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DIGITAL FINANCIAL INCLUSION: AGENDA FOR INDIA
India has made tremendous progress towards universal financial
inclusion in 2015 and the Pradhan Mantri Jan Dhan Yojana (PMJDY)
has been central to the leap ahead. The target of 100% household
coverage in bank accounts enabled with bundled benefits of debit
card, overdraft and insurance cover has been the big game changer in
the landscape. The focus under PMJDY is now on reducing zero
balance accounts, down to 31.81%, and on monitoring adequate
infrastructure and remuneration to Bank Mitras (Business
Correspondents). National surveys by CGAP-CAB and MicroSave had
shown up the last mile challenges of high agent dormancy,
highlighting inadequate remuneration as the primary reason. The
PMJDY mission therefore mandated a minimum monthly payment of
INR 5,000 to Bank Mitras. A recent assessment by MicroSave showed
that remuneration has increased but averaging INR 3,951. Low
commissions, delays in payment of commissions and inadequate
support are straining the chain for inclusion at the last mile.

The JAM Trinity (Jan Dhan Yojana account + Aadhaar number +
Mobile number) has heralded a new focus for financial inclusion
and less-cash economy. This calls for increased coordination
between financial services and telecom government departments
as well as regulators. However, the use of Aadhaar received a
temporary setback in 2015. Hearing petitions against Aadhaar, the
Supreme Court stipulated in August that use of Aadhaar must be
voluntary for government schemes, referred the issue of “right to
privacy” to a larger Constitutional Bench and restricted the use of
Aadhaar to two schemes of PDS (Public Distribution System) and
LPG subsidy. This order was extended in October to allow the
voluntary use of Aadhaar for the Mahatma Gandhi National Rural
Employment Guarantee Act, all types of pension schemes,
employee provident fund and the Prime Minister Jan Dhan Yojana.
Pending legislation for the National Identification Authority of India
should be completed at the earliest in 2016.

Digital retail transactions have picked up steam in 2015, with
mobile banking transactions crossing INR 300 billion in value in
October and PrePaid Payment Instruments crossing INR 35 billion
monthly since July. The Budget for 2016-17 is expected to announce
several measures to promote cash-less transactions, including
income tax rebates to merchants and consumers for card spends.

This note takes forward the Indicus policy brief of March 2015, where
the remaining policy and regulatory barriers to digital financial
inclusion in India were set out, assessed against three key objectives:

The game changer ahead will come from new niche banks; in
August, the Reserve Bank of India granted in-principal approval to
11 applicants to set up Payments Banks and in September, 10
applicants received in-principal approval for Small Finance Banks.
While compiling the priorities in March
2015, one critical barrier rose to the top the inadequate commission government
pays to banks for successful delivery of DBT
payments in rural areas. Unfortunately, this
remains the top call out as this issue
remains unresolved in December 2015. The
1% commission notified by the Finance
Ministry in Jan 2015 barely covers the
bank's costs, making it difficult to pay
Business Correspondents and their agents.
Keeping the agent network viable should
be the topmost priority, and there is merit
in starting with higher commissions – the
Report of the Task Force on an AadhaarEnabled Unified Payment Infrastructure
had recommended 3.14% – and
progressively reducing these over time as
transactions, and thus agent viability,
increase.
More critically, even these commission
charges have reportedly not reached the
banks, calling for the need for clear
budgetary allocation and transparent and
timely payment flows.

A.

Maximize the impact of PMJDY by addressing the last mile
challenges in the agent network

B.

Create an interoperable, ubiquitous retail acceptance
infrastructure

C.

Cultivate an enabling environment for enhanced digital
savings, credit, and insurance services

The Priorities
A : Maximize the impact of PMJDY by addressing the last mile challenges in the agent
network
•

Establish a viable DBT commission system, including a multi-tier structure commensurate
with delivery costs to ensure viability of agents at the last mile of service delivery.

•

Accelerate financial literacy to increase transactions and activity in accounts.

•

Clarify the eligibility of Payment Banks in processing DBT transfers at par with
Scheduled Commercial Banks.

B : Create a ubiquitous, interoperable retail acceptance infrastructure
•

Establish e-KYC access targets for all banks.

•

Implement guidelines for agent interoperability through access to Immediate Payment
Service (IMPS) for person to person transactions.

•

Devise capital cost structures and remuneration terms including inter-change fees for
effecting transactions to enable investment case for retail infrastructure.

•

Implement universal telecom coverage obligations with signal quality standards and
broadband access.

C : Cultivate an enabling environment for enhanced digital savings, credit, and
insurance services
•

Create appropriate regulatory framework for cross-sector partnerships: banks,
insurance, telcos to offer bundled mutual products, and back end data analytics.

•

Evolve regulatory guidelines for telcos, banks and insurance providers to share
subscriber transaction history and analytics with due security safeguards
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A. Maximize the impact of PMJDY

FOUNDATION

B. Create a ubiquitous, interoperable retail acceptance infrastructure

C. Cultivate an enabling environment for digital savings, credit, and insurance services

Table-1: Progress of Pradhan Mantri Jan Dhan Yojana (All figures in crores, as of 30th December 2015)

Source: http://pmjdy.gov.in/account

Table-2: Position of Bank Mitra Infrastructure December 2015

Source: http://pmjdy.gov.in/infrastructure
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RURAL TELECOM SERVICE COVERAGE

Note: Data for maps sourced from Quarterly Monitoring Reports, TRAI.
Telecom Service Areas: Madhya Pradesh includes Chhattisgarh, Uttar Pradesh includes Uttarakhand, Bihar includes Jharkhand,
North-East includes Arunachal Pradesh, Manipur, Meghalaya, Mizoram, Nagaland, Tripura, West Bengal includes Sikkim etc.
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