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Indonesia: One Country, Two Economies

Like many nations on this list, Indonesia can almost be said to be
“two countries” - a connected and modern one concentrated
around several bustling metropolises; and a vast rural population
that is largely cut off from core infrastructure by geography or
distance. Perhaps nowhere else on the planet is this divide more
stark than in Indonesia. Home to the world’s fourth-largest
population (and its third-largest metropolitan area, Jakarta), it is
also spread across almost 18,000 ocean islands, and includes
various extreme terrain, from mountainous to rainforest.

At the risk of greatly oversimplifying things, a handful of the
biggest cities on the main islands of Java and Sumatra are
connected to an automated electronic payments system, while
those in less-populated areas - including virtually the entire
eastern geographical half of the country - have no way to access
it. Among other things, this has prevented a fully automated
cheque processing system. While the larger banks in the big
cities are capturing cheque images, these cannot be cleared
electronically with much of the country still disconnected.

The difficulty in connecting the outlying areas of the country has
resulted in a typical situation for rural areas: Cash is the only
reliable means of payment, with everything else (including the
cheque) accepted sporadically and only in specific use cases.
Among the consumer population in these locations, mobile is
often the first thing to bridge the gap, and also usually represents
the first experience with banking or electronic payments for
most — so many individuals skip right over traditional bank
accounts, cheques, and cards. Hardwired broadband, when it
arrives, brings a host of other capabilities, both banking-related
and otherwise. Inthis respect, a big change may be coming for
much of Indonesia’s currently disconnected population.

Overall, access to banking and online services in Indonesia have
improved dramatically, each from about a fifth of the population
at the start of the decade to about half currently. However, the
pace of modernization has slowed somewhat as the urban
centers approach full participation, while the situation in the
countryside remains completely different. Most of Indonesia’s
estimated 95 million unbanked citizens live in rural or semi-rural
areas, with distance the most commonly cited reason for not
having a formal bank account.*

Indonesia

Population:
268.4 million

Cheques:
139 million (2017)

GDP per capita:
$3,847 (2017) - 113th

Banking Access: 49% (2017), 20% (2011)

Internet Access: 54.6% (2018), 17.5% (2010)

Rapid growth in access to banking and Internet service
stalled somewhat as urban areas reached saturation.
The ambitious Palapa Ring project aims to bring
broadband Internet to the entire country with
thousands of miles of undersea cable.

Nonetheless, Indonesia is one of the only countries in the world
where cheque usage has actually risen steadily for several years in
a row - from 113 million in 2015 to 139 million last year. As with
most countries discussed here, cheques are primarily used by
businesses. The growth in cheque usage, though, mirrors the
overall jump in financial inclusion, as well as a steadily rising GDP
of around 5 percent per annum.

The coming years may see the rural population starting to catch
up with urban areas, as the ambitious Palapa Ring program nears
completion. The massive infrastructure project will use nearly
45,000 kilometers of undersea and land-based fiber-optic cable
to bring broadband Internet to every part of the country.
Particularly in the vast eastern region, this stands not only to
improve access to financial services, but also to enable faster and
more reliable transactions for banks and businesses.

Indonesia’s long distances and difficult geographical barriers
would make it an ideal candidate for universal truncation, as well
as for remote deposit capture — provided the considerable
connectivity challenges can be overcome. Currently, cheque
volumes are rising, despite not being a viable payment method
in much of the country. If clearing times, or even clearing
certainty, improve with the Palapa Ring’s completion, this could
prove a windfall for cheques and other modern payment meth-
ods alike. If the country can also duplicate India’s success at
converting its huge unbanked population, which seems likely,
cheque volumes could sustain themselves for the foreseeable
future.
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Philippines: Sitting Ready for Takeoff

As a heavily populated archipelago of several thousand islands,
and with severe access issues in outlying areas, one could easily
confuse the physical description of the Philippines with that of
our previous section’s subject, Indonesia. The financial system in
the Philippines, though, could be said to be much more dynamic,
both in terms of its current issues and its long-term promise.

Over the past several years, the Central Bank of the Philippines
has gone to great lengths to create a modern electronic
payments framework — the problem is, few consumers are using
it. As of 2017, fewer than 23 percent of Filipinos held bank
accounts, one of the lowest percentages anywhere in the world.
Furthermore, of those accounts, only about half were in the
formal banking sector. At the same time, though, the country
boasts a full cheque truncation system with one-day clearing
times, a nationwide ACH network, and even instant electronic
funds transfers.

Cash and cheques accounted for 99 percent of retail transactions
as of 2014, with electronic payments making up the remainder.®
The central bank set a goal of raising that total to 20 percent by
2020 - which could be possible if more consumers were persuad-
ed to participate. The National Retail Payments System, with its
two subservient systems — PESONet (ACH) and InstaPay (instant
account-to-account funds transfers) — are considered the
gateway for enticing the unbanked and underbanked to join the
formal payments network.

It is undeniable that the conversion to fully image-based clearing
in 2017 greatly boosted the utility of cheques in the Philippines,
with settlement times reduced to one business day instead of a
typical 3-5 days under the previous process of truncation with
paper to follow. As we have witnessed in other countries that
switched to image-based clearing, the one-day settlement time
tends to cause a short-term boost in the use of cheques. This is
primarily driven by more businesses becoming willing to accept
them, as the faster payment and lower uncertainty make them
much more viable than they were previously.

The clearing change represented a boon for the financial indus-
try itself as well. While the previous Electronic Check Clearing
System (ECCS) in place since 1999 had substantially reduced time
and expense from purely paper-based processes, the physical
documents still had to be exchanged eventually. Much like the
American clearing system in the late 1990s, a fleet of vehicles was
employed to whisk paper checks around the country after the
close of business. There were a few key differences: The system
was not exclusively air-based; ground transport, such as trains
and armored cars, played a key role. Also, cheques that were sent
by air tended to be sent on regularly scheduled commercial
flights, not on their own private jets.

While the straight-line geographical distances involved in the
Philippine cheque-clearing system may be shorter than those in
the United States, the challenges of traversing island chains and
extreme terrain are orders of magnitude more difficult. Regard-
less, the expense of any such system to move paper around a
country overnight is enormous, and all-electronic clearing comes

Philippines

Population:
104.9 million

Cheques:
172.5 million (2017)

GDP per capita:
$2,989 (2017) - 125th

Banking Access: 22.6% (2017)

Internet Access: 43% (2016)

The Philippines has introduced some modern electronic
payments concepts, including one-day clearing;
however, not everyone is yet in position to take
advantage of this.

as a relief to the participating banks.

The year 2017 is also notable for the fact that it marked a rare
nationwide increase in cheque usage for the Philippines — by the
barest of margins, about 0.06 percent. Previously, it had been
gradually declining, albeit by only about 1 percent a year, far less
than the world average.

It would appear that all types of non-cash payments — cheques,
cards, and electronic transfers — are poised to explode over the
next several years, as the framework for adoption is already in
place and waiting to attract users. With one of the world’s largest
untapped pools of customers, the potential is massive.

If consumers follow the roughly five-year adoption cycle that's
been commonplace in other countries that have successfully
moved to include their unbanked populations, banks in the
Philippines could see an additional 30 million or 40 million
accountholders by 2024. Fortunately, the payment system seems
ready to handle such an influx.

Assuming the incoming wave of customers results in similar
usage patterns to those of other countries, cheque volume could
be expected to remain steady in the near future before electronic
methods erode those gains. As in Indonesia and Nepal, the
physical isolation of many communities would present an ideal
use case for remote deposit capture when physical bank branch-
es are not present, or where banking agents are used.
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Conclusions and Acknowledgements

It is easy to think of cheques as a “non-electronic” form of
payment. In many cases, it is even part of their appeal (as one of
the only payment methods - cash being the other - that allows a
transaction to be completed, regardless of whether both parties
are“connected”).

While the non-electronic moniker may have been appropriate for
much of the cheque’s history, the truth is that it, too, is much
more effective when modern electronic banking and clearing
systems are at hand. When there is ready access, either physically
or electronically, to the backbone of the banking system,
cheques clear quickly, settlement is certain, and they remain a
viable way to pay someone. Without it, they are just as detached
from the banking system as everything else, and cash remains
the default means of payment.

In the countries we have studied, the common thread shared by
all is a banking system in which the payments infrastructure is
catching up with the modern electronic age, and where electron-
ic payments are just beginning to reach the areas outside the

major cities. Not coincidentally, this is also the reason why such
high unbanked populations have historically existed in these
areas. If there’s no infrastructure, it’s as difficult to clear a cheque
as it is to process a credit card transaction, or for that matter, to
open a bank branch. Only in the last decade or so has reliable
access become possible at a reasonable cost, and the results have
been astounding. This is a problem totally unfamiliar to many
whose only experience is with the Western banking and
payments systems, but it is the reality for much of the world.

The rise of the cheque in the developing world does not neces-
sarily have anything to do with an inherent advantage as a form
of payment. Rather, it is a reflection on steadily improving access
to services, including banking, that is aiding commerce and the
overall quality of life in predominantly remote and rural areas.
While it is encouraging for us, as a player in the cheque capture
business, to see cheque volumes remain steady or increase, the
more important story is the cheque’s status as just one indicator
of better times that are arriving for millions.
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