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Unit 1.1 Financial Inclusion

—Unit Objectives |©

At the end of this unit, the participants will be able to understand:
e Explain financial inclusion
¢ The need for financial inclusion
 Initiatives towards financial inclusion

e Challenges faced by Banksin financial inclusion

Did you know?
e Only 58.7% homes in India use banking services in the country
e This means that 41% people have no access to banks
*  73% farmer homes don't have access to formal sources of credit
e Evenin urban areas, many people still don't have a bank account

We all need to have:
e abankaccount
e the habit of saving
e access to affordable credit
e protection against exigencies

Figure 1.1.1
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—Financially Excluded

Those who do not have access to bank accounts, banking, loans and credit facilities are
considered financially excluded.

== Rural Poor

e This includes people like marginal farmers and landless labor

md  Unorganised sector

¢ People who look for work from time to time such as migrant labor, urban
poor, workers

==l Women & Senior citizens

e From rural as well as urban areas

Figure 1.1.2

Figure 1.1.3

Figure 1.1.4
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—Problems of Financially Excluded

No habit of saving
Don'tgetcreditat reasonablerates
Depend on money lenders
° Land up paying high interest rates
° Getsoaked into higher debt
4. Remittance of funds to home town becomes difficult

e Routedthroughagentsand third parties

e Costsmore

e Takestime -
Figure 1.1.5

e Faced withthe risk of non-receipt of funds

——What is Financial Inclusion?

Providing banking services at an affordable cost to the vast sections of disadvantaged and low
income group. Inclusive banking does not just mean offering bank accounts to everyone.
Financial inclusion means providing different banking products and services that are basically

needed by the common man.

The banking services that are meant to be made available under financial inclusion are given in

.0

Financial
inclusion

the chart below:

Bank accounts

Financial
advice

Affordable
credit

Figure 1.1.6
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—Savings Account

Habit of saving
some amount for
the future

Don't have to
worry about theft
or extra spending

Figure 1.1.7

Benefits of savings account for low income groups

Money is safe in
the bank

Earn interest on
savings

Example: Recurring deposits, fixed deposits

Let us look at a sample of a Fixed Deposit

——What Does Financial Inclusion Provide?

Apart from bank accounts, products that help people save for their future and accumulate wealth.
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Remittances i.e. allowing people working away from home to send money to their family.

Example: Migrant labourers who come to towns and cities in search of work.
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Western Union has become a popular way of transferring money for people working away
from home

Provide insurance against unforeseen circumstances and risks.

Example: Insurance against death, disability, accident, ill health and other exigencies.

Make available loans at reasonable rates of interest to meet temporary shortage of funds,
running a small business or managing financial exigencies

Giving financial advice on creating financial goals, planning, saving and investing money




Business Correspondent/Business Facilitator

—Advantages of Financial Inclusion

* Financialinclusion broadens the resource base of the financial system
« Developsaculture of savings among large segment of rural population
e Helpsinthe process of economic development

e Protectsfinancial wealth of alarge population

» Provides protection during exigencies

» Mitigates exploitation by money lenders

——Government and RBI Initiatives

Nationalization of banks to promote economic
growth and development of the weaker sections
of society

¢ 14 banks nationalized in 1969

¢ Six more banks in 1980

Branch network of scheduled commercial banks

e Banks were encouraged to open branches in
semi urban and rural areas

*To reach out to people in unbanked areas

Co-operatives and regional rural banks

¢ Cooperative and regional rural banks started

¢ To provide access to low income groups in
urban and rural areas

Priority sector lending targets

¢ Banks given targets for priority sector lending

¢ Banks required to provide 40% of their loans to
priority sector (small scale industries, artisans,
education)

¢ To provide affordable housing

Lead bank scheme

*RBI initiated scheme, for each district, there
was a Lead Bank to provide financial credit to
people

o State level banker’s committee formed for
other banks to collaborate with the lead bank

Initiatives of NABARD

¢ NABARD schemes to promote and nurture self-
help groups, link self -help groups with banks,
provide refinance to banks for their loans to
self help groups.

Figure 1.1.10

RBI Policy Initiatives

RBI has adopted a bank-led model for achieving financial inclusion and removed all regulatory
bottlenecks in achieving greater financial inclusion in the country. Further, for achieving the
targeted goals, RBI has created conducive regulatory environment and provided institutional

support for banksinaccelerating their financial inclusion efforts.
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. Advised all banks to open Basic Saving Bank Deposit (BSBD) accounts with minimum
common facilities such as no minimum balance, deposit and withdrawal of cash at bank
branch and ATMs, receipt/ credit of money through electronic payment channels, facility of

providing ATM card.

. Relaxed and simplified KYC norms to facilitate easy opening of bank accounts, especially for
small accounts with balances not exceeding Rs. 50,000 and aggregate credits in the
accounts not exceeding Rs. one lakh a year. Further, banks are advised not to insist on
introduction for opening bank accounts of customers. In addition, banks are allowed to use

Aadhar Card as a proof of both identity and address.

. Simplified Branch Authorization Policy, to address the issue of uneven spread bank
branches, domestic SCBs are permitted to freely open branches in Tier 2 to Tier 6 centers
with population of less than 1 lakh under general permission, subject to reporting. In North-
Eastern Sates and Sikkim domestic SCBs can open branches without having any permission
from RBI. With the objective of further liberalizing, general permission to domestic
scheduled commercial banks (other than RRBs) for opening branches in Tier 1 centres,

subject to certain conditions.

. Compulsory Requirement of Opening Branches in Un-banked Villages, banks are directed to
allocate at least 25% of the total number of branches to be opened during the year in un-

banked (Tier 5and Tier 6) rural centers.

. Public and private sector banks had been advised to submit board approved three year
Financial Inclusion Plan (FIP) starting from April 2010. RBI has been monitoring these plans

onamonthly basis.

. Banks have been advised that their FIPs should be disaggregated and percolated down up to
the branch level. This would ensure the involvement of all stakeholders in the financial

inclusion efforts.

. In June 2012, revised guidelines on Financial Literacy Centres (FLCs) were introduced.
Accordingly, it was advised that FLCs and all the rural branches of scheduled commercial
banks should scale up financialliteracy efforts through conduct of outdoor Financial Literacy
Campsat least once a month, to facilitate financial inclusion through provision of two

essentials i.e. 'Financial Literacy'and easy 'Financial Access'.
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——NABARD's Initiatives

SHG-Bank Linkage program

Self-help groups supported by NGOs and governments provide work as an intermediary to
provide low-cost financial services for development. NGOs already working in the social sector
are encouraged to take up SHG promotion as an "add-on" activity. NABARD enables training and

capability building of these partner agencies and NGOs.

Regional Rural Banks

RRBs were startedin 1975 to provide credit to marginal farmers, rural artisans, street vendors and

people below poverty line.

—Results of Financial Inclusion Initiatives by Banks

e Banks were not effective in achieving targets, customers not too keen to avail banking
products.

« Government and RBI felt the need to create the demand for the banking products among low

income groups.

« Financial literacy became a problem and it was planned to spread awareness about banking

products and their benefits

Timeline of Major Financial Inclusion Initiatives in India

PMJDY
Nationalisation
of Banks
Payment Banks
Permitting BCs to
Lead Bank provide door step Direct Benefit
Scheme delivery of Transfer (DBT)
Formation of Self banking services
| Help groups (SHGs)
Robust Network
of Zero balance, Bank
Bank Branches Savings Bank Deposit
(BSBD) accounts, etc. I —
Priority Sector Aadhar card (UID)
Lending Target
For Banks By RBI

1969 1974 1985 2005 2006 2009 2013 2014 2014

Figure 1.1.11
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RRBs were expected to:
*  mobilisethe savings of rural poor
e deploythesavings for development of the same area

* provide low cost credit for economic activity

Profitability became
important to RRBs and
focus shifted to wealthy
customers

Decreasing number of Non weaker sections
branches in rural areas given credit — became
due to non-viability the new target group

Higher rates of interest
charged on loans;
sometimes higher than
commercial banks

Lower credit deployed
compared to deposits
mobilised

Figure 1.1.12

Challenges for Banks in Financial Inclusion

e High transaction cost
/ eQOperating rural branches was costly because it required support in terms of infrastructure,

technology and cash management.

-

Low profitability

eRural branches were not profitable because there weren't enough low cost deposits
and not enough deployment of credit

Poor credit discipline in rural loans

ePeople in rural areas could not differentiate between loans and grants. Used loans for
unproductive purposes and there was risk of default

Inadequate manpower

eRural bank branches had difficulties in staffing as young graduates were not willing to
work in rural areas

Distance and accessibility

eRural branches were not easily accessible. For every 16000 people in India, there is only
one bank branch

Figure 1.1.13
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— Activity /&

Overview

This activity will help familiarize the participant with the working of the local Business
Correspondents.

Goals and Objectives:

To be familiar with the working of the local BC / BF professionals.

Props/Material Required:

e Paper and Pen
¢ Laptop and Projector
e Classroom

*  White/Black Board

Methodology/Procedure:

Find a case study of a rural bank which faced challenges in terms of financial inclusion.

Outcome:
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Unit 1.2 Role of BCBF in Financial Inclusion

—Unit Objectives |©

At the end of this unit, the participants will be able to:

Define the BC/BF Model

e Explain the need for BC/BF

* Find the role of the model in financial inclusion
e Know the eligibility criteria for BC/BF

 List scope of activities of BC/BF

— Need for BCBF as Intermediaries

We have seen earlier in the book that in India, there is one bank branch for 16000 people. That is

why banks face tremendous challenges in achieving financial inclusion. Let's look at some of the
problems:

1. Existing rural banks were still very far away from customers, making it inconvenient for
regulartransactions

2. Inadequate staff in rural banks; new recruits and employees not willing to take up rural
postings.

3. Settingup new rural branches was very costly and not profitable for banks.

Role of Business Facilitators and Correspondents in Financial Inclusion

Intermediary

Bank Rural area

(BC/BF)

Figure 1.2.1

In 2005-06, RBI decided in public interest to enable banks to use the services of others to ensure
higher financial inclusion and increasing the outreach of the banking sector. Who are these
people the banks use for greater financial inclusion?

They work as intermediaries to provide financial and banking services through the use of
Business Facilitator and Correspondent (BCBF) models.
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——Business Facilitators

Business Facilitators provide services which are non-financial (does not involve handling
money/finance).

They act asintermediaries who facilitate banks to:

« Spread awareness about Banking products and services
« Identify borrowers for the Bank

» Collect information about the borrowers

e Processing and submission of loan application forms

e Promoting and nurturing self-help groups

e Monitor and follow up for loan recovery

—Business Correspondents
The RBI circular specified that these persons could act as BCs:

» NGOs/ MFlIs set up under Societies/ Trust Acts

e Societies registered under Mutually Aided Cooperative Societies Acts or the
Cooperative Societies Acts of States,

e Section 25 companies

e Registered NBFCs not accepting public deposits

» Post Offices

Figure 1.2.2
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In addition to functions handled by Business Facilitators, BCs also handle the following:
 Disbursal of small value credit
» Recovery of principal / collection of interest
e Collection of small value deposits
 Sale of micro insurance/ mutual fund products/ pension products/ other third party
products and
« Receipt and delivery of small value remittances/ other payment instruments

Note: Business correspondents handle branchless banking. What does this mean?

e There are no bank branches
¢ They work at customer service outlets or visiting customer homes
e Use help of technology-enabled solutions

BCs handle small value cash transactions within limits prescribed by their parent Bank. Business
Correspondents are from the local area and are able to reach out to customers and provide them
service at their door step.

—Terms & Conditions of BC/BF as Intermediaries

BC/BF are appointed as intermediaries by the respective banks who pay commission/fees for the
services rendered. The agreement between banks and BC/BFs includes the following terms and
conditions:

» Commission/fees payable to BC/BF for their services

 Limits for handling of cash and other transactions

» System of reporting of business by the BC/BF and coordination with the Bank

* Proceduresto be followed to mitigate risks for Banks

» KYCPolicyand procedures to be followed

KYC Policy
o Identity

 Verity
Manitor

Figure 1.2.3 Figure 1.2.4
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—Eligibility Criteria for BC/BF

Eligible organisations and their members/employees as well as eligible individuals can be

appointed by banks as Business Facilitators.

Organisations eligible for the role of Business Facilitators

¢ NGOs e Well-functioning Panchayats
e SHGs » Rural Multipurpose kiosks / Village
* Farmer's Clubs Knowledge Centers
e Functional Cooperatives » Agri Clinics / Agri Business Centers
e Community based organizations e KrishiVigyanKendras
 |T. enabled rural outlets of corporate * KVIC/KVIB units

entities « Post Offices

e Primary Agricultural societies

Individuals who can be appointed as Business Facilitators

Shopkeepers
Retired Persons pkeepers/
Owners
¢ Post master e Postal e Kirana shops
e School College teacher e Insurance (IRDA ¢ Medical shops
e Bank employee certified) e PCO operators
e Government Official * AMFI certified * Fair price shops
e Ex service men * Small savings schemes e Petrol Pumps
of Government o FVIEE smddam

e Auto dealers

Figure 1.2.5
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Eligibility criterion for individuals

Banks have their own selection criteria to
evaluate the applications of individuals to
function as business facilitators. Here are the
important criteria followed by Banks.
Individual Banks might have additional
criteriato choose the right candidates.

Permanent resident of the village /
area of operation

Knowledge of the local language /
dialect

Knowledge about the area

Minimum Education level — SSC
Passed

Age - 21 to 50 years, relaxed for
retired teachers, bankers

Satisfy the norms of due diligence as
laid down

Should not be affiliated to any
political organization

No criminal proceeding against
him/herinany court of law

Past dealings with the Bank/s should
have been satisfactory

Should not be a Director or officer /
employee of the Bank

Eligibility criterion for organisations

Satisfactory track record of at least
two years

Business reputation and culture
should be good

Financial soundness and ability to
fulfillcommitment

The organization / office bearers /
members should not have any
criminal record

Satisfactory transactions with the
Bank

The efficacy of security, internal
controls of the organisation on
outsourced activities

The efficiency of systems and
processes of the organisation

Verifications/Precautions required before the appointment of BCBF

After selection of candidates, banks do a due diligence and verification checkbefore
appointment. Thisincludes:

Police verification in respect of each applicant found suitable

Banks may ask for reference from two respectable customers of the Bank

Verification of details in the application/track record

Interview the individual applicant/office bearers of the organisation

Due diligence check about the background — market inquiries about the reputation of

applicant

Visitto the applicant's place/office to verify details
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—Scope of Activities

A business facilitator conducts only “non-financial business activities”. They cannot handle cash
transactions. Their scope of activitiesincludes:

v ldentification of potential customers

v Collection and preliminary processing of loan applications / account opening forms for
deposits

Verification of primary information / data
Filling of loan applications / account opening forms including nomination

Submission of forms to Bank

SNERNEENEEN

Assisting in monitoring and follow up for loan recovery

Business Facilitators also spread financial literacy and generate leads for Banks. Their services
include:

» Creatingawareness about savings and other products
e Cross-selling of other financial products
* Insurance
¢ Mutualfund
e Pension products
e Anyotherthird party product
» Promoting and nurturing Self Help Groups (SHGs) / Joint Liability Groups (JLGs)
« Advice on managing money, debt counselling

Who can be appointed as Business Correspondent?
Organisations that can function as BCs:
» NGOs/MFIssetupunder Societies/ Trust Acts

» Societies registered under Mutually Aided Cooperative Societies Acts or the Cooperative
Societies Acts of States,

e Section 25 companies
» Registered NBFCs notaccepting public deposits
e Post Offices

Individuals who can be appointed as BCs
e Retired Teachers, Government and Bank Employees
* Ex-servicemen
 Individual kirana/medical/fair price shop owners
* Individual Public Call Office Operators (PCO)
e Agentsof small savings schemes of Govt. of India/insurance companies
 Individualwho own petro pumps
* Authorised functionaries of well-run SHGs linked to Bank
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Types of Organisations that can be appointed as BCs

Well-established with a good reputation

Should have the confidence of local people
Significant rural/semi-urban presence

Satisfactory track record

Ability to generate funds required for this service
Ability toinvestin POS devices and other equipment

Ability to retain the required cash balance at Point of Sale and the balance in the Current
account on continuous basis

Should not be owned or controlled by any Director or officer/employee of the bank or a
relative

Note: Selection criteria for individuals as Business Correspondents is the same as for Business
Facilitators.

— Role of Business Correspondents

In addition to the activities undertaken by business facilitators, business correspondents also
take up banking services as follows:

Opening of no frill deposit accounts and other products as permitted from time to time by
leveraging technology.

Collection and payment of small value deposits and withdrawals (not exceeding Rs.10,000/-
or as specified by the Bankin each case)
Receipt and delivery of small value
remittances / other payment instruments
(example - not exceeding Rs.10,000/- or as |
specified by the Bankin each case)

In respect of all such transactions, the
BC/his agent will be authorized to accept /
deliver cash either at his place of work or at
any convenient location subject to the
ceilings per customer.

Furnishing of mini account statements and
otheraccountinformation Figure 1.2.6

Recovery of principal / collection of interest in respect of borrower accounts. For recovery
only after complying with RBlinstructions on recovery agents..
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Any other service on behalf of the Bank, duly authorized by the appropriate authority.

®  Theactivities to be undertaken by the Business Correspondents would be within the normal
course of the bank's business, but conducted through and by the entities at places
otherthanthe Bank's premises.

° In respect of all such transactions, the BC/his agent will be authorized to accept / deliver
cash either at his place of work or at any convenient location subject to the ceilings per day /
per customer as laid down. The Business Correspondents / Business Facilitators will be
linked to a nearby branch (Link Branch).

Operational aspects relating to business correspondent activities

e BCsconductactivitiesinthe normal course of banking business
o At customer service points or
o Atthe door step of customers

e Thedailylimitfortransactionsis defined by the bank

e BCsacceptand pay cash subject to the daily limits

e BCsarelinked toanear-bybankbranch

e BCsleverage ontechnologyto connect with the link branch

Area of operation
e Specified by banks

General guidelines:

Area of operation of a Bank Branch to cover atleast 20-25 villages
One BC/BF to cover 2-5 villages within a distance of 15 Kms from the Bank branch

Inurban branches distance criteria for BF/BF is 5 Kms from the bank branch

Difference between Business Facilitator and Business Correspondent

Business Facilitator Business Correspondent

Handle only non-financial transactions Can handle small value cash transactions

Main role is to spread awareness, identify In addition, BCs perform banking services away
customers and borrowers , generate leads, and from branches, like opening of accounts, cash
assist in filling up account opening receipts and payments, small value remittances

forms/applications and selling of third party products
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— Activity /&

Overview

This activity will help familiarize the participant with the working of the local Business
Correspondents.

Goals and Objectives:

To be familiar with the working of the local BC / BF professionals.

Props/Material Required:

e Paper and Pen
¢ Laptop and Projector
e Classroom

*  White/Black Board

Methodology/Procedure:

Get in touch with the local Business Correspondent in your area and discuss his / her
specific job role based on the bank they are working for.

Outcome:
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