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Country summary: Philippines =2

STATUS

HIGHLIGHTS

A
Country group LMIC Q!D:B/A\L

% adults with a financial account

(Findex, 2017) 34%

INTEROPERABILITY JOURNEY:

ACCOUNT TO ACCOUNT R/T:

Name of scheme/s InstaPay

Date of launch Apr, 2018

Philippine Payments Management Inc. (PPMI) a PSMB whose

SEIRE e board is made up of bank and NB-EMIs

Switch operator BancNet - Private entity fully-owned by banks
% financial accounts BSP Supervised Financial Institutions (BSFls) offering
included in scheme payments via electronic delivery channels of 513 BSFis

Highlights from country:

e InstaPay carries its own brand consistently across the providers.

e Heavily led by the regulator through guidelines and mandates, but implemented
by the Clearing Switch Operator (CSO) and participants under the PSMB.

e The regulator required that non-banks be able to participate

° Uptake is inline with expectations and a diverse set of use cases and enhanced
features are available.

e Formal account ownership increased from 22.6% of adults before InstaPay
became effective, to an estimated that 53% as of the first quarter of .The
growth is mainly aftributed to EMIs.

In 2015, BSP launched the National Retail Payment
System (NRPS) a flagship program built on the
following core principles: (1) separation of payment
system governance from clearing operations; (2) fair
and level-playing field of payment system
participants; (3) reasonable, market-based pricing of
payment services; and (4) increased interoperability,
among others.

This lay the foundation for adoption of the NRPS
Framework in Nov 2017 aiming to increase electronic
payments to 20% by 2020 and recognition of a PSMB
in Jan 2018.

InstaPay was launched in Apr 2018 under the said
framework as a real-time low-value instant EFT credit
push payment scheme.

BSP mandated all BSFls with authority and capability
to offer electronic financial and payment services
(EFPS) to make InstaPay and PESOnet available across
all existing electronic delivery channels by 30 Nov
2018.

To date only a fraction of BSFIs offer the solution.
However, InstaPay had achieved an average of
about 2.8 mil transactions per month in 2019 and
reached 37.6 mil transactions per month

BSP continues to monitor the situation and provides
support for wider reach.


https://www.bsp.gov.ph/Inclusive%20Finance/Financial%20Inclusion%20Reports%20and%20Publications/2019/2019FISToplineReport.pdf
https://www.bis.org/review/r211230o.htm#:~:text=As%20of%20the%20first%20quarter,regulations%20of%20Executive%20Order%20No
https://www.bsp.gov.ph/PaymentAndSettlement/Instapay%20Participants.pdf
https://www.bsp.gov.ph/PaymentAndSettlement/Instapay.pdf
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Calibrating the role of public sector in 1O

Funding & implementation role

In setup
and beyond

1: Participate/ co-fund 2. Incubate only 3: Sole fund

0: Endorse

Through various circulars and
memorandums, the BSP retains an active role
in setting the direction of the system, e.g.

o by issuing the NRPS framework that

1: Catalyze

1--Encouragea

2: Catalyze
2 -Actively convene
& participate

Policy role

3: Mandate

Oversee

v

formed the governance foundation
for InstaPay

o by ultimately issuing a mandate
following consultation for BSFIs to
offer InstaPay and PesoNet, as well as
other mandates related to public
education, no-bilateral switching,
pricing and disclosing fees to fulfil the
laid out vision

However, much of the scheme
decision-making is managed by Philippine
Payments Management, Inc. (PPMI), a PSMB
that is managed by the industry

free to determine the steps e.g.
select the clearing system operator,
create the InstaPay clearing rules
and implement within specified
parameters set through consultation

At this level, regulator applies moral
suasion but takes no direct action

Regulator also takes direct steps, such as
studies, convening or threats

Mandate could include 1 or more of:

. Required connection to central switch

. Required participation in a scheme

. Method and/or level of interparty fees set

.................................................................................................... oTherndusfryfhfoughfhePPM}WGS

Typical role may be oversight, but this
may not apply to non-prominent
non-prominent Retail Payment Systems
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‘ Country Intferoperabillity summary frame

Heavily led by the regulator through guidelines and an ex-post mandated, but implemented
by the PSMB.

PUBLIC POLICY ROLE IN INCEPTION PUBLIC ROLE IN IMPLEMENTATION

A2A or CICO 3

0 | 2 3 None 0. 1 2 Fund and
own

Endorse Catalyze 1 Catalyze 2  Mandate None Co-fund Incubate

0. Uncertain
/too early

1. Below
expectations

2. In line with
expectations

3. Above
expectations \/ \/

(NRPS) Framework key objectives were to fransition o cashlite, to increase adoption of electronic retail payments from 1% electronic payments in 2013 to 20% electronic payments by 2020
by promoting: Interoperability, Inclusiveness and Coopetition (Cooperation +Competition). In Nov 2019, the governor of BSP noted the strong progress and extended BSP's own ambitious
target to reach 50% by value by the end of 2023. (Agcaoili 2019)

m=EOoOO-4HCO



InstaPay: Features and Economics

Year launched: April, 2018 Objective: Higher e-payments usage by
2020, boost cashless transactions from 1%

Speed of posting to to 20% by 2020.

accounts: 2 fo 3 seconds

from receipt of clearing Maximum value: Customers can transfer
advice ( ) funds up fo PHP50,000 (about USD 1,000)

per fransaction many times in a day.

However, banks or non banks can set a
Operating hours: 24/7/365 minimum amount for sending and an

aggregate daily limit. (Factsheet 2021)

Store of value: Bank accounts and EMI wallets

Channels: Mobile Usecases: P2P, P2B, P2G, B2P, B2B, B2G, G2P, G2B &
apps and Internet  G2G.
banking

Consumer fees: PHP 0 to 25 (about USD 0 to 0.5) depending on the
participating institution, although some have waived as a COVID
response measure.

ALIAS / PROXY
ADDRESSING

PAYMENT
NOTIFICATION

STANDARDIZED QR
CODE

OPEN ACCESS API

INTERFACE

BFA

GLOBAL


https://www.philpayments.org.ph/instapay-1
https://www.bsp.gov.ph/Regulations/Issuances/2018/m012.pdf
https://www.bsp.gov.ph/PaymentAndSettlement/FAQ_Instapay.pdf
https://www.bsp.gov.ph/PaymentAndSettlement/Fees.pdf
https://www.gmanetwork.com/news/money/companies/782116/more-banks-waiving-online-transfer-fees-until-dec-31-2021/story/
https://www.gmanetwork.com/news/money/companies/782116/more-banks-waiving-online-transfer-fees-until-dec-31-2021/story/

Cip InstaPay: Featfures and

Economics

Provider fees:

e Sender pays model is applied.

e Sending participant sets the InstaPay fee for their customers which currently ranges from
free to PHP 25 (USD 0.5)

e  For P2P, the switching fee PHP 1 (USD 0.02) per transaction but this was to be revised in as
of Jan 1 2022 to PHP 3 (USD 0.04).

e  P2M has a different pricing: merchant pays the receiving financial institution (MDR or flat
fee depending on arrangement), this is where the sharing will come from.

o 3 entities acquirer, originating, receiving.

o Floor price is 50 centavos (in pesos) or % of MDR whichever is higher (depending
on flat or %) - received by originator

o e.gPHP 10 for every transaction. Now PHP 3 to the operator (switch) from PHP 1 as

of January 2022, 60 centavos to the originator because it's flat. 10-1-0.6 = 8:40 to
receiving entity.

Transaction size:

Average ticket size: PHP 5,500 to 5,900 had been the case for the first two years

First half of 2020 the ticket size most transacted: <PHP 1,000

First half of 2021 the ticket size most transacted: PHP 900 to 2000

In 2020, no fees were charged by some of the NB-EMIs so people sent much smaller amounts

Image source: Hitoshi Namura on Unsplash:

Source: BFA interviews (2021)
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S oy > Summary frame: A2A
| | interoperability stipulated
objectives - Pesalink

Pesalink set out to provide more efficient and cheaper rails
for the flow of money across banks first, ultimately enticing
other FSPs to use its rails based on the same value
proposition.
e Despite the notion that it was launched by banks to
compete with Mpesa, the scheme highlighted that

Pesalink was addressing a market gap and a different
market:

“The real agenda was: (i) to provide instant services for
bank customers as there were a lot of transactions
beyond the M-pesa limit (KES70,000 at the time) that were
being facilitated by the banks through paper checks and
EFTs...and (ii) there was the opportunity to also serve
non-bank players by offering more efficient rails, besides
(banks were already facilitating wholesale transactions)

O

Pesalink i1s a realtime as any FSP facilitating any payments would terminate at a
A ) commercial bank if not the cenfral bank” - Scheme
interbank mon ey representative

transfer service

Image source: https://www.ipsl.co.ke/ Source: BFA interviews (2020 -2021)




BEQ .
- InstaPay: Stipulated

Objectives

PESONet (batch EFT credit payment scheme) and InstaPay
(real-time low-value EFT credit push payment scheme) were
launched under the National Retail Payment Framework to increase
e-payment transactions to 20 percent by 2020 for the benefit of the
consumers, the industry and the economy as a whole.

“In 2013 there was a diagnostic study conducted in the
Philippines, 1% transactions were in electronic format -
that is where our journey started. We made reforms on our
retail system and targeted that by 2020, we grow the 1%
to 20% 2020.” - Regulator

&@g/esource: www.bank 4 Source: BFA interviews (2021)
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InstaPay: Background and Role of Regulator

® Industry instigator and mobilizer to develop solutions

The BSP jolted the industry into action following the BTCA 2013 diagnostic study that determined that only 1% of fransactions in Philippines were in electronic format.

BSP drove consensus among industry participants to leverage their existing platforms to deliver InstaPay national payments switch:

In 2014, the push for a national switch started. The BSP begun to engage the chair of BancNeft. Af the fime BancNet provided Inter Bank Funds Transfer (IBFT)
using their ATM switch. Although it worked well, it was only available to card holders as transfer of funds mimicked an ATM withdrawal (see footfnote), also it was
only open to banks and MFIs participating in BancNet. Still not all members were able to (or wanted to) participate, there were only a number who
accommodated the direct credit to an account and these were where beneficiaries could receive an IBFT.

BSP brokered the merger of BancNet and Megalink in , the two largest Automated Teller Machine (ATM) consortiums in the Philippines, leaving
BancNet (the larger of the two) as the surviving entity.
o The merger was brokered by BSP to promote * " paving way for a national payments switch, as it

was crafting the NRPS framework which was launched in December 2015.
As a result, the IBFT credit transfer was formalized across a wider network of banks and MFIs.

o This was formalized when BSP asked the two ATM switches to merge - megalink and banknet to achieve economies of scale to give way to a national
switch that would become a national payment switch, while they were crafting the NRPS framework.

BSP also developed the which put forward the cash-lite agenda and enabled it to be driven by the industry players through a PSMB with support and
input from the BSP. The framework:

Resulted in the launch of InstaPay as an initiative to increase e-payment fransactions to 20 percent by 2020.

Required the separation of governance of the payment system, which includes the establisnment and implementation of standards and rules, from the actual
clearing operations; and

Called for an industry-led self-governing body that is duly recognized and overseen by the Bangko Sentral to perform the governance role.

IBFT ran like an ATM using ISO8583 and the rules are simple. Any card issued in the Philippines could be used to fund the instant payment. BancNet pulled the funds from the card

issuer account as though it was a cash withdrawal so it was open to all with a card to initiate an IBFT, which could be done from ATMs or BankNet's own website.

Source: BFA interviews (2021)
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https://www.imoney.ph/articles/need-know-bancnet-megalink-merger/
https://www.competitionpolicyinternational.com/the-philippines-bancnet-megalink-merger-approved/
https://www.bsp.gov.ph/Regulations/Issuances/2017/c980.pdf
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‘ InstaPay: Role of Regulator

N[I Intervening to balance industry needs and broader

financial inclusion and digital payment goals

Even while letting the industry drive the agenda, the BSP exerted influence to
ensure inclusiveness of the payments system to non-banks despite push back
from the industry:

e Atlaunch, the PSMB was composed of representatives from 70 banks
and also e-money issuers who signed the agreement.

“[With regards to financial inclusion], “we were allergic to EMIs. Moral suasion to
collaborate with them was not enough, so governance framework from the BSP was
necessary to make it happen. We've noticed that it is not that bad. It has give EMIs a
space to do what they are good at. It is hard fo make money just on payments alone
so EMIs have to study and learn how to do that, meaning they may have to partner
with us or lend on their own. They have not cannibalized our market, as our focus is not
financial inclusion. We do not serve the market.” - Bank 1

“It is necessary for a regulator to play a role if the intention is to move things quickly.
Also where the market is too skewed; players with significant market share may not
have volunteered or would have opted out.” - Bank 2

Source: BFA interviews (2021)
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‘ InstaPay: Role of Regulator

il

Ex-post mandates to formalize industry consensus coupled with measured implementation to cater for market

readiness and context

e InSeptember 2018, the BSP mandated that all BSP Supervised Financial institutions (BSFls) authorized to offer electronic financial and payment
services (EFPS) to make InstaPay and PESOnet available across all existing electronic delivery channels by 30 Nov 2018.
However, the mandate is yet to be fully realized, a 100% participation by all the players is yet to be achieved.

e This is enabled by BSPs design to allow for market readiness and context:
For example, there there are still participants that are only receivers.

@)
@)

o

e  Furthermore, although the

BSP approval allows for BSFIs to be receivers only, or both sender and receiver, with the latter having higher requirements to ensure soundness
of the system. This staged approach ensures inclusiveness based on technical capability and capital.
According to PPMI, the BSP closely monitors the developments. It requires reporting by PPMI on entities that are not participating 100% to

determine the barriers and explore solutions.

Providing functionalities such as request to pay and broader usecases such as P2M is also not compulsory

on the National Retail Payment System (NRPS) Key Principles and Specific Rules prohibit bilateral clearing,

various bilateral integration between EMIs and Banks exist. Certain participants complained that it provided unfair advantage as flows that did not
go through the dedicated switch accrued no charges. However, those that supported such flows explained that their intention was to provided
greater convenience and value to end users.

Coming from a country where the regulator dictated what we
can do, | consider BSPs an interventionist. BSP has achieved a
healthy tension. [As an FSP] You may not win this time but doors
are open for discussion. - Bank

We have a bilateral connection with two of the EMIs. This was set up to
allow for loading of wallets from bank accounts at no cost to the
customer. The wallets however charge for transfers from wallet to bank
but this is not often the case. - Bank

Source: BFA interviews (2021)
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InstaPay: Role of Regulator

ﬁﬁﬂ Tempo-setter: Monitors and keeps raising the bar

As a follow up to the National Retail Payment System (NRPS) Framework
which targeted to increase digital payments from 1% in 2013 to 20% in

2020, which was reached; BSP published a in
2020 to provide renewed targets to be achieved by 2023. These include:

e Converting 50% of the total volume of retail payments into digital
form by offering faster, affordable and convenient payment solutions
to Filipinos

e Expanding financial inclusion to 70% by providing wider access to
basic transaction accounts via banks and non-bank e-money issuers

Already, that 53% of Filipino adults were financially included
as of the first quarter of 2021, and digital payments to total retail
transactions volumes increased to 30 percent in

Source: BFA interviews (2021)


https://unsplash.com/@achrovisual?utm_source=unsplash&utm_medium=referral&utm_content=creditCopyText
https://unsplash.com/?utm_source=unsplash&utm_medium=referral&utm_content=creditCopyText
https://www.bsp.gov.ph/Media_And_Research/Primers%20Faqs/Digital%20Payments%20Transformation%20Roadmap%20Report.pdf
https://www.bis.org/review/r211230o.htm#:~:text=As%20of%20the%20first%20quarter,regulations%20of%20Executive%20Order%20No
https://www.philstar.com/business/2022/02/06/2158806/lgus-get-onboard-bsps-digital-shift

InstaPay: Role of Regulator

adequately serve the poor

It was noted that BSP closely worked with two
crucial innovators that have proved
fundamental for expanding reach to the
underserved in Philippines:

Gcash which is the largest InstaPay
market share in terms of volumes, 25%
outgoing and 40% receiving, noted
working closely with BSP to drive
awareness and education.

i2i a financial services network that
connects hundreds of thrift banks, rural
banks, pawn shops and
community-based financial service
providers to each other, the National
Retail Payment System (NRPS), and the
largest remittance channels, explained
that they’ve received strong regulatory
support from BSP. They are a product of
a central bank sandbox:

Spur innovation and collaborates with innovators to fill gaps, resulting in business models with a high propensity to

O

“We inifially tested with 6 players initially in a central bank
sandbox. It was actually the central bank that encouraged us to
expand the reach of the NRPS.”

- i2i representative

BSP has also developed various frameworks in consultation with the
industry to continue supporting innovation and reach to the underserved:

Digital Banking Framework and granting licenses to 6 entities in
(2022 draft)
Open Finance Roadmap 2021-2024
and recommendations
opening of basic account following basic deposit
account framework in 2018
Recently launched 2022-2028 national strategy for financial inclusion

Source: BFA interviews (2021)
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https://www.bis.org/review/r211230o.htm#:~:text=As%20of%20the%20first%20quarter,regulations%20of%20Executive%20Order%20No
https://www.bsp.gov.ph/Regulations/Issuances%20of%20Policy%20Exposure%20Drafts/Draft_Circular_on_Regulatory_Sandbox_Framework.pdf
https://www.bsp.gov.ph/Media_And_Research/Publications/CBDC_for_the_BSP_Book.pdf
https://www.philstar.com/business/2021/11/25/2143556/perks-await-banks-offering-basic-deposit-accounts-bsp

: BEA
InstaPay: Business Model

The regulator keeps a close eye on fees charged to consumers and intervenes from time to time with
consideration for participants’ business case

e Theregulator closely monitors the charges applied to customers. BSP-supervised financial institutions are mandated to disclose fees on electronic
payments pursuant to .

e Participating institutions apply a fixed fee regardless of the fransaction amount.

e Inifially, the fees ranged from PHP 0 to 100, but they have since come down and range between PHP 0 to 25 (about USD 0 to 0.5) depending on the
participating institution. Most institutions applied zero as a COVID response measure and some are yet to readjust up the fees.

e Towards the end of 2021, majority of participating institutions had started to raise fees that had been waived during the height of the COVID-19

pandemic.
e Ofhersraised or were planning to raise consumer fees to pass on the cost of new switching fees (PHP 3 from 1).
e In December 2021, the on the planned fee increases for electronic fund transfers by banks and other financial institutions

until the share of digital payments to total fransactions doubles to 40 percent or upon issuance of pricing guidelines, whichever comes earlier.
e MDR applied for P2M.

The regulator provides support, parameters where we C e . .
- o . ; We are providing it as a service with
Waiving fees started from can work within, active dialogue, and respects some . h
.. . . . o aim of cost recovery. We are a highly
participants, the core group of our opinions as a business driven decision. ...... For R .
. . : regulated industry and we are mindful PHP 1 I can absorb but
then everyone started instance, during the pandemic last year, the regulator X
. . . that the regulator will force open the PHP 3 | have to pass on
following coupled with asked all banks to waive consumer fees but N n
. . . . books to see if we are making money. the cost to the
moral suasion from the acknowledged the cost to participants. As a result it .
o . e . . We are always being asked to consumer. - Bank
regulator. Similar to adoption was agreed that participants consider waivers for few - .
] substantiate what we charge in all
of SMS 15 years sago. - Bank months as they monitor, and based on outcome . . .
services not just this one - Bank
maybe extend.- Bank

Source: BFA interviews (2021) 16


https://www.bsp.gov.ph/Regulations/Issuances/2018/m013.pdf
https://www.bsp.gov.ph/PaymentAndSettlement/Fees.pdf
https://www.gmanetwork.com/news/money/companies/782116/more-banks-waiving-online-transfer-fees-until-dec-31-2021/story/
https://www.philstar.com/business/2021/12/30/2150779/bsp-holds-hike-instapay-pesonet-transfer-fees

‘ InstaPay: Operational Fees and Infrastructure

il

Migration by the Clearing Switch Operator to an outsourced switch to enhance capacity, functionality and
maintainability

The CSO'’s
InstaPay clearing
fee increased to
PHP 3 per
transaction from
PHP 1 as of
January 2022. This
follows BancNet,
the Clearing
Switch Operator
(CSO), migrating
switching to the
Vocalink
infrastructure in
March 2020.

Due to the PHP1 fee not covering Vocalink and
BancNet's costs the fee was increased to PHP 3. The
increased fee has been a contentious issue.

o Many stakeholders remarked that the
increase in cost that came with the
migration was unknown to PPMI, although
BancNet noted giving PPMI ample time to
respond to the proposal.

o Ultimately, some stakeholders pointed out
that the complication arose due to conflict
of interest: The fact that some directors of
PPMI also served as directors of BancNet
made it difficult for them to push for
decisions that were in the industry’s best
interest.

o It should also be noted that the PHP 1
clearing fee was an agreement between
the BSP and BancNet on the assumption that
InstaPay could be run based on the
marginal cost of the BancNet ATM switch
and not based on a new ISO20022 switch
with sufficient capacity to manage the 40m
or more InstaPay fransactions per month.

However, the migration to Vocalink for switching
was necessary to enhance functionality and
capacity:

o BancNet had only 3 months in 2018 to
prepare to be the InstaPay CSO which was
the key reason that they leveraged existing
functionality on their ATM switch as the
InstaPay switch, as a quick fix.

o As transactions volumes grew
exponentially, there was a need to seek
greater capacity.

o The migration aimed to future proof the
system for future innovation by expanding
functionality e.g 1S20022 messaging
standards, fraud, fracing and alerting,
building more payment usecases e.g P2M.

o Technology resources dwindled as more
skilled people migrated to Singapore, the
USA etc making it unsustainable for
BancNet to provide, maintain and build
their own infrastructure locally.

o Outsourced to Vocalink to access support
future functionality and accommodate
higher volumes.

BancNet now
serves as the first
line of support for
the participating
institutions
operating the
communication
network for the
participants in
Philippines with
Vocalink
operating the
clearing
operations in
Singapore.

Source: BFA interviews (2021)
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InstaPay: Scheme Management

N Delegated to a regulatory payments service management body - Philippine Payments P P
ﬂ.I].l]J]. Management, Inc. (PPMI)

Philippine Payments Management, Inc.

PPMI: PPMI membership ( & 2021):
e Astand-alone, self-governing regulatory, not-for-profit structure, run by payment e PPMI members include all qualified direct clearing
industry participants in the Philippines. participants (banks and nonbank e-money issuers) in
the Philippines. See the membership participation
e Established in 2017 by payment industry participants and with support from the process
BSP and duly recognized by BSP as the country’s Payment System Management
Body (PSMB) in 2018. e Itisimportant to note that InstaPay participating
institutions that do not have PhilPaSS membership
e The PPMI oversees the environment by which financial institutions cooperate to may participate through a settlement sponsorship
enable payments between accounts in different financial institutions in alignment arrangement with a PhilPaSs member. (Factsheet
with the policies and strategies of the National Retail Payment System (NRPS) 2021)

Framework and in close coordination with the BSP.

Overseer/ regulator Scheme operator Settlement

Under oversight of the Bangko BancNet, serves as the payment Settlement is done via the BSP’s real
Sentral ng Pilipinas with support system operator but has migrated time gross settlement system, known
from PPMI a self-governing the clearing switch operation to as PhilPasSS. It is performed on a
regulatory PSMB. Vocalink. deferred net basis.

Source: BFA interviews (2021) 18


https://www.philpayments.org.ph/aboutus
https://www.cgap.org/sites/default/files/publications/2021_01_Technical_Guide_Building_Faster_Better.pdf
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https://www.bsp.gov.ph/PaymentAndSettlement/FAQ_Instapay.pdf
https://www.bsp.gov.ph/PaymentAndSettlement/FAQ_Instapay.pdf

InstaPay: Scheme Governance

mﬂ PPMI governance framework ( & 2021):

e The overall decision making body, PPMI Board is composed of
representatives from universal and commercial banks, thrift banks,
rural banks, and non-bank e-money issuers (NB-EMIs), as well as
independent executives that represent broader public interests.

e The governance structure is intentional about non-banks having a
say in the payment system by reserving board seats, still non-banks
have qualified on merit.

o At the time of reporting, there were: 15 board members: 6
facilitate highest volumes, 3 nominated by banks, another 3
each representing rural banks, thrift banks, and an EMIs, while
2 are independent directors nominated by BSP

o Those facilitating the highest volumes, the top being an EMI,
followed by three banks, and then an EMI.

o The BSP does not have a seat on the board.

e Therules and service levels that govern InstaPay are defined,
agreed upon and observed by the ACH participants.

e The steering committee mirrors the board and there are working
groups for particular use cases

BFA
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PP

Philippine Payments Management, Inc.

Conflict of interest

There have been concerns about having the
directors of PPMI serving as director of BancNet . One
of the outcomes is said to be the unexpected
increment in switching fees that followed the
migration to Vocalink.

BSP issued 021 serving as a
Governance Policy for Operators of Payment System
to avert potential conflicts of interest related to
interlocking directorships and officerships.

However, some stakeholders were of the view that:

o Pushing for an independent PPMI board would
be more effective in addressing conflict of
interest.

o BSPis also conflicted as although they
launched PPMI as an industry governing body,
they are still very involved in determining
approvals.


https://www.bsp.gov.ph/Regulations/Issuances/2021/1127.pdf
https://www.philpayments.org.ph/aboutus
https://www.cgap.org/sites/default/files/publications/2021_01_Technical_Guide_Building_Faster_Better.pdf

BFA
InstaPay: Performance

InstaPay has achieved year on year exponential growth catalysed by the COVID-19 pandemic but only a
minority of BSFIs participate

L participation with almost 90% Volumes and valves: InstaPay achieved 38,752,462 transactions
Participation being banks mainly due fo limited worth 240.15 billion in Feb 2022, whichis 1.3 the volume and 1.5 times
fechnical capability the value achieved in Feb 2021

InstaPay (April 2018 - February 2022)

Sender/ Receiver ifions Mitions
Receiver Only Total

InstaPay
(as of 28 Feb.

2022)

a5
300

40
250 35
TOTAL 53 11 64 513
00 30
. 25
Universal & 150
Commercial 22 1 23 45 =
Banks 100 =
10
50
Thrift Banks 12 4 16 46 I I =
' 7232997997272 3§93899939§8553%99§99999436s5508q90a+0n237
3E53 7382852535853 3852888255385338:3825883853838¢:33%8¢:
Rural Banks 9 4 13 384 —Value —e—Volume

It appears that there is cyclic demand around year end with a December peak and fall off

EMI-Others 10 2 12 38 during January and February
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https://www.bsp.gov.ph/PaymentAndSettlement/Instapay%20Participants.pdf
https://www.bsp.gov.ph/PaymentAndSettlement/Instapay%20Participants.pdf
https://www.bsp.gov.ph/SitePages/FinancialStability/DirBanksFIList.aspx
https://www.bsp.gov.ph/SitePages/FinancialStability/DirBanksFIList.aspx
https://www.bsp.gov.ph/SitePages/FinancialStability/DirBanksFIList.aspx
https://www.bsp.gov.ph/PaymentAndSettlement/Instapay.pdf

InstaPay: Performance

Direct participants in InstaPay, who are

Non-bank BSFIs need to have a sponsor bank fo

~

Areas Of EMIs, have to separately establish a participate in the clearing house. We have raised
settlement sponsorship into the RTGS > this with the regulators but they say they are still
improvemeni' (PhilPoS§). The BSP can allow participation Q looking at it. The costs are currently minimal as we
‘ of EMIs in PhilPaSS but to date has not done are able to strike a good deal with sponsor bank
so and should consider doing so: k e.g no fees per transaction. - EMI
4
™ ( ™
BSP has been very supportive, rarely deny providing clearance to any BSFIs. Everything is API
based but a lot do not have their own web portal or app.- Bank
Main barrier to
participatingis > Q The challenge is having an front end mobile app / internet platform. There was an initiative for
fechnical capability: common payment application but it is not being pushed through anymore. - Infrastructure
k operator
y, J
\

Speed of diversifying payment
usecases and features. The new
switch will enable superior
functionality but business case is
also a hindrance to support of
broader usecases such as P2M

(
O
t

Could have been a 5 point score (highest) if we had merchant payments and gov payments.
However, it is not a fault of the players because government is not ready to receive digital
payments. The current back end processes are disjoint.

P2M has not taken off, it is all about priorities. ...payments is just one of the competing
priorities at banks e.g cards. It is hard to compete as a matter of business value especially
when fees are a race to zero. Value of payments to a bank is fees and stickiness but fees are
arace to zero and the massive infrastructure cost are a big issue. - Bank

~

)

Source: BFA interviews (202

1)
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InstaPay: OQutcomes

Business models better catered to reach the underserved and excluded

Gcash non-bank e-money issuer has the largest InstaPay market share in terms of volumes, 25%
outgoing and 40% receiving. GCash has 48 million users with more than 63,000 pariner merchants
across the country. (Mynt interview, 2021)

e GCash, is a micropayment service that tfransforms the mobile phone into a virtual wallet
for secure, fast, and convenient money transfer at PHP 15 (USD 0.3).

e  Prior to the pandemic, Gcash made up more than 50% of outgoing instapay transactions.
At the time, Gcash was one of 4 BSFIs that offered InstaPay for free. The receiving share
was very low — 10%, showing adoption outside of Gcash was very low

e Gcashis operated by Mynt (Globe Fintech Innovations, Inc.), a partnership between
Globe Telecom, the Ayala Corporation, and Ant Financial, that provides innovative and
first-in-world fintech solutions to consumers, merchants, and organizations.

e  Mynt'svision is to enable financial access for consumers and merchants by disrupting
traditional channels through digital financial technology services.

e In addition to Gcash, Mynt operates Fuse, a tech-based lending company that enables
Filipinos to get microloans to business loans without the fraditional requirements set by
banks and other lending institutions.

Interoperability provided by InstaPay has strengthened Gcash’s value proposition and made it
more sustainable for Gcash to serve its target market which is mostly the excluded and
underserved.

4 N

“Interoperability has taken non-banks into
the world of the banks where it was
previously disassociated. Banks take care of
upper funnel and we take care of lower
funnel. Now we can function simultaneously.

It changed the way people view wallets,
diversified our sources of revenue, but the
most important part is that it created a way
to sustainably fund a wallet. [50% of value
comes in via banks]. Before OTC was the
only option and it was expensive to sustain.

When we started, there was hesitance to
get flows out, we turned on the receiving
but not sending. We then realized that we
need to increase user confidence and trust
by enabling them to move money to
whomever when they need to. Then we saw

adoption increase.” - Mynt Philippines

Source: BFA interviews (2021)
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InstaPay: Outcomes

Conveniently and securely
transfer funds nationwide

Business models better catered to
reach the underserved and excluded

List of partner banks

Send up to P50,000 to any of the
banks in real time

PESONet
Transfer large securely to any of
Pesol s

is a central bank approved blockchain based platform that connects rural banks and community-based financial service providers
to each other, the National Retail Payment System (NRPS), and the largest remittance channels.
It uses PHX, a payments-focused stablecoin pegged to the Philippine peso using UnionBank reserves
It connects financial institutions that are champions for inclusion, serving the unbanked or underbanked Filipinos, who would have
otherwise had no access to the national payments rails.
i2i would have been possible without InstaPay, but InstaPay allowsi2i to connect its members to a wider network of BSFIs, extending the
i2i network.
Transaction amounts on the network are based on member risk appetite but guarantee transaction is on real time settlement.
Participating financial institutions also have a say on customer fees as they know their market best. The fees are shared almost equally
between the community bank, i2i and union bank.
Speed is the most significant benefit. It is also cheaper for the customer, and for the financial institution. It is a cheaper revenue stream
for them to execute the tfransaction since they would never have had the transaction due to lack of capability as community based
banks.

Source: BFA interviews (2021)
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https://unsplash.com/@mariogogh?utm_source=unsplash&utm_medium=referral&utm_content=creditCopyText
https://unsplash.com/?utm_source=unsplash&utm_medium=referral&utm_content=creditCopyText

Research question 1:

Interoperability is a key enabler for financial access and usage...

Philippines has embarked and continues to embark on multiple initiatives aimed at expanding financial inclusion:
° In addition to promoting digital payments, Philippines has embarked on multiple initiatives to expand
access to basic accounts. These have entailed launching a framework for basic accounts, promoting
innovation by creating favourable licensing regimes for financial service providers and products, the
launch of digital ID to improve KYC onboarding etc.

However, based on publications by the BSP and other media reports, e-wallets have played the biggest role in
driving financial inclusion between 2019 and 2021:
° Financial inclusion in Philippines has dramatically risen over the past few years. Formal account ownership

increased from 22.6% of adults before InstaPay became effective, to an estimated that 53% as of
the first quarter of
° According to a , account ownership increased o 29% from 23% in 2017 as per

the BSP 2019 Financial Inclusion Survey (FIS). Moreover, account ownership among the poorest hit 27%,
closer to the national average and almost double the previously reported 14%. According to the BSP,
E-money accounts drove the growth in formal access as E-money account ownership grew from 1% to 8%

of adults during the same period. Account usage more than doubled to 39% from 18% in the same period.

° More recently with the pandemic as a catalyst, a by the BSP revealed that between 2019
and last quarter of 2021, formal account ownership had grown by a further 21 million adults bringing the
total to 41 million Filipino adults. The significant increase was attributed to E-money account ownership
which rose by 16.8 million in the same period, compared to 3.6 milion new basic deposit accounts and a
further onboarding of 7 million unbanked Filipinos as part of the registration process for the national ID
under Republic Act 11055 or the Philippine Identification System Act (Philsys).

InstaPay has been a key enabler for e-wallets in two ways as highlighted by Gcash:
° Created a way to sustainably fund a wallet as opposed to fully relying on rolling out and maintaining an
expensive physical cash-in agent network.
° Increased user confidence and trust by enabling users o move money fto whomever when they need to:

“When we enabled sending of off-net
fransactions, then they saw adoption
increase”.- Mynt, Gcash provider

Source: BFA interviews (2021)
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https://www.bsp.gov.ph/Inclusive%20Finance/Financial%20Inclusion%20Reports%20and%20Publications/2019/2019FISToplineReport.pdf
https://www.bis.org/review/r211230o.htm#:~:text=As%20of%20the%20first%20quarter,regulations%20of%20Executive%20Order%20No
https://www.bis.org/review/r201110c.htm
https://business.inquirer.net/341084/41m-filipinos-now-have-banking-e-money-access
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Research question 2:

- e InstaPay has indeed achieved interoperability success with:
I n Sta a o Year on year exponential growth in tfransactions and
emerging business models that are better suited to
A
mo yan!
M

e Asnoted, the payments regulator in Philippines has achieved success through:

serving the excluded/ underserved.

Acting as the industry instigator by facilitating discussion

Providing direction through frameworks and roadmayps

Mobilizing and driving consensus among industry participants in developing solutions

Intervening to balance industry needs and broader financial inclusion and digital payment goals

Applying ex-post mandates to formalize industry consensus coupled with measured implementation to cater
for market readiness and context

Acting as a tempo-setter. monitoring and raising the target as goals are met

o Supporting and sparking innovation through collaboration with innovators and providing necessary
frameworks and licensing regimes to enable business models with a high propensity to adequately serve the
underserved or excluded

0O O O O O

O
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Research question 3:

e Philippines is an example of
advocating for
interoperability at the early
stages when financial
inclusion is still low.

BFA

GLOBAL

It points to evidence that policy makers can intervene for
interoperability early on in the market maturity journey and achieve
success. However, other markets such as Jordan and Ghana which we
examined in supporting case studies also intervened at early stages of
market development but failed to achieve desired results. This points
back to research question 2 which examines the “*how” the advocacy
or intervention is undertaken.

e The when in the Philippines case coincided with when there were participants in the payment system who
could and would reach out with their payment services to the marginally or not financially included.

o Interoperability which existed between some industry participants was formalised with supportive
governance structures, and mandated to enable access to clearing by the EMIs who could and do
serve the the communities that are marginally or not financially included.

o Formally opening up participation to all EMIs through NRPS and the opening governance established in
the PPMI enabled the EMIs to offer these service, which aided by the need for electronic remote
payments under the pandemic lockdown then took off, enabling payment inclusion and through that

financial inclusion.
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https://unsplash.com/@mariogogh?utm_source=unsplash&utm_medium=referral&utm_content=creditCopyText
https://unsplash.com/?utm_source=unsplash&utm_medium=referral&utm_content=creditCopyText

‘ Country context

Financial
inclusion
and digital
payments

60%

40%

20%

0%

34%
31%
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‘ Country context

Country

environment

BSP Financial Inclusion Survey (respondents: Adults -
Individuals aged 15+)

Percentage of adults with formal account
By type of account

Bank account

E-money account

Microfinance institution account
Cooperative account

Non-stock savings and loan association account

Scores:
Rank: 8 of 55 Government and Stability and Products and Consumer
Weighted score: 71 Policy Integrity outlets Protection

1. E-money and 1. Financial services
simplified accounts users

1. Market entry

1. National Strategies -
requirements

2. Financial and digital | 2. Operational

N - 2. Insurance users
literacy requirements

2. Credit

3. Customer due
diligence

3. Government

digitisation 3. Data protection

3. Emerging services
4. Supervisory capacity | 4. Inclusive insurance

5. Cybersecurity 5. Financial outlets

Banks (head office, branches, and other offices)

Universal & Commercial Banks

2017 2019 Thrift Banks
22.6% 28.6% Rural & Cooperative Banks
Electronic Money Issuers (EMIs)

11.5% 12.2% EMI-Banks**

1.3% 8.0% EMI-NBFI**

8.1% 12.1% Bank and EMI agents

2.9% 1.7% Cash agent*

0.3% 0.1% E-Money agents

Infrastructure

1. Payments
infrastructure

2. Connectivity

3. Digital IDs

4. Credit Information

12,862
6,945
2,654
3,263

61
29
32

71,786
17,057
54,729

BFA
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‘ A2A couniry timeline

Dec 2015: BSP launched the
National Retail Payment
System (NRPS) a flagship
program. NRPS is built on
core principles that include:
(1) separation of payment
system governance from
clearing operations; (2) fair
and level-playing field of
payment system
participants; (3)
reasonable, market-based
pricing of payment services;
and (4) increased
interoperability, among

Jan 2017: Toreach

customers in rural areas,
the BSP issued regulation

on cash agents through
Circular 940 in 2017,

clients outside banking

premises or through cash

agents.

outlining new regulatory
guidelines allowing banks
to provide service to their

Jan 2018: BSP's
monetary board
infroduced the
framework for basic
deposit accounts
that can promote
financial inclusion.

Nov 2017: The Philippine EFT System
and Operations Network (PESONet),
the first ACH under the NRPS, with The
Philippine Clearing House Corporation

(PCHC) as the designated clearing
switch operator for PESONet for a

two-year fransitory period.

Nov 2017: Adoption of
National Retail Payment
System (NRPS) Framework.
Key outcome is to fransition
to cashlite. To increase
adoption of electronic retail
payments from 1%
electronic paymentsin 2013
to 20% electronic payments
by 2020 by promoting:
Interoperability,
Inclusiveness and
Coopetition (Cooperation
+Competition) (BSP 2019,
2021)

Jan 2018: Philippine

Payments Management,

Inc. (PPMI) as the
payment system
management body
(PSMB) under the NPRS
Framework.

BFA
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March 2018: Mandate that all BSFis to disclose fees related to
electronic payments through an electronic bulletin board that will
be maintained by BSP. BSP had also provided guidance for
adoption of reasonable and fair market-based pricing models,

service fees for electronic payments are expected to be lower
than the fees collected from non-digital fransactions.

Apr 2018: Launch of
InstaPay, areal-time
low-value EFT credit
push payment scheme
under the framework of
the National Retail
Payment System

Mar 2018: Guidelines on
the National Retail
Payment System (NRPS)
Key Principles and

bilateral clearing,
prohibition charging of
recipients, emphasizing
immediate crediting,
availability of electronic
payments in all delivery
channels whenever
applicable.

Specific Rules prohibiting

Sep 2018: Mandate that all BSP
Supervised Financial institutions (BSFIs)
with authority to offer electronic
financial and payment services

(EFPS) to make InstaPay and PESOnet
available across all existing electronic
delivery channels by 30 Nov 2018.

Sep 2018: Mandate that all BSP
Supervised Financial institutions
(BSFIs) with authority to offer
electronic financial and payment
services

(EFPS) to make InstaPay and
PESOnet available across all existing
electronic delivery channels by 30
Nov 2018.
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https://www.philpayments.org.ph/aboutus#:~:text=The%20National%20Retail%20Payment%20System%20(NRPS)%20is%20a%20flagship%20program,retail%20payment%20in%20the%20Philippines.
https://www.philpayments.org.ph/aboutus#:~:text=The%20National%20Retail%20Payment%20System%20(NRPS)%20is%20a%20flagship%20program,retail%20payment%20in%20the%20Philippines.
https://pdf.usaid.gov/pdf_docs/PA00TP2G.pdf
https://www.bsp.gov.ph/Pages/PAYMENTS%20AND%20SETTLEMENTS/National%20Retail%20Payment%20System/Empowering-Every-Juan-and-Maria.aspx
https://www.bsp.gov.ph/Regulations/Issuances/2018/c992.pdf
https://www.bsp.gov.ph/Regulations/Issuances/2017/c980.pdf
https://www.bsp.gov.ph/Pages/MediaAndResearch/Speeches/2019/September/678.aspx
https://www.bsp.gov.ph/Pages/PAYMENTS%20AND%20SETTLEMENTS/National%20Retail%20Payment%20System/National-Retail-Payment-System.aspx
https://www.bsp.gov.ph/Regulations/Issuances/2018/m013.pdf
https://www.bsp.gov.ph/Regulations/Issuances/2017/c980.pdf
https://www.bsp.gov.ph/Regulations/Issuances/2018/cl005.pdf
https://www.bsp.gov.ph/Regulations/Issuances/2018/m012.pdf
https://www.bsp.gov.ph/Pages/PAYMENTS%20AND%20SETTLEMENTS/National%20Retail%20Payment%20System/Empowering-Every-Juan-and-Maria.aspx
https://www.bsp.gov.ph/PaymentAndSettlement/FAQ_Instapay.pdf
https://www.bsp.gov.ph/Regulations/Issuances/2018/m026.pdf
https://www.bsp.gov.ph/Regulations/Issuances/2018/m026.pdf

‘ A2A couniry timeline

Jan 2019:
Mandate that all
BSP establish
effective
mechanisms to
facilitate
personnel
Education on
and Publication/
Visibility of
PESONet and
InstaPay. All

Nov 2019: Payment industry participants led
by the PPMI, under the guidance of the BSP
launched the Government e-Payments
(“EGov Pay”) Facility and the “QR Ph” as the
National QR Code standard. BSP requires all
participating payment service providers,
including banks and non-bank electronic
money issuers (EMIs), to adopt QR Ph. As of
end-March 2021, there are 20 InstaPay
participants. The E-gov platform is
embedded in LANDBANK Link.BizPortal is an
e-Payment facility that allows clients to pay
for products and services via the Internet
from both the government and private

2020: After its first full year in operation,
InstaPay has tripled transaction numbers
and seen an almost five-fold increase in
the value being fransferred. As of early
2020, 45 financial institutions offer InstaPay;
the central bank strives to increase the
value of e-payment transactions by 30%
by the end of 2020. (FIS 2020)

Feb 2021: Alias addressing
launched Instapay
Transfer Funds without an
Account Number, rather
use a mobile number or

BFA
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Mar 2021: COVID-19
pandemic serving as
catalysts, latest estimates
showed the share of
digital payments to total
retail transactions
increased to 30 percent in
2021 from 20.1 percentin
2020, while

as of
the Q1 2021

actions to be
submitted by 21
Jan 2019.

Feb 2019: Amendments
to Regulations on
Electronic Banking
Services and Other
Electronic Operations
streamlining the process
of securing the license
to engage in EPFS,
doing away with the
tedious approval
process of requiring
conditional and final
approval. (PWC 2029)

institutions/sectors.

Nov 2019: Nov 2019, the
governor of BSP noted the
strong progress and
extended BSP’s own
ambitious target to reach
50% by value by the end
of 2023 (Agcaoili 2019)

Dec 2019: A working group of EMIs
with interest to interoperate their
CICO agent network to service
financial institution client, laid the
foundations for the establishment
of an interoperable cash agent
network. It delivered a proposal
package of recommended next
steps based on studies and the
draft multilateral agreement
developed by all, all facilitated by
e USAID/E-PESO program running
between 2015 and 2020 to
support Philippines in its cash-lite
journey. There seems to be a bill

on cash agents.

Oct 2020: The BSP
launched a Digital
Payments Transformation
Roadmap 2020-2023
targeting converting 50%
of the total volume of retail
payments into digital form
and expanding the
financially included to
70% by 2023.

email address.

Dec 2021: BSP imposed a moratorium on the
planned fee increases for electronic fund
transfers by banks and other financial
institutions until the share of digital payments
to total transactions doubles to 40 percent.
This followed the raising of fees that were
waived during the height of the COVID-19
pandemic. Another driver for the increase in
charges was the switching fees rising in 2022
to PHP 3 from 1 following BancNet the CSO
migrating its systems in March 2020 to
Vocalink to enhance functionality and
capacity of the infrastructure.
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https://www.bsp.gov.ph/Regulations/Issuances/2019/m001.pdf
https://www.bsp.gov.ph/Pages/MediaAndResearch/MediaReleases/5213.aspx
https://www.bsp.gov.ph/Media_and_Research/Primers%20Faqs/QR_Ph_P2M_FAQs.pdf
https://www.bsp.gov.ph/Media_and_Research/Primers%20Faqs/QR_Ph_P2M_FAQs.pdf
https://www.landbank.com/e-banking/other-e-banking-services/linkbizportal
https://www.bsp.gov.ph/Regulations/Issuances/2019/c1033.pdf
https://www.pwc.com/ph/en/taxwise-or-otherwise/2019/embracing-the-digital-financial-world.html
https://www.fisglobal.com/flavors-of-fast
https://www.fisglobal.com/flavors-of-fast
https://www.cgap.org/sites/default/files/publications/2021_01_Technical_Guide_Building_Faster_Better.pdf
https://pdf.usaid.gov/pdf_docs/PA00X968.pdf
http://3.0.112.216/wp-content/uploads/2020/07/HBN-1297-Enabling-Banks-to-Expand-Service-Delivery-Channels-through-Cash-Agents-Act.pdf
http://3.0.112.216/wp-content/uploads/2020/07/HBN-1297-Enabling-Banks-to-Expand-Service-Delivery-Channels-through-Cash-Agents-Act.pdf
https://www.unionbankph.com/about-us/news/page/1826
https://www.bsp.gov.ph/Media_And_Research/Primers%20Faqs/Digital%20Payments%20Transformation%20Roadmap%20Report.pdf
https://www.philstar.com/business/2022/02/06/2158806/lgus-get-onboard-bsps-digital-shift
https://www.bis.org/review/r211230o.htm#:~:text=As%20of%20the%20first%20quarter,regulations%20of%20Executive%20Order%20No
https://www.bis.org/review/r211230o.htm#:~:text=As%20of%20the%20first%20quarter,regulations%20of%20Executive%20Order%20No
https://www.philstar.com/business/2021/12/30/2150779/bsp-holds-hike-instapay-pesonet-transfer-fees
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