
THE PROBLEM

THE BENEFITS

Over 60 years after India's independence, we have still not been able

to provide financial services to even half of our population, and

financial inclusion as a goal still eludes us. With only about 80,000

bank branches across the country of which almost 60,000 belong to

public sector banks, this still seems a tall task. Covering India's

600,000 villages through bank branches will be a very time-

consuming and expensive proposition. There is a need to leapfrog

this traditional infrastructure and employ a more efficient measure

to bring people under the umbrella of formal financial services.
The concept of branchless banking is still relatively new, but is

rapidly gaining in popularity thanks to the country's widespread

retail networks and the recent emergence of information &

communication technologies (ICTs) that have enabled

unprecedented cost savings in every sector. Promoting universal

inclusion through business correspondents and the use of ICTs

such as mobile banking is a feasible and practical idea, and merits greater mention in policy circles.

Governments of developing countries are frequently the largest micro-payers and bill-payers in their respective territories. The

array of social welfare schemes enable these governments to reach out to a wide range of their constituent populations, and these

interactions can be hugely beneficial in promoting financial inclusion.

POLICY BRIEF ON FINANCIAL INCLUSION IN INDIA

Executive Summary

The goal of financial inclusion has not just received greater
attention of late in policy circles; it is also at a unique stage where
achieving it is a concrete possibility thanks to the rise of
information and communication technologies. These ICTs include
existing concepts such as ATMs, smart cards and mobile phones,
and they have the potential to cut public costs, boost revenues,
prevent money laundering, increase the uptake of public welfare
schemes, etc. It is easier today than ever before to leverage on these
ICTs and their potential networks thanks to a steady process of
deregulation regarding branchless banking, and particularly
mobile banking. However, this is a new field and will require
greater attention to features such as infrastructure, inter-
operability and incentives, particularly as the field expands.

Ø

Ø

Ø

Branchless banking, in conjunction with ICTs such as mobile networks, will play a key role in enabling inclusion

The current pattern of deregulation, as we gain a greater understanding of this field, must continue to enable market signaling
and encourage further entry and competition

In the medium to long term, other issues such as inter-operability, infrastructure, security and devolution of authority
must be tackled

2. The Business Correspondent Model: An Overview
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The BC model can of course play a critical role here, delivering benefits not just to the people but also to the government that
doles out these payments. For example, a recent McKinsey study (Inclusive Growth and Financial Security, 2010) found that
making these payments flows electronically would save the Indian government $22.4 billion per year, or about 25% of its total
welfare spending. These savings would come about by plugging leakages in distribution (70-80% of total losses), transaction costs
of manual payments (15-20% of total losses) and of course administrative/overhead costs; and they would also encourage
further uptake of these welfare schemes.

The switch to electronic payments and consequent financial inclusion would also create a transparent trail of transactions. This
would enable to government to monitor suspicious flows of money and prevent money laundering & terror-financing, while
further boosting its revenues through tax collections. Moreover, a recorded transaction history would also enable easier access to
financial services such as credit.

Apart from improving access to loans and deposits, a switch to branchless banking would prove immensely helpful to the act of
remitting money. India has a 30% urbanization ratio, and is thought to have upwards of 100 million domestic migrants that
contribute 10% to India's GDP. Their remitted savings are an important source of income for the families they leave behind.
However, with the severe dearth of bank branches, the entire act of sending and receiving money can take on average about 2.5
hours, as found by an IFMR survey. Bank branches are not present in most villages, and migrants frequently stay in temporary
accommodations and are thus not able to fulfill KYC norms. They must then, and 57% of those surveyed do, take recourse to
informal channels such as hawala networks, cash couriers etc which can be more expensive and are definitely not the safest way of
money transfer.

There is thus a strong case for branchless banking, and as seen below, a slew of measures are now ensuring its proliferation.
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PREVIOUSAND CURRENT REGULATIONS

•

•

2006: In January, banks were allowed to enlist non-profit BCs as
agents for delivery of financial services, acting in the capacity of
'last-mile infrastructure'

2008: In April, it was determined that BCs should be located not
more than 15 kilometers from the nearest bank branch, so as to
ensure their adequate supervision. This was a very restrictive rule
that severely limited the expansion of this model

• 2008: The RBI issued operative guidelines for mobile banking and
amended the same in December 2009 to ease the various
transaction limits and security norms

· 2009: Individual for-profits were allowed to participate as BCs, and
this category included kirana stores, gas stations, PCOs etc.
Further, BCs were allowed to operate up to 30 kilometers from the
nearest bank branches

• 2009: Banks were allowed to apply 'reasonable' service charges
from customers to ensure viability of the BC model, and to pay a 'reasonable' commission/fee to the BCs to incentivize them

• 2010: In June the RBI and TRAI were able to reach an initial agreement regarding the rollout of mobile banking, whereby
TRAI would deal with all interconnection issues and RBI would handle the banking aspects such as KYC checks, transaction
limits, etc

• 2010: In September, all companies listed under the Companies Act (1956) were allowed to act as BCs, with the exception of
non-bank financial companies

• 2010: The same directive determined that the distance rule was open to an optional relaxation in certain cases, based on the
decision of state level bankers' committees

• However, document verification falls under the domain of the banks, to ensure adherence to KYC norms. This does slow
down the account opening process.

• 2011: In January, TRAI announced its intent to fix mobile tariffs for financial services as against their current market pricing,
with a view to ensuring affordability

Further, in developments that have eventually turned out to be related to the extension of financial services, the government has
taken several steps that have brought down the fixed costs of mobile telephony and that are responsible for India's vast network
of 750 million mobile phones. These policies are responsible for enabling m-banking in the first place, and may ultimately lead to
universal financial inclusion. Some of these policies include:

• Promoting competition, tele-density and inter-connectivity through the National Telecom Policies of 1994, 1999, etc
• Introducing a Unified Access Service License to ensure a level playing field
• 2003: Setting up a Universal Service Obligation Fund to ensure penetration in rural areas and increasing the corpus through a

Universal Access Levy
• 2008: Abolishing the Access deficit charge to promote competition and market pricing

This progressive relaxation of the regulations as these fields take shape has led to the entry of several players in the BC model. These range across mobile
operators such as Airtel and Vodafone to banks such as SBI, ICICI and Corporation Bank, and even intermediaries such as FINO, Zero Mass
Foundation and Eko.
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KEYENABLERS

How might the government extend the BC model and ensure its marriage to electronic platforms? The elements required to
achieve this include:

Investments in creating the necessary infrastructure such as hardware, software, internet connectivity and secure transaction
points
Getting the payments to the end customers through last-mile measures that lower fixed costs such as the promotion of
branchless banking
Incentivizing banks to cater to low-income groups by shifting their revenue models to the financial habits of these groups.
Examples include introducing a transaction-based model in place of the float-based model, something that has served the
mobile industry well by making every transaction profitable
In the case of m-banking, setting up a clearing/settlement system to provide inter-operable services, and possibly
enlisting the National Payments Corporation of India as a facilitator.

·

·

·

·

Key regulatory issues in branchless banking

Feature Functions Key regulatory issues

Source: Bill & Melinda Gates Foundation
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Retail touchpoint ·

·

Cash in/out

Account opening

·

·

Who can provide cash in/out
services?

What are the roles & responsibilities
of bank vs. retail outlet?
Can KYC verification be outsourced
to retail outlets?

Electronic transaction acquisition
·

·

Initiation of electronic transaction
requests

Message handling

·

·

·

Client authentication (2 factor?)

Messaging security (end to end
encryption?)

Receipts (paper or electronic?)

Account management ·

·

Maintaining account balances

Authorizing transactions

·

·

·

Can it be outsourced to non-banks?

Can customer data be stored abroad?

Standards for suspicious transaction
reporting and maintenance of records

Account issuance ·

·

Liability holder of record

AML/CFT responsibilities

·

·

Can non-banks issue accounts under
a 'narrow bank' license?

What are the KYC requirements and
their transaction limits?

Investment of funds · Liquidity and solvency · Normal prudential regulations


