(CGAP

Frontier Agents Learning Agenda
Brazilian Market Case Study
Focus on Public Policy

Stanislaw Zmitrowicz
Pablo Garcia Arabehety

June 2017



This work was funded in whole or in part by CGAP.
Unlike CGAP's official publications, it has not been peer
reviewed or edited by CGAP, and any conclusions or
viewpoints expressed are those of the authors, and they
may or may not reflect the views of CGAP staff.



Executive summary

« With 250.000 access points at its peak, agents cover
100% of municipalities in Brazll

 Public policy intervention, channeled through
regulation and state-owned financial institutions
played a central role in this feat:

* Regulation struck an adequate balance between growth
first and, a decade later, risk management.

- Public banks, were smart and aggressive in pursuing
their financial inclusion objectives In partnership with
the private sector, especially in the initial scale-up
phase in the early 2000s. The cases of Banco Postal
and Caixa are presented.

 Nonetheless, as agents peaked in 2013 and entered a
consolidation phase, the previously successful model
needs to adapt in order to continue supporting
financial inclusion with offering high levels of coverage
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Rationale: why Brazil?

« This slide deck is part of a series of case studies
focused on describing different strategies to
expand coverage further into under-served
areas or frontier areas.

* Given the significant role of public policy In
Brazil, we focus here on the role of interventions
channeled either by regulatory actions or by
actions of state-owned financial institutions to
address the challenges of expanding their agent
networks.
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Brazil’s agent
networks

Evolution and achievements



How do agents work in Brazil?

Exclusivity is not regulated by the Central Bank, but usually required for paymenfé?

« Agents provide services on behalf of an authorized
financial institution. They cannot open accounts or
approve credit by themselves, they just facilitate the
process, forwarding applications.

* Only businesses can be hired as agents, individuals
are not allowed.

« Exclusivity is not regulated (not required or forbidden).
For example, transactional agents are usually
exclusive; agents offering payroll credit or vehicle
financing only, usually shared.

 Many agents, such as retall chains, have several
branches. For the purpose of this study, we are
considering all agent branches providing financial
services: physical access points.*

* BCB publishes a monthly spreadsheet (https://www.bcb.gov.br/fis/info/correspondentes.asp), reporting the number of agents
by FSP and annually update the Serie Temporal. The numbers are different in both reports because of double counting in case

CGAP of FSP sharing the same agent. In this study, we are considering the Serie Temporal data, which reflects the more accurate
number of agents, unless when referring to a specific FSP agent network.



https://www.bcb.gov.br/fis/info/correspondentes.asp

Brazil has reached 100% financial access coverage in 2010

In terms of municipalities with at least one agent.

Access points per 10,000 municipality inhabitants

2014
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* In 2013 there were 245 075 agents, around half of financial
access points

» 72% of households report to be located within a 5km radius
from an agent

Sources:
QZ)CGAP http://mww.bcb.gov.br/pre/incfinac/vforum/docs/3_Sanford_Apresentacao_pesquisa_correspondentes PORTUGUESE. pdf 8



Agents represent more than half of the financial access point

Transactional agents only, not credit. Interestingly they have already peakethnn2ts E
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There are 3 main types of services provided by agents

Number of agents offering each of the services, metric duplicates some acceSSRuINS |

Number of agents offering each of the services,
agents can offer more than one service

450,000
400,000
350,000
300,000
250,000
200,000
150,000
100,000

50,000

0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

B Account Opening M Payments M Credit

((Z)CGAP Sources: BCB ~ Series Temporais (25059, 25061, 25065), Relatorio de Inclusao Financeira 2015 and Resolution 3.954, of 2011 4



Agents are used mainly for bill payments in Brazil

In 2016, 66% of agent transactions were bill payments (P2G, utilities and “boletd

Withdrawals: Number of Transaction 2016 for all agent types (in thousands)
559,457

Other non-
financial

transactions:
=2 4 \

Loans:
23,146

>

Deposits:
376,116

Account
balances and
statements:
297,254

Boletos, utilities
and P2G:
2,808,289

QZ)CG Ap Source: BCB - Estatisticas Pagamentos de Varejo "




Agents are a low density channel, with only 7% of the voIfj

Agent transactional volume is stable while mobile is growing robustly

Transactions per channel per year
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Two broad questions arise...

From the perspective of a case study focused on public policy intervention

 How did Brazilian agent networks achieve
this scale and coverage?
1. Focus on Public policy interventions

la. Regulation
1b. State-owned financial institutions

 Why did agents peak in 20137

2. Converging market and regulatory trends,
as growth momentum shifts to mobile.

(OCGAP 13




1. Public policy
Interventions

Channeled not only through regulation but
also through state-owned financial institutions

14



Central Bank and SOFIs were central players

In the public policies that enabled agent growth

* Regulation:

* An appropriate balance was achieved
between innovation and risk management
which was addressed later.

e State-owned financial institutions:

« Aggresively pursued their mandates of
financial inclusion but articulated these
goals in partnerships with the private sector.

(OCGAP 15




la. Reqgulation

An adeguate balance between innovation
and risk management

16



Brazil was an early adopter of agents, regulation started i

2003 marked the scaling up of the model after decades of incremental reform

'y

payment transaction for payments of public hiring agents only in
on their behalf. Interest (including taxes cities without bank

and utilities) branches
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As agent networks matured, the regulatory focus shifted to ri

In 2011, further control and prudential regulations were added

agents and differed commission
payment based on operation
retention.

systematically assess economic
viability of operations distributed by
agents.

Feb/2011

4

Resolution 3,954 restricted agents only to companies (no individuals were
allowed anymore) and Fl were prevented of hiring agentes which owners
were directors of the Fl due to conflict of interest. Due-diligence
procedures for hiring agents and permanent monitoring/auditing of agent
network become mandatory.

Nov/2011 Dec/2013

(CGAP



Financial inclusion grew as a policy priority together with agv_

Financial inclusion regulatory efforts were streamlined nationally in 2011

accounts, offered to
Bolsa Familia
beneficiaries.

access to financial services, (ii)
promote responsible financial
access, and (iil) promote

suitable financial services

2004 2010 2011 2013

iy 4 A

Payment (including
mobile) regulation is
published, 1st
payment institution is
authorized in 2016

BCB includes
financial inclusion
promotion as one of
Its strategic goals

First studies at BCB
for promoting
financial access

(CGAP



1b. State-owned
financial institutions

Public policy interventions beyond
regulatory instruments



The Brazilian financial services market is diverse...

Only 20% of financial institutions use agents

Number Financial Institutions by Type
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... but highly concentrated

Top 5 banks have 70.1% of the assets; the two main public banks, 32:5%

_ Assets in 2016 = BRL 8.3 trillion
Branches in 2016 = 24,920 (approx. USD 2.5 trillion)

17.9%
.219./. 4
21.4%
8.5%

14.0% 15.2%

17.3%

13.0%
11.1%

®m Banco do Brasil m Bradesco = Itau © Caixa ® Santander ® Other

QZ)CGAP Source: BCB - IF.data 29




Large public* banks and the state owned post were

As policy instruments to complement regulation and drive access and Scaile

« Two examples of public policy initiatives to drive
financial access through agent networks:

— Correios - National Post
(Empresa Brasileira de Correios e Telegrafos)

« Postal Bank, 2001

— Caixa - National Savings Bank
(Caixa EconOmica Federal)

* Lottery leapfrogging, 2000
 Bolsa Familia, 2004

QZ) C G Ap * In the Latin American context, public refers to state controlled
23



Two phases for the development of agent networks in Brazil

Initial Scale-up 2000-2012, Consolidation 2013-present

Top 3 Agent Networks per Access Points
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[72]
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0
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—Caixa =—-Bradesco Banco do Brasil
Included

Banco Postal

QZ)CGAP until 2011

Source: BCB — Correspondentes no Pais
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Initial scale-up: Correios Postal Bank (Banco Postal)

Operating since 2001, Banco Postal offers accounts, credit and make payments -.

 Correlos Post offices —located in all 5,570
municipalities in Brazil- became Banco Postal’s
main asset when it was launched in 2001 with a
focus on increasing access.

« Banco Postal was set up as a public-private
partnership where Correios set up a bidding process
to find a partner.

« Bradesco —Brazil's largest a private bank— was the
first operator with a contract for 10 years.

(OCGAP 2s
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Initial scale-up: Caixa’s leapfrog from lottery

Caixa leveraged its already established small outlets network

 In 1967, Caixa had received the monopoly to exploit
the lottery through authorized ticket re-sellers.

 In 2000, 5100 (out of 7000) lottery shops already
operated via a real-time system which was easily
adapted to provide cash-in/cash-out and payment
services.

 In 2003, Caixa started to pilot a simplified KYC
requirement account which was successfully scaled up
In 2004 with the simplified account regulation.

QZ)CGAP Source: http://wwwl1.folha.uol.com.br/folha/dinheiro/ult91u70685.shtml 26
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Initial scale-up: Bolsa Familia, Caixa’s 13.5 million customers

Caixa provides USD 8.7 billion in payments for cash-transfer program

 In 2004, Caixa was granted the monopoly of Bolsa
Familia payments, a large scale social assistance

program.

* Bolsa Familia 2016 numbers:
« BRL 27.4 billion (approximately USD 8.4 billion)
 13.6 million customers and 158.6 million payments, out of
which 59.4% are paid through agents
« Caixa total G2P 2016 numbers:

« BRL 270.4 billlion (approximately USD 82.9 billion),
Including job security-related programs

« Government-related services Is #1 service revenue
(excluding financial intermediation) for Caixa: BRL 8.6
billion (approximately USD 2.6 billion)

QZ)CG Ap Source: Caixa Relatorio Administracao, Responsabilidade Socioambiental and Apresentacao de Resultados 2016 27



State-owned institutions were central in the scale-up phas"' :

Deploying successful partnerships with the private sector

« Regulation with no restrictions to agent establishment,
geographically or licensing, allowed state-owned
financial institution to quickly set up early stage public-
private partnership structures.

, ottery Shops — Privately Owneo

Privately Owned




Consolidation phase: Correios Postal Bank (Banco PostaI)ﬁ.

Banco Postal was successful in showing the potential of the segments it SErea

« When Banco Postal’s initial contract was due in 2011,
Banco do Brasil (BB) —Brazil’s largest public bank— won

the new procurement process and started to operate the
network in 2012.

« Bradesco —having lost the bid- started its “B plan” to
keep serving those same customers by launching in 6
months:

« 1,003 new full-service branches;
« 460 new partial-service branches;

« 9,000 new agents under “Bradesco Expresso” brand, mostly
small retail shops.

 |n the case of BB, the deal with Correios was soon

deemed expensive, and the contract was renegotiated.
See next slide.

QZ)CG Ap Source: http://exame.abril.com.br/seu-dinheiro/bradesco-orienta-clientes-sobre-fim-da-parceria-com-banco-postal/ 29



Consolidation phase: Agents are not as valuable as they w‘, _

Correios revenues from Banco Postal reduced significantly in the last S years

Banco Postal (about 6,000 post offices)

e 2001 concession to Bradesco

« BRL 200 million (approximately USD 78 million), which was
renegotiated in 2006 for not being enough profitable to Correios

e 2011 concession to Banco do Brasil

« BRL 2.3 billion (USD 1.2 billion at that time) for the right to use
the post offices as agents (with exclusivity)

« About BRL 100 million as monthly fees

2016 procurement process

« Minimum bid of BRL 1.2 billion (USD 370 million): no FSP
Interested

 Banco do Brasil extended the contract for 3 years, agreeing to
pay about BRL 24 million as monthly fees

‘ ‘ Ap Source: http://www1.folha.uol.com.br/mercado/2016/12/1838713-bb-fecha-acordo-com-correios-para-operar-banco-postal-por-mais-3-anos.shtml 30
http://www1.folha.uol.com.br/fsp/dinheiro/fi1903200707.htm


http://www1.folha.uol.com.br/mercado/2016/12/1838713-bb-fecha-acordo-com-correios-para-operar-banco-postal-por-mais-3-anos.shtml

Consolidation phase: Caixa’s network and Bolsa Familia

Exclusivity on lottery shops by law and struggle to increase account usage

« By the end of 2016, Caixa's agent network was
composed by 15,000 Caixa Aqui agents and 13,000
lottery outlets.

« Caixa ensured exclusivity over lottery shop agent
services through Law 12,869/14.

e 24.1% (or 3.3 million) Bolsa Familia beneficiaries
opened simplified accounts through agents.

QZ)CG Ap Source: Caixa Relatorio Responsabilidade Socioambiental and http://www.caixa.gov.br/atendimento/Paginas/default.aspx 31



After the rally, vulnerable regions were most benefited

North and Center-West less developed regions had the longer lasting effects

Number of Service Points by 1,000 SqKm Variation (2007 = 1)
180 2.50
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Additionally, consolidation is reducing coverage in :f":,.

In the case below, in relation to more stringent supervision

Bucaramanga
o g V

e Zf0G——\ ~Wgneauela (,,-‘—‘ “ Sao Gabriel da Cachoeira (AM) used
e 10 have a lottery shop and a Caixa
Aqui agent (a local supermarket).
e They were terminated by Caixa due to
fraud and misconduct. There are still
ww:  Bradesco and BB branches there.

~ Bogota
! )

Colombia Boa Vista

AMAZONAS

Caixa had to setup a
temporary structure to
make Bolsa Familia
payments

@CG Ap Source: http://www.ale.am.gov.br/2016/06/30/alessandra-campelo-propoe-loterica-em-sao-gabriel-da-cachoeira/ 33



2. Peak agents
In Brazil

Converging market and regulatory trends
and their implications



Agents peaked in Brazil in 2013

Absolute volume of transactions still grows, but share decreased from 0% tON%0s 1

Number of Agents Agent Transactions (millions)
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« Converging causes, as previously noted:
« Agent saturation, less so in lower income areas.
« Tighter regulation
 Channel’'s decreasing relative use

« Overall value erosion as signaled by Banco Postal
bids.

QZ)CG Ap Source: BCB — Series Temporais (24905), Relatorio de Inclusao Financeira 2015 and Estatisticas Pagamentos de Varejo 35



Agents have contributed to account access and use

But the data to assess these contributions still needs to be gathered

Agent contributions to cashless:

 Reduced costs for cash conversion and
account management:
* Increased proximity (50% of access points)
« Extended hours

« Millions of accounts opened through the
channel

* Increased trust in cash availability /
Increased account balances

(OCGAP 3




A potential model of the ongoing trends in Brazill

Further research is need to characterize better these trends

q “Cashy ! “Peak ! “Cash-lite”
times” | agents” |
e e t
Branchless Cashless Float-Account
Ca_sh Access ~ financial balance
Points — OTC transactions
transactions

(CGAP a7




Agent business models need to adapt to the consolidation p

To avoid losing gains made on proximity and access

Some areas for innovation:

« Agent exclusivity: multi-bank agent networks
have a better business case for agents, with
Increased viablility in low demand areas.

« Use of analytics to increase operational
efficiency and reduce fraud.

« Deployment model tiering: deepen the path
started by Caixa Aqui, seeking multiple
operational models that can better match local
demand.

(OCGAP 3
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