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Lower switching costs could complicate things 
 

▪ Funds to flow freely between MFS operators and banks: Recently released PSD Circular 

No. 7 from the central bank introduces terms for interoperability between MFS 

operators and banks. The service will be introduced on 27 October 2020 between the 
first batch of operators, while others must introduce the service by 31 March 2021. 
Interoperability will be implemented through the central bank’s National Payments 
Switch Board (NPSB), which is a real-time gross settlement payment network primarily 

being used to settle card payments at the moment. The key issue for bKash is that this 
reduces switching costs for customers, which effectively means customers can choose 

platforms offering the highest discounts at any given time. While this is not enough to 
move the needle for the current set of competitors, this opens up opportunities for 
potential new entrants into the business. On the positive side, lower transactions costs 

could boost overall transaction volumes, which could have a trickle-down effect on 

bKash as well. 

▪ Pricing solves key question marks: There will be no changes to charges levied on the 

customer end. In case of fund transfers between two MFS operators, the recipient MFS 
operator must pay the sender MFS operator 80bps. This is roughly equivalent to the 

commission MFS operators pay to agents/distributors on cash-in. In case of transfers 
between banks and MFS providers, the recipient operator will have to pay the sending 
operator 40bps. As shown in Table 1 below, this can have varying financial 

consequences depending on the mix of cash inflow channel and where the money ends 
up. The key highlight for us is that bKash would only lose money if the customer decides 

to cash-out via banks, which is generally rare because (i) use-cases are higher in MFS 
wallets, and (ii) bulk of the cash-out customers don’t have bank accounts.  

▪ bKash will fare fine, for now: We think it only makes sense for customers to transfer 

money to a another operator to make use of (i) a promotional campaign, or (ii) a vastly 

superior interface. Given bKash still has significantly deeper pockets and a smoother 
interface, the risk appears muted for now. However, with network effects significantly 
weaker in this business, it is becoming theoretically easier for any potential new entrants 
to break into this business. 
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Table 1: Net fee income on transfers to other MFS operators/banks 

Source: Central Bank Circular, EDGE Calculation 

Cash inflow channel Cash outflow channel Net fee income 

MFS operator/Agent (pay 80bps) MFS operator (earn 80bps) 0 

Bank (pay 40bps) MFS operator (earn 80bps) 40bps 

Bank (pay 40bps) Bank (earn 40bps) 0 

MFS operator/Agent (pay 80bps) Bank (earn 40bps) -40bps 



IMPORTANT DISCLOSURES 
Analyst Certification: Each research analyst and research associate who authored this document and whose name appears herein certifies that the 

recommendations and opinions expressed in the research report accurately reflect their personal views about any and all of the securities or 

issuers discussed therein that are within the coverage universe.  

Disclaimer: Estimates and projections herein are our own and are based on assumptions that we believe to be reasonable. Information presented 

herein, while obtained from sources we believe to be reliable, is not guaranteed either as to accuracy or completeness. Neither the information nor 

any opinion expressed herein constitutes a solicitation of the purchase or sale of any security. As it acts for public companies from time to time, 
EDGE Research & Consulting may have a relationship with the above mentioned company(ies).  

Compensation of Analysts: The compensation of research analysts is intended to reflect the value of the services they provide to the clients of EDGE 

Research & Consulting. As with most other employees, the compensation of research analysts is impacted by the overall profitability of the firm, 

which may include revenues from corporate finance activities of the firm's Corporate Finance department. However, Research analysts' 

compensation is not directly related to specific corporate finance transaction. 

Investment exposure to the securities under research coverage: The firm may have bona fide investment exposure to the securities under research 

coverage in the form of proprietary holding or constituent of discretionary clients’ portfolio. Details of exposure is available anytime upon request. 
General Risk Factors: EDGE Research & Consulting will conduct a comprehensive risk assessment for each company under coverage at the time of 

initiating research coverage and also revisit this assessment when subsequent update reports are published or material company events occur. 

Following are some general risks that can impact future operational and financial performance: (1) Industry fundamentals with respect to customer 

demand or product / service pricing could change expected revenues and earnings; (2) Issues relating to major competitors or market shares or 

new product expectations could change investor attitudes; (3) Unforeseen developments with respect to the management, financial condition or 

accounting policies alter the prospective valuation; or (4) Interest rates, currency or major segments of the economy could alter investor 

confidence and investment prospects. 

 
 


