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EXECUTIVE SUMMARY

1. Social transfer schemes are growiSggcial transfer schemes which provide small gramsially in
cash to targetedbeneficiarieshave proliferated in the developing world in recent years. Existing
largetransferschemes in middle income countries have expanithed coverage further, while
donors have promoted new schemes in low income countries. Natural disastere@erd food
price increases have also fuelled interest in these schemes as a means of channelling assistance to
affected people in a effectivemanner.

2. Financial inclusiors apolicy objectivef growing importanceAchieving greater financial inclusion
has become an important policy objective in many middle income countriesnawine lower
income countries. This objective involves promoting greater accegyimpariate financial services
for un- and underservedpeople.

3. Branchless banking approaches are spreadiighe same time, branchless banking approaches,
involving the use of electronic channels to expand the reach of the formal banking system, have
been developed in many places and implemented with gse@tess in some. These approaches
bring down the cost of extending bankingpe infrastructure and thereof of each transaction,
making formal financial services less costly to the providers and expanding the reach of the banking
system.

4. Backgrounaf thisreport: This report builds on the framework for analysis created by our first
scoping paper for DFID in 2006. That paper categorized payment schemes for social transfers into
two types:those involving? LJdzf f QX 2 NJ Ol aK LI @ YSy lien; asdpusiOE @ IN& (0 K
electronic credit to some store of value (which may be a basic bank account). That first report made
the caseto designenhanced payment arrangemerniir social transfer schemes, and provided a
process outline of how tdo this

5. Scope ofthis report: This reprt re-examines and extends the earlieamework bysummarizing
and assessingew evidence which has come to light in §hasttwo and a half years. In particular,
we analyse recent k@ews d payment arrangements farew transfer schemes in five countries,
with the date of the reportand locationshown in brackets:

National Rural Employment Guarantee (India, 2008, commissioned as part of this review)

Hunger Safety Net (Kenya, 2008)

Dowa Emergency Transfer (Malawi, 2007)

DDRDemoabilization scheméRC, 2008)

e. Save the ChildreBmergency Transfer Program (Swaziland, 2008)
These schensdiffer greatly in purpose, scale, status and payment arrangemeirtslarly the
coverage of the reportabout these schemes variesinceeach wasommissioned for particular
purposesat different times Nonetheless, all consider the payment arrangemeaimis any
associated formal financial servicesid together, they provide useful insights on the current state
of our knowledge regarding ffiering payment mechanisms for social transfers.

6. There is strong demand from cliefits enhanced paymentdMost schemes which have offered
enhanced payment arrangemenise( beyond cash payouts) report strong demdnaim recipients
and usually higheradisfaction. However, there is a need to support recipients attlaathe early
days tobecome familiar wittand trustnew devices, such as ATM cards.

7. Social transfer payments hatecome a global business for sopreviders Avariety of financial
providers today offer a payment servifer cash transfersme are bankswhether stateowned
(Caixa, Bansefi) or private (Hiyyu Standard, Allpay/ABSA), whiafier this as part of a broader
market strategy, and not necessarily for profit. Others are specialist entities which have developed
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10.

or tailored payment solutions specifically to fit this niche, such as Netl or Fit¢thational players
increasingly pdicipate in countryleveltenders. Pricing varies widely at present (some state banks
provide the services for free as part of their mandate), but it is clear that providing enhanced
payment services can also be good businessdareprivate providersdepending on the terms of

the tender.

Policy makers appear more open to considering financial inclusion as a core part of these dohemes:
the design of several recent schemes, such as HSN (Kenya) and Zambia, the potential for financial
inclusion is novbeing explicitly considered in the way payment services are designed and tendered.
This is encouragi; However, this seems to happkamgely in circumstances where there is an active
and engaged institutionkde to advocate and support such inclusi@®-Kenya, FinMarZambia,
CaixaBrazil} andin most establishedchemes, reports on impact seldom if eveention financial
inclusion This may be becaus@orousevidence of the additionglositiveimpactfrom adding

financial services not yet availal#, even though recent theoretical work lays the basis for
expecting it.

A social transfer beneficiary is financially included whieareport recommends moving to a richer

and clearer definition othe features ottransfer schemeghat are financiallyinclusive grouping

those features into at least twievels.

Recommendations to DFIDFID is both a major funder of social transfer schemes in developing
countries, anda supporter of financial inclusion, recently approvaygew financial sectoprogram

FAST, whicimcludes support to social transfer schemes as part of its mandate. The report makes
the following recommendations to FAST:

a. Develop a standardized summasiyeetof payment arrangements for dliture reviews to
use, in order taaid comparisorand benchmarkingcross schemes

b. Support the developmerand applicatiorof more rigorous impact evaluation
methodologiesvhich would enable a measurement of thef A F &nRandedNfayment
arrangements.

c. Maintain a database of payment providers whicképt updated and accessible to country
offices designing new schemes so that RFPs can be targeted better to a wider group of
potential providers.

d. Produce a manual on managing the payment pro¢ggsuding a basic primer on financial
technology availablgh orderto consolidate and make accessible the range of existing
knowledgefor designers of these schemes

e. Support the development of a community of practice around payment arrangements to
develop and maintain the knowledge base over time.

SHORT LIST @BBREVIATIONS USED

ATM Automated Teller Machine

CCT Conditional cash transfer

DDR Demobilization program in DRC

EBC Electronic benefit card

FAST 5CL5Qa yS¢ FAYFYyOALFf aSOG2N) LINPAINIY
FSD Financial Sector Deepening

G2P Governmentto-person (payment)

PG5 Point of sale
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1. INTRODUCTION

Nearlytwo and a halfyearsago, DFID commission®&ankable Frontier Associates (BFA) to write a

report on the financial arrangements for social transfer schemi&siswas the first time in which the

payment arrangements of these schemes had been consistently docechant categorized across

countries The resulting scoping repokas summarized in a short Social Protection Practices Paper
SYyGAidf SR a9y KIYyOSR LI &YSyid 2LIiA2ya F2N a20AFt (NI

This worksought to providea framework forcategorizing the different payment arrangementsose
observedandthose potential that resultfrom changes in thelistribution of retailfinancial sevices

azal ar3ayAFAOLIyiliftesr ¢S RAaGAYyIdAaKSR 0SisSSy (KS
LI NI A Odzf I NJ LJ I OS & roacheRwhBhirsyoledithélactroHitdoaida Of sdmelstbre

of value from which the recipient could withdraw cash as needed and, more importantly, access other
types of financial services over tiniEhe papemldvocated the design and implementation of emced
payment options which would increase access to financial services for recipients and even non
recipients in surrounding communities as we&hiswork relied primarily on information from the large
existingschemes in middle income countriesamely Bazil, Mexico Colombiaand South Africa
althoughthe inclusion of the Banglade$6VGDschemewas a significant exceptioll of the middle
income schemeasdl financialinstitutionsand appliedtechnologyto varying extentso facilitate social
paymens.

Since then, rapid development has taken place in several ways. First, social transfer schemes have
proliferated, expandingnot onlyin middle income countries, but increasingly being designed, piloted
and rolled outnationwidein low income countries. Indeed, citizeimsthese countriesre often more
exposed to natural disasters including prolonged droughts and earthquakes, as tealeasnt global
food price increasesyith the result thatthe need for short term or emergey transfer schemes has
been growingThis paper wilextractthe lessongrom recent reviews of newer schemes in low income
countries andupdate information on existing and other new schemdgere design is underway at
present.

Secondpromotingfinancal inclusionhas increasingly become an accepted policy objective beyond
middle income countriesuch aBrazil or South Africa, or indeed, India, where it has been on the
agenda for a long time. Financial inclusion may be defined as the desired stdiimal eligible
people have access to appropriate financial services. These services may not necessarily be formally
regulated, although there is a strong case that savings and transaction services (and insurance) should
beregulatedso aso reducetheNRA &1 UG KI 0 LIR22NJ LIS2L)X SQa FdzyRa | NB y
necessarily involves both reactacross gography and incone and breadth in the type of financial
services which may be appropriat&vings, for example, is widely accepted as a unilgrdamanded
and desirable financial service, yet the case may be nmdedother categories of financial services:

i transactionsservices such as remittances which the rest ultimately depend;

9 credit, whether for productive, provident or simply inceramoothing consumption purposes;

and
1 insurance against certain shocks to income or assets.

da™y
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Increasinglybasic bank accounts are widely availableanntries such as Colombia, Mexico, South
Africa and Indiain some cases as a regulatory requirement

TKS GNBYR G261 NR &2 OtheduseDfhoraditihal/barkibgShadneldsticyt dsA y 3 Q
ATMs, agents with point of sale devices or mobile phontess accelerated in recent years. The rapid
adoption of new mobilghone payment schemes has caughgetattention and fuelled the interest of
major and new financial service providefsr example, theM-Pesamobile money transfer servide

Kenya reports 3.3 million registered users little more than 16 months after its launch in March 2007.
Thisnumberisalmostas large as the total number of people in Kenya who were reported to be banked
by the FinAccess Survey2006 To be sure, most MPesa users probably asreadybanked, buthey

find the convenience, flexibility and pricing of the instant motraysfer service conglling compared

to alternatives These new channetld not require traditionabankingbranchinfrastructure,reducing

the cost ancenabling less densareas and poorer people (with smaller balances and transaction sizes)
to be servedn a more sustainable way by privaad public financial institution hese approaches

make the goal opromotingfinancial inclusiomore feasible

New social transfer schemes are increasingly being desigmthdo take advantage of these
developmentdn the financial sectoandto take them furtherstill. In Section 2, this report draws in
particular on the evidence base created by five recent reports which review the payment arrangements
of social transfer schees in five mainly low income countries.
1 National Rural Employment Guarantee Act (NREGA) Scheme (India, 2008): which inter alia uses
smart cards with biometric identifiers to access cash from bank accounts;
1 Hunger Safety Net (Kenya, 2008), which, while ahig to start in early 2009, reaches some of
the most remote areas of the counttiiroughagentbased payments involving a major private
bank;
1 DOWA kergencyCashTransferscheme alawi,2007) which used biometric smart cards to
identify recipients ofliis temporary grant at special mobile bank ATMs;
1 DDRdemobilization assistancgcheme PRC 2008): which used agents of a mobile payment
company to pay grants to demobilized soldiers, at least at first, and is now suspended;
9 Save the Children Emergency Fdoansfer program$waziland, 208), which experimented
with the provision otash viaATM cards from a private h& for 50% of the transfer (with food
being the other 50%)
Section 2 further updates informiain on existing large transfachemes in the amtries covered in the
original scoping paper, and adds available information on atler, piloted or scaled upchemesn
places such as Zambia, Uganda, Nigeria, Peru, Pakistan.

Drawing on this evidence base, Section 3 of the report assesses the ¢eaomnthis extensive

evidence, and suggests the implications for revising and extending the original framework. Finally,
Section 4 contains specific recommendations arising for DFID as it seeks to extend its work in this rapidly
growing area.
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1.1 0Objectives bthis report

The objectives of this report, which define its scopee:
1 Toupdate the knowledge base in respect of the payment arrangemerggisfing cash transfer

schemes, particularly the technology enabled aspets, to do so in particular bgdding primary
information fromthree of the new schemes listed abovBIREGndia, HSN Kenyand Concern
Swazilanif

I To update and extend the initial knowledge framework from the 28€fpingpaper so that it can
result in more practical guidance to DFtither donors and governments contemplating the design
or revision of payment arrangements feocial transfeschemes

1 To informDFID strategpf how best to promote the financial sector development aspects of these
schemes.

1.2 Methodologyof report
Ashas become clear from the introduction above, this report relies on the following sources of

information:

1 New pimary researchon theNRE® scheme irndiain particular which was specifically
commissioned and will be made available in conjunction itk paper;

9 Other recentlycompleted primary research papersome of which have not beanade publicly
available before;

1 Secondaryeport sources on a variety of schemes

1 Interviewswith severalprovidersandpolicy makersn various countries; and

1 A workshopwith the lead authors of the primary research papers, and other experts, policy

makers and providers preseheld near Johannesburg, South Africa et Sovember 2008
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2. NEW EVIDENCE

Social transfer schemes are proliferating around the deve@pporld. Figure 1 below maps the
countries covered irthis reportand the previous 2006 spmgreport, and colars them according to
status.Annex A provides a summary databagth details ofkeyknown featureof each Note: Pery as
an atypicaprogramfoundedon financial inclusionisincludedin this report though not in tamap.

This papecovers only thosschemedor whichrelevantrecent information is availablélhis is by no
meansexhaustive: Barrientos (2008) lists a range of countries in which impact stfdiesial transfer
schemedhave beercompleted. This lishcludes severalcountriessuch as Bolivia, Ecuadordbmesia,
Mongolig Nicaragua, Namibifor which wecurrentlyhave no relevant informatioabout the payment
arrangements

Figure 1 Countries mentioned in thiseport and/or the 2006 scoping report

@ Existing

:A .- @ Finished
E No data ;
The schemes discussed in this section vary considerably by their purptegher shortterm or
indefinitet and by their current status from still under design to large mature schemes with millions of

recipients. Table 2 below shows how the schemes mentioned in this section map into those two
dimensions, as a frame for the descriptions wHigllow.

For each of the schemes for which we have a substantive report available, we summarize here the
contents in a standardized way, describing the program and then the evaluation elements (relating to
clients, providers, preess), to the extent thahformation on them isvailable. After the detailed

reviews, in Section 2.7, we provide shorter updates about existing or new schemes where to our
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knowledge there have not been substantive recent reviews of the payment arrangements, although
there have been developmesiof note for the focus of this paper.

Table 1 Categorization ofocial transferschemes by stage and type

Short Concern (Swazi
term/ | Dowa (Malawi)
emergency : 5 | i DDR (DRC)

iU Chidgrant(SA):
! Bolsa Familia (Br):

Time HSN (Kenya) | ! Oportunidades
frame of Pakistan i NREG (India) : (Mex)
scheme NAPEP (Nigeria; OVAKenya) Zambia + Familias en Accior,
Long term Uganda ! (Co) .
' ' i Jefes (Argentina)
Design stage,  Pilot stage Roll out Mature Finished/
suspended

Stage of development

2.1 National Rural Employment Guarantee Act (NREGA) (India, 2007-2008)
Delivery of government benefits viansartcardsby FINOin Andra Pradesh

This reportby Doug Johnson ttie Center for Microfinancg2008)analyzes the payment system used to
implement the National Rural Employment Guarantee Act (NREGA) in the Indian province of Andhra
Pradesh. NREGA was initiair®005 by the Union Governmettt relieve poverty by guaranteeing
minimum wage labor for up t@00 days per year to anyone willing to work in locally designed public
works projects.

The report analgis is based on ggtatistically limited interview sample of beneficiaries supplemented
by attendance at a local public hearing for evaluationhef distribution program.

Program DescriptionThough NREGA has been implemented in all districts throughout India, the pilot
conducted in AP was unique in its use of smartcards for NREGA wage distribution along with the
coincidental distribution of the fixed monthly stipends of the social securibsjo® (SSP) program
designed for four marginal groups of people.

The study conducted by CMF analyzes the efficiency of the smartcard delivery system, the impact on
beneficiaries, and the potential for using the smartcards for additional government bea@ii/or
financial services.

The NREGA program in AP has several key features:
1. Itis conditional and developmental in that it links G2P payments to productive work by the
beneficiaries.
2. ltincorporates several features which establish an uncomimamsparency, reducing the
potential for administrative corruption. These include detailed record keeping, an advanced
information system for worksite data, and independent audits of the program finances.
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3. The administrative system: Based on previong#ment, NREGA field administrators email
payroll information to FINO which then receives the requisite money from a partner bank. FINO
then uploads payment information into its data system, downloads it to the their trained field
F3SyidQa O Phykiddity BaNdiers thg pawyroll funds to that field agent who then
disburses the funds noting every transaction on an electronic pufittansfer (POT) device.

That transaction information is then uploaded from the POT device to the FINO data system.
ANO field agents receive an estimated net Rs.242 ($5.26) per week for their work. There has
been very little attrition among the field agents.

4. The smartcard system, administered by FINO, is one of four delivery methods. The other three
are: post offie savings accounts, bank accounts, and village officers1 dtiempt to prevent
leakage, he federal government recently mandated that all NREGA wages be routed through
bank accounts. To comply, partner banks have opened hominal accounts for ea@mtecip
through which the grant funds are routed, but the distribution of those funds remains with
CLbhQa FASEtR I3Syidaow ¢tKA&d NBIdZANBYSyld KlFa o6SS
administrative hassle for the banks, and it adds administrativetodste program by increasing
the number of transactions and the physical transfers of money.

Program Evaluation:
1. Administration:

1 There wasame resistance from local officials, perhaps because their powers of distribution
were preempted by the newsmartcard system.

1 Cash handlingecame moreawkward because of government requirement to involve banks.

1 Uploading and downloading information can be slow, and the extra time irritates the field
agents.

T / 2NNYzZLIGA2YY oO0F 0 a{ 1A YY mgrd@ stehdard ioimdarrugiiaén) wia O |
negligible, though this was not unique to the use of the smartcards. This was the evidence of
the interviews. (b) Two indirect program costs normally associated with corruption may be
eliminated by the smartcardystem: fictitious beneficiaries and manipulated worksite reporting.

9 Direct delivery ostsand provider profitability The government cost/paynme is fixed at 2%.
While that amount was unattractive to banks interviewéidappeardo be attractive toFIND
under two scenarios: () KS | 61 6 NR OF aK KIyRfAy3 NBadzZ GAy3
requirement of bank involvement isliminatedand the average number of working days for
recipients increaseg2) additional financial services are added to the paymdatfgrm. With
ddzOK OKI y3Sasz initlh @énv@dtn@2it may be af lovb 45 Dr&e years.

T 'y FEGSNYIFGABS (2 CLbh Qaiemédte@ivAPybyiZers Rir&ibanck & | f 4 2
and Savings Support Foundation (ZMF). ZMF employs a technolatigrsdéveloped by its
partner, A Little Worlgwhich also utilizes smartcards. However, in contrastséts papebased
forms and a jav&naled mobile phone for both enraolent and payment. There is apparently a
reduction in costs despite thewkwardness of paper forms.

2.Beneficiaries:

1 Convenience: The FINO smartcard system is more convenient for beneficiaries than the other
distribution systems. This includesne spent traveling to the pagoint ard waiting for
payment;and the dependalily of regular (7 day) payment.

1 Female Empowerment: Women laborers receive their wages directly rather than having them
paid to husbands or brothers. There is no clear data indicating empowerment of these women,

10
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though the report cites other research thatich direct financial control can benefit the
recipients.

9 Financial Literacy: This was not an intentional feature of the program. However, it is reasonable
speculation KI & NB OA LIA Sy (iatks may rdige fawaiessDi/siich findndisk
servicesand the increased regularity of funds receipt may lead to better financial planning.

3. Additional Services:

1 Smartcards have the potential to deliver multiple services. It is unclear whether the high cost
(>%$2/card) is justified since the same systémsjuding biometric verification of beneficiaries,
can be implemented without the cards, using only the POT devices. For financial transactions
which can be managed difie (like deposits and withdrawals from a savings account),
smartcards do eliminatehe dependence on a ubiquitous telecom infrastructure for accessing
beneficiary information from remote data banks. However, this is not relevant in the
NREGA/SSP payments system since all payment details must be downloaded from a central
server each weekegardless of the method used to distribute the funds.

1 Government Programs:
(1) Benefit poor people: health insurance; subsidized food and fuels; subsidized housing loans,
(2) Administrative control: monitoring merchant sales of subsidized food ansl finie
O2NNHzZLIG A2y T dziAf AT Ay3 &YFNIOFNRa & aGAYS 0Of 20

9 Financial Services:INO is in conversation with four banks about adding a savings account onto
the payment service. Housing loans are another consideratida.worth noting thatmany
beneficiaries already have a loan/credit product.

4. The specialmvironment of Andhra Pradesh:
Theunique ®t of systems and processes the sthses put in place for implementing NREGA which
have resulted in extraordinarily low leval§corruption, § an anomaly. This mayeaneitherthat it
is a mistake to generalize on the experience, or that this is a model with features to be replicated.

5. Summary Evaluation:

1 Donor agency: The funds were successfully distributed at the cost fee set by the government
with little to no corruption to the system or the integrity of the funds.

1 Beneficiaries: Their experiea was superiofr reduced enrainent time; reduced time waitig in
line for payment; dependable timing of payment.

1 Service providef=INGOis planning to add financial services and build its business profitability on
the foundation of the wage payment scheme.

9 Financial inclusion: The smartcard technology does dtbowadditional financial services,
though there are alternatives which may be less expensive both for the social transfer and other
financial services. The payment system is connected to several banks, but there is no indication
of any specific intentioto capitalize those relationships into additional banking services.

11
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2.2Hunger Safety Net Program (HSNP) Pilot (Kenya, 2009-2012)
Delivery of benefits in remote rural areas using agents of a bank

Background orKenyan social transfescheme$

Since 2005Kenya has had a pilot cash transfer scheme which provides small regular grants to the

guardians of orphans and vulnerable children-@/C); and haseen designing another scheme, the

Hunger Safety Net Programmid$NP) which targets poor and very poor rehads in the Arid and

SemiArid (ASAL) lands of the north and nedhst of the countryThe salient features of these two cash

transfer schemeare outlined in the table belowDFID has committedround US$20® to support the

two schemes over the next keyears through a three year pilotr(ecaled up pilot for OVC). A national

rolloutof HSNBB A f £ RSLISYR 2y (KS YSyely 3JI20SNYyYSyiQa RSOA
the evidence gathered during the pilot

Table 2 Kenyan social transfer schemes

CFOovC HSNP
Beneficiaries Poor and vulnerable children Households in ASAL districts affected
chronic hunger and food instability
Conditional? No No
Amount paid & KSh50q$7)per h/h + KSh500 per | KSh2150 ($27pimonthly
frequency eligible child up ta maxmum.
Monthly paid
Govt ministry Ministry of Gender and Children | Ministry of Development of Northern
responsible ' FFF ANRBRIZ / KAf RNJKenyaand Other Arid Lands
Funders UNICEF, DFID DFID
Target number in pilot | 8400 households ifh0 districts 60,000 h/h (300,000 people)
Eventual scaled up Unknown 1.5m people
number

After an initial limited pilot stage involving 500 households in only three districts, the OVC scheme
intended to add an additional 3300 households for an expanded pilot. Payments are made using a pull
approach, via the Post Office.

In contrast, the HSNRas yetto enterthe pilot paymentstage after appointing key service providers

during 2008, first pilot payments are due in early 2009. By then, the HSNP would have been in design for
some three years. This long lead time is the result of a combinafitactors, including the remoteness

of the areas to be served and the political disruptions leading up to and after the Kenyan election of
December 2007. Nonetheless, DFID as the sole fundg&biP from the beginning respatpositively

to the potentialto introduce financial inclusion to the design. The case for this was made by FSD Kenya,
a country trust which focuses on financial sector deepening in Kenya and is funded to do this by a range
of donors including DFID and World Bank.

Financial mclusionin the design of HSN
After initial consideration of other option§,SKenya wagppointed by DFID to manage the payment
aspects of the schemén line with its broader mandate to promote inclusi&igDKenya tooknnovative

! This section is drawn from the personal engagement of the author in supporting the design of this scheme, supplemented by
presentations made by David Ferrand of FSD Kenya in 2007 and a presentation from Caroline Pulver of FSD Kenya who manages
the payment arrangements and presented on lessons learned at the workshop.

12
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stepstowards identifying a payment service provider whaduld not onlymake the paymentseliably
and cost effectivelas requiredput could also advandbe cause of financial inclusiam Kenya:

1 Before the payment tendei special &cialProtection Payment (SPPEhallenge fund was

establishedby FSD Kenyavith cofunding from CGAP, to provide incentives to encourage
innovative proposals from private sector agencies. This fund sought to broaden the range of
participation in the payment tender. Howing awell attended biddergonference in Nairobi in
December 2006, the Challenge Fund made two awards in March 2007: to the Sevak Consortium,
including local ATM network provider Paynet; aadJkbased Mbile network operator
Vodafone.Thefirst tranche of each award was paid out to enable bidders to prepare prototype

solutions which were evaluated in September 20@7he end, he Sevak Consortium did not

bid for the HSNP payments tender, that was issued in Decemb&2200- Y R

+2RI T2y $Qa

expression of interest was not shortlisted to participate in the HSNP PSP tender.
1 For thepayments énder: The expression of interesandthe finaltender criteria included
severalcriteriadesignedexplicitlyto promote financial inclusion:
o] A mandatory rguirementthat any proposed payment solution includestore of value
(i.e. t could rot be a pure payment solution); and
o] The tender evaluatiomplaceda heavy weighting30%)on the value add of the services to

the recipients(including time and conveniee to access, and availability of other services)

andalso gave a smaller weighting (10%) to whetherdBevicedo recipients could also
be offered for norrecipients in the same communitieseethe table below.

Table 3: HSN PSPBuiteria

Objective Description of criteria Weight (%)
1. Price Cost effective: defined by the bid matrix provided. 30%
2. Value to recipients/ (a) Accessibility to recipients 30%
beneficiaries - proximity:

- availability:

- speed:

- suitability:

- security:

(b) Additional financial services available to recipient
3. Ability to deliver (a) Demonstrated track record: 30%
payments to recipients (b) Credible detailed plan:
4. Improve financial access| (a) Additional financial services available to non 10%
to the general population of| recipients.
nonrecipients

Note: These evaluation criteria were applied to bidders who had fulfilled mandatory eligibility requirements.

13



o] The tenderinvited bidders to make a price propalwhichdistinguisked the fixed cost of
establishing new financial payment infrastructinethese largely unserved arefiem the
variable cost of each payment madkhis allowed for a clearer distinction between the
one time subsidy required to servhd area for the first time as opposed to making each
payment.

9 Tender outcomeA total of 8 eligible expressions of interest were received, including from
international organizations involved in paying social benefits in developed and developing
countries.Of these, four were invited to make full proposals. At the panel meeting in April 2008,
the tender committee awarded theontract toEquity Bank Equity Bank reported at the
workshop on the implementation of its plan to establish agents with biometriotpd sale
devices as paypoints in HSN areas.

Learningfrom HSNpayment process to date
1 Long gestation: schemes of this type take a long time to design and plan: planning was started in

2005/6 with the intention of first payments by January 2008: iikisly to be a year latekVhile

design of thepayments process has nbeen the mairreason for the delays, in fadhe

additional time has proven to be helpful, even necessarpuild in the additionatomplexity

and to incentivize the participation alitable playerso ensure a successful tender outcome

9 Private sector interesh the tender was surprisinglyigh: considering that the tendevasfor a
relatively small scalscheme (60 000 households over 3 years) payments are to be mada
veryremote areas, both the challenge fund and tender elicited quite high levels of response
this was probably attributable to the active role of FSD in promoting the schemetential

bidders

1 Enhanced pymentprocesses are natheap to set upr at smallscale:

0 FSD Kenya has absorbed substantial costs in the design and management of the payment
function over two years to date as part of its mandate.

0 There was a wide divergence in the pricing per payment of the bids eventually received. The
final solution § likely to cosin total around $} per payment cycle (2 months) per recipient
Thiswas still among the cheapest offers receivé this, almost three quarters represents
the semifixed cost of the new financial infrastructure in these areaseturn,the
recipients willget more than a bmonthly cash payment: they will alseceive a basic bank
account; and correspondent infrastructure will be established by the paying bank in areas
which have had no infrastructure before. This infrastructure candeessed by non
beneficiaries as well; and if and when the scheme is rolled out on scale as planned after
2011, the fixed cost component is likely to be substantially lower as a regaihaps closer
to the current variable cogter paymentof around $1.2Qer payment cycle.

2.3 DDR scheme, Democratic Republic of the Congo (2006-2007):
Mobile phone demobilization mymentsby Celpay, with funding from DFID and the World Bank
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A recent report for DFID hjohann Bezuidenhoudt (BRB08) analyzethe effectiveness of the mobile
phone channel as a means of implementing a cash transfer program intended to help demobilized rebel
soldiers in the DRC relocate andeamter productive life.

Program Description

Over the course of 12 months during 2608, approximately 100,000 demobilized soldiers were paid an
initial amount equivalent to US$110 followed by 12 monthly stipends of US$25. The payment system
was managed by Celpay, the only mobile phone financial services provider (nés&R}in the DRC
although headquartered in South AfricBelpay already offered a mobile payment product used by
airtime vendors to procure airtime from MNO Celteklpayalsoserves as enFSP to licensddRManks
through which itis required to operatdor regulatorypurposes.

For the DDRCelpayworked under contract to the disbursing agenthe National Commission for

Disarmament, Demobilization and Reinsertion (Conafider)vhom it served aa specializegaymaster.
Celpaydeployedfield agents with mobile phasto enrolbeneficiaries and then authorize the

payments by a process of a PIN authentication seeéxh beneficiary during enrakent. Payment was

to be made at 110 locations around the country by local Celpay agents from the funds he/she collected
through airtime sales. The system as planned could best be categbrized I K & a.J¥ R ¢ & WWdfa Ki K S
scoping eport terminologyin that it combined elements of push (electronic credit to a virtual account at

/ St LI &0 gAGK (KS dLldichlar agéngs oS OSA @S LI &YSyd 4 LI N

Program Evaluation:
1. Administration:
1 The mobile phone distribution system was effective in urban Kinshasa, providing the anticipated
safety and efficiency. It showed that G2P disbursements can be effeaiadied withmobile
phone technology. However, it failed in rural areas and cell phone authentication had to be
adzLJLJ SYSYGSR o6& | Y2NB GNIYRAGAZ2YFf aGLdz ¢ &adNT
rural pay points where they were disbursed by a paymastee r&ason for this was that there
GSNBE 2F0Sy AyadFFAOASY(d FdzyRa I+ @FLAfFo6tS FTNRY
1 In addition, rural agents were reluctant to derith demobilized soldiers as they often acted in
threatening ways.
1 Thisdistributionchannel appearefundamentally free of administrative corruption.

2. Beneficiariedt appears that funds were fully and adequately distributed to the beneficiaries without
problems other than théliquidity of rural agens. SincdDDR was a limited timepecial purpose
programiit is hard to comparé¢he benefitsto recipients with thosdrom longeralternative distribution
schemes.

3. Additional financial serviceNp initiatives were undertaken by Celp@yintroduce additional banking
services Thiswvas primarily becausis partner banks had no intere¢and perhaps limited capacity)
the low-end retail marketand becauséhe absence of enabling regulatiom DRGor non-bank payment
systemdNB & (0 NRA O SR td ofer wdh 8efvides bridek dwh (i &

However, thereport identified thepotential for Celpay to add seveff@ancialservicedo its mobile
payment platform, including

(a) Person to person (P2Bgyments including remittances;

(b) Vendor payment services;

(c) Payroll payment services to nbeneficiaries (teachers and other government employees).
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Furthermore special purpose social transfer schemes exist in the context of regular and often much
larger payment processes for civil servants who operatenmote areas; and the integration of these
two may spread costs and result in better outcomes.

2.4 Dowa Emergency Cash Transfer, Malawi (2006-07)

Smart cardbased process used §oncern Worldwide and Opportunity International Bank of Malawi
(OIBM)

This rgoort by Roland Pearson and Craig Kilfoil (Siana 200@) o6 ! YQ& 5SLI NI YSyd F2NJ

Development DFID analyzed the overall effectiveness of thmartcard technologusedfor the
distribution ofsmall grantdy OIBMin the context of a shotierm progran and then consideredhat
other technologies might offer a superior fgltale, countrywide solution.

Program Description

For five monks beginning in December 2006, aroutid000 householdfom 259 villagesvere
provided withmonthly smallcashgrantsas a means of redistributirthe ability to purchasdoodin a
remote drought stricken part of the Dowa regionMélawi. Thepaymentwas effected usinthe off-
line UEPSmartcard technologgdeveloped byNet 1Aplitec. Thigzechnologymatched funds deposited
at OIBM (by DFID) with the identity of eaabprovedrecipient established by the smartcafallowing
their enroiment. OIBMmadethe cash paymentat eleven paypointsisingmobile vansquipped with
ATMs able to read the smart cardsdwith fingerprint readers whichiometricallyauthenticatedeach
recipientbefore making the cash payment. The transactions required information exchange between
OIBM and the smartcard technology provider (Malswitch), but the reconciling of funds travesser
strictly an internal OIBM operation.

Program Evaluation:

1. Administration:

All eligible recipients were paid appropriately, though there was a small coabewurt some duplication
sincethe female of the household who was to act as head was not althaysnly household member
who registered.

There were some technical problems in the early months that required manual overrides of the
electronic systems, but basically, the smartcard technology functioned telkever, the features of
the system weraeverfully utilizedsinceOIBM used ananual process (grinted list of amounts due
beneficiarie$to load the cardsvhich were then immediatelynloadedthrough withdrawals

Because the payment systemtiowed for two means of authenticatigassignment of Personal
Identification Numbers PINg as well as biometric identificatignpayments were not disrupted when
the fingerprint hardware failed.

Despite the value of that redundancy, theport concluded that thesmartcard could have been
replaced by a substantially lower cost alternatstech as cards wittnagnetic stripeonly. The issuance
of cards alone costing some $5 eacbomprised about 4% of the total project budgeédther payment
costsincluded a cost of $1 for each transfer to Metsh. Total payment costs for the five month
process came to almost a quart@2(9% of the (relatively smalljamount of cash distributed

In the same vein, scaling the program was limited by the proprietary nature of the smartcard technology

which wa only employed by OIBM. Thus, using the Malswitch/Net1 technology ignored the distribution
potential latent in the extensive infrastructure of the other banks in Malawi.
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2. Impact on leneficiaries:

Recipientavere apparentlynot apprehensive about the tdhnology. Some expressed positive feelings
about their newly found dignity in this official identi§0% of the expenditure of the cash grant went
directly to food. But recipients also improved their long run life prospects by investing in health,
educdion and fertilizer.

3. Additional Financial Services:

Recipients were not given bank accounts but rather transactipreapaid card accountsvith a claim on
the pool of fundsdeposited by the donoat OIBM. However, since the end of the program, some
cardholders have opened bank accounts at QlBhking theircardsto the new account.

During the program60% of the beneficiaries inquired about ongoing savings facilities indicating
untapped demand for (at least) savings services.

2.5 Emergency relief project, Swaziland (2007-08)
Save the Childremwith payments viacash at Swazi Post and/@tandard BanlATMs

For six months beginning November 2007, Save the Children administshedtdermstarvation relief
program for 45,000 peopligom about 7000householdsn two regionsof Swaziland A recent report by
Claire Beswick008)for FinMark Trust and Save the Childieghlights aspects of a largevaluation of
the scheme.

Program Description

The relief was dispensed in two forms: food (50%) awh¢50%). The cash component was distributed
primarily througha push process: credits tiank accounts gbrivate regional bankStandard Bank

which could be withdrawh & { 61 T A t 2adG t20lIGA2y& o6dzaAy3a th{
initial lump sum distribution was followed by monthly payments with amounts varying according to the
size of the household.

Most recipients (head®f-householdhad toobtain a natonal identity card before enralent. This was
necessary to open a bank account.héligh thebank account was an optional feature, 6100 of the 7000
recipientsopened accounts.

In view of the short time available to implement the program, Standard Bank temporarily adapted an
existing saving account product rather thdeveloping a new mduct. The adaptations included
eliminatingthe minimum balanceequirement(of E5S@US$6.25) and offeringn ATM card which was

not available with the normal savingscatint. For their work in enrolling recipients and administering
payments Standard Baareceived E20US$2.50jor each transfer and, in turn, paid Swazi Post an
undisclosed fee for distributing the monaytheir counters.

A substantiatecipienttraining program was undertaken by Save the Children to create the financial
literacy necesary to overcome customer ignorance and fear. This included both knowledge of bank
functions and the specific steps thfe distribution process.

Program Evaluation

The following information is a result of interviews with managers from the donor agertyhe three
implementing organizations. The report does not include statistical analysis.
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1. Administration

The program successfully distributed the funds to the recipients, though it encountgtiaditechnical
problems in the deployment of the P@8vices and the manufacture of the ATM cards. As a result, the
electronic features of the distribution system were not fully employed wahtilost fourmonths into the
program. That left only 3 months for recipients to engage with the financial serléssstime than
needed to become completely comfortable with the ATM card use.

The trust already established between Save the Children and the recipients was vital in creating the
substantial uptake of the savings account. Save the Childremoals@nthe taskof enrolling the
recipientssinceStandard BarR & I LILINR | OK 4 | & opehiNgdankinglséN®deithithe G S F 2 NJ
employees of a comparthan for enrolling individualunbanked grant recipients

Given that none of the three organizatiomsolved (Save the Children, Standard Bank, Swazi [Faxbt)

prior experience with programmatic cash transfers through bank accounts nomwitking together

and given the short term nature of the prograBeswick reports that was remarkably effectiveThat

seems in part toesult romthed Sy dzA yS O2 YYAGYSYyild 6KAOK Fff GKNBS |
purpose.

The program was also aided by the flexibility shown by the Central Bank of Swaziland which relaxed
some knowyour-customer (KYC) requiremerfty these accounts.

2. Beneficiaries

Once thenitial problems with the ATM cards and POS devices weselved, theaveragewaiting time

for recipientsto get cash each paymedtopped from 3.5 hours to 1.2 hours. Though some recipients
were afraid that cah would get diverted to inappropriate usaspstbeneficiaries appreciated the new
flexibility of receiving cash, rather than foofty fulfilling broaderhousehold needs. Thmpeningof a
bank accountlsogave many a sense of dignity and wotaunger peoplehose to usehe ATM cards
more readilythan older people.

3. Additional Financial Services

{I @AYy3AaY ¢K2dAK (GKS FY2dzyd 2F S OK NBOALASYGQa LI
the household, the training appears to lmgncouraged recipients to save some of their money. At the

end of the project, 1200 recipients had at least(f8.63)in their account (a trivial amount in view of

the E10 minimum withdrawal); but, according to a Save the Children survey, about 586meci

intentionally savedincludingdeposits from otheearnings)and had accumulated more than E400

(US$50)n their accounts.

Account retention: A survey oécipients inthe two primary geographical areas showed that 73% in the
area with ahistoricaly strongereconomyintended to keep their bank accounggter the end of the

grant payments, while onl$7% of those in the weaker area expressed that intention. However, there is
no current data on the actual retention of those accounts.

Businesscasg: i I YRF NR . I y1 Qad LINRYI NE Y2i{A Jlcirgoratgsoclaly’ LI NIi A
responsibility. Wiile they agreed to extend the program savings account for an additional 12 months,

they initially intended (andgtill ultimately intend) to converall the newaccountsnto a standard

savings account (with E50 minimum balance an&é Eansaction fee after the first transaction per

month) or transaction account which carries an E11 monthly service fee. Standard Bank says the
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financial benefits of tls program were not substantial, especially because of the costs associated with
issuingthe ATM card andifficulties with thePOSleployment HoweverBeswick reports that

Sta/ R NRQ& YI yI 3JSkiGvedge a e ids@bits it ik aigood cetitive position for
AYLX SYSyGdAy3 GKS L FGF2NXYE Ay GKS ¥Fdzi dzNB

2.7 Other scheme updates

2.7.1 South Africa

At the time of the scoping report, thBouth African Social Security Agency (SA&&E)eerrecently set
up as thdegislatedagencyresponsibldor the administration ofall social transfer programs in South
Africa, taking over the functions and staff from the line ministry of Social Development.

Even while SASSA was being sethgpscale of the child grants program, the largesgk cash transfer
in SA by number of granteas growingxtensively: from 9.million grantsreported in 2005 to 12.5
million now, coveringover 25% of the total populatiohOf thesebeneficiariesthere arein factaround

9 millionrecipientsbecause dmultiple payments being made to one person (such as a guardian)

The payment approach used in SA has not changed since the scoping report: three payment contractors
are primarily responsible for payment across the provinéesording to the most recelf8ASSA

statistical report80% of grants are still paid in casisually at special paypointsing biometric readers

and ATM (i.e. apushapproach, while only 20% ajrants are madeirectly into bank accountsThis is
notwithstanding special arrangements in certain provinces wherebipientsmay opt to open dank

debit card accoundt dzZOK | & ! f f LJ & k,with.the md@hthly doSs]|boaie dxt the statth NR
addition,the Mzansiclass obasic bank a@untswere launcted by the big four commercial banks and
Postbank in late 20Q4nd more than four million peopleave opened one of these accounts since then

Despite the majority receiving the transfers in casimScope numbers in the Table below shibat a
surprisingly high number of adults who report receiving some kind of government transfer (including the
social old ge pension) claim to have a Haaccount; and almost a quarter of these have Mzansi

accounts. The table also reflects the continugpread of cell phones in the country: almost half of
transfer recipients (versus 66% nationatligim tohavepersonalcell phones, up from just 5.4% in 2005.

Table 4 Transfer recipients and bank accounts

2005 2007
% who say they are currenthanked 36% 55.1%
Of which: have an Mzansi account 5.4% 22.4%
% with their own cell phone ¢you own yur owng) 7.3% 47%

Source: FinScope SA 2005 and 2007.

Although mosiSA transfepayments are made in cash, major payment provider Netl reports increasing
payment of transferst point of sale (PO8eviceghrough its own merchant network, as shown in the
table below. While the number of merchants and POS devices using its propliE&$ payment
technology has been level or falling slightly, the number of grants paid this way has consistently

2 SASSA Statistical report on Social grants No.7, 30 June 2008
% This number appears to include smart card payments made by Netl under cash, since most are withdrawn at the payment point,
and around a quarter from merchants via POS06 see Table 5
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increased. Since Netl smart card accow#sentialljhave the functionality of basizank accounts

(although they are not legally baeposis, but rather prepaid accounts), this reflects an underlying
trend towards greater formal inclusion in this group at le&itwever, there are also concerns that the

use of merchants as agents can lead to abuse through the levying of additional feespoents to

access grants or through the inflating of goods prices. This requires careful monitoring by the acquiring
provider.

Table 5 Payments at point of sale: Netl
2008 2007 2006 2005

Average grants paid pm Million 3.97 3.78 3.5 3.3

No of transactions at POS piilillion 1.4 1.1 0.85 0.48
% paid at POS % 35% 29%  24% 15%
No of POS No 4,394 4,357 4,038 3,235
No of merchants No 2,454 2,598 2,381 1,880

Source: Netl SE&hnualFilings June 20082006

Like Allpay, which ifnked to a major retail bank (ABSA), Netl also provides a suite of added financial
services to recipients including insurance products and microloans, the repayments for which can be
deducted automatically from the grant entitlement.

SASShitended to centralize the pgment process, previously contited at the level of each of 9

provinces, to achieve greater efficiency through scale and enhanced control. RFPs were issued in 2007
and closed last year, but the tender evaluation and announcement procedsebagepeatedly

delayed, andhen withdrawn This uncertainty has a major effect on the business of provideriike

who note it as a major risk to their business amay initiate legal proceedings for judicial review of the
process: The tender procss included several elements, such as requiring payment service providers to
pre-fund payments, which limit the field of entities able to provide liquidity at this level.

Three years since the formation of SASSA, there is dissatisfaction within the Depaotr§ocial
Development that the costs of payment and administration hewetinued to rise and that more has

not been done to encourage beneficiaries to switch to receipt via bank accounts. It appears that the
process of opting to receive payment irddbank account can involve delay and even risk of non
payment during the transition which few beneficiaries would wish to risk. In addition, provincial officials
are reportedly reluctant to disturb existing cash payment arrangements which generally witgk qu
smoothly even in remote areallevertheless, if ! { {strategic plan for 20081,the Chief Executive
states that there will be a strategic review of the payment system for social grefase 2010 and
GKFEGY a20SN) GKS y S aréns wilBelateBleraieB, inSudingtbénhchenafking & Bel S
current payment method and system against domestic and international payment systems and
advanced technologies.

2.7.2 Colombia®

/| 26 2Y0Al Qa ClLYAfALA Ay ! OOA2Y LIKEEAMIONOOOK| & SELI yRS
households (out of 50000then eligible) to an estimated 1.5 million (out of 1.7m eligible) now receiving

an average of $8Bi-monthly. The program now covers almost all municipalities (1093 of a total 1,100).
Whereas before it was conceated mainly in rural areas, now it is present also in all main cities.

* Net1 Aplitec, 10-K filing report 30 June 2008, available via http://mww.aplitec.co.za/Financial_Info.htm!
® Beatriz Marulanda, presentation to the workshop October 2008
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At present, all payments are pull payments, mader the counter atsevenbanks,both state and
private. The remuneration to banks for this service was negotiated on a bilateraldva$currently
varies widely from $1.5 in cities to $7.5 dollars in far away municipalities with an average around $2.

In October 2008the responsible ministrgloseda new tender process for payments, allowing that
banks mayender tomakethe payments usig any channel as long fnilies do not have to go to
another municipality to receive paymentbhe intent was thatwithin a year, payments will be
deposited into basic séng accountsGuentas de Ahorro de Bajo Monto) except in municigalitvhere
there is no financial presencelowever, the onerous terms of the tender (including a nationwide
coverage and one price requirement) apparently deterred private bidders and only one large state
owned bank eventually bid.

Thestrategy to fightpoverty, known as JUNTO&sbecome more specific and sophisticated, with
specific goals within 9 dimensior@nancial inclusioiis nowexplicitly included.

2.7.3 Brazil
lf K2dAK GKS ydzro SNE O2 @S NS Rgramehave dalinliesl b &pandf f | 3 & KA L
the paymentprocesshas changed little until very recently:
1 Aroundl11 million beneficiariesare now paid monthly using electronic benefit cartcompared with
9.2m reported in 2005during 2007, a total 0127m paymentsvere made.
1 The payment is made to a ppaid electronic benefitard(EBCand the client has 40 day window
to withdraw, usingarange of the channelgf the state owned Caixa Economico Fedasashown in
the Tablebelow.96% of recipients in a 2005 survey desSri® G KS LI @ YSy i LINRPOS&aa |
1 No balance can be retainaxh the EBC and it cannot be reloaded other than by means of the
transferi.e. it is a very limited purpose pgid account
1 The Caixa as a statavned bank receiveafee of 0.55¢ (2.3% of avege grant)for the service’

Table 6 Usage ofCaixa channelby Bolsa recipientso get cash
No pm. % of total

Point of sale 466,226 4.6
ATM 1,615,001 15.8
Lottery agent 6,937,932 67.9
Correspondenbank agent 1,198,460 11.7
Total 10,217,619 100%

Source: Caixa presentation, 2006

| 26 SAGSNE Ay fAYyS ¢A i Kfinan&abincAogtiS: CHixd Saf in 2088 staltell 2 NR (& 2
offering a new basic bank accofintecipientsare offeredthe opportunity to opena basic debit card

I O02dzy i G Fyeé& 2 FThérdising toS i the glientfon up 402adsadtidBgipér month

on this account; and in terms of ANMLFT rules (set ipe Financial Intelligence CentBacen, not by

Caixa) each account has aximum turnover of Rs100@ S$43%per month; if the turnover is any

higher, the account is frozen

® http://www.accionsocial.gov.co/contenido/contenido.aspx?catiD=3&conlD=2392
" Mark Pickens, CGAP, presentation at the workskopember 2008
8 Source: interviews ith Caixa management, Brasiliajne 2008
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As ofOctober2008,with no direct marketingntendeduntil November2008after elections, 433 000
accountshad beenopened (of which 260 00@ere openedn May 200&lone indicating increased
momentum) ¢ K S / largeEistodpendiSmaccounts by mid 200%ndhave accounts opened for all
beneficiariedy 2010

At present, o additionalfinancialproducts are offered with the account but the Caixamaydecide to

offer Caixa Facil credit line (starting at RsgEgY)/, max R1500$652) whenthe Caixa believes that it is
able toscorethe creditworthiness obeneficiaries The Caixa has piloted soimsuranceproducts (life,
funeral, accidentyvith basic accounts in the past. The Caixa has developed a financial literacy program
for new entrants to the financial system. This comprigesodulesof which thefirst is given when
accountisopened

2.7.4 Argentina®

Argentina introduced the Plarfis de Hogar in 2002 in response to economic crisis. This social transfer
scheme, which was not covered in the scoping report due to lack of informigznavailable provides

each qualifying household head with abdu$$48 per month. Currently, some 1.5m (ouadbtal of

10m) households in the country qualify.

From an inclusion perspective, the Jefes program is particularly interdstibhgo reasonsFirst,the
payments were originally made in cash at banks dilipifacilities, but starting in June 20@4dover

the next 15 months, payments to beneficiaries were transitioned tertirely electronic basis. Each
recipient received a free transaction account with a debit card from a stateed bank (Banco de la
Nacion). Beneficiaries coudthdraw their money via ATM or gint of sale but the accounts were
restricted in that further deposits could not be made to the accouBtcond, a recent although still
preliminary study has attempted to assess the imgadhis change in payment method on recipients.
This is the first such study of its kind.

Duryea & Schargrodsk2008)use three data sources to assess the impact on households of the
transition to electronic channels. These are:

1 A panel survewhich they commissionedf around 800 beneficiaries, which included questions
on financial services and access to financial services and was done in two nearby areas in two
waves, where the areas transitioned to the new system at different points (befuteafier the
first wave respectively) allowing some control for otherwise similar areas;

1 The national Household survey (EPH) , which provides-pandi of recipient households
before and after the transition;

1 A private panel database, LatinPanel, whigtks consumption of nedurable products and
also asks whether households receive Plan Jefes.

Using hesethree sources, the authors are able to report the following findings. Fesipientswere
overwhelming satisfied with the electronic system siitcgaved them time (waiting in line) and money
(travelling to paypoints)f anything, less educated recipients were likely to be less satisfied than better
educated, although this may correlate with better access to ATMs in areas where more educated (but
still now poor) households liv@here was also evidence that the new arrangements reduced the level of
kickbacks paid to receive payments, since individuals could now withdraw their money directly. There is
preliminary evidence thatecipients were betteintegrated into the formal system in that they also

® Information from Duryea & Schargrodsky (2008)

22



. v2.0

used their cards to some extent to purchase at point of sale. However, the authors failed to find
evidence that having the account promoted the use of other financialytedsuch as savingshig
maybe attributed to the fact that the accounts did not allow other funds to be deposited.

2.7.5 Zambia

As noted in the scoping paper, Zambia has had a pilot social transfer scheme (in the #iatdotp

reported previouslyand in four others) for a while. The Social Protection Chapter of the Fifth National
Development Plan emphasizes the importance of social protection mechanisms both-fawgro

growth and for enabling poor households to invest in the education of thduirelm. For this reason, the
Zambian Ministry of Community Development and Social Services, supported by DFID, GTZ, Irish Aid,
Care and Unicefjave soughto develop a sectewide program to scale up social cash transfers.

FinMark Trust is advising andpgorting this process, and recently commissioned consultants to
investigate and recommend the potential channels to be used for scaled up payments in order to
achieve inclusion goals, using terms of reference based on those in the scoping report.

This iniial reportwill be completed in November 2008 and is expectased on information delivered
at the workshopto include an incremental, appropriate technology approach which will enable the
usage of payment tokens at multiple payment channels over.time

2.7.6 Peru

TheCorredor program of the Peruvian Ministry of Agriculture seeks to promote the development of
poor and rural dwellers in the southern highlands of Peru. The program has a significant financial
services component, which is different from th#her social transfers recorded hereut is significant in

the context of the general learnirgpout financial inclusion: thischeme provided a financial incentive
specifically to encourage rural women to open savings accounts for the first time wéhrégulated
deposit taking institutionsExtra money was credited to accounts based on the amount by which
balances increased; and also if withdrawals were nadgfor qualifying expenses (such as education,
health care or business investment). On agar, Trivelli (2007) reports that some 7000 women opened
accounts over a five year period, into which they deposited an initial $28 and then a further $197 over
the period. On average incentives totalling $300 per women were paid over a 36 month petiod, no
including an estimated $100 in training and support costs funded by the program. This has led to
guestions about whether the cosff the incentives too highHowever, the cost of the incentiue less

than thecost of theavailable cash transfer progra which costs $30 per mon{$1080 over 36

months) andthe incentivemay have greater impact hgiculcatinga formal savings culture in the
recipients over time. This impact has yet to be demonstrated, but maspart of the work done by
Proyecto Capaél. This program started recently arglipported by the Ford Foundatipwill run for five
years researching and supportirfgnancial inclusiorlementsin transfer schemes across Latin American
countries. Developed countries such as UK have also implemented generous matched savings incentives
for targetedgroups like welfare recipients.

2.7.7 Pakistan

In recent yearsPakistan has pursued financial inclusion as an explicit goal under the leadership of the
State Bank oPakistan. In 2008, the Government of Pakistan has launched the lafgdstally funded

and administered social protection programroalled the Benazincome Support Program (BISP),
expected to cost 0.3% of GDP in 20088%Rvas specifically designed &meliorate the effect ofising

food inflationto approximately 3.2 million poor households {12% of the low income populatioby
providing directmcome support of Rs. 1,000 a mor{813)
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Recipients are targetethrough elected parliamentarians (each provided 8,000 forms), which once
collected, will be crosshecked bynational agencyfNADRA (for duplication and verification), before the
lists aregenerated and sent to the Pakistan Post for distribution through money orBégsbility
criteriainclude(i) female member of household; (ijonthly household income under Rs. 6,0(8Y5)

and (iii) mentally or physically disabled family member.

However, there are reportedlgeveral problems in the implementation thfis ambitious scheme. One is

that disbursement through post offices is proving problematic due to corruption. Irateas such as

Punjab wtere the BISP is more advancdbere are wilespread reports of postmen taking bribes to

release the money orders and using their own fingerprints (for verification of receipt of nwdey) to

release the fundsNADRA iplanning to applytechnology to expedite the disbursement process and

offer other services such as mictealth and micro life insurance to the beneficiariesingmachine
NBIRIFofS WwavYrFNI OFNRaQ YIRS | O0S&aaAiofHwelekiN® dzZ3K 1 A
feasibility of such an approach to distributimunproen as yet
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3. LEARNINGFRAMEWORKS UPDATED

3.1Demand side: Client responaed enhanced impact

From a number of the schemes revieweldete isclear evidence that recipients will embrace safe,
trustworthy electronic means of paymenTheymaywell prefer this to the cash alternative on the

grounds that it saves them time and even travel costs. This isfolegistancefrom the surveys of

Brazilian recipients andrgentiniars after the transition to ATMsWhile the degree of satisfaction was

more \ariable in Swaziland, a country with a much lower literacy rate and less developed banking sector,
a surprisingly high proportion of recipients with ATM cards indicated that they intended to continue
usingthem after the transfers ceased. Similarly, thevizoschemén Malawireported high interest in
savingsamong recipientaind some at least have linked their cards to standard GdBdduntsafter the

end of the payments.

Some ofstrongest evidence of the penip demandfor safe transactional account®mes from the

rapid adoption of Mzansi basic bank accounts in South Africae than 4 million mainly low income
people includinga sizeable proportion ajrant recipientshave opened thiaccount in the past four
years.Equally, the ambitious targefsojected by the Caixa for the adoption of its basic accounts (all
recipients by 2010) imply high confidence about underlying demand. Howeaeenca quarteiof

Mzansi accounts opened have become dormant. fBasondor the relatively high dormancy are
presently not yet well understood but are the subject afuarent FinMark Trust research projedthis
raises the issue that initial adoption of a finanaeatviceis not the same as ongoing usage, which is the
source of the putative benefits.

To ensue full adoption, furtherssistance may be required at first for recipients to become comfortable

using new electronic payment mearg&ave the Childreprovided this supporin Swazilandas did the

Corredor projecto female savers in Peru. The supppibcess involves time and cost which private

providers may be unwilling timcur, andwhichthey may notevenbe able to do effectively.

Nevertheless,here are cleapublicbenefitsto the financial system from having more educated

customers who are less steptible to simpleneans offraud (such as disclosing PIN numbers) and who

are able to make more efficient use of bank servietence, providing for somevel of supporinitially

may beimportantin implementing enhanced payment solutions. So ttagre have been few examples

of doing this on scal@ut rew efforts tofinancef A y I YOA Il f € AGSNI O& LINPIAINI YAz
Financial Education Fund for Africa, may be well placed to look to support pilot models which can fill this

gap.

So it would seembhere is a latent market for financial services, with participation by social transfer
payment recipients predicatedn (at least) trust in the particular financial products offeraad in the
institution offering them Such trust is created loesigningproductsthat are appropriatefor the
particular recipientsand by training/educationthat gives the recipients practical, functionalowledge

Considering the value for recipients attendant to these financial servicers is no evidence yet tifie
incrementalimpact ofdifferent payment mechanisms on client welfare: meshemeevaluationsask
merelywhether recipients are satisfied or not with the channel which they Bsgorous impact

evaluationwould require randomized experiments of the sorttgiperformed in various places inter

alia by theFinancial Access Initiative ahthovations for Poverty Actiomheseapproaches are costly

and time consumingut have their placeA range of other possibilitesex®t2 NJ I aaSaaAy3 (KS
greate inclusion brings to social transfe®ne is the Financial Diaries approach, which has been used to
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trackinstrument usage and cash flowsasmall sample of poor households in depth over a year in
South Africa, Indiaand Bangladestand is underway iMalawi. Itmay be instructive to follow different
groups of recipients using different channels over time, monitoring consumption and investment levels
as well financial instruments. Anothirthe differencan-differenceapproach applied bipuryea and
Schargrodskywhich exploitseexistingand develops newlata sets. They do find evidence of the positive
effect of the new payment mechanisim Argentinaon household income, controlling for other factors,
which suggestthat recipients are using the timexgings in getting their grants to eanew income.

There is much opportunitfor further work to refine and define impacta point which will be taken up

in the recommendations.

3.2Supply sideProviders

An increasing range of types of providers is entgthme business of providing payment services for
social transfer schemesas depicted in the Table belowVhile taditionally the preserve of largeate-
owned banks or post officsvhich still remain important providers in Latin Ameljicsocial transfe
payments aréncreasingly the preserve of specialist private companies which makereebaout of
doing this. A prominent exampleNBASDAGQisted Net1 Aplitec which earned net income of some $80m
on revenues of $240m in its most recent yé&0%of which was earned in Africén particular from
paying grants in South Africa

Table 7 Categorizingpaymentproviders

Publially owned Privately owned

Equity Bank (Kenya)
Standard BankSwaziland)
Allpay/ ABSA (SA)
OIBM (Malawi)

Bansefi (Meico)
Generalist Caixa (Bazil
Union Bank (India)

Celpay (DRC)
Specialist Netl/ CPS (SA)
FINO (India)

These specialists leverage either proprietary technology and/or a business model which enables them to
deploy a distribution to serve areas in which recipients are basethost low income countriegyTM

based paymensuch as in Argentina will not be adexie because of the low existing density of ATMs

and high cost of new installatiorlowever, theagentbasedmodels which use less expensive point of
transaction or sale equipment, such as FINO in India and Equity Bank in Kenyabankbland other
genaalist players to compete in this space, if bank account based options are offered.

Table 8 below categorizéise programsri terms oftwo aspects relatinghe technologyinvolved first,
the authentication methodind secondwhere cash can be withdrawit.is noticeable that most
solutions rely either osimplemagnetic strip ATM or debit cards, which may be usable at a range of
channels (ATMs and point of sale) elsesmart cards, which because of the range of standards
deployed are often only usabten particular equipment (e.g. Malswitch ATMS or POS in Malawi).
Although mobile coverage is expanding in most countries, it still does not reach all areas where

% Business Report Company News 9 October 2008
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beneficiaries are, hence the continued reliance of providers like Equity and FINO on smauit card
important, however, to distinguish the role of smart cards as authentication instruments (e.g. containing
a biometric record of the recipient which can be accessedird) from their role as payment

instruments, enabling offine cardto-cardtransfers of value.

Table 8 Use of technologies and channels

Client authentication by:

Channel to access cashl None (ID book; or

stated PIN number)  Magstripe Card Smart card

Generalpurpose fixed

paypoint(e.g. branch) SwaziPost (Swaziland

Speciapurpqse mobile A[\\Illfat;y((sSA A)\)
paypoint OIBM (Dowa)
Allpay. Sekulul€SA)
ATM Caixa (Bolsa)
Standard (Swaziland)
Agent/ correspondent Caixa (Bolsa) FINO (NREG)
with Point of sale device Standard (Swaziland) Equity Bank (HSN)

Agent/ correspondent

with mobile phone Celpay (DDAt first)

To date, he mobile phone has only really entered the picture so far in the DDR case, where the agents
used theirmobile phones tauthenticaterecipient claims using PIN numbers supplied by the recipient.
As the coverage of mobile data networks extends into more remote areas, it is likely that more devices
(such as POS and ATMs) will in fact be connected using mobile network communicationschaisne
perhaps not surprising that most solutions have not yet been based on the recipient having a mobile
phone, since one may assume that the penetration of mobile among recipients, who are by definition
among the poorest in most societies, would be&/] However, the data reported from South Africthat

47% of people who receive grants own their own mobile phone (national cell subscription penetration is
reported to be 75%) suggests that this is changing quite fast; and that the mobile phone istiikbéy

a more pervasive channel for recipients in futuparticularly as means to assure remote agent liquidity
F2NJ a0l aK 2 dzihkeady, NEhsfdR @cpritsawitBSVMRansi basic bank accounts in South
Africa are able to make balance enquiriesl grersonto-person transfers using their cell phone. We

would expect to see much moreseof thischannel in future; and monitoring schemes which offer this
feature over time will be important.

Becausehe business models and payment approachethefdifferent providers diffeso widely, not to
mention differences in the scale and coverage of the different schemes, it is hard to compare the costs
of the payment mechanism in each caSg¢ating costs as a percentage of the transfer may be misleading
sincethe size of the grants varies greatly, whereas the cost per transfer is relatively fixed. Comparisons
of absolute costs per payment may also be misleading: exchange rates obviously fluctuate considerably,
distorting comparison, and it is hard to adjust bdor the range of additional services received as part
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of the fee and for other ongoff costssuch as registration of recipients or card issuance which are not
covered in the monthly fee. There is a great need to decompose and then track and report these
numbers more accurately so that better benchmarking can be dtme theme is picked up in the
recommendationsFor nowhowever, with the caveats about comparabilifygble 9 below depicta
range ofcurrentcost numberdrom schemes whicheport orrecard this.

Table 9: Costs per payment

Fee per Fee/
Amount of each grant payment grant Additional services offerddsource
Local uss

Scheme currency  current US$ current %

NREG Rs.200 4.15 0.08 2 Basic bank account; Johnspp.12,19

DDR N/A 25 2.5 10 None,%fee negotiated after switch to manual

Dowa 10 1 10 Nonet special payment account, CGAP 2007

HSN KSP150 27 125 44 Basic be}nk account with buqdle qf free
transactions per cycle; functionality to do more

Swaziland E165 20.6 o5 13 Basic savings account with special features;

South Africa

Account ZAR

(Sekulule)

South Africa:

WOl aKQ ZAR
payment

Notes:

Beswiclkpp.14,15

Basic bank account including 2 free withdrawals

2:25 per month; functionality of account can do more
May involveNetl smart card payment, which ha
3* 35 additional functionality including withdrawal at

POS

*: in the case of HSN, the scheme pays additional fees to the provider as part of lesinfic infrastructure subsidies, which amount to an
additional $3 per pilot payment cycle during the three year pilot. However, this infrastructure will be of umeditbys period so
**:varies by province and by year but averages $3.

3.3 Policy makersand scheme designers

The 2006 scoping paper concluded that payment arrangements were usually an afterthought for
transferscheme designers: becauttey knew that basicash(or pull) payment options were available

in some formdesignersassumedhisto be the default optionand the payment processas giverittle
further thought. This omissiorhas been, in part, a result tfe compexity of paymentschemesin the

fast changingetail financial landscapéd-or this reason, the writing of a manual, as well as maintaining a
database of payment providers, is recommendedssist scheme designers.

The evidence surveyed here offers some encourageri®t the tendencyto treat payment systems as
an afterthought is changing: from Kenya to Zambia, new schemes are considering the payment and
financial inclusion issues explicitly in tendering critamia in designs for ramping ugven in the bigger

establishedschemesfinancial inclusion is being bolsterady” . NJ | At Qa . Zthrégugh CIF YAt A |

/' AElI Qa ySs

I O O)2adeyiniSowdh- Afi& RvheafficiaS(NInafichB reports dittle

apparent progress towards electronic pagnm may understate the realitgf usage at point of sale and
where the national administrator hasstated intent to perform a strategic review of tipayment

issues
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Where there has been progressis often attributable tothe role ofa specific entity with the ability and
capacityto give focuson the paymenissues, a focus thag still lacking in many social development or
equivalent ministries. For example, the influence of FSD Kenya in the Kenya HSN process has been
crucial as noted earlieandin Brazilthe role of the Caix as a large retail barflacused on the low end
markethas been vital inlriving the offeringof basicaccountsto Bolsarecipients.

Still to be overcome are thigequentdifficulties of communication and coordination between
responsille government agenciesWeak coordination may resuitom different levels of technical
expertiseor because oflifferent levels of political influence. Further complicating this coordination is
the need to involve service providers to assure practiei@vance.

Despite thegenerallyslow progressowards inclusionthe evidence presenteih this reportshould give
policy makersdditional causdor thought: for example, the overwhelming findiggspecially
pronounced in NREGA in India) is that sudgimyment schemes can redukeown fraud or corruption
substantially, although, as one part of the delivery chain, the payment arrangements alone cannot
eliminate it Also, the cleaevidence ofecipient takeups indicative ofinderlyingdemand

However, it is also clear that enhanced payment arrangements may take time to design and implement:
while there is no evidence that the payment arrangemealtmehave delayed any particular scheme,

there is an undeniable element of complexitymanage especially if differing technology platforms are
involved, and if the solutions are to align with the development of retail payment systems which are
themselves at an early stage in most low income countBegsause social transfer programs may have
high wlumes, they may have decisive effects in tipping national retail payment systems towards the
standards which they adopt: this may be helpful in accelerating the process and enhancing the business
case for deployment of these needed systems; or not, ifsystem chosen for social transfers proves
inappropriate for broader national need§here is limited evidence as yet that much coordination takes
place between the line ministries responsible for social protection and those agencies responsible for
the financial inclusion.

Furthermore, enhanced payment arrangements may not be less expéndive short runfor schemes,
especially if the costs of issuing new payment instruments sacmert cards or setting Lgequiring
infrastructure such as establisty agents or ATMare consideredWhile the schemes may have to carry
these startuprelated costs, the social benefits may well be felt over a longer time period and a broader
range of people than recipients only.

If the financial inclusion agenda islie mainstreamedn social transfer scheme desighis clear that
these factors would greatly help
1 Clear impact assessment which can demonstrate the additional impact on poverty reduction
which financial inclusion has on recipients. We return to thisgsa the next section; but the
point now is that, if there are extra costs or delays involved in introducing enhanced
arrangements, it should be possible to elucidate the proven additional benefits to policy makers
and scheme designers.
1 An operating manal on the payment arrangements is desirable to guide general scheme
designers, with training available and support in particular applications, to support scheme
designers through the complex process of considering inclusion elements.
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3.4 Towards anntegrated theory of changef financial inclusion and social transfers

Both the fields of social development and financial inclusion have developed theories of change to
explain the intended impact of their approaches on the welfare of the poor personsihe target of
their policies Efforts to provide epirical measurement of thesenpacts haveaken placezspecially for
social transfer schemes

The primary objectives of most social transfer schemes are to reduce poverty and vulnertfdity.
theory of change underlyingnese mechanismis based on the assumption that recipients will use the
cashgrantswisely and flexibly to boost their consumptioniofmediatelynecessary items such as food;
and may everinvestsurplus in increasing theroductive capacity through education or miero
enterprises The fungibility of cash allows recipients to choose the consumption/ investment mix which
suits their circumstances bestonditional cash transfer schemes embed further incentives for
recipientsto modify behavior towards socially desired patterns.

In his recent paper for DFID, Barrientos (2008) lists a multitude of studies of social transfer schemes
around the world, concluding that in general, the positive impact on poverty and vulnerdtaiitieen
demonstrated. For example, various studies of Oportunidades or its predecessor, Progessa, have shown
how the scheme has increased the physical growth rates of young children, increased school

enrolments andincreasedhe time spent in school bghildren by 0.7 years. All these are convincing
indications of the value of these schemes in achieving their goals.

Similarly, in the field of financial inclusion, the objective of increasing access to appropriate financial
services rests on a theory diange that individuals need the means to smooth income over time (based
on changes in life circumstances such as having children or being too old to work) and in the face of
shockdgo incomeand assets that comom illness or external circumstances sashnatural disasters.
Rutherford has even demonstted theequivalencen certain termshetweenaccess to savings and

access to credit for poor households: credinamed¥ a | @RAR2yBAEOPposed tédavinguupQsince
loansrequires commitment ex posb repay eachinstalment, much aa saver might make regular

savings. Equally, insurance can smooth income following unpredictable shocks. Access to financial
services should reduce vulnerability therefore, and even create a means to build assets arilitiezpab
which provide a path out of poverty.

The modern theory diinancialinclusion goes beyond these traditional economic arguments, however,
to incorporate the sense that having access to at least basic financial services is necessary for wider
participation in the modern economy, and therefore for a sense of economic citizenship. Having formal
financial services may enhance the dignity of excluded citizens Hfimamcial but non trivial ways

which affect their well being and sense of belonging.

Agadn, these theaories have been empirically tested in various ways and settings, although until recently
with less rigor than the impact assessment of transfer schemes.

Only recently has the case been made to integrate the two theoriebarfigearound the impact on
economic growth at the micrtevel.Barrientos (2008) has made the connection when he argues in a
recent paper for DFID thatficies to promote economic growth are likely to be more effective in
reducing poverty if they are complemented with midis which extend opportunity. Furthermore, well
designed and implemented social transfer programs can enable poor people to invest in productive
capacity and thus such programs capgort growth strategies. This argument is important because of a
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lingerng concerrnin some quartershat extensive transfer programs may have negative effects on
economic growth because of their disincentive effects on labor supply and their need to be funded
ultimately through taxation on productive activity.

Barrientos theefore outlines several causal processes by which social transfers can be linked to
investment and growthFirst, social transfers maift kredit restraints: espciallyaccess to bank loans
without collateral. Complementary savings of a portion of tlasfer payment provide investable
funds andmaybuild the ability of the recipient to access credit over tintleis has been demonstrated in
Mexico, where as much as 12% of Oportunidades grants are saved where this is passileng not
withdrawn and spat in the same cyclesecondthroughproviding aregular, dependablsource of
income,transfersreduce income uncertainty which helps to presecamsumptionlevelsand protect
assets fromadversed & K 2Z Orjrdi social transfers may improve intfiusehold resource allocation:
sincewomen (in contrast to mergre more likely tause money for education and healtlurposesfor
their children which makes children and therefore families more likely to esgaperational cycles of
poverty.

However, or these to be true, Barrientos sets out several conditimmsocial transfer schemes
1 Payments must be regular and reliaplkeey must also haviong enoughduration to influence
the consumptioninvestment decisions of households yit so long as tgenerate
dependency.
Payments must be large enough to overcome the poverty trap.
Eligibility requirementgor social transfersannot encourage asset depletion (to prove poverty),
Y2NJ f AYAOGD GKS dzaS 2F LINRRdAzOG A Giditytestsa Sia of A1S N
1 Payments must facilitate household allocation of resources that are productive. This usually
means womershould berecipients(as is the case in microfinance where women have
traditionally been the majority among microenterprise clients)
1 Social transfer mgrams should include complementary asset accumulation: basic services for
health and education which foster human assets/capital; and skills training and-onexiit
which foster accumulation of productive and financial assB#srientos favourably cites the
SEFYLXS 2F .w!/ Q& LD+xD5 a40KSYS Ay . ly3fttRSaK |
pathway out of poverty for recipients.

= =4

Not only are these guidelines and conditions usefuhemselves for considerirthe design ohew

schemes, but they also provide a starting point in the task of integrating the theories of change around
how access to financial services greatly enhances the impact on poverty of these schemes through the
effect on growth at a microlevel.

ho/5 t20ySiQa FT2NIKO2YAy3 LRtAOCe IFdzZARFy Gbory2GS 2y
growth states the proposition in similarly strong terms. Articulating the case for financial inclusion would
strengthen this further still.

3.5 Updatingthe 2006 scopingreport framework

Theinsights drawn in this section frothe new countrylevel evidence reported in the previous section
largely build on the foundationsid bythe 2006 scoping report. Most of the conclusions of that report
still remain valid.
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Of the analytical frameworks introducea 2006 the pushpull framework hasome resonance,

Ff 0K2dzZ3K a42YS NBLR2NI& &adzOK -LJdrf I RSKEBMARYE® KK&S] &K
forward is perhaps leds 6 2 izéh oMpultbut rather whethera scheme offers the ability tstore of

valuein some formt not necessarily a bank accountather than simply receive paymerimilarly, the

distinction made in 2006 betweeH | REQ I FRQWFRRI | RRA i A dAnyfdtréspeditiag | y OA I €
lessimportance as an analytical categpandcouldbe abandmed in favair of simplyconsidering

whether the recipient can access aagditional financial servicdmked to or as a result of the social

transfer processregardless of how onbwhom they are provided.

For this reason, it is instructiveow to movebeyond these simple distinctionswards a more rounded

and specific definition of what constitutes financial inclusspecificallyfor social transfer recipients

rather than attemp to define financial inclusion more generally. While any general definition such as

that proposed in the Table below requires tailoring in a national conteairyis to providean initial

benchmark to determine whether in fact the payment arrangementa s€heme are likely to result in

greater inclusion or not. Criteria like these can be used, and indeed have been used for HSN in Kenya, to
establish thresholds for the type of payment serwces desired for a scheme However, jUSt as in the
scopingreportvd & iNB&aaSR (KFG GKSNB g4t y2 | dzi2zYFGAO LINE:
circumstances, so too we emphasize here that the purpose of the proposed definition is not to rule out
simple cash paymentsr make them seem inferiomany schemes witlontinue to rely on these to

achieve their objectives; but these schemes shadtclaim to havdinancial inclusiorasone of their

goals or direct outcomes.

In the table below, we set the bar for basic inclusion at a low level, although it is still a move from where
most schemes are today: for example, some of the largest Latin American schemes in their current form
would not qualify as creating financial inslon by this metric. The advanced level provides a step

towards full inclusion at the level of the mainstream banked custoihé.possible to provide for a
greaterrange of levels between ttse two levels, but for the general case, the two levels pi®the

illustrative rungs on the ladder of financial inclusi@tearly, one of the key tensioissetting such
benchmarkss between adding mort’y A OS  régairerient@ahdhe resultingadditional cost to the
schemes.

Table 10: A social transfer cipient is financially includedt this levelwhen:

Features Basic level Advanced

® Nature ofcore product

Electronic Store of value in which funds can Yes
retained

Regulated deposit account Yes

Ability to transact at nofedicated financial Yes
infrastructure (such as POS, ATM)

Usage more than one transaction per month Yes

(ii) Geography

Additional travel time required to access cas Yes Yes
beyond usual travel patterns is less thaf'xx
hours

(iii) Additional financial products

! This parameter is specific to the nature of a scheme and the country environment
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available

Savings Yes
Credit Yes
Insurance Yes
(iv) Other aspects

Support for financial capability Yes
Consumer protection effective (disclosure, Yes Yes
recourse provisions)

Finally, #hough theprocess outlined in the report and thiustrativeterms of reference fodesigning
andconceptualizing enhanced payment arrangemdmdse been applied in recent cases (such as
Zambia), it is also clear that these process aspects require further clarificatioefarement to achieve
greater precision andsefulnesdor country officers and policy makers responsible for scheme design
We carry this recommendation into the next sectimd proposea manual on payment arrangements.

'2 Requires some specificity in a national context
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