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BRANCHLESS BANKING: A PANACEA FOR REACHING THE UNBANKED
IN KWARA STATE, NIGERIA.

Lawal, W.A and Abdulkadir, R.!
Department of Accounting and Finance
University of ilorin,

Horin, Nigeria.

Abstract .

The study was carried ouf to ascertain whether Branchless Banking can be a solution to
reaching the unbanked citizens in Kwara State. In achieving this objective, questionnaires were
distributed to three hundred respondents that spread across six villages in the State. Percentages
and z-score statistical test have been used to analyse the data gathered for the study. The
analyses of responses gathered shows that majority of the respondents do not have a bank
account and that both the banked and unbanked citizens have no access to the delivery channels
of Branchless Banking. The findings of the study revealed further that Branchless Banking will be
an effective panacea for reaching the unbanked citizens if all the necessary infrastructures and
logistics are put in place. Based on this, the study recommends amongst others that both the
regulatory bodies and Banks should ensure that Banks extend their points of presence to the rural
areas and also ensure that all the necessary infrastructures required for Branchless Banking
services are put in place in those areas where there are large numbers of unbanked citizens.

introduction

Informal Banking system is as old as history. In the early days, banking business was
basically related to safe- keeping of money and money lending. Then, the complicated mechanism
of modern banking was not known to them. In virtually all countries of the world today, banking
business has changed in content. It has graduated from carrying out simple operations to the
complicated techniques involved in modern banking.

In the early days, the Romans and great builders took banking out of the informal way of
lending money and formalized it to be carried out within distinct buildings. (Beattie, 2009). This did
not hold for long as years passed by and with rapid development of banking institutions,
commercial banks started to adopt different systems of banking like the “Unit Banking” and the
“Branch Banking” system. Under the unit Banking System, the bank maintains a single office while
under the branch banking system; banking is conducted by institutions with head offices in large
cities operating numerous branches throughout the country. Regardless of the system adopted, the
essential thing is that the business is confined to offices. i.e. takes place inside these buildings.
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Technological revolution worldwide has impacted positively on the
system. Innovations in information technology have rendered obsolete
system. This is through what is known as ‘Branchless Banking”

Branchless Banking evolved due to the increased need to extend banking services to
those that do not have access to the conventional mode. Commercial Banks in Nigeria have also
adopted the Branchless Banking system too. This is in order not to be left out of the global
technological developments, which have transformed the banking system worldwide. '

eral delivery channels has a limitless potential in Nigeria.

traditional banking
the traditional banking

expertise knowledge from the two different sides may be brought to
effective services to the citizens especially in targeting the unbanked.
Despite the limitless opportunities which abound from this system, presently, Nigeria like
other developing counties has a large portion of the population living in rural areas far from the
necessary infrastructures required for Branchless Banking (such as internet, mobile phones,
ATM'S etc ). As well, most of those that live in the cities are low-income eamers who cannot
afford to own a mobile phone or to spend money on accessing the internet. Therefore, such pecple

may prefer to remain unbanked rather than diverting funds meant for their daily livelihood for
gaining access to banking. - : :

It is as a result of this problem that this stud
Banking can serve to extend financial services to unbanked citizens within the State,

In trying to achieve this objective this study raises the research questions below:
»  Why do people in the chosen localities remain unbanked?

> Have banks extended their points of presence to the selected rural areas?
> Do the people in the chosen localities have access to the delivery channels of branchless
>

y aims at examining whether Branchless

banking?
Has Branchless Bankin
areas? g 8

The study also puts forward one h

is:

Ho: Branchless Bankin
chosen areas.

g‘hefped to reduce the number of unbanked Citizens in the selected
ypothesis to achieve the objective stated above. The hypothesis

g cannot impact positively on the banking habit of the inhabitants of the

Conceptual Clarification and Literature Review
In the Branchless Banking guidelines of Pakistan (2007

defined as a significantly cheaper altemative to conventional branch-based banking that allows

financial institutions and their commercial actors to offer financial services outside traditional bank
premises by using delivery channels like retail agents, mobile phones e.t.c

), Branchless Banking has been
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Wikipaedia (2009) defined Branchless Banking as a distribution channel strategy used for
delivering financial services without relying on Bank Branches. Also Webster's Dictionary (2003)
defined Branchless Banking as an on-line only bank with service representatives available by
phones or internet for extended hours. _

Branchless Banking may not necessarily be an alternative to the branch based banking
system. It can either serve as complement to an existing branch based system or it could be a
channel that is not in any way related to a bank branch. In Nigeria, Branchless Banking only
operates within existing branch networks. Presently, there is no form of Branchless Banking
entirely independent of a branch.

From literature reviewed, the major reason for the introduction of Branchless Banking in
many nations of the world is that, it is seen as a way of reaching the unbanked. The unbanked can
simply be described as those individuals that do not have any form of account with a bank.
Anderson (2007) defined the unbanked as “diverse group of individuals who remain outside the
banking mainstream for many reasons.

Guatam (2008) stated that Africa has about 230 million unbanked household. In the same
vein, Ladipo (2008) revealed in the survey carried out by EFINA that cuts across all the states of
Nigeria over a five year period and with a sample based on national integrated survey of

households, that 74% (which is equivalent to 64 million people) of the adult population in the

country have never been banked. The study revealed further that about 40 millions other adults
have left the banking system. Also 86% of the rural populations are currently unbanked.

South Africa- the largest and richest economy in the region with a quarter of Africa’s GDP,
has a well developed financial sector , yet only 40% of South Africans have bank
accounts.(Guatam, 2008). In Mexico, less than 25% of Mexicans have a bank account.

The issue of having unbanked individuals is not limited to the undeveloped or developing
nations. Even in developed countries, many people still remain unbanked. Anderson (2007) stated
that there are about two million unbanked families in the United States.

Different authors have cited reasons why people still remain unbanked despite the trend in
development across the globe. Simeon, Pedro, Enrique and Siddharth (2008) conducted a similar
survey on 5,000 households in Mexico. This was done by comparing households with savings
accounts in formal financial institutions to their neighbours who do not have such accounts. The
result of the study shows that education levels and wealth play a major role in determining who is
banked. :

The study of Ladipo (2008) also revealed that 98% of those with no formal education in
Nigeria are unbanked and 86% of those in the 18-24 age brackets are unbanked. The findings
further revealed that most of the rural people tend to be mainly or almost entirely unbanked whilst
the wealthier urban people tend to be banked. In the same study, it has.been observed that 48% of

the unbanked population do not have enough money and this makes it difficult for them to possess
a bank account,
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Chong (2008) also stated that low income earners see themselves as incredible for bank
accounts. According to Anderson {2007), people remain unbanked in the U.S due to reasons which
include: lack of understanding about the U.S banking system; expectations for having a bank
account; past negative experience in the U.S or in their home countries, lack of documentation
needed to open a bank account. Anderson (2007) further noted that the common groups of
unbanked people in the U.S include low income individuals, families who are less educated,
female-headed households, and families living in rural areas.

Many of unbanked people who are usually low income people are less exposed to
technology (Coetzee, 2005). In India, Vinayak (2007) cited an Indian lady who claimed that she
has never entered a bank in her life due to the fact that the nearest branch was 8km far away from
the village.

One of the most accepted solution to this problem is the shift from the Branch-based
Banking System to the adoption of the Branchless Banking System .Guatam (2008), opined that if
the unbanked Africans can not go to the Bank, it is the Bank that must reach out to them anc this is
only possible through Branchless Banking. African Banks are now moving closer to the 230 i nillion
unbanked households in Africa’s rural areas through advanced satellite technologies (IT News,
2008). CSR News (2009) also revealed that, the rapid growth of Branchless Banking is reducing

the cost and expanding the availability of such service to those in developing countries who lack
access to financial services.

Anderson (2007), also noted that, a way of reducing the number of unbanked people in the

U.S is through the adoption of advanced electronic technology (which leads to non-dependence on
branches for financial services.)

The objectives of Branchless Banking are achieved through “non-traditional banking
channel”. These include delivery points (which are not distinct buildings). Among these channels
are Automated Teller Machines (ATM'S), Internet, Mobile Phones, Pos (Point of Sale Devices) etc.

The Automated Teller Machine(ATM) is a cash dispensing machine that is also capable of
performing other banking functions. Wikipaedia (2009) described the ATM as a computerized
telecommunications device that provides the customers of financial institutions with access to
financial transactions in a public space without the need for a human clerk or bank teller. In order to
use the Automated Telier Machine, the bank gives the customer an ATM card which can be used
for cash withdrawals, check account balances, and make purchase. e.t.c. Today in Nigeria, the use
of ATM is not regarded as something that makes a bank to “stand out”; in fact customers now see
it as a basic service that every bank must provide. Most universal banks have ATMS placed at
strategic location for customers to use.

Mobile banking has to do with the provision of financial service with the help of mobile

telecom devices. The use of mobile telephones for gaining access to financial services has.

increased, because of the rapid roll out of mobile phones in the country. This is further facilitated by
the stiff competition the Nigerian telecom market is experiencing currently.
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Many Nigerians now use their mobile phones for financial services ranging from
transferring money from one account to the other, making purchases and checking their account
balances. The use of mobile phones for banking in Nigeria will attain its full potential if the unsteady
nature of telecommunication services in the country could be rectified and if fraudulent practices
can be prevented and the cost of phones can be reduced further.

Another delivery channel through which the customer can enjoy financial services without
visiting any bank branch is through the internet. The customer only needs to get connected to the
internet. Presently in Nigeria, the infrastructure required for internet banking is not well developed
as many people do not have access to the internet.

Internet Banking gives the bank a better opportunity to market its products by providing a
detailed description of each product through a comprehensive database available in the web.
Despite this opportunity that internet banking provides some problems are associated with it. Ayo,
Uyinumen, Fatudimu, and Adebiyi (2007), observed that the major inhibiting factors to internet
banking adoption in Nigeria include insecurity, inadequate operational facilities and electricity
supply and the fact that most banks in Nigeria only provide information on their sites with little
internet transactional services on such sites.

The benefits of Branchless Banking cannot be overemphasized. Through all these
delivery channels, banks will increase their outreach to the unbanked, provision of banking
services will not be limited to working hours and week days, long cue that are rampant in Banking
halls will be reduced, loss of customer due to relocation of the customers from one area to the
other will be averted. Many other benefits can be derived from Branchless Banking.

Methodology

The study centered on the rural areas in Kwara state. This is because the majority of the
unbanked citizens dwell in the rural areas (Ladipo, 2008; Anderson, 2007; Simeon et.al, 2008). The
use of stratified random sampling was employed to group the state into three senatorial districts.
From each of these districts, two villages each were selected randomly. The research work
employed the survey research method to investigate if Branchless Banking can affect the banking
habit of the unbanked citizens in the study area. Therefore, the data for the study was sourced
primarily through the use of structured questionnaire. Three hundred copies of the questionnaires
were distributed to the inhabitants of the selected villages.

Descriptive statistics have been used through percentages to interprete some of the responses and

proffer answers to the research questions raised. Inferential statistics have also been employed

through the use of the z-score to test the hypothesis put forward in section one. The test was

carried out at an alpha level of 5% level of significance and the decision rule is as follows:
> Reject Ho if P value is < 0=0.05 and otherwise accept.

This has been achieved through the use of the statistical package for social science (SPSS)
version 15.
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Results and Discusions . _
- The result of the study shows that about 58% of respondents do not have a bank account.
-~ The findings is similar to that of Ladipo (2008) and Anderson (2007), that stated that majority of the
- people interviewed in different locations do not have bank accounts. For 44% of the respondents,
they do not have bank accounts because the bank is far away. 3% of the respondents believe that
their money is not secured in the bank.and 48% claimed that they do not have enough money to
maintain bank accounts. The last reason attracted the highest number of respondents and this is
consistent with the findings of Simeon et.al (2008) and Chong (2008). These studies confirmed the
general belief that wealth plays a major role in determining who is banked.

The study made an attempt to know whether these people are actually aware of
Branchless Banking. 63% of the respondents are not aware that they can enjoy bank services
. without visiting bank branches all the time. The study also revealed that 91% of the respondents

- have'mobile phones while only 2% use it to enjoy bank service. Also, 98% of the respondents gave
- anegative response to whether there is any ATM within their locality. They also said they have
- never used an ATM to enjoy financial transaction. Only 7% of the respondents claimed to have
-access and to the intemet and enjoy financial transactions using the internet,

The result of the hypothesis tested to further enhance the achievement of the research
objective is as depicted in tables 1 & 2. _

The decision rule states that, reject null hypothesis if P value is < a =0.05 and otherwise
accept. Therefore, since the P value which is 0.002 < g =0.05, we reject the null hypothesis. This
implies that Branchless Banking can impact positively on the banking habit of the inhabitants in the
study area. This finding is in line with that of Guatam (2008) who concluded that, if the unbanked
citizens cannot go to the Bank, then the Bank must reach out to them through Branchless Banking.
This is also confirmed by the descriptive statistics given in table 3 below which shows that 54% of
the people agreed to the fact that they would like to have a bank account if they can enjoy bank
services without actually visiting Bank branches all the time.

One-Sample Statistics

‘ Std. Error -
N Mean Std. Deviation Mean

b.b. channel 300 1.0600 23868 | 02387
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Table 2 One-Sample Test
Test Value =0
95% Confidence
Interval of the
Mean Difference
z df Sig. ) Difference Lower Upper
b.b channel -39.383 299 .002 -.94000 -.9874 -.8926

Tabie 3Desire to have a Bank Account with Branchless Banking System

Frequency Percent Valid Percent Cumulative Percent
Valid  Yes 162 54.0 54.0 54.0
No 15 5.0 5.0 59.0
Missing System | 123 41.0 41.0 100.0
Total 300 100.0 100.0

Source: Field Survey, 2010.

Finally, Branchless Banking which presently have no impact on the banking habit of the
people due to reasons such as lack of awareness about branchless banking, lack of access to the
basic delivery channels and infrastructures et.c can have a positive effect if all necessary
infrastructures are put in place.

Conclusions and Recommendations

Based on the findings, it can be inferred that a large proportion of the rural population in
Kwara state do not have bank accounts for reasons which include proximity to the bank, fear of
insecurity of funds deposited with banks and insufficient money to maintain a bank account. The
study concludes further that, both the unbanked citizens as well as the minority that have bank
accounts in the rural areas are not presently enjoying banking services through Branchless
Banking channels as they do not have access to these channels and because of lack of
awareness of the opportunity of enjoying banking services without actually visiting bank branches.
Finally, the study concludes that if all the necessary infrastruciures and logistics can be put in
place, Branchless Banking will be an effective panacea for reaching the unbanked citizens. Based
on the above findings, the study puts forward the following recommendations

» There should be continuous awareness program to educate people on the importance of

having a bank account and on the existence of Branchless Banking itself.
> The regulatory authorities should ensure that banks extend their points of presence to
those rural areas, either through opening bank branches or through Branchless Banking
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delivery channels. This is because many of the respondents claim not to have bank
accounts because the bank is far away from them.

To ensure that Branchless Banking is effectively sustained, the authorities should set out '
conditions that will effectively guide the operations of such banking system. There should

be a right regulatory environment to guide the Branchless Banking System.

The Banks and Government should seek to increase the infrastructures in the areas where

there are large numbers of unbanked citizens.

The authority should ensure that security for e- payments is tightened up to ensure 1
continuity in the system and to build confidence in customer.

Finally, since Branchless Banking is to complement Branch-based banking in Nigeria, the
Banks should strengthen their various branches to effectively support the different delivery
channels of Branchless banking gaih consumer’s confidence in the system.

v
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