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1. Executive Summary

lectronic retail payment systems and services (ERPS)

consist of different systems and platforms, payment

products and services that allow firms, individuals, gov-
ernment and other economic agents to transfer money on a
daily basis without having to use cash.!

ERPS are becoming increasingly more prevalent in today’s
economy, thanks to the dynamism digital innovation has
brought with new mobile and online payment solutions and
products. Meanwhile, international efforts continue to appear
for promoting universal access to and use of financial services
in an attempt to reduce poverty and improve opportunities and
living standards for people that do not use such services.

As a result of this interaction between an intensive agenda
focused on promoting financial inclusion and the greater pres-
ence and participation of ERPS in economic activity, the latter
represent a highly potential instrument for fostering financial
inclusion as individuals and firms interact in the economy via
the payments they make to each other through different instru-
ments and channels.

Latin American and Caribbean countries are at a particularly
important situation in this matter. On the one hand, the degree
of bankarization still needs to deepen in most countries. On the
other, payment systems and services infrastructure has made
significant progress, posing different questions as regards how
to move forward with financial inclusion through payments.

Central banks have an important role to play in this area
given their responsibility to preserve the smooth functioning
of payment systems and, more recently, to support efforts for
achieving greater financial inclusion.

‘or any other paper-based payment instrument, including cheques, bank
drafts and over-the-counter payment instructions.
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Thus, under the framework of the Working Group on Pay-
ment System Issues of Latin America and the Caribbean?
(WGPs-LAC) a subgroup of five central banks, entitled Subgroup
for Payments and Financial Inclusion® (S-PAFI), was created in
April 2014 with the purpose of analyzing with more detailed in-
formation the interaction of payment systems and services with
financial inclusion.

To that end, the s-PAFI conducted a survey among the cen-
tral banks of Latin American and Caribbean countries, the re-
sults of which are presented here. In particular, the survey dealt
with the following aspects: Definition of financial inclusion, a
general framework of what ERPS consist of, the role performed
by different components of ERPS in financial inclusion strategies
implemented in the region, legal and operational aspects of
ERPS that influence financial inclusion and the role of payment
industry innovations in inclusion.

The report is important because the approach of the survey
provides a multidimensional perspective on different ERPS inter-
actions with financial inclusion in Latin American and Caribbean
countries. The conclusions offer a set of observations and pos-
sible actions central banks could adopt as a basis for moving
forward with national and regional agendas on electronic retail
payments for promoting financial inclusion and access.

*Between 1999 and 2001, a regional committee was set up consisting of
those in charge of payments systems in Latin American and Caribbean
central banks. Entitled Working Group on Payment Systems Issues of
Latin America and the Caribbean (WGPS-LAC), its purpose is to study
important issues of common interest related to progress on the planning,
operation, regulation and oversight of payment systems (and services),
diffusing knowledge and experiences in this matter, as well as promoting
regional and international cooperation.

3Ecuador, El Salvador, Paraguay, Peru and Uruguay.
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2. Abbreviations

ACH Automated clearing house

ATM Automated teller machine

CPMI-WB Committee on Payments and Market Infrastruc-
tures, World Bank Group

ECT Electronic credit transfer

EMI Electronic money issuer

EMS Electronic money systems

ERPS Electronic retail payment systems

G20 Group of 20

IcT Information and communications technologies

NBFI Nonbank financial institutions

NFIS National financial inclusion strategies

POS Point of sale

PSP Payment service providers

RTGS Real time gross settlement

S-PAFI Subgroup on Payments and Financial Inclusion

Telcos Telecommunications companies

WGPS-LAC Working Group on Payment Systems Issues

3. Introduction

In April 2014, the Working Group on Payment System Issues
of Latin America and the Caribbean (WGPS-LAC) created the
Subgroup on Payments and Financial Inclusion (S-PAFI), con-
sisting of CEMLA* and the central banks of Ecuador, El Salvador,

*Secretariat of the Subgroup.
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Paraguay, Peru® and Uruguay, with the aim of identifying areas
where central banks of the region can improve the institutional
framework in order to promote financial inclusion through ac-
cess to and use of electronic retail payment systems and ser-
vices (ERPS®).

The above effort has as a precedent the working agenda and
international coordination of the G20, which in 2009 formally
established a commitment to improving access to financial ser-
vices for the unbanked population.” This therefore recognized
the important role the population excluded from the financial
sector could play in poverty reduction and more balanced eco-
nomic growth.

From 2011 to 2014, the number of people in the world ex-
cluded from the financial system was reduced by 20%.8 Partic-
ular progress was made in Latin America and the Caribbean,
where the percentage of the adult population (over 15 years of
age) with accounts in financial institutions increased from 39%
to 51% in said period. Nonetheless, it is also important to rec-
ognize the need to delve deeper into the use of these accounts
and other financial services. For instance, access to credit rose
from 8% to 11% during the same period.

The importance of developing and using ERPS as a mech-
anism for promoting financial inclusion is related to the follow-
ing aspects:

» ERPS allow an economic agent (payee) to use differ-
ent methods to cover their obligations with another

® Coordinator of the Subgroup.
®See the definition in section 5 of this paper.

"Refers to the population without access to an account in a formal finan-
cial institution or payment services provider that allows them to save
money or receive or make payments (Global Findex database, 2014).
According to recent calculations, two billion people do not have access
to a financial bank services.

®With data from Global Findex (2014).

10 Payment Systems and Financial Inclusion



FIGURE 1

WORLD: ACCESS TO FINANCIAL SERVICES, 2011 AND 2014
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(beneficiary) without the need to do so in person, which
reduces transaction costs and thereby improves the dy-
namism of economic activity.

P Incorporation of advances in information and commu-
nications technologies have converted ERPS into ideal
channels for promoting financial inclusion as the elec-
tronic and digital mediums available at present have elim-
inated barriers limiting the unbanked population’s access
to payment services.

P ERPs offer the possibility for people to reduce the costs
and risks implicit in using cash, thanks to the fact that
they are available instantaneously anywhere. This makes
them more convenient and easier to use for carrying out
transactions on a daily basis, generating incentives to
adopt them for various transactions that are generally
made in cash.

P Greater use of ERPS by the population would lay the
foundations for the adoption of new infrastructures,
instruments and channels that would favor more ef-
ficient and secure payments, leading to economies of
scale that would reduce the average costs of payment
services.

These specific aspects of ERPS have increasingly greater
influence on the formulation and implementation of national fi-
nancial inclusion strategies (NFIS), while at the same time favor
progress in the payment services industry. Said influence is
observed in aspects related to the legal and regulatory frame-
work, payment and settlement infrastructures and platforms,
new operational arrangements and new participants (payment
service providers), as well as changes in dynamics and market
forces.

12 Payment Systems and Financial Inclusion



The above highlights how this is a decisive moment for cen-
tral banks and other relevant financial authorities in the field
of ERPS, given that the responsibilities of most of the region’s
central banks include guaranteeing the secure and efficient
functioning of payment and settlement systems. Moreover, in
light of the importance of promoting financial inclusion, central
banks have directly participated in planning and overseeing
NFIS. This has led to them acquiring new responsibilities asso-
ciated with boosting access to and use of ERPS, in some cases
along with financial education and consumer protection.

This study therefore offers an overview of ERPS in the region
and their role in financial inclusion based on information pro-
vided by Latin American and Caribbean central banks. In this
regard, the majority of such institutions stated that ERPS have
an important role to play in accelerating access and usage of
financial services. They also consider innovation as a key fac-
tor in aspects such as electronic money, prepaid cards, mobile
phones and the participation of nonfinancial institutions.

This study is organized as follows. Section 4 shows the
methodology used for the study. Section 5 presents some key
concepts of ERPS and the dimensions of financial inclusion (ac-
cess and usage). Section 6 describes and analyzes the main
results of the study, and finally, Section 7 gives the conclusions,
as well as the principal recommendations and actions for con-
tinuing to improve financial inclusion in Latin America and the
Caribbean from a payment systems perspective.

Introduction
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4. Methodology

This study uses information provided by central banks of the
region in the Survey® The Role of Payments Systems and Ser-
vices in Financial Inclusion in Latin America (hereon the Sur-
vey)'° conducted during the first half of 2015.

The Survey contained a total of 30 questions grouped
into sections: 1) definitions and general aspects, 2) the legal
and regulatory framework for payment services and financial
inclusion, 3) payment infrastructures, 4) standardization and
risk management aspects, and 5) competition and consumer
protection aspects. The model of the Survey is presented in
Annex 1.

The results of the Survey were compiled and processed by
the s-PAFI, counting up the number of central banks that coin-
cided on certain answers in order to obtain a regional overview
of the situation for each thematic area of the Survey. It is im-
portant to mention the difficulty the Survey faced as regards the
diversity of viewpoints for topics central banks had to give an
opinion on.

5. Dimensions and Key Concepts
in ERPS and Financial Inclusion

Unlike large-value payment systems focused on meeting the
needs of financial institutions and large corporations in different

*The Survey was distributed among 30 CEMLA member central banks, 60%
of which took part. The central banks that participated were those of Ar-
gentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Curagao and Sint
Maarten, Cuba, Dominican Republic, Ecuador, El Salvador, Guatemala,
Honduras, Jamaica, Mexico, Paraguay, Peru and Uruguay.

"The Survey was elaborated by the S-PAFI and CEMLA, with comments
from the Secretariat of the cPMI-wB Task Force for Payment Aspects for
Financial Inclusion and members of the WGPS-LAC.
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financial markets, retail payment systems focus on the needs of
each individual for making and receiving payments. However,
this difference has been reduced by technological advances,
meaning that in the current scenario it is more relevant to refer
to whether payments are electronic or not, or more particularly
non-cash.™

The significance of electronic retail payments for promoting
financial inclusion lies in, among other factors, the fact that the
arrival and rapid penetration of information and communication
technologies (ICT) in the financial industry, particularly for pro-
viding payments services, has led to the emergence of products
and services that have adapted more conveniently to the cur-
rent needs of the population for exchanging value. Among the
new ways adopted by ERPS are the use of mobile phones as a
device and access channel for making and receiving payments
(mobile payments), use of internet on different devices for mak-
ing purchases (internet payments), use of payment cards in
ATM and POS networks and with contactless technology (card
payments) and electronic billing (Morales, 2014; cPmi, 2012),
as well as the use of systems and platforms, which although
planned for making other types of operations, also allow retalil
payments to be made, such as using RTGS systems for making
instant payments.

Although cash has performed a significant role in the mod-
ern economy, because it provides a measure of value and
means of payment for performing economic activity, nowadays
it has become impractical (and even costly) to use it for differ-
ent transactions, which because of their nature, size or urgency
require more flexible methods (in terms of speed, practicality,

"'For instance, different large and retail payment systems and platforms,
products and services, facilitate the daily transactions of the population
(individuals, firms and government), urgent or not, and regardless of their
size. All of the aforementioned can be considered part of the electronic
payments universe.

Dimensions and Key Concepts
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mobility and ubiquity). Thus, development of ERPS, along with
the use and application of ICT, has focused on overcoming the
limitations of cash in certain types of transactions, while allow-
ing significant progress to be made in the speed, immediacy,
security, ubiquity and convenience demanded by economic ac-
tivity. Moreover, ERPS have become a bridge towards financial
inclusion, providing access to the population generally exclud-
ed from financial services, thanks to services that allow people
to save value, and make and receive payments under more
favorable and accessible conditions and requirements.

In this scenario it is also important to underline that al-
though retail payment systems and services have tradition-
ally been generated by banks and other financial institutions,
spaces are increasingly being opened for new participants,
above all nonbank or nonfinancial institutions acting as opera-
tors of platforms for payment system' or as payment service
providers (PSP). Thus, ERPS benefit the population in terms of
financial inclusion, while fostering progress in the economy’s
financial sector.

Notwithstanding the above, there have been no radical
change of trends in global cash usage, except in some econ-
omies such as Sweden, where its use is being discouraged.
The fact that in Latin America and the Caribbean cash con-
tinues to be people’s preferred means of payment for certain
types of purchases and payments is a matter beyond the
scope of this study.

Analysis of this phenomenon involves the overall conditions
in the economies —including levels of informal labor, depth of

2 For instance, besides favoring the entrance of new payment service pro-
viders, digital currencies have also led to the appearance of new elec-
tronic platforms that have arrangements for clearing and, in some cases,
settlement. The same has occurred with electronic money that, besides
constituting a payment service, has also involved the establishment and
setting in motion of specialized platforms for processing it.

16 Payment Systems and Financial Inclusion



the financial sector, etcetera—, education and the population’s
payment habits, as well as other idiosyncratic factors —such
as people’s perception that cash is a very convenient means
of payment—, among other factors. It is worth mentioning that
electronic retail payment services are superior to cash from
the point of view of the safety and efficency they offer users.
Nevertheless, cash continues to be very convenient for users
in certain types of retail daily transactions, such as for using
public transport, purchasing food in a grocery store, etcetera.
This experience is in addition to the lack of favorable conditions
for accessing and using ERPS —such as a broad and functional
physical and telecommunications infrastructure— that contribute
to the continued perception of cash as an ideal payment meth-
od for this type of disbursements, hindering any likely transition
towards and adoption of electronic payment.

The set of innovations in ERPS that have been applied in-
ternationally could help to change the tendency to use cash
for certain types of very small value transactions, as long as
the population’s perception is changed by a more comfortable
and convenient experience with more reliable and easy to use
payment instruments.

The above is of utmost significance when taking into account
that financial access is just as important for achieving effective
financial inclusion as making recurrent and periodic use of fi-
nancial services. In this way, simple and accessible payment
services appropriately meeting users’ needs have the potential
to achieve such inclusion.

5.1 Financial Access

Access to financial services implies the supply of such services
meets the minimum conditions to address the needs of house-
holds and firms for managing their expenditures and income.
Such services should also enable households and firms to face

Dimensions and Key Concepts
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TABLE 1
CHARACTERISTICS OF CASH AND A ERPS

Features of payment instruments Cash ERPS

Payment between third parties

Retail payment

Concept

Nonurgent payment

Convenient v v
Affordable (accessible) v -
Secure - v
Fast - v
Reliable - v
Traceable/verifiable - v

Simple (understandable) v -

Functional characteristics

Commissions (other costs) - v
Risky v -

Source: Elaborated by the authors.

unexpected financial shocks (World Bank Development Re-
search Group et al., 2014).

The fact that there are agents (individuals and firms) with-
out access to financial services is the result of market failures
(barriers) such as: 1) lack (or asymmetry) of information for
assessing the financial capacity of potential users; 2) little or
no attention from service providers to certain market niches;
and 3) the oligopolistic structure of the market that generates
distortions in the coverage and prices of financial services.

18 Payment Systems and Financial Inclusion



The reasons why people are excluded from the financial sys-
tem'® should also be considered, including socioeconomic (low
or irregular income, lack of economic and financial education,
ethnic-racial discrimination, etc.) or geographic (living in rural
zones or outside urban centers) traits, which are by themselves
sources of exclusion from financial services.

ERPS are an instrument with great potential for reducing the
referred failures or barriers affecting financial inclusion given
that electronic and digital methods considerably reduce trans-
action and information costs for payment service providers and
users. All of this represents a driver for progress in the industry.
Users can also perceive greater advantages and comfort in
cash alternatives, which in the end become options for trans-
forming, or beginning, their financial life. For instance, with the
introduction of new channels (e.g. bank agents), services (e.g.
payment accounts or electronic money) and types of payment
(e.g. wage and social benefit payments, and government pay-
ments in general) options for bringing payment services to the
generally excluded population have growth, either by democra-
tizing access regardless of gender or other ethnic-social traits,
by reducing transaction costs, excessive procedures, long dis-
tances to arrive at a service point, etcetera.

It is worth mentioning how promoting financial access
through NFIS is closely related to the status of ERPS in each
country. This implies that the degree and depth of technology
use in electronic and digital payments depends on the infra-
structure and platforms available, the structure of the national
market and the relation between possible innovations and the
regulatory framework in force.

'* Exclusion of an individual or firm might be due to exogenous or personal
factors (the latter is known as self-exclusion). This study does not cover
the phenomenon of self-exclusion among the population that could be
based on high levels of informality, distrust in the financial sector and
religious factors, among others.

Dimensions and Key Concepts
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According to Global Findex, in 2014 the percentage of peo-
ple in Latin America and the Caribbean with debit cards was
40%, while 2% had mobile money accounts, figure similar to
that of the East Asia and Pacific region (excluding Japan and
Australia), where it was 43% and 0.4%, respectively. Mean-
while, in Sub-Saharan Africa only 18% of people have a debit
card and 12% a mobile money account. It should be pointed out
that, in Latin America and the Caribbean, out of the total popu-
lation receiving benefits or social supports, 67% state receiving
such transfers through an account, figure slightly above the
world average (61%). With respect to wages, 55% of salaried
individuals are paid through an account as compared with a
worldwide figure of 54 percent.

Another indicator on access to payment services is the num-
ber of automated teller machines (ATM) per 100,000 inhabitants,
which was 31 globally in 2011. This indicator varies across re-
gions: for instance, North America, 207 ATM; the Euro area, 90;
Eastern Europe and Central Asia, 42, and Latin America and
the Caribbean, 30; all these figures are higher than those for
Sub-Saharan Africa (four ATM).

Despite progress made in modernizing and improving the
region’s ERPS, as reflected in the Survey, data from Global
Findex shows low levels of access to ERPS in Latin America
and the Caribbean. In other words, it represents opportunities
and considerable gaps for the development of ERPS over the
following years.

5.2 Use of Payment Services

The second dimension of financial inclusion is the usage of ser-
vices. The factors that influence the decision, adoption and use
of a financial service include: 7) individual habits and preferenc-
es, 2) frictions between supply and demand due to the speed
with which new financial products are generated and adopted,

20 Payment Systems and Financial Inclusion
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and 3) the degree of adoption and knowledge of ERPS among
the population, allowing them to get used to and benefit from
the services offered by the market.

The frequency and regularity of use of financial services is
the most important dimension of financial inclusion because it
requires appropriate levels of access and financial education,
i.e., access does not fully guarantee usage. To use the financial
services for which access is available, several favorable condi-
tions must be met; among these, that people:

P have information and learn to use financial services re-
sponsibly, i.e., that there is a minimum level of financial
education;

P have a positive perception or, at least, willing to use them;

P trust the smooth functioning of these services and are
familiar with consumer protection legislation;

P find a match between their needs and the characteristics
of available services;

P can value the convenience and affordability of each
service;

P have transparent access to the costs of the services they
require;

P have several alternative services and financial service
providers.

Financial services consist of reception of remittances (as
a third-party payment), payment of services, deposits or use
of debit cards, among others. In this regard, data from Global
Findex 2014 (see Figure 3) show that 17% of people worldwide
paid for services online, while only 2% used mobile phones in

22 Payment Systems and Financial Inclusion
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2014. In Latin America and the Caribbean, payment of services
via internet or mobile phone is below the world average, at 10%
and 1% respectively. A different panorama is observed for the
use of traditional services, which have greater presence (for
instance, debit cards and account deposits, with 28% and 13%,
respectively). Opportunities therefore exist for improving the
use of payment services in the region by, for instance, applying
innovations that exploit infrastructures in other sectors regarded
as nonfinancial. Such is the case of electronic money linked to
high and low-end mobile phones that favors financial inclusion
because the majority of the population have such mobile devic-
es even in zones far away from urban centers where there are
currently no financial offerings, meaning it has great potential
for bringing closer and facilitating the use of financial services.

6. The Role of ERPS in Financial Inclusion
in Latin America and the Caribbean:
Results of the Survey

NFIS are by nature public policy instruments requiring a mul-
tidimensional approach and multiple lines of action including:
Financial education, innovation in financial services, reducing
cash usage and promoting electronic payments, among others.
Moreover, the improved design, functioning and innovation of
ERPS has an important place on the agenda of central banks
given that they are a fundamental pillar for promoting the pub-
lic’s trust in the financial system and, as has been seen, an
instrument with great potential for encouraging access to and
use of financial services. In that vein, central banks have partic-
ipated in elaborating and implementing the strategies, ensuring
the efficiency and security of payment systems and services,
as well as their access and use.

24 Payment Systems and Financial Inclusion



The results of the Survey conducted among central banks of
the region are shown below, making particular reference to as-
pects related to ERPS and different strategies and policy actions
for promoting financial inclusion. The results are presented in
six parts: 1) relevant aspects of ERPS in NFIS, 2) provision and
use of ERPS, 3) regulatory aspects, 4) risk management, 5)
important aspects of payment system infrastructures, and 6)
competition and ERPS user protection.

6.1 Important Aspects of ERPS in NFIS
in Latin America and the Caribbean

In the case of Latin America and the Caribbean, the Survey
shows that 82% of countries have a NFIS, the most recent of
which are Peru' and El Salvador.'® Thus, demonstrating their
commitment to performing a series of actions within a deter-
mined period to promote access to and use of financial services
among the population.

The Survey also shows how many NFIS take into account a
link with the development and modernization of ERPS."® Said
linkage varies according to the objectives and priorities each
government has for planning their respective financial inclusion
strategy."”

"“The Supreme Decree establishing the National Financial Inclusion Strat-
egy (NFIS) was signed in July 2015.

®In August 2015, a law was passed for facilitating financial inclusion
through services such as mobile money (and its providers) and simplified
procedure savings accounts.

"It should be pointed out that there is no homogenous definition of the
concept of retail payments in the region. The most widely accepted one
is that of payments between third parties, excluding the financial sector.

it is important to highlight that even in the 18% of countries which do
not have a NFIS, the ERPS is used implicitly as a path towards financial
inclusion. The following sections therefore present information for both
groups of countries.

Survey Results
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Thus, as can be seen in Figure 4, the opening of transac-
tion accounts'® and access for new payment service providers
have been pointed out by the majority of central banks as very
important for implementing their NFIS (100% and 91% of these,
respectively). Central banks consider bank agents, payment
cards' and electronic money as very important payment chan-
nels and instruments for access to and use of payment services
among the population. The Survey also reveals the very signif-
icant role government payments play in the inclusion process.

Taking the above items into account, certain aspects of ERPS
may have great potential for making an effective contribution
to financial inclusion. For this reason, it will be necessary to
bolster the strategies in order to deepen progress made over
recent years in countries of the region where regulation has
allowed the development of transaction accounts, bank agents
and electronic money to expand the use of ERPS, mainly among
people who can most benefit from new payment channels and
instruments by eliminating barriers to access and usage they
face at present.

"® Transaction accounts are generally characterized by having limited func-
tions as compared to traditional deposit accounts. With respect to the
opening of transaction accounts as one of the main components of NFIS
in the region, further study is necessary to ascertain whether their impor-
tance only corresponds to the act of opening an account for an individual
who did not previously have access to the financial system or whether
this type of account is actually the one most used after they have been
opened. In India for instance, the government decreed the opening of
500 million basic accounts in the financial system, leading to an improve-
ment in financial inclusion indicators (on the system access side), but it is
still not known whether the incentives for using the account as a platform
towards other services really functions or not.

19 . . . .
One pending theme on this point is to analyze whether answers reveal
debit cards as the most used payment method for collecting social trans-
fers made by the government to vulnerable sections of the population.
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FIGURE 4

ERPS RELEVANT ASPECTS OF THE PLANNING OF THE NFIS
(response percentage)

Basic bank
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Payment cards
Instruments
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payments

Source: Author's elaboration based on The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean
survey information.

6.2 Provision and Usage of ERPS

The previous section mentioned, in light of the multiple dimen-
sions involved in financial inclusion, the way in which strategies
associated to ERPS are implemented can vary considerably
from one country to another. One immediate explanation for
this is linked to the degree of progress in electronic payments
in each of them.

Abad, Vasquez and Vega (2015) suggest a financial inclu-
sion strategy that depends to a greater or lesser extent on ERPS
should be drawn up with a long-term vision that promotes its
gradual and realistic development, seeking to foster financial
inclusion. For this it is necessary to create an ecosystem where
payment service providers (PSP), economic agents and govern-
ment can benefit from making their payments electronically and
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using as less cash as possible. Otherwise, it is possible that the
potential of ERPS as a bridge for accessing other financial ser-
vices might be limited. For instance, it is necessary to avoid that
social benefit transfers via prepaid cards become an instrument
for simply withdrawing cash, and encourage increasing accep-
tance of electronic money among all types of businesses and
services and not just in large establishments or e-commerce.

To illustrate part of the above, Figure 5 shows how people
use payment services and who provides them. Banks are the
main providers of retail payment services in the region. Nonbank
financial institutions (NBFI) play an important role in providing
payment cards and direct debits. As regards electronic money,
it shows how banks participate more than in other services,
while that of NBFI and PSP (specialized and nonspecialized) is
similar. The latter reflects the presence of telecommunications
companies (Telcos) in the provision of e-money.

In addition, it can be seen how people use payment cards
a lot for withdrawing cash, while e-money is used more as a
means for transferring funds electronically. The population also
makes little use of electronic transfers and direct debits for with-
drawing cash.

It is therefore evident that banks, as a traditional payment
services provider, continue performing an important role in
supplying ERPS to the population, while other less traditional
providers, such as Telcos, have greater presence in supplying
innovative payment instruments such as e-money. It can also
be seen how even well-established electronic payment instru-
ments like cards are ultimately used to withdraw cash from an
ATM.

The way in which the payment system of each country is or-
ganized or determined by greater or lesser participation of banks
as payment service providers compared with other new PsP,
as well as how the population uses each payment instrument,
will be fundamental for authorities to adjust their strategies and
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FIGURE 5

PROVISION AND USE OF RETAIL PAYMENT SERVICES
(response percentage)
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Source: Author's elaboration based on The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean
survey information.

policies aimed at ensuring ERPS are used effectively to achieve
greater financial inclusion. Thus, these strategies more orient-
ed towards the use of ERPS as a mechanism for accessing and
using financial services should focus on creating the conditions
necessary for the ecosystem, platforms, PSP and instruments
promoting the goal of making payments electronically.
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6.3 Regulatory Aspects of ERPS and NFIS

The legal and regulatory framework is a fundamental pillar for
the smooth functioning of ERPS and effective implementation
of a NFIS. Not having a solid, balanced and predictable legal
framework (that provides certainty to electronic transactions)
can exacerbate or create unfavorable conditions for the de-
velopment of some payment services or hamper actions that
promote financial inclusion.?

In this regard, adoption of numerous legal dispositions for
ERPS, such as those related to access and user protection, has
been encouraged by central banks and financial supervisory
bodies. Nevertheless, regulatory components related to other
authorities should also be considered. Economy and Finance
ministries play a key role, for instance, in channeling and receiv-
ing government payments, which promote financial inclusion,
through their Treasury offices. Moreover, authorities respon-
sible for competition are influential, and should ensure equal
conditions and competition in different areas of the payments
system, in both the functioning of the platforms and payment
systems and between final payment services providers.

Although central banks perform an important role in generat-
ing an efficient and safe environment for the smooth functioning
and development of ERPS, not all of them have explicit powers
to intervene. Even central banks that do have a mandate may
be limited because the powers conferred to them are not broad
enough to accommodate ERPS innovations and keep pace with
the development of the market (CMPI-wB, 2016).

The legal and regulatory framework that supports ERPS
and NFIS in Latin American and the Caribbean is composed of
different laws, regulations, standards and other instruments of
different legal status. The most important law is that regulating

**Based on CPMI-WB (2016).
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the overall functioning of the financial system and commonly
addresses issues related to the authorization and control of dif-
ferent types of financial institutions regulated by the authorities.
There are also direct laws and regulations for payment clear-
ing and settlement systems encompassing general rules for
participants, mechanisms, agreements, payment services and
systems. Laws for social and financial inclusion issued by some
countries have also been added recently to said standards.

Figure 6 shows the legal and regulatory framework currently
in force in Latin America and the Caribbean with regards to the
role of ERPS in the agenda for financial inclusion. It can be seen
in the region how low ranking legal standards (e.g., adminis-
trative rules, circulars and regulations) are the tools most used
for defining the regulatory framework for payment systems and
financial inclusion. Moreover, it is evident that not all countries
have a body of high-ranking legislation (i.e., laws) covering said
aspects.

It is worth mentioning that, although transaction accounts,
access of new PSP to payments systems and government pay-
ments are important components of ERPS for promoting finan-
cial inclusion, a majority of countries have still not implemented
a regulatory framework for them. The situation is different for
traditional payment services such as cheques, debit and cred-
it cards, and electronic transfers, for which a large number of
countries have a general legal framework, even including spe-
cific regulations for some of them.

The above reveals an opportunity for countries of the re-
gion to elaborate, and in some cases strengthen, a complete
legal and regulatory framework that facilitates actions aimed
at promoting the use of ERPS. The challenge is to generate
appropriate legislation that improves safety and efficency, and
guarantees consumer protection, without restricting innovation
and the emergence of new services.
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FIGURE 6

LEGAL FRAMEWORK FOR RETAIL SYSTEMS AND ELECTRONIC
PAYMENT SERVICES AND NATIONAL FINANCIAL INCLUSION
STRATEGIES
(response percentage)
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Source: Author's elaboration based on The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean
survey information.

The organic law of a central bank is the legal basis for its
different responsibilities as regards the regulation, promotion,
oversight and operation of ERPS. In the case of financial inclu-
sion,?! the powers conferred by the organic law to a central
bank in this area might, in general, be limited considering the
active role of such institutions in the different dimensions of in-
clusion, such as consumer protection, financial education and
the smooth functioning of payment systems and services. For
this reason, up until now they continue to work with regulations
below the legal status of a law, above all in countries that do not
have specific legislation for social and financial inclusion.

According to Figure 7, 94% of central banks have powers for
regulating ERPS. They also have powers for authorizing payment

' As would be expected, central banks have adopted a much more active
posture in ERPS and financial inclusion.
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FIGURE 7

POWERS OF CENTRAL BANKS ON RETAIL ELECTRONIC PAYMENT
SYSTEMS AND SERVICES
(response percentages)
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Source: Author's elaboration based on The Role of Payment Systems and Services
in Financial Inclusion in Latin America and the Caribbean survey information.

service providers and payment system administrators?? (72%),
oversight (89%), and promotion and development (69%), the
latter including financial education topics. It is important to
emphasize the role central banks have in determining prices
and fees in ERPS, which in the case of the region record a per-
centage of 41%. This could be a key factor for expanding the
use of these payment services among the population excluded
by current prices. Central banks also state that their powers
in financial inclusion topics are narrower than those related to
ERPS, reflecting the multiple dimensions of NFIS.

To establish a solid, predictable and balanced legal frame-
work that favors competition, innovation, safety and efficency

?2Central banks that do not have the functions of a financial supervisory
body might not be linked to operating authorization processes.

Survey Results

33



in ERPS, communication and cooperation among the authorities
and main private sector players is essential. A legal and reg-
ulatory approach that encourages dialogue and coordination
with all interested parties can solve the absence or ambiguity
of powers for the relevant authorities in the functioning of ERPS
and the implementation of NFIS. Thus, setting up bodies, such
as payment committees or other multidisciplinary or interinstitu-
tional entities can drive better cooperation in retail payment sys-
tem matters aimed at promoting access and financial inclusion.

Multisector bodies have been set up in 56% of Latin Ameri-
can and the Caribbean countries.?®* These bodies are responsi-
ble for working on retail payments or financial inclusion with the
participation (in 100% of cases) of the central bank and financial
supervisory body. It is important to mention that the Ministry of
Finance or the banking sector do not participate in every case.
Nevertheless, other types of participants, such as bank asso-
ciations and payment system administrators, together with PSP
and other members of the industry form an important part of the
process of dialogue and cooperation for developing ERPS over
the long-term (see Table 2).

The more representative participation on such committees
becomes, the better regulation and oversight powers of central
banks and other authorities regarding aspects of ERPS and NFIS
will be fulfilled. The latter might also benefit from improved con-
ditions for proposing and adopting changes necessary in the
industry for strengthening safety, efficiency, competition and
innovation.

23 . - . . . .
Argentina, Bolivia, Brazil, Chile, El Salvador, Jamaica, Mexico, Para-
guay, Peru and Dominican Republic have a multisector committee for
financial inclusion.
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TABLE 2

COMPOSITION OF INTERINSTITUTIONAL COMMITTEES
FOR PROMOTING FINANCIAL INCLUSION
(percentage of countries)

Presence in total number

Participating institution of Committees
Central bank 100
Financial supervisory body 90
Ministry of Economy or Finance 90
Banking sector 40
Other participants 90

Source: Elaborated with information from the survey The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean.

6.4 Risk Management in ERPS

While risks in large-value payment systems are mainly system-
ic, in the case of retail payments the sources of risks are pre-
dominantly operational. Nevertheless, poor risk management
could affect participants and their customers.?* It is therefore
important to have a solid legal framework for properly manag-
ing each risk in order to ensure, for instance, that actions aimed
at promoting financial inclusion do not affect the safety and effi-
cency of payment systems and overall financial stability.

Given the organization and dynamics of the ERPS industry,
there is a delicate balance between the degree of innovation
and competition, and the legal framework for risk management
that PSP, payment system administrators and other industry

* As retail payment systems become more important in an economy (as in
the case of Latin American and Caribbean countries), poor risk manage-
ment could lead to systemic risk.
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participants must comply with. On the one hand, the authorities
should ensure safety and efficency in the development and
functioning of payment systems and services. On the other, an
excessive amount of controls and requirements by the authori-
ties can impede competition or discourage innovation, thereby
hindering progress in the electronic retail payments market.

Actions geared towards promoting financial inclusion, such
as the entrance of new PSP and products to ERPS, can lead to
new risks, representing a challenge for maintaining the referred
balance. This requires establishing an appropriate framework
for promoting proper risk management, which takes into ac-
count the nature of payment services and also encourages the
correct behavior of PSP, in order to fully protect users of the
financial system.?® This protection becomes more important
considering the fact that inclusion efforts are aimed at people
generally lacking financial experience and knowledge.

In the following years central banks of the region could face
different challenges when attempting to ensure the promotion
of financial inclusion does not affect risk management in ERPS
and PSP or safety and efficency in the provision of payment
services.

With respect to the regulatory framework associated to risk
management of instruments and access channels in the region,
Figure 8 shows that not all payment instruments have a regula-
tory framework covering financial risks (credit and liquidity). In
this regard, cheques obtained the largest number of answers,
while payment cards received the lowest.

As for access channels, regulations on operational risk man-
agement have progressed more in the region, as in the case
of the bank agents model, than those related to financial risks,
although both are scarce.

% cPMI-wB (2015).
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FIGURE 8

REGULATORY FRAMEWORK FOR MANAGING
RISK IN ERPS
(response percentage)
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Source: Author's elaboration based on The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean
survey information.

Regarding payment systems and platforms for processing
payments, it is important to point out that the majority of coun-
tries surveyed have a financial and operational risk manage-
ment scheme for RTGS and ACH systems, while still only a few
countries have them for other platforms (such as card switches
and e-money systems).
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Although the majority of countries in the region have the
foundations for largely managing risks associated to ERPS, for
actions included in NFIS it is advantageous to strengthen and
complement ERPS components that ensure they operate safely
and efficiently for participating institutions and end users, above
all when innovations such as e-money are introduced.

6.5 Payment System Infrastructures

Payment systems contribute to economic activity by providing
methods for transferring funds that facilitate transactions be-
tween economic agents. This role can be performed thanks to
the leverage and use of information and communications tech-
nologies, making the smooth functioning of the IT and physical
infrastructures backing up payment systems and platforms very
important. Payment systems can also become more efficient
and safe if they have standards and levels of interoperability®
that foster economies of scale and scope.?”

Among key payment systems and platforms for promoting
financial inclusion are interbank systems for electronic retail
fund transfers, including automated clearing houses (ACH) and
electronic money systems (EMS), platforms for processing pay-
ment cards (also known as card switches), access and service
point networks, such as automated teller machines (ATM) and
points of sale (POS), as well as the real time gross settlement
systems (RTGS), managed by central banks.?®

*®This is a multidimensional concept, but mainly refers to the fact that pay-
ment orders can be processed independently from the PSP, Telco or plat-
form used.

*"Economies of scale refer to the fact that the average cost of a good
or service decreases as its volume of output increases. Economies of
scope consist of the average cost decreasing as the production of goods
and services becomes more diversified.

%8 cPMI-WB (2015).
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Having this type of systems and platforms is essential for
the smooth functioning of ERPS, but it is equally important for
there to be a high degree of interoperability and standardization
in and amongst them, especially when they are employed as
a mechanism for promoting financial inclusion. Nevertheless,
it is necessary that these are framed by broad and organized
access for PSPs and are continuously modernized in order to
properly handle constant innovation within the industry.

6.5.1 Importance of Access to Platforms
and Payment Systems in Financial Inclusion

The importance of ERPS in promoting financial inclusion has
been repeated throughout this paper. As a result, retail payment
platforms and systems (ACH, EMS, ATM, POS and card switches)
acquire a more important role than other systems or platforms
(as compared to a cheque clearing house, for instance).

Figure 9 illustrates the importance given to payment plat-
forms and systems in financial inclusion in Latin America and
the Caribbean, showing whether PSP have direct access or not.

Card switches (89%) are the platform considered most im-
portant for fostering financial inclusion, followed by RTGS (78%),
ACH (72%) and EMS (67%). Payment platforms and systems
perform a key role in strategies by favoring access to and use
of ERPS. In some cases, there has been growth, such as in
e-money platforms and systems.

It should be emphasized that the type of access (direct or in-
direct) PSP have to platforms and systems can boost or reduce
coverage and accessibility of ERPS for end users, as well as
interoperability between PsP. In this context, it is worth men-
tioning that in only 43% of cases do PSP have access to RTGS
systems.?® Payment card switches have direct access in 69%

29 . - . ..
Access to RTGS systems is generally conditional upon certain minimum
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FIGURE 9

PAYMENT PLATFORMS AND SYSTEMS: DIRECT ACCESS
AND IMPORTANCE FOR FINANCIAL INCLUSION'
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Source: Author's elaboration based on The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean survey

information.

of the countries, while EMS and ACH direct access is guaranteed
for PSP in 58% of the countries. In this regard, the authorities
should assess the type of access for different PSP, keeping
in mind the importance of not compromising security and the
smooth functioning of payment platforms and systems. This
poses challenges in both regulatory and corporate governance

spheres of such platforms and systems.

Greater access for PSP to RTGS systems can lead to in-
creased financial inclusion because these large-value systems

requirements such as holding a current account at the central bank,
which can imply significant costs for different PSP (nonbank nonfinancial)

that promote financial inclusion.
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form the backbone of the financial system. Moreover, said sys-
tems can become the sole platform for government payments
(as issuer and receiver), making such operations more efficient
(payments to providers, tax collection and social transfers).

6.5.2. Interoperability and Standardization of ERPS

The deepening of electronic payment services in Latin America
and the Caribbean has increased the need to have interoper-
able systems and platforms that function under reliable and
robust standards. This responds to the fact that interoperability
is an essential requirement to ensure safe and efficient fund
transfers between platforms processing similar services and
those that clear or settle those services.

In addition, interoperability is an important factor for promot-
ing competition among PSP by eliminating the barriers between
them. This therefore fosters price competition, while achieving
economies of scale due to the larger number of transactions
that will lead to lower costs for systems and providers. The lat-
ter demonstrates the importance of interoperability in promoting
financial inclusion, because gains in safety and efficency can
facilitate access to and use of payment services for end users.

Interoperability inside ERPS also allows for expanding the
geographical reach of PSP and payment services without the
need for increasing physical infrastructure. For instance, an in-
teroperable e-money model composed of different issuers can
help other issuers reach geographic areas serviced by just one
issuer, which thereby increases the opportunities for accessing
such services and generates competition among PSP.

It is extremely complex to address interoperability issues in
the region due to the diversity in the composition and advance-
ment of payment systems, market structure and other institu-
tional and regulatory aspects in each country.
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Thus, as can be seen in Figure 10, RTGS systems have
the highest degree of interoperability in Latin America and the
Caribbean, followed by ACH and payment card switches. With
respect to the main restrictions for achieving greater interoper-
ability, those related to problems in the industry (fees, exclusiv-
ity, among others) and the lack of a usage scale in the cases of
RTGS and ACH.

In addition to systems and platforms being interoperable,
another topic of utmost importance for the development of
ERPS is a proper set of operating rules and standards for their
functioning. Standardization, technological innovation and, par-
ticularly, the establishment of technical and business continuity
standards are very important for improving operation process-
ing, while they also facilitate interoperability among Psp and
payment systems.

In the case of payment products and services offered by PSP
to end users, standardization can help improve their operation,
acceptance and gradual adoption, as well as foster more open
competition among the different PSP. It is therefore essential to
encourage collaboration and communication between authori-
ties, industry and end-user representatives in the definition and
general adoption of all these standards.

Figure 11 shows information on whether current standards
demand some type of standardization from systems, instru-
ments and access channels in Latin American and Caribbean
countries. In this regard, legislation in force in countries of the
region mostly demands standardization from RTGS systems
(in 88% of cases) and from ACH (76% of cases). As for in-
struments, standardization demands mostly apply to cheques
and fund transfers channeled through the RTGS. Less require-
ments are imposed on other instruments. As for access chan-
nels, 22% of countries have a legal framework for standard-
izing service point and operation networks (ATM, POS or agent
banking model).
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FIGURE 10

INTEROPERABILITY IN PAYMENT SYSTEMS AND SERVICES
IN LATIN AMERICA AND THE CARIBBEAN:
LEVEL AND RESTRICTIONS
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FIGURE 11

CASES WHERE REGULATION REQUIRES
SOME LEVEL OF STANDARDIZATION
(response percentages)
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It is important to highlight that there are no standardized rules
for the operation of mobile phones as a channel for accessing
ERPS, even though this is currently considered very important
for promoting financial access.

The results show many areas for improving the standard-
ization of ERPS components in the region, which would foster
their development and financial inclusion. When constructing
a long-term strategy aimed at the deepening and adoption of
electronic payment services, lack of proper standardization
could considerably affect the positive impact and viability of new
products. It might even imply highly significant economic costs
for PSP, systems and platforms, and the industry in general, and
therefore for end users, particularly when the innovations must
be generally accepted and adopted by the target population it
is desired to include in the financial system.

Finally, in the same way as the interoperability of ERPS, stan-
dardization requires that the legal framework and the authori-
ties in charge of their regulation and oversight take into account
innovations and developments in the payments industry, for
instance in the cases of e-money and access channels that are
directly related to mobile phones. Nevertheless, for such cases
it is essential to work jointly with many different types of pay-
ment industry authorities and participants such as, for instance,
telecommunication services authorities.

6.6 Competition and User Protection in ERPS

The final point in this section concerns competition and user
protection in ERPS. Some of the issues in this field are: 1) in-
appropriate behavior by psp, payment system administrators
and platforms; 2) low levels of financial education in end users
and consequent inappropriate use of the services; 3) lack of
transparency regarding fees and commissions charged, or
4) a poor institutional framework that lacks mechanisms for
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protection and handling complaints. Considering that the target
population for financial inclusion strategies generally tends to
be the most vulnerable to this type of problems due to their lack
of knowledge, inexperience or lack of familiarity with financial
products, the authorities and industry itself face a significant
challenge for ensuring they provide the minimum conditions for
correcting deficiencies that can lead users to make inappropri-
ate decisions or become the victims of abuse.

6.6.1 Payment Services User Protection

A core aspect in the functioning of the financial sector is mi-
croprudential regulation aimed at fostering appropriate behav-
ior by institutions providing financial services, as well as user
protection. The latter provides security and generates certainty
by handling complaints and conflicts related to the use of said
services.

If a user does not know about the characteristics, obligations
and functioning of payments services, or has little information
or knowledge on how to use them, they might be exposed
to conflicts, which, at worse, might lead them to stop using
such services. It is therefore necessary to have a regulatory
framework that promotes user protection while being oriented
towards strengthening and encouraging continuous access to
and use of financial services.

Itis important to take into account that the appearance of new
payment services, participation of new PSP or frequent changes
in the way services are delivered could affect construction of a
legal framework oriented towards protecting users, particularly
those who are just starting to use payment services.

A financial inclusion program based on ERPS should include
some minimum user protection components: 1) a legal and
institutional framework for protecting users and efficiently han-
dling conflict resolution; 2) measures promoting transparency
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FIGURE 12

ERPS: RELEVANT ASPECTS
FOR CONSUMER PROTECTION

6.00 5.94
5.33 517

4.88 4.83 4.72
>C T TS =c ccw =@ = o
8o 55 SS 55 9859 Ss 25
ok o= 2% .0 20 &3 c g
SE S0 T O =5 ®>< o= g5
g 2e €3 23 2bg o g =
@ L =Ry Ly )=} EQ =<} @ S
c'c o= @ > S ol ® o ° 9
£ = ® o9Qs SO
S= (5} c o I o—
(=] - Q= E @ <
< ®©.E > 5] £S5
© 5T ® s Oc
o o < ©
(0] N (=
ho] (o) =

<<

Note: Average value of 1 to 7, the latter being the most important.

Source: Author's elaboration based on The Role of Payment Systems

and Services in Financial Inclusion in Latin America and the Caribbean survey
information.

of information from PSP on prices and commissions related to
each payment service; 3) strategies for increasing financial ed-
ucation among the population, and 4) arrangements and rules
for ensuring the protection of users’ personal data.

Thus, for central banks and other authorities responsible for
ensuring the smooth functioning of ERPS, the presence of the
aforementioned items (or at least some of them) can be of vital
importance for promoting financial inclusion.

As shown in Figure 12, the three main requirements for a
proper framework for protecting users of payment services in
the region are: 1) transparency of information related to the
functioning of payment services, 2) the soundness of laws
and regulations focused on improving user protection, and 3)
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appropriate levels of financial education among the population.
Other important aspects are oversight and supervision, ade-
quate competition in the provision of payment services and
having specialized institutions that support users of financial
services, for instance, an ombudsman for financial consumers.

It is evident that the priority of each of these requirements
can vary across countries in accordance with the current sta-
tus of their legal and institutional framework, as well as the
main problems identified by the authorities, industry and other
players involved, and the effectiveness of actions that promote
financial inclusion through electronic retail payments systems.
The authorities should therefore either pay more attention to
the components of ERPS that, as part of a financial inclusion
strategy, require a sound consumer protection framework, or
harmonize the development of ERPS taking end-users more into
account.

6.6.2 Market Competition and Financial Access

Economic theory indicates that an environment of free compe-
tition with appropriate regulation favors the reduction of prices
(allocative efficiency), increases efficiency among providers
(productive efficiency), fosters innovation in markets (dynamic
efficiency), and, among other possible effects, guarantees bet-
ter quality in the services offered.

In retail payment systems, economies of scale and scope,
along with network externalities, can generate less than optimal
conditions for competition.*® Said factors can lead to providers

¥ Given the nature of payment systems (a market with two demands:
payment platforms and payment services), they are generally modelled
in the literature as two-sided markets (Rochet and Tirole, 2003, 2004;
Armstrong, 2006; Evans, 2002; Guthrie and Wright, 2007; Economides,
2008). Being the vehicles for transferring value, payment services use a
specific platform for making said transfer between users. This platform is
key to the behavior of these markets and a defining factor for analyzing
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or payment platforms and systems gaining market power. For
instance, in any structure it is best for society to have just one
supplier of a service or set of payments services (natural mo-
nopoly), as in the case of a single ACH.

The competitive conditions faced by PsP, systems and plat-
forms in providing payment systems directly influence end-us-
ers’ access to them, and therefore financial inclusion. Thus, it is
of utmost importance to have an environment that favors equal
conditions and fair competition.

In the new landscape for ERPS in Latin America and the Ca-
ribbean, services and providers increasingly appear and con-
tribute to financial inclusion, such as bank agents or e-money
systems. Given this new scenario, the need to establish and
safeguard competitive conditions that take such changes into
account without compromising levels of safety and efficency in
ERPS is unquestionable.

In this regard, central banks of the region consider very in-
fluential in achieving an appropriate competitive environment:
1) preserving equal conditions of access to the different sys-
tems and platforms, 2) having a transparent pricing policy, and
3) eliminating exclusivity agreements for PSP or the systems
themselves, and inappropriate clauses in contracts forming
part of product or payment service design. It is important to

them through the network theory given that it fosters externalities on both
sides of demand. The presence of economies of scale (Kemppainen,
2003) and economies of scope (Rochet and Tirole, 2003) are the ex-
ternalities on the supply side of payment systems (e.g., by establishing
standards). The main consequence of these externalities is the possible
merging of these providers. In this context, it can be seen how in this type
of markets there is an interconnection between competition and cooper-
ation, which produces the need for a third agent that establishes appro-
priate regulation, i.e., that allows system providers to use externalities
without detriment to a competitive market. Thus, the interconnection of
demands (system and service providers) becomes significant because
proper regulation in payment systems can lead to a more competitive
market.
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TABLE 3

IMPORTANCE OF PSP AND CHANNELS
IN ACCESS AND USAGE

Geographic Suply and variety Usability of

coverage of services payment services

Provider
Commercial 9 2 12

banks
Specialized firm 5 6
Microfinance 7 10

institutions
Channels
Bank agent 13 7 12
Bank counter 7 4 7
ATM 7 0 10
Mobile banking 4 4 8
POS 4 1 10

Note: Figures represent the number of answers.
Source: Survey on The Role of Payment Systems and Services in Financial Inclusion
in Latin America and the Caribbean.

mention that moving forward with different financial inclusion
actions may require analyzing aspects related to conditions of
competition in the payments market.

In addition to the competitive environment that must be
guaranteed for ERPS, it is necessary to promote access to and
usage of them. In this regard, Table 3 shows the following im-
portant dimensions for access and usage of payment services:
1) geographic coverage of PSP, 2) the supply and variety of
payment products and services, and 3) their ease of use.

The majority of countries in the region consider that commer-
cial banks have an important role to play in achieving access in
rural and poor zones, as well as facilitating the use of payment
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services. Microfinance institutions are important for providing a
variety of payment products and services.

As for access channels, it can be seen how the use of the
agent banking model is very significant in those three dimen-
sions of access and usage in countries of the region, while POS
contribute slightly to geographic coverage and the supply of
new products. It is worth pointing out that the agent banking
model is also important to support other access channels (e.g.,
mobile telephony) for fund deposit and withdrawal operations,
thereby increasing its relevance in inclusion strategies.

6.6.3 The Role of Nonfinancial Institutions in ERPS

Throughout this study it has been found that new PSP often
bring with them new questions for the authorities concerning
the impact they might have on the safety and efficency of elec-
tronic payment systems and services.

In this regard, telecommunications companies (Telcos) and
electronic money issuers (EMI) provide payment services fo-
cused on the unbanked population.

Telecommunications companies have recently adopted the
figure of PSP getting a closer relationship with end users, even
managing their funds without holding the position of financial
intermediary or actually performing any investment operations
(see Figure 13).3' Moreover, Telcos and EMI have entered nich-
es generally neglected by traditional PSP (e.g., banks), mainly
as a result of their comparative advantage (e.g., coverage or
geographic reach).

The direct involvement of nonfinancial PSP in providing pay-
ment services poses considerable challenges for the regulation
and oversight of ERPS, and consequently, for central banks,

*'The natural role for telecommunications companies in providing different
communication services (fiber optic cable, mobile telephony, etcetera) is
essential for the functioning of systems, platforms, access channels and
payment services in general.
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FIGURE 13

INVOLVEMENT AND ROLE OF TELECOMMUNICATIONS
COMPANIES IN ERPS
(percentage of countries where Telcos
are involved in payment services)

80
60
10 10
Payment Access Telecom Other
service channel network
provider provider

Source: Author's elaboration based on The Role of Payment Systems
and Services in Financial Inclusion in Latin America and the Caribbean
survey information.

which to address them must coordinate with other authorities
and stakeholders linked to such companies in order to contin-
ue ensuring the safety and efficency of payment services and
proper protection for users and their funds.

Figure 14 shows the institutions responsible for authorizing
and supervising nontraditional PSP in ERPS, as well as criteria
employed in the region. In the majority of cases a procedure
for the authorization and operation of Telcos and PSP is neither
planned nor pending legislation. Moreover, in cases where it
is planned, it is the responsibility of the telecommunications
authority, while central banks and financial supervisory bodies
have a less important role, reinforcing the need for greater in-
terinstitutional cooperation in order to ensure these firms fulfill
their function inside the ERPS.
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Meanwhile, granting operating licenses for EMI is a task
mainly assigned to central banks and financial supervisory bod-
ies. The criteria for said authorizations mainly concern security,
operation and technology.

Although the regulatory and oversight framework for Telcos
operating as PSP is very complex, in some cases there are no
dispositions for preserving the efficiency and safety of their op-
eration. As for e-money systems (EMS) in the region, there is a
better defined regulatory environment given that central banks
and financial supervisory bodies are very involved in regulat-
ing, authorizing and overseeing electronic money issuing firms.
Moreover, during the authorization process the authorities as-
sess issues related to the operation of such firms.

However, it is important to point out that traditional PSP have
still not incorporated the needs of the people outside the system
into their financial products, which has led to the emergence of
new players in ERPS. Thus, in this new environment it will be
desirable for the authorities to acquire institutional capacities al-
lowing them to ensure proper growth of this new niche in ERPS,
which, as has been seen in this paper, influences the promotion
of access to and use of financial services.
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7. Conclusions and Central Bank Actions
in Latin America and the Caribbean

for Promoting Financial Inclusion
through ERPS

This paper is part of a joint effort by members of the S-PAFI
(as a working group of the WGPS-LAC) and CEMLA for studying
the interplay of retail payment systems and financial inclusion,
using this to identify points of attention to allow authorities of the
region to foster financial inclusion through ERPS.

Throughout this study it has been shown how a large num-
ber of Latin American and Caribbean countries have defined
financial inclusion strategies where ERPS play a dominant role.
Under this framework, central banks participate in bodies or
interdisciplinary commissions established through high-level le-
gal standards (known as financial inclusion strategies) that are
aimed at defining and implementing actions oriented towards
the population having access to and making intensive use of
quality financial services. Such participation is of crucial im-
portance given that central banks are generally responsible for
guaranteeing the efficient and safe operation of retail payment
systems and services.

This paper has gathered together information provided by
18 countries of the region in response to the questions in the
Survey. The latter confirms that although there is a high level
of homogeneity between the different payment systems —such
as for instance in real time gross settlement systems (or RTGS)
as a result of applying international principles and standards—,
there is a large degree of diversity in the development, reg-
ulation and interoperability of most other systems, platforms
and services. Nevertheless, central banks coincide on pointing
at the importance of certain electronic payment systems and
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access channels in financial inclusion. In this regard, they also
mention the role of microfinance firms and even telecommu-
nications companies (in e-money, for instance) in achieving
greater scope for facilitating access in remote areas or those
neglected by the traditional financial system.

Most central banks also agree that financial inclusion strat-
egies should be mainly oriented towards facilitating people’s
access to bank or transaction accounts (including e-money
accounts). This represents the first step in the effective use of
ERPS such as e-payments, debit cards, among others.

In addition, given the diversity of approaches and strategies,
the authorities and most important players can benefit from
adopting a strategy within an environment of dialogue and co-
operation. The latter implies, for instance, making efforts so EMI
and Telcos develop in close coordination with the authorities
responsible for their authorization, regulation, operation and
oversight, as well as with the industry. In sum, interinstitutional
bodies and forums should be established as a vehicle for co-
ordinating and implementing new measures that allow ERPS to
drive financial inclusion. The aforementioned will constitute an
extremely important asset going forward.

It is important to highlight that efforts for promoting financial
inclusion have taken place in the absence of rules or guidelines
for the effective participation of ERPS in financial inclusion, a
gap that the framework of reference recently proposed® by
the Committee on Payments and Market Infrastructures (CPmi)
of the Bank for International Settlements (BIS) and the World
Bank seeks to fill through guiding principles and key actions to
advance access to and promote the use of payment services
adapted to the needs of the population.

*In April 2016, the cpmI-wB Task Force on Payment Aspects for Financial
Inclusion published a report containing a working framework proposing
actions and principles for ensuring financial inclusion benefits from the
operation and use of electronic payment systems and services.
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Said framework of reference can serve as a basis for the
central bank and other authorities, and important players in this
field. To achieve this, it will be essential to follow the referred
guidelines in order to leverage available resources and efforts
already made, as well as, very importantly, to address the real
needs of the population. Moreover, it will be important to share
criteria and experiences inside the region, defining concepts
and establishing common conceptual frameworks for the devel-
opment of electronic payments.

The s-PAFI has also identified the need to continue encour-
aging reflection and debate on the role of central banks in de-
veloping and leveraging ERPS for financial inclusion. This is in
addition to actions central banks have adopted for reducing the
cost of transactions between economic agents, for instance, by
promoting electronic payments and reducing the use of cash,
as well as fostering greater interoperability and standardization
in systems and platforms that facilitate the clearing and settle-
ment of electronic payments.

For the above reasons, this paper represents a contribution
of the WGPS-LAC to the type of orientation required for focus-
ing the actions of central banks seeking to support financial
inclusion strategies with payment systems and services. The
WGPS-LAC has proved to be an effective space in such efforts,
while the s-PAFI in particular has become a supporting body that
could facilitate and structure a space for reflection and debate
under the umbrella of CEMLA.33

On this path, the s-PAFI will continue driving the permanent
dialogue and exchange that takes place under the framework
of the WGPS-LAC and CEMLA in order to leverage the experience

% A similar situation can be seen with the Committee on Payments and
Market Infrastructures which together with the World Bank set up the Re-
tail Payments Forum that has allowed for identifying joint working topics
for central banks belonging to the cpwmI.
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and knowledge of the region’s central banks in elaborating
common guidelines that provide orientation and reference, in
this case in the field of electronic retail payment systems and
financial inclusion.

In conclusion, the S-PAFI will continue with its mandate to
support central banks of the region in building/adapting an in-
stitutional framework that fosters ERPS access and usage. For
this reason, the s-PAFI should, among other tasks, establish a
methodological framework allowing it to use the guidelines of
the cPMmI-BM Task Force on Payment Aspects of Financial In-
clusion for assessing the current situation in Latin America and
the Caribbean. This will enable identification of the steps that
should be taken for implementing the guidelines in the region.
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Annex 1

Survey on the Role of Payment Systems
and Services in Financial Inclusion

Institution

Name

Position

E-mail

Telephone number

General Aspects

1. Is there a financial inclusion strategy in your country?

Yes No

2. |If yes, state the importance of the following items for de-
veloping the financial inclusion strategy in your country.
(Scale 1: not very important, 5: very important).

Importance
Instruments Cheques
Cards (dedit and credit)
Credit transfers

Direct debit

Channels Mobile banking
Bank correspondents
ATM

POS
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Payment type Government payments
to individuals and firms

Payments by individuals
and firms to the government

Others Basic accounts

Access of new participants
to payment systems

Others

3. Complete the following table accordingly.

Provider of the service

Principal use to the final customer
[— w —_
n © %) @ 8
—~ &0 S w® 2 ©
© S T = 2 35 3 [
n 5 ] 5 c 9.
s 5 ®5g 2 & & g0
T 248 Sc0 & =ao 3 T =
£ SEOQO SECSC = x € N S ®
E g€ e £S5 o < o N = 8;
= E2g =28= ¢ = © = a3
c s E€EE c288 = o 2 o O @ =
[2] C>‘E w» Qg C c = o D c >
« 5835 ®2g & S ® Q o 9Q
O &L Owo o zZ < n L Za
Cheques
Cards
(debit and credit)

Credit transfers
Direct debit
Electronic money

Others

4. Complete the following table accordingly (tick “C” for
clearance and “S” for settlement).
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ACH RTGS Card switch Other

C S C S C S C S

Cheques

Cards

(debit and credit)

Credit

Direct

transfers

debit

Electronic money

Others

5.

Legal

6.

Oooooo

O

Indicate which definition of retail payments best de-
scribes your national environment and specify their role
in financial inclusion (high, medium or low importance).
Payments between third parties, excluding the financial
sector (individuals, firms and government)
Payments smaller than a determined amount
Nonurgent payments
Others

and Regulatory Framework

Indicate whether the following laws or regulatory dis-
positions exist in your jurisdiction and whether they es-
tablish a role for payment systems and services in the
national agenda for financial inclusion.

Payment systems law

Financial system law

Organic law of the central bank

Social (or financial) inclusion law

Resolution, circular or regulation (lower-ranking
standards)

Others
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7. Indicate the powers your central bank has in the retail
payments segment in the table below.

What payment services
Yes No does it include?

Regulation

Authorization

Oversight

Promotion and
development

Setting prices and tariffs
Others

8. Indicate the powers your central bank has in promoting
financial inclusion in the table below.

Yes No What aspects does it include?
Regulation

Authorization

Oversight

Promotion and
development

Others

9. Indicate whether in there is a specific regulatory frame-
work in your country for:

Name of the regulation
Instruments | Cheques

Cards
(debit and credit)

Credit transfers

Direct debit

Electronic money
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Channels
Bank

ATM

POS

Mobile banking

correspondents

Types of
payments

and firms

and firms

Payments
by individuals

Government
payments
to individuals

to the government

Others
accounts

Others

Basic bank

Access of new
participants to
payment systems

Telcos as payment
service providers

10. Indicate the presence and role of a committee/body for
coordination between institutions on moving forward
with the topic of financial inclusion.

Is there a formal
interinstitutional
committee?

Does the central bank
participate?

Does the bank supervisor
participate?

Does the Ministry
of Economy or Finance
participate?

Does the banking sector
participate?

Other participants

Yes No What is its role?
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Infrastructure, Interoperability
and Access to Payment Systems

11. Indicate which payment systems or services are import-
ant for promoting financial inclusion in your country.

Access criteria
(direct, indirect, without access)

RTGS

ACH

Payment cards

E-money
Others

12. In your opinion, what level of interoperability do payment
systems or services have in your country? (1: very low,
5: very high).
Interoperability
RTGS
ACH
Payment cards
POS
Issuer
Purchaser
E-money
Others

13. Indicate which are the main problems for interoperabil-
ity in your country (Scale: 1= least important, 6= most
important).
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RTGS ACH Other
Access costs for system participants

Technological capacity of the systems
Lack of scale in payment service usage

Problems in the industry
(commissions, exclusivity, etc.)

Lack of standardization
Lack of regulation
Others

14. In connection with the previous question, is there any
important difference between national and international
operability?

15. How are remittances disbursed by the payment systems
and services in your country?

16. Does the regulatory and operational framework on pay-
ment systems and services contain any provision that
allows for demanding operability?
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17. Can telecommunications companies offer payment ser-
vices to end customers?

Yes No

18. If the answer was yes to question 17, what role can tele-
communications companies (or their subsidiaries) play
in payment services?

Roles

Payment service provider*

It is just an access channel
(such as a bank agent)

It only provides
the telecommunications network

Other
* If yes, what instruments can they issue?

19. If telecommunications companies (or their subsidiaries)
are direct payment service providers, please indicate
how they clear and settle their payments. Please do the
same for e-money companies.

E-money Telecommunications
company company

In central bank
administered systems
(as direct participants)

In central bank
administered systems
(as indirect participants)

Systems administered
by private entities
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Do not know
Other

20. Who authorizes and supervises these entities as pay-
ment service providers?

E-money Telecommunications
company company
Central bank
Bank superintendent
Ministry of Economy/Finance

Ministry of
Telecommunications

No legislation planned/pending
Other

21. What criteria are used for granting the corresponding
authorization?

E-money Telecommunications
company company
Security
Operational
Technological

Without regulation/
pending legislation

Others
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Standardization, Security Systems
and Risk Management

22. In your own words, what does standardization in pay-
ment systems and channels mean?

23. Indicate in which cases regulation demands some type
of standardization.

What aspects should be
standardized?

Systems RTGS

and services | ACH
Others

Instruments | Cheques

Cards
(debit and credit)

Direct debit

Credit transfers

Transfers via RTGS

E-money

Channels Mobile banking

Bank correspondents

ATM

POS

24. Which of the following risks are regulated by the current
legal framework?
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Liquidity Credit Operational Others
Systems RTGS
and services ACH
Others

Instruments Cheques

Cards
(debit and credit)

Direct debit
Credit transfers

Transfers via
RTGS

Channels Mobile banking

Bank
correspondents

ATM

POS

Others Basic bank
accounts

Others

Competition and Consumer Protection

25. Indicate which aspects of competition and consumer
protection are important for promoting financial inclusion
in your jurisdiction.

Access and equal conditions for participating in payment clearing/
settlement systems

Favorable tax treatment for electronic transactions

Absence of exclusivity agreements in the market

Transparency of information (commissions, exchange rate, etc.)

Pricing and fee policy at end-user level

User data proteccion

Other
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26. What authority(ies) is(are) responsible for competition
and user protection in payment systems and services?

27. Indicate the fields in which the principal payment service
providers are most active/important in the table below.

Commercial  Authorized  Microfinance
bank specialist frm  company  Others

Coverage of rural
and marginalized
urban zones

Offer convenient
products for
the unbanked
population

Facilitate the usage
of payment
services
(universalization)

Others

28. Indicate the field in which the principal points of access
are most active/important in the table below.

Bank Mobile Bank
counter banking correspondent ATM POS Others

Coverage of
rural and
marginalized
urban zones

Offer convenient
products for
the unbanked
population
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Facilitate the
usage of
payment
services

Others

29. Indicate what stage consumer protection, data pro-
tection and transparency on pricing and commissions
(interbank) for payment services are at in your country.

Consumer Data Transparency
protection protection  of pricing and
commissions

Legal and regulatory
framework in force
and implemented

Application of legal/regulatory
provisions

Legal and regulatory
framework under
development or about
to be applied

Monitoring and oversight
framework

Authority in charge

30. In the interests of appropriate consumer protection, rate
the following aspects in order of priority according to the
situation in your country. (Scale: 1 = least important, 7 =
most important).

Transparency of information

Solid legal framework

Financial education

Oversight and supervision

Figure of financial consumer ombudsman
Access and equal conditions

No exclusivity or monopolistic practices
Others
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