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Plug and play 
Conventional banking channels will not be adequate to meet the vast, latent demand for financial servic es. 
Technology will play a critical part in providing 'last mile connectivity' and reducing service delivery cos;ts 

GROWTH, as they say, 
is the best antidote to 
p o v e r t y . B u t t h i s 
growth, to sustain , 
has to be inclusive. 

Mainta ining a h igh (9%-plus) 
g r o w t h t r a j e c t o r y f o r I n d i a 
requires, among other things, the 
assimilation of low income house-
holds into the fo rmal f inancial 
system. This is important, both to 
tap into savings that have hitherto 
been inaccessible, as well as to 
e n h a n c e p roduc t ive eff ic iency 
through credit provision. India's 
growth momentum will increase 
wi th t he percentage of popula-
t ion creat ing productive assets. 
Economic opportuni ty is closely 
i n t e r t w i n e d w i t h a c c e s s to 

f finance; as Prof Amartya Sen has 
emphasised, poverty is a depri-
vation of basic capabilities rather 
than merely a lowness of incomes. 
T h i s a s se t c r e a t i o n h a s to be 
facilitated by the banking sector. 
There is an oppor tuni ty here as 
well—new m a r k e t s , inc reased 
incomes and hence savings. 

This hitherto latent opportunity 
c a n n o w be r e a l i s e d d u e to a 

combinat ion of circumstances, 
inc luding dis t r ibut ion channel 
innova t ions , low-cost b a n k i n g 
technology and regulatory facil-
i tation. A strategy for commer-
cially viable (and hence sustain-
able) financial inclusion initiatives 
has to leverage on these develop-
ments, with a suite of banking 
p r o d u c t s a n d s e r v i c e s t h a t 
add res s t he f inanc ia l needs of 
low income households. With this 
perspective in mind, an effective 
and successfu l f inancia l inclu-
sion initiative must adopt a three-
pronged strategy—suitable prod-
ucts that address the needs of low 
income households, unconven-
tional distr ibution channels and 
the smar t use of technology. 

T h a t t h e r e is a la rge l a t en t 
demand for f inancial services is 
e v i d e n t f r o m t h e u b i q u i t o u s 
moneylenders . Based on succes-
sive surveys highlighting the need 
for both savings and credit prod-
ucts, the suite of services most 
likely to benefit target customers 
are savings, microcredit , remit-
tances and distr ibution of th i rd 
par ty products like micro-insur-
ance and mic ro-mutua l funds . 
Globally, remit tances have been 
the p r i m a r y f inanc ia l t ransac-
t ions tha t have migra ted f rom 
tradi t ional modes to mobile tele-
phony, but a confluence of promis-
ing developments will facilitate 
the migrat ion of customers f rom 
a pure funds destination to a user 
of f inancial services. 

Conventional bank ing chan-
nels will not be adequate for the 
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scale of activities envisioned and 
critical for delivery of these ser-
vices. A three t ier d is t r ibut ion 
s t ruc ture might be visualised as 
concentric circles spreading out 
radially, the innermost distribu-
tion tier consisting of traditional 
brick and mor ta r branches. The 
second layer would be a 'no frills' 
version of normal branches and 
would typically be opened at rural 
centres. The third and outermost 
distr ibution layer would consist 
of the branchless banking model, 
through business correspondents 
and business facilitators. 

Technology plays a c r i t i ca l 
par t in providing the ' last mile 
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connectivity' and in reducing the 
service delivery costs on a per-
t ransact ion basis. Very recently, 
Axis Bank has successfully field-

tested the electronic data capture 
(EDC) model w i t h debit ca rds 
issued to a closed user group of 
customers in five tr ibal village 
blocks in Nashik district, cover-
ing 29 villages. On successful field 
testing, the bank has also done a 
ful l p roduc t ion rol lout of th i s 
initiative. This technology model 
is enabled to offer a savings bank 
account, a loan account, and a 
r ecu r r ing deposit account and 
d e v e l o p m e n t of a r e m i t t a n c e 
solution on this platform is under 
way. This technology is now in a 
'plug and play' mode, where it 
can be used seamlessly across 
m u l t i p l e f i n a n c i a l i n c l u s i o n 

initiatives and geographies. Other 
technology options a r e being ex-
plored, including low-cost mobile 
technology that offers real-time 
online integration with the bank's 
core bank ing so lu t ions . These 
opt ions will, to a l a rge extent , 
depend on t he i r compat ib i l i ty 
w i t h and f u t u r e a d h e r e n c e to 
Unique Identification (UID) stan-
dards, besides availability of con-
nectivity across remote locations. 

Despite the increas ing deliv-
ery efficiencies through the three-
pronged strategy, effective finan-
cial access to large segments of the 
un-banked will have to be through 
a c o l l a b o r a t i v e d i s t r i b u t i o n 
approach, r iding on the distribu-
t ion i n f r a s t r u c t u r e of FMCG, 
telecom, insurance and other such 
companies with a deep penetration 
into ru ra l pockets. Collaboration 
with the government and RBI in 
fur ther ing the common cause of 
f inancial inclusion will also be 
critical. The rollout of the UID 
initiative is illustrative of the sig-
nificant role that the government 
is likely to play in partnering with 
the banks, potent ia l ly allowing 
technology scalability apart from 
facilitating issues like Know Your 
Client (KYC) compliance. The gov-
ernment has also shown credible 
intent in this area. Two funds, a 
"Financial Inclusion Fund" and 
a "Financial Inclusion Technology 
Fund", to meet the costs of tech-
n o l o g y a d o p t i o n , h a v e b e e n 
constituted, each with a corpus of 
Rs 500 crore, with init ial funding 
to be contr ibuted by the Union 

government, RBI and NABARD. 
Facilitating payments through 

electronic benefit t ransfers (EBT) 
is an increasingly important chan-
nel for bringing unbanked lower 
income households into the formal 
f inancial sector. The technology-
led cost and delivery efficiencies 
can now be increasingly lever-
aged by payments of public sub-
ventions to economically weaker 
sect ions, par t icular ly if initia-
tives like the UID project facilitate 
KYC requ i rement s . The Union 
government alone plans to spend 
over Rs 60,000 crore in 2010-11 
t h r o u g h va r ious social sec tor 
s c h e m e s and en t i t l emen t pro-
grammes. Routing even a part of 
these payments through electronic 
channels can speed up the inclu-
sion process, by giving the banks 
a fu r ther incentive to manage the 
ecosystem of transactions that is 
likely to result. Axis Bank already 
services 1.5 million EBT benefi-
ciaries and this is likely to cross 
2 million in 2010-11, with a widen-
ing of se rv ices to provide fu l l 
scale transactional and other bank-
ing facilities for EBT beneficiary 
accounts. Axis Bank is working 
on providing full-scale banking 
services to EBT beneficiaries. 

With the key building blocks 
gradually being put in place, there 
are exciting t imes ahead for the 
banks in t e rms of accepting the 
challenge of f inancial inclusion 
and making it a success. 
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