Excerpt from FS Series #11 – innovations in financial services delivery: branchless banking
C2. Case 2: USAID MIDAS and the Banca de las Oportunidades Program in Colombia

This case study remains in draft form and is pending additional information on partner banks, bank support from MIDAS, MIDAS’s work with Banca de las Oportunidades, banks’ platforms, commercial viability, specific transactions, the process for monitoring agent transactions, and lessons learned before this FS Series can be finalized.

C2a. Background & Environment

In 2007, there were 16 million bank accounts in Colombia out of a population of 45.6 million people; in short, less than 26% of the population has access to financial services (CGAP, 2008).  While banks dominate the financial landscape, numbering 18 with a total of 5,151 branches, they primarily serve only urban zones.

In 2006, the Superintendencia Financiera de Colombia issued Decree 2233, creating non-bank correspondents (NBCs). As of December 2009, there were 5,801 NBCs, more than the total number of bank branches nationwide. Of these, 1,613 are in rural municipalities with less than 100,000 inhabitants, and 4,188 are in municipalities with over 100,000 inhabitants. This leaves only 66 municipalities (out of 1,102) without access to financial services (USAID, 2009).

Before 2009, correspondents could perform almost every bank activity except account opening. In 2009, Decree 1121 was passed which a) allowed NBCs to implement KYC regulations and procedures so customers do not need to visit the branch to open accounts, and b) allowed NBCs to send information regarding transactions in SMS as well as via printed documents (IDLO, 2010). At this time, the main challenge to the expansion of branchless banking is that these services are limited to banks. Thus, there is both a limited number of providers and minimum competition among them.

C2b. USAID’s MIDAS Project

MIDAS (Mas Inversión para el Desarrollo Alternativa Sostenible) is a $166-million alternative livelihoods development project established in 2005, with the mission to provide assistance to disadvantaged families. One of the project’s components focuses on developing branchless banking regulatory infrastructure and implementing it in rural areas through collaborations with government, banks, and MFIs. Specifically, it worked with Colombia’s Presidential Agency for Social Action and International Cooperation (Acción Social) to establish NBCs as a method for expanding access to payment and financial services for low-income populations.

Technical approach/business model. MIDAS, with the government and partner banks, developed a model for expanding the NBC network into rural areas. Public subsidies and project funds were used to incentivize partner banks to open NBCs in underserved areas, with the main target being rural unbanked households. Banca de las Oportunidades (BDO), a public institution, agreed to cover losses incurred by financial institutions related to NBC operations over a two-year period. MIDAS also issued a call for proposals for the allocation of incentives for opening 128 NBC centers at Banco Agrario. In addition, MIDAS incentivized the opening of NBCs in marginal neighborhoods (USAID, 2009). The banks used a range of different technologies (e.g., cards, mobile phones, POS devices, and ATMs) in supporting the NBC expansion effort.

C2c. Results

Outreach. As of September 2009, BDO reported 5,601 NBCs, covering 864 out of 1,102 municipalities in the country. Of all municipalities, only 57 were left without financial presence or availability of financial services of any kind. The number of access points per 100,000 inhabitants has more than doubled between July 2006 and September 2009 (from 11 to 23.9).

Usage. Large banks are leading expansion of the card and POS-based agent network, but as of December 2008, relatively few banks used agents to open accounts and disburse loans. Over 70% of agent transactions remain bill payments and balance verification. Only two of the 11 partner banks reported offering savings accounts opening services, and three banks reported loan disbursements as a service being transacted at NBCs.
Table 2. MIDAS Numbers and Statistics

	
	July 2006
	September 2009

	Number of NBCs
	0
	5,801

	Number of financial institutions with NBCs
	0
	11

	Total municipalities in Colombia
	1,100
	1,102

	Number of municipalities with NBCs
	0
	864

	% of municipalities with NBCs
	0
	78

	Number of municipalities without financial presence
	307
	57

	% of municipalities without financial presence
	28
	5

	% of municipalities with financial presence
	72
	95

	Number of NBCs in rural municipalities 
	0
	1,613

	% of NBCs in rural municipalities 
	0
	28

	Number of NBCs in urban municipalities 
	0
	4,188

	% of NBCs in urban municipalities
	0
	72

	Points of service for each 100,000 inhabitants
	11
	23.9

	Number of transactions per month 
	0
	1,394,500

	Amount of transactions per month
	0
	$127,946,612

	Average amount of transactions
	0
	$91

	Number of savings accounts opened3
	0
	24,018

	Number of loans requested
	0
	13,419


Source: Banca de las Oportunidades Program, Financial Superintendency
C2d. Key Findings and Lessons Learned

Enabling environment. The MIDAS program worked closely with the government to use market-based mechanisms. The government initially planned to establish and fund a massive government development bank but the project was able to convince the government of the importance of market-based modalities for jump starting low-end financial service provision in rural areas.

The MIDAS program also focused on a regulatory framework to ensure regulations allowed branchless banking. For example, MIDAS helped develop circular regarding electronic bank accounts aimed at fostering access to financial services. MIDAS also helped establish the regulatory environment for NBCs to operate and for the agents to conduct interviews to open new accounts. At the same time, the framework maintains the basic responsibility of formal financial institutions of maintaining the transactional and portfolio integrity of operations carried out through branchless banking activities.
Partnership management. MIDAS partnered with 13 financial institutions including major banks, financial NGOs, and cooperatives. The program also partnered with insurance groups, Banca de las Oportunidades, and Bancoldex. MIDAS developed an institution-specific plan for implementing a branchless banking service outreach strategy, one that is consistent with each partner’s core strategic and business planning approaches. Subsidies provided by MIDAS were primarily for in-kind training and technical support services to provide banks with the methodological and organizational tools, as well as the basic technical infrastructure, necessary for branchless banking services.
Agent/channel management. The NBCs under the MIDAS program are typically retail stores – drugstores (34% of total NBCs), supermarkets (16%), small retailers (15%), and telecom stores (13%) (USAID, 2009). Hardware requirements are minimal; it mainly requires a POS device. Agents must have a contractual agreement with the financial institution specifying the agent is an authorized dealer and is trained to conduct the transactions permitted by the Superintendencia and the financial institution.
Products and services. Publicity typically comes from agents’ preexisting profiles in the community, rather than from traditional marketing channels. However, financial institutions in Colombia conduct promotional events for agents to increase their networks; activities include videos showing benefits of becoming agents, promotional events such as musical shows, actor endorsements, raffles, and prize give-aways.
Banking the unbanked. MIDAS attracted the unbanked through targeted agent selection in rural communities with unbanked populations. NBCs have allowed MIDAS to expand coverage to municipalities without previous access to financial services, as well as municipalities with high Afro-Colombian and indigenous populations. In June 2007, when the Banca de las Oportunidades program began, 307 of the 1,100 municipalities had no coverage because they were small, remote, and/or dangerous. As of September 2009, only 57 municipalities were not yet covered by financial services (USAID, 2009).

C2e. Potential for Replication and the Role of USAID

MIDAS was successful because both the government and banks involved in the program bought into the philosophy behind the service expansion strategy through the promotion of branchless banking. The implementation of an integrated technical assistance approach where a  synchronized effort to work at the policy level (NBC framework), the infrastructure level (technology platform), as well as the institutional/retail level (procedures, marketing, etc.) facilitated viable downscaling of services to previously underserved client groups, as well as major geographical expansion in service coverage. Thus, a core element of program success was the holistic nature of the intervention approach.
� Updated with information from the MIDAS annual report and information from the Superintendencia Financiera de Colombia, provided by Francisco Gonzalez, Program Officer, USAID/Colombia.





