess antiquated management information systems and telecommunications systems, and have issues with staff morale. Some reform and restructuring would be needed to turn such postal networks into a viable agent networks. The Bradesco and Banco Postal model has been unique, one that other countries seek to replicate. The World Bank in India is working on such a reform project, and there is an opportunity for USAID and other donors to support similar efforts in other countries.

� CBB Resolution 2,640.


� Of the 150,000 registered agents, only about 40,000 are allowed to provide a full range of financial services.





