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[bookmark: _Toc333316031][bookmark: _Toc208283193]1. Purpose
Recent donor activities in Indonesia indicate there is a consensus that  mobile money and branchless banking can serve as a valuable tool for extending financial services to unbanked and underbanked segments of the Indonesian market and support broader financial inclusion objectives. This report examines current market conditions for mobile money and assesses the capabalities of various stakeholders (e.g., regulators, financial institutions, and mobile network operators). The report also discusses such opportunities as large cash payment streams and where the adoption of mobile money could have significant economic and development impact. The sector assessment places a particular emphasis on policy issues which could impact the adoption and usage of mobile money.
[bookmark: _Toc333316032][bookmark: _Toc208283194]2. Mobile Money Opportunity
While Indonesia has a robust and competitive financial sector, a large percentage of the population has little or no access to financial services. This lack of access is due to a variety of factors that include geographic limitations, infrastructure barriers, poorly aligned products, service costs, and the financial literacy of target segments. Consequently, of a total population of approximately 250 million only 50 to 60 million Indonesians have bank accounts (Bank Indonesia Website, Bank Statistics). For the remaining unbanked population, obtaining the needed financial services remains a challenge. A recent study by the World Bank (Improving Access to Financial Services in Indonesia, The World Bank, April 2010) found that even poor households could benefit from access to the following financial services:
Secure savings
Non-cash payment mechanisms (e.g., person-to-person, utility payments, top-up)
Credit
Low-cost direct remittance channels
Government payment channel
The study further indicated that the financial sector inadequately serves 79 percent of poor households. Figure 1 summarizes the access to finance survey.
These findings further highlight the current challenges facing the Indonesian banking sector in reaching low-income market segments.
In contrast, as in many markets around the world, the Indonesian telecommunications sector has been extremely effective in moving down market and providing services to the masses. Low cost handsets, prepaid accounts and a variety of small increment airtime purchase options have made mobile telephones affordable to a majority of Indonesians. This broad market appeal has enabled mobile network operators (MNOs) to expand coverage and diversify products. Strong competition among the eight current service providers has provided low-income segments with a range of service and product options. It is estimated that there are nearly 160 million unique mobile telephone subscribers in Indonesia, with numbers still growing (NielsenWire: Mobile Phone Penetration in Indonesia Triples in Five Years, Feb 2011) Additionally, market dynamics and access to infrastructure funds have dramatically increased the geographic coverage of mobile networks providing ever expanding coverage to rural populations.

[bookmark: _Toc333318854]Figure 1. Access to Financial Services in Indonesia
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SOURCE: World Bank Household Survey, Improving Access to Financial Services in Indonesia, April 2010
Combining financial-sector expertise with the broad market capabilities of the mobile telecommunications channel presents a unique opportunity for governments and commercial entities to expand access to financial services and develop new business opportunities. Whether bank-led or MNO-led, leveraging the mobile channel to deliver new products and services has enormous potential and is a key element in reaching new market segments. 
Figure 2 highlights the gap between those with telecommunications access and those with formal financial services access. It is this gap that presents a significant opportunity to a wide range of mobile financial service providers in Indonesia. 
Mobile money services in Indonesia are delivered by banks, micro finance institutions, MNOs, and third-party providers. These groups represent a range of services, operating models, license regimes, and market segments. Some mobile money services are short message service (SMS)-based and available on any handset in the market. Others, use a sophisticated application and require smartphones and higher bandwidths. Some providers have procured mobile money platforms from leading global software providers (e.g., Visa/Fundamo, Utiba, Sybase 360), while other have developed their own in-house applications
[bookmark: _Toc333318855]Figure 2. Mobile Telephone versus Bank Penetration in Indonesia
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SOURCE: GSM Association, Telkomsel, Indosal, PT XL, Axis, Bank of Indonesia, February 2012.
While the range of service providers is extensive, actual adoption and usage has been underwhelming. Provision of mobile money services to the unbanked and underbanked segment has been particularly disapointing Figure 3 compares mobile money penetration levels in Indonesia with other markets.
[bookmark: _Toc333318856]Figure 3. Mobile Money Penetration Levels (Mobile money subscribers as a percentage of total mobile subscribers)
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SOURCE: GSMA, Telkomsel, Indosat, February 2012.
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The Indonesian financial sector has shown dramatic growth over the past 10 years and offers a robust range of products and services. Access to financial services is very much dependent on income levels and geography. Wealthier customers in urban centers have access to a full suite of sophisticated financial services offered by multiple institutions. In contrast, the rural poor typically have access to rudimentary financial services offered by a single small provider. Mobile money has the potential to augment the capabilities of financial institutions, enabling them to reach new market segments.
Banks
BPRs and Cooperatives
BPRs
More than 1,700 BPRs with more than 3,900 offices
More than 7 million accounts
Cooperatives
More than 175,000 cooperatives (70,000 active)
36,000 offer savings and loan services
29 million members
Indonesia’s commercial banks control more than 95 percent of total deposits and assets. The three largest banks (Bank Mandiri, BCA, and BRI) represent 35 percent of total assets. The 10 largest banks control more than 60 percent of the assets. This concentration of resources has enabled the larger banks to expand services, but to date has inhibited their interest in serving less profitable, down-market segments. 
To combat this lack of market will, Bank Indonesia has encouraged financial institutions to offer no fee, low minimum balance savings accounts. The initiative called Tabunganku (My Savings) was launched in 2009 and was originally supported by 22 domestic banks and four lending associations. The program required an opening balance of only 20,000 Rp and had no associated administrative fees. While the Tabunganku program has had some success, most banks have not actively marketed the product and most consumers found the limited functionality (e.g., no ATM cards) unattractive. 
People’s Credit Banks and Cooperatives
In addition to commercial banks, the financial sector has an active microfinance component. Targeting the poor and more rural customers, the People’s Credit Banks (BPRs) fulfill the traditional microfinance niche and provide limited credit and savings products. While regulated as banks, BPRs may draw funds from the public only in the form of deposits (time deposits, savings and/or other equivalent form of deposits), extend credit, and place funds in designated financial instruments. BPRs are not permitted to participate directly in the payments system, engage in equity participation, or conduct foreign currency or insurance transactions. Most importantly, individual BPR operations are restricted to single provinces, further limiting their ability to scale operations. 
According to Perbarindo, the Indonesian Micro Banks Association, BPRs face both technical and regulatory challenges. On the technical side, many BPR back-office systems are extremely simple or nonexistent, making it difficult to integrate with a mobile money platform. On the regulatory side, their inability to perform settlements and their geographic limitations will restrict their ability to participate in mobile money initiatives.
Smaller than the BPRs, cooperatives also target poor and rural populations. Regulated by the Ministry of Cooperatives and Small and Medium Enterprises, these entities operate under different requirements with more limited scope. While numerous, the 70,000 active cooperatives offer very limited products and services. The box at right summarizes the size of the BPR and cooperative sector.
Bank Andara represents one potential solution to the challenges faced by BPRs and cooperatives. Bank Andara’s technical and wholesale services to BPRs and cooperatives include facilitating settlements and providing core banking IT solutions. Bank Andara will soon offer mobile money capabilities. Key elements of its solutions for BPRs and cooperatives include:
Main financial products. Short- and medium-term loans, channeled finance, mortgages
Savings products and services. Microfinance institution (MFI) checking and savings accounts, time deposits, social and non-MFI accounts
Liquidity management products and services. Overdraft facility, stand-by loans, overnight money market
Transactional banking services. Remittances, payments, microinsurance 
Hosted accounts for MFI end clients. Online savings, loan collection accounts, jointly marketed alliance savings account products for MFI associations 
Delivery channels. On- and offline ATM, m-banking, e-banking, and PT POS
PT POS
PT POS is another institution with an extensive branch infrastructure. PT POS has more than 4,000 offices and an additional 1,000 mobile points of service. PT POS branches are typically located at the district level and provide broad nationwide coverage. PT POS provides payment collection and distribution services and supports pension distribution, social welfare disbursements—such as conditional cash transfers (CCTs), bill payment, and, through a relationship with Western Union, remittances and money transfers.
[bookmark: _Toc333316034][bookmark: _Toc208283196]4. Mobile Telecommunications Sector
Five of the 12 mobile operators in the market control more than 90 percent of the subscribers and 92 percent of income revenue. Mobile penetration stands at around 67 percent, with individual subscribers topping 100 million (150 million active SIMs). Table 1 shows the market share of the leading MNOs in Indonesia. 
[bookmark: _Toc333318906]Table 1. MNO Market Share (2012)
	
	Subscribers (active SIMs)
	Market Share

	Telkomsel
	93.2 million
	49%

	Indosat
	44.0 million
	23%

	PT XL
	38.2 million
	20%

	Axis
	15.0 million
	8%


SOURCE: GSMA, Telkomsel, Indosat, PT XL, Axis.
While not as dramatic as the rise in subscriber numbers, expansion of coverage continues. The population covered on Java and Bali is likely higher than 90 percent, with coverage rates on the other larger islands (Sumatra, Kalamatan, Sulwesi) averaging around 70 percent. (Based on discussions with major mobile operators – Telkomsel, Indosat, Axis, PT XL) Greater coverage expansion is constrained by capital costs and declining average revenue per subscriber. The largest operators follow traffic patterns but, without assurance of sufficient subscriber numbers, have not invested heavily to date in new cell sites in remote areas. Infrastructure funds have helped as has the recent agreement between Axis and PT XL to allow Axis customers to roam onto the XL network. Despite progress, in many locations Telkomsel is the de facto monopoly provider and carrier of last resort. 
The ability to deliver mobile broadband services is becoming increasingly important to mobile operators. In 2010, Telkomsel and Indosat each requested and obtained additional 3G bandwidth. XL and Axis, which received their 3G licenses in 2006 and 2005, respectively, also requested additional 3G spectrum. These requests reflect the growing penetration and use of smartphones and related data services. The increased bandwidth is intended to strengthen network service capabilities, enabling delivery of data services in greater volume. While not directly necessary for the delivery of mobile money services, it does provide an indication of a desire for consumers to go beyond voice and SMS services.
[bookmark: _Toc333316035][bookmark: _Toc208283197]5. Mobile Money Capabilities
Indonesia’s mobile money market is characterized by both bank-led and MNO-led product offerings. Several MNOs, including Telkomsel, Indosat, PT XL, and Axis, have invested in mobile money platforms, with Telkomsel and Indosat providing some form of branded services. Such major banks as Bank Mandiri and BCA provide customers with a mobile money application that enables bank functions including transfers and bill payment. To date, neither MNOs nor banks have aggressively pursued mobile money as a strategic business proposition or business line with high-profit potential. MNOs view their mobile money business lines as added services that further link customers to their telephone number. MNOs hope to reduce churn by adding this linkage. Banks view the mobile channel as a cost reduction strategy that reduces the need for tellers, branches, and ATMs and lowers the cost per transaction. Neither group has invested heavily in a mobile money support ecosystem (e.g., mobile money agents or retail acceptance points). The primary reason given for a lack of ecosystem investment is the restrictive regulations agent banking.
Consequently, in most cases, mobile money providers do not use their capability to target new customer segments and take a wait-and-see attitude toward ecosystem development. Table 2 summarizes the mobile money landscape in Indonesia. Appendix A presents a detailed description of stakeholder capabilities and strategies.



[bookmark: _Toc333318907]Table 2. Mobile Money Landscape
	MNO Services

	
	Telkomsel
	Indosat
	PT XL
	Axis

	Mobile money product
	T-Cash
	Dompet Pulsa
	XL Tunai
	White Label

	Mobile money platform
	In-house
	Utiba
	In-house
	Fundamo

	Interface
	SMS
	SMS
	Unstructured supplemental service data (USSD)
	USSD

	Key partnerships
	Indomart, multiple bank partners
	Alfamart, 
Kop Indosat, multiple bank partners
	None
	Bank Sinar

	Registered customers
	6 million
	70,000
	Soft Launch in September
	None

	Active customers
	600,000
	70,000
	None
	None

	Pilots
	Salary payment pilot 
(tobacco workers)
	None
	None
	Bali new account  pilot with Bank Sinar Harapan

	Bank Services

	
	Mandiri
	BRI
	BCA
	BTPN

	Mobile money platform
	In-house
	None
	Unknown
	Sybase 360

	Key partnerships
	Telkomsel
	None
	Telkomsel
	None

	Registered customers
	8 million
	None
	Unknown
	None

	Active customers
	2.4 million
	None
	Unknown
	None

	Pilots
	None
	CCT account payment and Branch dispursement
	None
	Cocoa value chain input supply/credit



Limits on transactions and wallet size apply primarily to stand alone mobile wallets provided by MNOs or third-party providers. These restrictions do not apply to bank and BPR provided mobile wallet products which are typically linked to bank accounts. ATMs have individual bank imposed limits on withdrawals. Several banks are in discussions with the regulator to develop reduced know your customer (KYC) requirement accounts. These accounts will have lower balance and transaction limits, but will require less customer identification documentation. Table 3 summarizes wallet restrictions.
[bookmark: _Toc333318908]Table 3.  MNO-led Mobile Money Wallet Limits
	
	Unregistered Account
	Registered Account

	Single transaction limit
	Rp. 1 million
	Rp. 5 million

	Monthly transaction limit
	Rp. 20 million
	Rp. 20 million

	Maximum balance (wallet limit)
	Rp.1 million
	Rp. 5 million



Bank BTPN is anticipating changes in the agent banking regulations and is positioning itself to leverage its mobile platform to recruit and train an extensive agent banking network that will offer new products and services and relieve the financial pressure of branch expansion.
Although not directly a mobile money provider, PT Ruma, as part of its work to provide profitable business opportunities for the poor in under-served communities, has developed a business-in-box that enables small entrepreneurs to sell prepaid minutes. This initial offering is being expanded to include bill payment and loan servicing. As of July 2012, PT Ruma has deployed a network of 9,000 entrepreneurs, serving 900,000 customers per day. This agent network is well positioned to become mobile money cash in/cash out agents for a variety of mobile money operators. PT Ruma is actively investigating its ability to support mobile money expansion. Changes in the agent banking regulation will enable entities like PT Ruma to work with banks and cost effectively extend products and services
A final mobile money capability is available through Bank Andara and its Andara Link service. Utilizing the Fundamo mobile money platform, Andara Link is developing an end user capability that would be offered through its constituent BPR and cooperative clients. An early offering will be the issuance of ATM cards connected to the national network and issued by specific BPRs. Future plans call for the extensive of mobile banking capabilities directly to end users.
Mobile money providers in Indonesia offer the standard set of products and use cases. These include:
Air time top-up
Bill payment
Person-to-person transfer (mobile wallet to mobile wallet as well as intra- and interbank transfers)
Merchant payments
Remittances.
As is typical, MNOs are initially focusing on air time top-up as their primary use case. Banks emphasize bill payment and transfers. The systems are also capable of facilitating bulk government to person transfers (e.g., CCT payments), loan payments, and salary payments. Actual application of these use cases has thus far been limited. However, the recent CCT pilot using Bank BRI accounts and BRI branches as cash out points is an important first step in developing innovative ways to deliver government payments. 
[bookmark: _Toc333316036][bookmark: _Toc208283198]6. Barriers
While the Indonesian mobile money sector has many strong attributes—including multiple competitors, state-of-the-art technology, strong mobile penetration and coverage, and a significant underserved market segment—current mobile money adoption and usage levels are below expectations. Two primary reasons for this are regulatory policies and mobile money provider commitment. On the regulatory front, Bank Indonesia (BI) has been reviewing its mobile money policies. It recently accompanied the IFC on a study tour to Kenya and has received IFC’s recommendations. 
Additionally, the Indonesian Government at a June 2012 ASEAN Summit publicly committed to reforming its bank regulations by the end of 2012 to include provisions for a more liberal view of agent banking. BI is working with TPN2K and other interested parties in finalizing the new regulations. A summary of regulatory findings can be found in Appendix B.
Discussions with mobile money stakeholders indicated that the two primary barriers to expansion of service are regulations that identify which entities can become mobile money agents and ambiguity regarding formal agent banking.
Current rules require mobile money agents to be formally registered businesses, and most apply individually for the appropriate agent licenses. These restrictions greatly hamper a mobile money provider’s ability to sign up agents—particularly small retail businesses. Consequently, the availability of mobile money agents in Indonesia is extremely low, greatly limiting the utility of the service. However, recent guidelines from the regulator allow MNOs to establish holding companies for their own retail outlets and to then register these outlets as mobile money transfer agents thus allowing them to perform cash in and cash out functions. These guidelines have enabled Telkomsel to register 20,000 retail establishments. PT XL is using a similar strategy and plans to launch service with 2,000 company-owned agents.
Banks also have not actively promoted their mobile money capabilities and have not effectively used the mobile channel’s cost advantage (servicing a customer through mobile enabled agent is 1/50 the cost of servicing the same customer through a bank branch)[footnoteRef:1] as a mechanism to move down-market and acquire previously unbanked customers. Most banks have viewed mobile money as a cost reduction tool to lower transaction costs for existing customers. Several banks are reevaluating this position, with a few engaging in mobile money pilots that will test the efficacy of using mobile money to acquire and service low-end customers. Exhibit 1 presents specific constraints from the MNO and bank perspectives. [1:  CGAP Focus Note No. 48] 

Exhibit 1. Adoption Barriers
	MNO Perspective
	Bank Perspective

	Limited suite of use cases
Wallet and transaction limits (e.g., Rp 5 million wallet limit)
Low uptake and usage
Insufficient cash-out points due to agent network restrictions (changing with new guidelines)
SMS-based systems are somewhat clumsy and may require additional user training
Limited public awareness
Limited geographic reach (mostly unknown outside Jakarta/big cities)
Not interoperable (i.e., limited to intra-MNO traffic)
	Inability to effectively use third-party interpretation of KYC regulations affecting customer enrollment
Few financial institutions are designing and marketing customized financial products that target low-end customers (BTPN) is an exception – Bank Mandari is also considering moving down market once agent banking regulations are reformed)
Banks are not actively deploying practical non-bank access points (e.g., agents, EDCs, ATMs)
Current models do not achieve scale and customer numbers comparable to MNOs
Current fee structure does not support low-balance, low-volume accounts
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	Carrier
	Details
	Strategy

	Telkomsel
	106 million active SIMs
Launched T-Cash in 2008
6.2 million T-Cash subscribers (10 percent active)
SMS-based
Holds money transfer and remittance license
Retail partners include Indomart (cash-out points) Alpha Mart, and Circle K
	Leverage dominant market position without appearing overly aggressive
Expand retail outlets to develop more effective cash-out network
Measured acquisition and spend stimulation approach, with marketing and promotion budgets tied to current revenues
Link T-Cash to ATMs 

	Indosat
	45 million active SIMs
Launched Dompetku in 2008
70,000 Dompetku subscribers (10 percent active)
SMS-based
Holds money transfer and remittance license
Limited retail partners
Limited ability to cash options
	Establish retail acceptance points and cash out partners
Following a wait and see strategy–Not actively marketing product
Not investing in customer acquisition and usage stimulation

	PT XL
	42 million active SIMs
Launched Tunai in 2012
Supporting several bank mobile banking platforms
Awaiting money transfer and remittance license (application with Bank of Indonesia more than one year)
	Plans to serve unbanked/underbanked
Developing retail partnerships
Leverage coverage strength in Bali and Lombok

	Axis
	15 million subscribers (2009 service launch)
Received GSMA grant to procure Fundamo platform
Shares infrastructure with PT XL
	Partner with banks to support mobile money service delivery
Operating mobile money pilot with Bank Sinar in Bali, targeting currently unbanked customers

	Mandiri
	8 million customers, 1,000 branches, more than 20,000 ATMs, 25,000 EDCs
Well respected brand in Indonesia
Mobile banking application enables top up, bill pay, balance check, and intra- transfer, inter-account transfers
Mobile banking pilot targeting low-end accounts using subsidiaries (Bank Sinar Harapan and Axis)
	Testing viability of reaching unbanked using mobile technology and other mechanisms
Continue to promote current account-based mobile application as a cost effective mechanism of serving existing customers
Investing in expansion of remittance services

	BTPN
	More than 1,120 full branches and more than 539 microlending outlets
800,000 pension accounts
250,000 borrowers
Procured and launched Sybase 360 mobile platform
Extremely low account opening balance
Interest-bearing savings (7 percent)
	Uses mobile channel to offer full suite of financial services to unbanked (e.g., savings, payments, loan products, insurance)
Active financial literacy program
Expansion strategy includes local agents

	Bank BRI
	Nearly 30 million depositors and 2.4 million borrowers
Largest branch network in Indonesia, with more than 4,051 BRI units
Extensive ATM network
Offers mobile banking services via SMS
	Branch and ATM expansion outside urban areas
Expand CCT pilot to reach low end accounts
Emphasis on microlending

	BPR KS
	Largest rural bank: 32 offices, 17 branches, 50 ATMs 10 cash outlets, 700 BPRs, 200,000 customers, and 2,000 mbanking customers —most upper income
	Looking to extend bill payment
Develop enhanced lending products







[bookmark: _Toc333316176][bookmark: _Toc208283201]Appendix B. Regulatory Summary 
Activities involving mobile money are addressed by a variety of Indonesian laws, regulations, and government agency rules that determine the eligibility requirements, rules of conduct, rights and responsibilities, and licensing obligations that apply to each function that takes place in the operation of an electronic money network. The major relevant laws and regulations are presented in Table B-1.
[bookmark: _Toc333318909]Table B-1. Indonesia’s Legislation Relevant to Mobile Banking
	Area/Law
	Legislation Details

	General Banking Law
	Indonesian Law No. 7 of1992 on Banking, as amended by Law No. 10 of 1998
Law No. 23 of1999 on the Bank of Indonesia, as amended by Law No. 3 of 2004

	General e-Transactions Law
	Law No. 11 of 2008 on Electronic Information and Electronic Transactions

	General Law and Regulation on Money Laundering
	Law No. 8 of 2010 on Prevention and Eradication of Money Laundering (which replaced Law No. 15 of 2002 on Money Laundering as amended by Law No. 25 of 2003)
Bank of Indonesia Regulation No. 5/23/PBI/2003 on the Implementation of Know Your Customer Rules for Rural Banks (enacted under Law No. 25 of 2003)

	Electronic Money Regulations
	Bank of Indonesia Regulation No. 11/12/PBI/2009 Concerning Electronic Money
Bank of Indonesia Circular Letter No. 11/11/DASP/2009 Concerning Electronic Money

	General Law on Fund Transfers
Rules on Remittance Administrators
	Law No. of 2011 on Fund Transfer
Bank of Indonesia Regulation No. 8/28/PBI/2006 on the Authorization of Registered Non-Bank Agents to Conduct Remittance Transfers 
([The electronic money regulation circular refers to the remittance regulation, but we have relied on third-party reports describing its substance, as we have not been able to obtain a copy of the original instrument in English translation.)]

	Regulations on Card-Based Payment Systems
	Bank of Indonesia Regulation No. 7/52/PBI/2005 Concerning Operation of Card-Based Payment Instrument Activities
Bank of Indonesia Circular Letter No. 7/60/DASP/2005 Concerning Customer Protection and Prudential Principles, and Security Improvement for the Operation of Card-Based Payment Instrument Activities





Indonesian law establishes the following initial points.
Bank Indonesia has the broad regulatory authority and supervisory jurisdiction for the creation and operation of electronic money networks, whether by bank or non-bank operators.
Bank Indonesia has the power to provide and issue approvals and licenses for the operation of electronic money systems and services and can require operators thereof to submit reports of their activities.
Prior to enactment of the Electronic Money Regulations and Circular, e-money in Indonesia was mainly regulated by the regulations concerning card-based payment instruments (under the rules for prepaid cards).
Enactment of the Electronic Money Regulations and Circular has attempted to address the major obstacles created by having to apply the payment card legislation’s definitions and limits to electronic money, but a number of obstacles remain that would impact the introduction of the electronic money programs that are at the center of the pilot projects. 
Key Regulatory Requirements
Regulatory requirements governing mobile money and mobile banking can be divided into two broad areas. One set of regulations govern the mobile operations of Banks and BPRs, while another set of regulations control the activities of MNO-led and third-party mobile money providers.
Banks and BPRs
The primary issue facing banks in relationship to mobile money activities is customer registration. Because of restrictions under fund transfer and know-your-customer (KYC) rules that require a face-to-face meeting for customer enrollment, commercial banks are unable to use agents to conduct enrollment. This creates a disincentive to their participation in pilot programs targeted at rural and underserved populations
Rural banks do not face these restrictions and are permitted to use agent enrollment for customer/user sign up. The regulations on KYC for Rural Banks state that intermediaries may be used if they accept the responsibility for obtaining the KYC data and enter into a legal agreement with the customer under which the customer grants authority to the intermediary to act on his or her behalf. These executed agreements must be submitted together with the customer KYC data, and all of the KYC data from the intermediary. It is unclear from these rules whether the regulator would permit a system under which a single agent enrolled more than a handful of individuals under a contractual delegation of authority from the ultimate customer. Inferentially, however, the language of the regulatory provisions seems to be directed at the enrollment of small groups (permits a family unit) by a single representative. Similar rules permitting intermediaries to enroll individual customers are not included in the KYC rules applicable to commercial banks. 
Changes in the agent banking requirements are a primary focus of regulatory reform activities with new more liberal requirements expected to be issued in July 2012.
MNOs and Third-party Operators
The primary issue facing mobile network operators and third-party providers is the registration of cash in cash out agents.
Provision of a cash-out service is a funds transfer as described under the Law on Fund Transfers: “Fund transfer is a series of activities starting from an order given by a sender to transfer an amount of funds to a beneficiary named in the fund transfer order to the acceptance of the amount by the beneficiary.” In the case of electronic money, the account is the m/e-wallet administered by the MNO and from which agents then make cash-out payments. The Circular on Electronic Money states that a cash-out facility can only be granted for electronic money that has a transfer of funds facility, which itself requires licensing when it is offered by any non-bank.
Under Article 69 of the Law on Fund Transfers, any non-banking corporations that perform fund transfer activities must be incorporated in Indonesia and have licenses from the Bank of Indonesia.
Therefore, all non-bank cash-out agents in an electronic money system must be incorporated businesses in Indonesia, and they must be licensed separately by the Bank of Indonesia. In contrast, separate Bank of Indonesia approval is not required for any bank that wishes to provide fund transfers, given that fund transfer is a banking activity for which commercial banks already have regulatory approval to offer..
Additionally, under Article 3 of the Bank of Indonesia’s Funds Transfer Circular, a money transferor is not permitted to use agents to engage in money transfers activities: “A money transferor may only engage in money transfer activities through its own network or through a network provided by an operator based on collaboration between the money transferor and operator.”
To serve rural populations that may be unbanked or do not have access to a nearby bank branch, electronic money systems require a network of non-bank agents to provide cash-out services. Many of these may be small, unregistered “trading-as” sole proprietorships, not incorporated businesses. But, under the rules, they would be prohibited from performing cash-out services.
Any electronic money provider that wishes to provide a cash-out service must obtain a license as a business activity administrator for money remittances. This applies to both banks and non-banks.
The eligibility requirement for non-banks (individuals and legal entities) to obtain a money remitter license is compliance with one of the following:
The individual/entity has explicit permission under laws or regulations (e.g., banks, PT POS)
The articles of association explicitly specify fund transfer activities as one of the activities of the business
The individual/entity has approval from the authority regulating the applicant’s particular business
No electronic money system may operate services other than merchant payments unless the issuer of the electronic money is a bank or, in the case of a non-bank, the legal entity fulfills the requirements listed above and obtains a license.
For MNOs that seek to be the issuer of electronic money under any one of the pilot projects, this may require a charter amendment or approval from the telecommunications regulator. 
A second issue facing MNOs and Third-party providers is wallet value limits. Nonbank electronic money issuers have to place 100 percent of the float in a commercial bank, where they can choose among a savings account, a current account, or a time deposit account. 
The E-Money Regulation and E-Money Circular require nonbanks to obtain a license to act as an issuer if the amount of the float under management has reached—or is expected to reach — Rp 1 billion (approximately US $100,000).
The largest aggregate customer transaction value limit is Rp 20 million in any one month.
The rules of the Circular also state that the wallet size limit is Rp 1 million for unregistered electronic money (total float below Rp 1 billion) and Rp. 5 million for registered electronic money. Three MNOs have obtained the necessary licenses to operate mobile money systems. The fourth provider has partnered with a bank and operates under their license regime.
In their applications, these rules require customers to constantly top up or “recharge” their wallet accounts. This could impact the use of the systems proposed for the pilots.
[bookmark: _Toc333315187][bookmark: _Toc333316037][bookmark: _Toc333316177][bookmark: _Toc208283202]Summary Impressions
The long and complex Electronic Money Regulation and its accompanying Circular reflect a heightened concern with prudential risks associated with m-banking and electronic money.
The licensing scheme in the Regulation and Circular require the issuance of separate, individual licenses for the principal, issuer, acquirer, clearing processor, and end settlement processor. This disaggregates the roles in an electronic money network when, in fact, it is more likely that individual parties in an electronic money network are likely to be responsible for multiple roles. Yet the regulations do not permit submission of a consolidated application. The simpler licensing models that exist in other countries still manage to satisfy the prudential and liability concerns that are the foundational policy concerns in the Indonesian regulations.
Apart from their complexity, the Regulation and Circular create substantive rules that erect barriers to electronic money services that do not target merchant payments by higher-end banked customers. These barriers are a strong disincentive for banks and businesses to participate in electronic money projects that are targeted on lower-end, unbanked customers from rural and underserved populations, such as the proposed pilot projects currently under consideration. 
For example, to participate in a project focused on poor populations in rural areas and meet the face-to-face customer enrollment requirement, a commercial bank would have to incur the expense of establishing some sort of mobile branch that would travel to rural communities to conduct sign-up.
In another example, under the Regulation and Circular an entity that wished to participate in an electronic money project—if it were not already established as an LLC—would have to incur the expense and delay necessary to establish an LLC subsidiary to participate in one of the defined electronic money rules. Bank of Indonesia rules do not provide for an alternate, clear and strict accounting separation for the electronic money activities, insurance requirements, or the creation of some other kind of special-purpose vehicle that fulfills the policy concerns that underlie the LLC requirement 
The float limits that separate registered and unregistered electronic money (Rp 1 billion, or approximately US $112,000) create a clear incentive to limit the total size of an electronic money system and focus it on merchant payments for small consumer purchases to avoid the stricter scrutiny and more detailed regulatory requirements that apply to registration of floats above Rp 1 billion. 
The wallet size and transaction limits in the Regulation and Circular create a clear incentive to limit the types of transactions to merchant payments for small consumer purchases. 
For registered electronic money, the total e-wallet size limit is Rp 5 million (approximately US $563.83). 
For unregistered electronic money, the e-wallet size limit is Rp 1 million (approximately $115). 
For both registered and unregistered electronic money, the transaction value limit in any one month is Rp 20 million (approximately $2,255).
To be effective, these limits create a requirement for frequent account recharge, since an account holder can have no more than $563 (registered) or $115 (unregistered) in his e-wallet at any one time, even though over the course of a month he or she is permitted to make transactions worth $2,255 in aggregate. These rules create a clear incentive to limit the total size of an electronic money system and focus it solely on merchant payments for small consumer purchase. 
The e-wallet and transaction value limits should not pose a problem For certain proposed pilot activities, since the payments per user in any one month will be well under the limit. But the total number of enrollees under any such program offered by a non-bank will be significantly limited by the float limit of $112,000 if the electronic money is unregistered.
The rules that apply to fund transfers and handling of remittances—which electronic money providers must follow if they provide cash-out/cash-in services—limit the ability of banks and non-banks to participate in electronic money systems together. This is because, while there is no restriction in the language of the Regulations and Circulars on joint participation, the more burdensome licensing rules apply once a non-bank is involved. Thus, we are informed by some banks that they are prohibited from doing business with non-banks and must provide cash out from a branch.
Another key obstacle to implementing the proposed pilot activities is that all agents that handle money exchanges must be incorporated businesses under the fund transfer rules. The proposed pilot activities are all premised on geographical proximity to cash-out agents that are part of the network, but many of these are small, sole proprietorships that are not registered businesses.
[bookmark: _Toc333315188][bookmark: _Toc333316038][bookmark: _Toc333316178][bookmark: _Toc208283203]Future
Regulatory reform activities focused on agent banking are underway with a commitment from the Government to promulgate new regulations by the end of the year. While the final form of the regulations are not yet available, there is optimism on the part of the banking sector and donors that the new regulations will allow for agent banking and stimulate a move down market. Reforms to the mobile money agent regulations are further in the future. However, the new guidelines enabling MNOs to use employees and holding companies has provided some relief and we should see an expansion of agent networks based on MNO retail outlets in the coming months
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