IND S

ANALYTICS

Indicus Center for Financial Inclusion

POLICY BRIEF NOVEMBER 2014

Implementing the Pradhan Mantri Jan-Dhan Yojana

Key Takeaways

The government’'s Pradhan Mantri Jan-Dhan Yojana (PMJDY) launched in mission mode in August 2014 aims to provide access to basic
financial services to all households in the country. To the credit of the government, the product as envisaged by the PMJDY has, for the first
time, all services as defined under financial inclusion - savings, credit, insurance and pension. This is the first time there is a demand from
customers for the product, and banks are seeing significant traction since the launch. Yet, this rush from the consumers has led to several
practical issues that need to be addressed and this policy brief brings out the key challenges for the PMJDY mission to deliver meaningful and

sustained financial inclusion.

Challenge | Recommendation

The PMJDY target of new accounts opened can
reveal a false picture of success.

Effective monitoring is needed to measure true progress, going beyond just the
number of accounts opened to track the number of accounts actually activated
and transactions per account. De-duplication of accounts must be initiated through
Aadhaar seeding as much as possible.

The PMJDY norm of minimum Rs. 5000 monthly
remuneration to agents is a welcome guideline for
commercial viability. However, it is unclear which
bank/BC is actually paying this out to the agent, and
what will be the recommended formula for fixed and
variable components.

With each bank/BC operating on different models of payouts, the RBI/DFS should
standardize the criterion for ‘minimum payments including the fixed and variable
components’ and track relevant metrics of payment flows along the channel to
make sure that the agent receives adequate commission on time.

Aadhaar is the best enabler for ensuring de-
duplication of accounts and linking to DBT.

Legislation on Aadhaar and coverage of population must be speeded up. Yet, given
current constraints on connectivity, use of One Time Passwords (OTP) must be
allowed as an option to biometrics for DBT cash-out.

Customers as well as bank staff lack clarity on the
overdraft facility.

The eligibility and pricing of the credit overdraft facility need to be spelt out and
communicated to the customers, branch level staff and agents. Leaving these
operational issues to the discretion of the bank/ branch manager can impair the
sustainability of this facility.

It is important that the DFS clarifies the assumptions and costs of operating the
Credit Guarantee Fund, for instance, whether the default risk cover is to be borne
by the customer or bank, how to avoid mass defaults etc.

Banks and BC agents are not certain about the
reimbursement process for DBT commissions.

The DFS should clarify the process and turnaround time for reimbursing DBT
commissions so that the payment flows can be planned to the last mile efficiently.
Banks should provide credit limits for BCs against commissions accrued.

While the Finance Ministry has agreed to a 2%
commission on DBT payments, at the state
government level, this is not rationalised. Also the 2%
may not be adequate commission for DBT delivery in
certain remote areas.

There should be uniform guidelines on the commission for DBT payments across
central and state schemes, and also equitable terms of sharing the commission
between banks and BCs. The level of commission should also take into account the
special requirements of pockets/regions that are difficult to access.

There is lack of clarity on the free insurance cover
offered with the RuPay Card and its cost.

The PMJDY needs to be transparent and upfront about the duration and expiry date
of its ‘free insurance’ cover in order to avoid a loss of consumer confidence, which
can erode all the benefits being targeted.

Background e Basic Banking Accounts for Savings, Remittance, and RuPay Debit
On August 28th, 2014, India’s financial inclusion programme moved C‘_—"rd’w_'th |.nbu|ItaCC|dence insurance cover of Rs100,000
into a new mission mode, through the ambitious Pradhan Mantri Jan- ¢ Financial Literacy Programme

Dhan Yojana (PMJDY) which consists of an integrated approach
using six pillars: Universal access; Basic Banking Accounts with
overdraft facility, Accident Insurance and Rupay Debit card;
Financial Literacy; Credit Guarantee Fund; Micro insurance and lastly
Unorganized Sector Pension Schemes. These pillars are to be °
implemented over two phases.

Phasel (15 Aug 2014 - 14 Aug 2015)

s Universal access to banking facilities (except Jammu and Kashmir,
hilly and difficult terrain areas)

Phase Il (15 Aug 2015-14 Aug 2018)

e Overdraft facility of up to Rs 5,000/- after six months of
satisfactory performance of saving/credit history

Creation of Credit Guarantee Fund for defaults in overdrawn
accounts

e Micro-insurance
¢ Unorganized sector Pension schemes (Swavalamban)







