Role of Digital Financial Services in Promoting
Inclusive Growth: Challenges and Opportunities

Introduction

The United Nations Capital Development Fund (UNCDF) organized a high-level roundtable dialogue
on ‘Role of Digital Financial Services in Promoting Inclusive Growth: Challenges and
Opportunities’ at Pan Pacific Sonargaon, Dhaka, on May 9, 2017. The event was chaired by Dr.
Mustafa K. Mujeri.

The objective of the roundtable was to engage industry leaders towards collective and practical
solutions for driving the next frontier in Digital Financial Services (DFS) to achieve the Sustainable
Development Goals (SDGs) and support priorities of the Government of Bangladesh in advancing
financial inclusion in the country.

A total of 91 representatives from the Bangladesh Bank, telecoms regulatory authority (BTRC),
commercial banks, DFS providers, Telcos, technology companies, FinTechs, development partners
and relevant government ministries took part in the dialogue.

The keynote presentation addressed the existing status of DFS in Bangladesh, associated challenges
and risks, and recommendations/ways forward. This opened the floor for discussion and debate on the
issues relating to DFS in Bangladesh from the delegates attending. The current status and challenges
facing DFS development as well as the related recommendations are summarized below.

DFS Current Status and Challenges
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= Foreign investment in DFS is strong in
Bangladesh, coming from countries like Hong mBank ENBFI ®mMM = Any financial service
Kong and Canada. Consistent and favourable
regulatory policies encourage investment in this sector as evidenced by interest from Bill & Melinda
Gates Foundation (BMGF), World Bank, and Banks and Entrepreneurs from home and abroad.

= Unstructured Supplementary Service Data (USSD) - Reluctance of telecoms in providing
connectivity was said to be responsible for drawing investment less than expected from banks. Most
of the banks could not secure a USSD and hence they could not operate on a level playing field.
Work is going on with the BTRC to address this.

= Regulatory environment - Banks are also worried about investing in the sector fearing that they
might be flagged down by the central bank. Some smaller operators, with less information about
DFS believed that banks’ preference was to give loans to those who are already established in the
market Furthermore, despite a high degree of interest among potential operators there are only
relatively few players in the DFS market.

= Linking MFS accounts to bank accounts is holding growth of DFS back. Although It would
help wallet owners get loans more easily Bank accounts cost more than mobile wallets and
therefore results in lower uptake.

» Financial literacy is considered a barrier to DFS development. It is one of the reasons that OTC is
preferred and why ‘Know your Customer’ (KYC) formal procedures make access difficult for low
income people including women. Furthermore, more familiar products such the digital hundi [digital
version of India’s traditional ‘bill of exchange’) was behind the remittance fall of 17 per cent this
year. The volume is decreasing despite the fact that more people are sending in money and friendly
regulations exist.
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= Women in general are not benefiting from DFS. There was a very thin presence
of women in the roundtable and it was highlighted limited inclusion of women in the 13%
DFS agent network of Over the Counter (OTC) finance was a challenge. This is for
a number of reasons including low financial literacy,

= DFS is susceptible to fraud, and ‘unfair use’. It was pointed out that potential
fraud, together with OTC prevalence and preference, were the main reasons for
almost half of digital wallets being inactive.

OWN A DIGITAL

ACCOUNT

At the end of the session, The round table participants identified MFS regulation,

Interoperability, Financial Literacy, Linking Wallets to Bank Accounts, Tiered KYC and Risk
Management as the key drivers of DFS development in Bangladesh. The ratings of different drivers
for spurring investment and competition in the DFS sector in Bangladesh is given in the graph below :
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Recommendations and Way Forward

The ecosystem takes time to develop and many barriers need to be removed to ensure that
progression from payments to solutions beyond payments can be achieved in Bangladesh. To move
forward, different measures will be needed, e.g. developing and operationalizing policies and
measures on the basis of a consensus across all important stakeholders with emphasis on home
grown solutions; placing emphasis on stakeholders’ engagement facilitation and effective
coordination; adapting to changes on credible research, analysis, evidence and implying strategic
communication with all key stakeholders including the policy makers; creating strong partnerships and
relationships with concerned stakeholders for ensuring continuity and success.

Critical factors that need to be resolved are detailed below.
Regulatory Framework

e Regulators, practitioners, bankers, operators, researchers, investors and development partners
emphasised that a proper regulatory regime encouraging DFS would be a key to further financial
inclusion.

e A pragmatic DFS strategy is needed for removing barriers to physical access and costs. Over
time, this will enable a much higher proportion of population to use proper financial services.

Increased Competition
e Mobile Financial Services (MFS) need to be developed as a commercially viable, safe and
competitive financial channel. To achieve this, a healthy competition will be necessary from a

wide range of providers. From the providers’ point of view, maintaining inactive wallet is one of
the most challenging and expensive issues.
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e USSD connectivity and pricing needs to be addressed by both telecoms and banks to encourage
investment and entry to market. Negotiating mutually beneficiary partnerships between banks
and MNOs is also important to ensure a level playing field for all. There is a tendency to use
MNOs as vendors of wireless connections rather than business partners. In this context,
Bangladesh Bank may pursue a more active intermediation and honest broker role in bridging
gaps between MNOs and banks.

Investment in Technologies

e Bangladesh needs to explore how it can leverage the depth and reach of existing digital payment
platforms and develop a broad range of products financial solutions affordable particularly for the
poor.

e MFS providers could introduce new services to their platforms as and when needed. MFS
platforms can integrate more features bringing in the core banking system taking into account
the needs of low income people.

e Policies are also needed to promote the use of a diverse set of technologies,

Inter-operability

¢ In developing a digital ecosystem, three important issues e.g. development of open payment
platforms, inter-operability and digital delivery models are to be considered

e Smaller banks interested in entering into the DFS domain could form a consortium and have
single bank providing fully managed services to reduce investment cost by partner banks. In
such consortium, banks will be connected to single transaction platform and it would also
facilitate inter-operability at customer and agent levels.

Improvements in Agent Networks

¢ Expanding the agent banking network is an option. There are four types of agent banking
delivery channels that can be used. These are (1) POS enabled bank agents (2) Mobile phone
enabled agents (3) Mobile wallet, and (4) Bank provided account linked to a mobile wallet.

e Ensuring more women are recruited into agent networks would also help improve women’s
access to DFS.

Simplify ‘Know Your Customer’ (KYC)

e There is the need to explore opportunities for leveraging national ID database to streamline and
simplify the Customer Due Diligence process using e-KYC.

e Developing financial inclusion products and related risk assessment is going on. Also, it will
assess the money laundering and terrorist financing risks associated with financial inclusion
products.

e Coordination between Bangladesh Bank and BTRC is also needed in order to ensure that their
concerns are adequately addressed to maximise the quality and reliability of MFS products in
Bangla language.
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