C5. Vodacom’s MPESA in Tanzania

C5a. Background and Environment
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Tanzania has a population of approximately 42.5 million, 72 percent of which lives in rural areas. There are 28 commercial banks; about 12.4 percent of the population is banked by formal financial institutions (Finscope survey, 2009). Mobile phone subscriptions grew from 9 percent in 2005 to approximately 35 percent in 2009 (World Development Indicators and CIA Factbook).

There are m-money offerings in Tanzania — by Zain, Vodacom, and Zantel, for example — but the leading MMT provider is Vodacom Tanzania, which offers an M-PESA product similar to the one in Kenya. Launched in Tanzania in April 2008, M-PESA is an m-payment solution that allows users to hold money in a virtual “stored value” account maintained in a server by the MNO and operated by users through their mobile phones. Users can deposit or withdraw cash with a local M-PESA agent (Heyer and Mas, 2009). As of October 2009, MPESA had more than a million customers transferring $12.8 million per month at about 2,000 agent locations (CGAP, 2009). Vodacom partnered with Tujijenge Tanzania, a large MFI, in 2009 to provide micro entrepreneurs the opportunity to make loan repayments through local Vodacom agents. 

The Bank of Tanzania has provided a supportive enabling environment for m-banking and

m-payments , providing standards and guidelines and performing an oversight function to ensure compliance to the standards (Bank of Tanzania, 2009). 

C5b. Donor Objectives

The Bill and Melinda Gates Foundation created the Financial Services for the Poor initiative, which seeks new ways to deliver financial services at lower cost and greater convenience to poor households. It does this by working with savings banks and credit unions to double the number of accounts for poor clients through technical assistance, access to technology, and teaming with mobile phone companies, banks and MFIs, and exploring agent banking systems based in post offices and retail outlets to extend financial services into neighborhoods (Gates Foundation, 2010).

This program has provided a $12.4 million grant to the GSMA, which supports the MMU program. The MMU program has launched a $5-million fund that awards innovation grants to support commercially viable and sustainable MNO-led projects in developing counties that contribute to meeting the MMU goal of reaching 20 million previously unbanked people with MFS by 2012. The fund focuses on: 1) supporting commercially viable projects; 2) providing quick responses and straightforward grant processes; 3) ensuring mobile services are targeted at base-of-the-pyramid customers; and 4) knowledge-sharing (GSMA, 2010).

In November 2009, MMU provided a grant of $250,000 to Vodacom Tanzania with the objective of providing a geographically wider line of electronic money (revolving) credit to increase the total electronic float holding value within the M-PESA agent network. (The electronic float is the difference between bank deposits and withdrawals.) This additional investment will improve customer access and usage as entrepreneurs are empowered to invest in the M-PESA business opportunity and grow the agent network (MMU Web site, 2010).

C5c. Approach

Vodacom Tanzania has an established and growing M-PESA customer base with 2,000 active agents, although approximately 4,000 agents were registered as of March 2010. One constraint agents have faced is having disposable cash on hand to cash out transactions for M-PESA customers. The ability to extend cash-in, cash-out, and money transfer services to more clients may lead to an increase in transaction volumes, but agents must be willing to hold a higher electronic float on their phones to be able to provide these services. It is important to ensure that agents have a cash balance large enough to service their customers, but not so much that it becomes a liability for them. 

Supporting aggregator agents and managing liquidity.Vodacom received GSMA’s MMU grant to support M-PESA aggregator agents to overcome liquidity issues faced by lower-tier agents. It can take several days for agents to receive electronic money on their phones, because the electronic money moves from the local bank, through the agent aggregators, to the MPESA bank account before it appears in the agent’s m-wallet. (See Exhibit 4 for a diagram of the system.) This grant allows Vodacom to provide credit to aggregators, who can then supply the lower-tier agents with electronic money without requiring advance payment prior to providing the electronic float. Each aggregator agent is responsible for selecting, training, and supervising lower-tier agents, and managing agent liquidity and distributing commissions (Mas and Ng’weno, 2009). The hypothesis is that increasing agent’s electronic float will increase client satisfaction and transaction volume, which, in turn, will cover the cost of credit to the agents. 

Exhibit 4. Tanzania M-PESA Electronic Float Steps


C5d. Preliminary Results and Lessons Learned
Positive preliminary results. Even though the grant was disbursed in November 2009 — a relatively short time ago — preliminary results show turn-around time for obtaining electronic money has decreased as a result of the credit line, and that aggregators are pleased with the new model (Coffey International, 2010). A large number of customers registered in the previous quarter, although this is not directly attributable to the introduction of the credit line. 

Lesson learned. Supporting agent aggregators and ensuring sufficient electronic money in the system may increase client satisfaction, build confidence in the use of M-PESA, and lead to increased uptake of m-money services. 

Expanding the agent network can support outreach to MFI clients. In July 2009, Vodacom started a pilot activity with Tujijenge MFI to test loan repayments through local M-PESA agents for approximately 100 clients. By March 2010, clients reported that several local agents were not holding a large enough electronic float on their mobile phones to be able to accept cash and allow customers to make loan payments using their m-wallets. This was inconvenient for the clients because they sometimes had to visit five to 10 agents before finding one with a large enough electronic float. For some clients, the search for a local agent with sufficient float was causing a delay in making their loan payments. Tujijenge indicated it does not want to roll out this service to the rest of its clients until these float problems are resolved. 

Lesson learned. The electronic float issue may be a constraint in expanding the use of M-PESA. If Vodacom is able to solve its agent liquidity issue, it may be able to offer loan payment services to other MFIs in Tanzania. Tujijenge has also expressed interest in using M-PESA for loan disbursements.

Similar location, but different countries. There has been much debate about M-PESA’s success in Kenya and the much slower uptake in neighboring Tanzania. Fourteen months after the launch of M-PESA in Kenya, there were 2.7 million users and almost 3,000 agents. After the same amount of time in Tanzania, there were 280,000 users and only 1,000 agents (Camner, Sjoblom, Pulver, 2009). The geographic, demographic and mobile penetration differences between the two countries portray many of the likely reasons for the difference in uptake (see Table 3). For an analysis of M-PESA, refer to the GSMA MMU article: “What makes a Successful Mobile Money Implementation? Learnings from M-PESA in Kenya and Tanzania.”

Table 3. Tanzania and Kenya Comparison Chart

	
	Tanzania
	Kenya

	GDP per capita
	$520
	$890

	Size (km2)
	945,090
	582,646

	Population
	41.5 million
	38.6 million

	Population/km2
	43.9
	66.2

	Exclusion from financial services 
	56%
	33%

	Proportion of domestic money transfers in country prior to M-PESA
	13%
	17%

	Subscriber market share
	45% Vodacom
	79% Safaricom

	Owned mobile phone prior to launch of M-PESA
	15% of adult population
	27% of adult population


Lesson learned. Even though two countries have similar geographies or share other characteristics, it is important to consider differences in mobile penetration, access to financial services, and numbers of domestic money transfers when developing m-money services. 
Box 17. Tanzania at a Glance


Population: 42.48 million 


Labor force: 69 percent in agricultural sector


Population below poverty line: 36 percent


Internet users: 1.3 percent


Literacy rates: male: 77.5 percent; female: 62.2 percent; total population: 69.4 percent


Mobile penetration: 35.5 percent


MNOs: Vodacom 41 percent, Zain 29 percent, and Zantel 8 percent





(ITU Africa 2009 Report, World Development Indicators, CGAP Technology Program)








