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ARTICLE INFO ABSTRACT

Easy, adequate and timely credit is what a low income household demands from a financial
institution. Two characteristic features of financial transactions of low income households
are small amounts and high frequency. These coupled with limited or no authentic
information about the credit behaviour increase the credit risk of such transactions for the
banks. Banks, in order to mitigate this risk, rely on a number of documents which not only
make these transactions complicated for the customers but also increases the transaction cost
for the banks. The cost of serving the rural segment is so high that banks do not consider it
as an economically viable business proposition. Consequently, the regulator and the
government through stipulated guidelines have been driving banks to provide financial
services in these areas. This paper reviews the various cost effective rural credit delivery
models across the world which could be emulated by banks in India to transform their rural
financing into a lucrative proposition for both the rural customers as well as for themselves.
Using in-depth secondary research, recommendations are made on four fronts: Channels of
credit delivery, Product, Operational efficiency and Scaling up to overhaul the prevailing
rural financing model in India.

INTRODUCTION
Background

Banking service in India is always considered as a public good
and thus is considered to be available to every citizen without any
discrimination1. Guided by this social ideology, Reserve Bank of
India (RBI) since independence, has steered all banks to provide
banking services to both urban and rural areas. Indian banking
system has always abided by the principle of inclusive growth
which is evident from the initiatives undertaken by the
government and RBI in the form of establishment of credit
cooperatives, nationalization of banks, Lead Bank Scheme (LBS),
Regional Rural Banks (RRB), Service Area Approach (SAA) and
SHG Bank Linkage Programme. Since 1950 with an all-India
Rural Credit Survey, India was on its toes to provide basic
banking services to all and sundry without any discrimination.
New banking structures like credit cooperatives and RRBs were
set up and relevant schemes were rolled out to meet the objective
of inclusive growth. Unfortunately, in spite of being designed
around noble intentions, these initiatives failed to have an
effective impact. India was striving for financial inclusion when
the world had not even realized the importance of inclusive
growth. Sadly, in spite of being the front runner, India failed to
achieve financial inclusion which also slowed down the pace of
the endeavour. In 2005, with setting up of Rangarajan Committee,
impetus on financial inclusion returned and India along with the
world started its chase for financial inclusion with a renewed zeal.

1 Leeladhar(2006), “Taking Banking Services to the Common Man – Financial
Inclusion”

Channels of Credit Delivery

RBI promotes bank-led model of financial inclusion since people
affix trust to the name ‘bank’. Hence, the regulator adopted a
phase-wise approach to provide banking services in all unbanked
villages in the country. Towards this, all public and private banks
were advised by RBI to submit a Board-approved three year
Financial Inclusion Plan (FIP) starting from April 2010. The FIP
needs to be in congruence with bank’s business strategy and
competitive advantage. RBI has been diligently monitoring the
progress of all banks on their respective FIP. Banks have been
experimenting with various models to effectively deliver on their
financial inclusion plans. At present, most banks in the country
are using one or more of the following distribution models
coupled with technology for providing banking and financial
services:

Business Correspondent/ Business Facilitator (BC/BF): This
model is an attempt to provide branchless banking services to the
unbanked areas. Non Government Organisations (NGOs),
Microfinance Institutions (MFIs) and other Civil Society
Organizations (CSOs) who have rural reach through their
intervention programmes act as intermediaries of banks to provide
financial services to the rural population. They act as agents of
banks and are called BC or BF depending upon the nature of
responsibilities that has been agreed upon between the agent and
the bank. BC/BF serve as doorstep bankers and provide the last
mile connectivity and reach out to millions of rural Indian2.

2 Bansal, Atul (2012), “Profitable Models for Financial Inclusion”
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Table I below shows the progress of all banks (including Regional
Rural Banks – RRBs) through BC Model.

Brick and Mortar Branches: This is the traditional model for
providing banking services. This has been the central channel of
credit delivery of banks for decades. At present, there are 105,753
branches across all scheduled commercial banks in India, of
which 39,336 branches are in rural India3. Additionally, with an
objective to increase banking penetration and financial inclusion
swiftly, RBI stipulated all banks to allocate at least 25 per cent of
total number of branches proposed to be opened during the year in
unbanked rural (tier 5 and tier 6) centres i.e. rural areas which do
not have a brick and mortar structure of any scheduled
commercial bank for customer based banking transactions.
Table II below shows the progress of all banks (including
Regional Rural Banks – RRBs) through Brick and Mortar Model.

Microfinance Institutions (MFIs): MFIs have emerged as a
breakthrough channel of credit delivery in rural finance. Given
their rural reach and local knowledge, they have the advantage of
access to authentic information of the prospective rural customer
in terms of transaction history and expected behaviour. This
reduces their transaction-related risks and make them cost
effective organisation. Commercial banks ride on the rural reach
of MFIs for providing financial services to rural population.
Banks uses its funds to lend to MFIs who on-lend to a five-
member joint liability groups (JLGs). MFIs turned out to be a
scalable model to serve the rural population sustainably. Over a
period of 15 years in India, they attained an outreach of over 30
million with an outstanding portfolio of over INR 200.00 billion4.

Unfortunately, crisis in Andhra Pradesh in 2009 led to drying up
of capital in terms of both debt and investment thus putting a
break on the pace of MFIs’ growth. This channel since then is
trying to recover and regain its past momentum. Table III below
shows the progress credit flow through MFIs.

Self Help Groups (SHGs): This channel of credit delivery in rural
finance started as a pilot testing of SHG-Bank Linkage
Programme (SBLP) of NABARD during 1992-1996. With
emphasis on mainstreaming during 1996-1998 and expansion
from 1998 onwards, SBLP transformed into a critical stream of
providing microfinance in India. An SHG is a group of 10-20
women organised and nurtured by Self Help Promoting
Institutions (SHPIs). An SHPI trains the SHG on thrift, book

3 Mor, Nachiket (2013), “Report by Committee on Comprehensive Financial
Services for Small Business and Low Income Households”
4 Microfinance India: State of the Sector Report 2012

keeping, attendance, loan repayment and other activities for at
least six months before facilitating the savings and credit linkage
of the SHG with commercial banks. Table IV below shows the
progress of credit flow through SHGs.

Mobile Banking Van (MBV): This is a recent distribution model
adopted by banks to speed up financial inclusion. Each MBV has
Core Banking Solution (CBS) connectivity to provide all banking
services, including deposit and withdrawal of money. MBVs
move within a cluster of villages in close proximity to existing
branch.

Products and Services

Savings: With stipulated guidelines from RBI, all banks provide
Basic Savings Bank Deposit Account (BSBDA)that offers the
following facilities to all customers:

 The account is a normal banking service available to all
 This account does not require any minimum balance
 The account provides an ATM card or an ATM-cum-

Debit card
 Services include cash deposit and withdrawal at bank

branches as well as ATMs; receipt/credit of money
through electronic payment channels or by means of
deposit /collection of cheques drawn by central/state
government agencies and departments

 There is no limit on the number of deposits; however,
account holders are allowed a maximum of four
withdrawals in a month, including ATM withdrawals.

 All these facilities are provided without any charges.
Moreover, no charge is levied on non-
operation/activation of an inoperative BSBDA. Apart
from this, some banks also offer fixed deposit and
recurring deposit facilities to rural customers. As per
RBI’s Annual Report for 2012-2013, between April
2010 and March 2013 nearly 109 million BSBDAs have
been added, taking the total number of BSBDA to 182
million. Table V below shows the year-wise number of
BSBDA opened through BC and Brick and Mortar
media.

Credit: In order to intensify the credit delivery mechanism and
financial inclusion, RBI issues guidelines for priority sector
lending for banks which keeps on amending as per the
requirement of the environment. This is an attempt to bring
excluded people, both rural and urban, under the coverage of
institutional finance.

Table I Progress under BC Model
(Status as on March 31, 2013)

S. No. Particulars Mar 2010 Mar 2011 Mar 2012 Mar 2013
1 Banking outlets in villages 34,174 80,802 141,136 221,341
2 Urban locations covered 447 3,771 5,891 27,143
3 Basic Savings Bank Deposit A/C (no. in millions) 13.3 31.6 57.3 81.3
4 Basic Savings Bank Deposit A/C (amount in INR billions) 10.69 18.23 10.54 18.22
5 ICT A/C-BC Transaction (no. in millions) 26.5 84.2 155.9 250.5
6 ICT A/C-BC Transaction (amount in INR billions) 6.92 58.00 97.09 233.88

Source: Reserve Bank of India Annual report 2012-2013

Table II Progress under Brick and Mortar Model
(Status as on March 31, 2013)

S. No. Particulars Mar 2010 Mar 2011 Mar 2012 Mar 2013
1 Banking outlets in villages 33,378 34,811 37,471 40,837
3 Basic Savings Bank Deposit A/C (no. in millions) 60.2 73.1 81.2 100.8
4 Basic Savings Bank Deposit A/C (amount in INR billions) 44.33 57.89 109.87 164.69

Source: Reserve Bank of India Annual report 2012-2013
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The priority sector comprises of a vast section of the population in
sectors such as agriculture, micro and small enterprises (MSEs),
education and housing. For FY2013, the target set for priority
sector advances was 40 per cent of the Adjusted Net Bank Credit
(ANBC) or credit equivalent of off balance sheet exposure,
whichever is higher, as on March 31 of preceding year and 32 per
cent for foreign banks. The credit products that banks offer under
Priority Sector Advances primarily include micro-credit,
overdraft, General Credit Card (GCC), Kisan Credit Card (KCC),
rural housing loan, gold loan, tractor loan etc. Table VI below
shows the status of Priority Sector Advances as on March 31,
2013.

Remittance: Domestic remittance market was estimated to be $
10 billion in 2007-2008, 60% being inter-state transfer and 80%
directed towards rural household5. 70% of the domestic
remittances were estimated to be channelled in the informal
sector6. A 2011 study by Analysys Mason (a global think tank),
reveals that the total transaction value of domestic remittances in
India stood at $13.00 billion in 2010 with 80% directed towards
rural areas. The market is expected to reach about $20.30 billion
by 2014, growing at a compounded annual rate of 12%.
Considering the huge opportunity to serve migrant workers, banks
guided by RBI and backed by technology have started providing
remittance services to them.

Micro Insurance: Penetration of insurance industry in rural
regions has been relatively lower7. The micro insurance business
started in India with a few schemes launched by NGOs, micro
finance institutions, trade unions, hospitals and cooperatives but
these schemes were not regulated and were running on good faith
of these organisations. The landscape changed in 2002, when first
set of regulations was issued which promulgated a quota system
to force new private sector insurers to sell a percentage of their
insurance policies to low income clients. Later in 2003,
government of India formed a consultative group on micro

5 Tumbe, Chinmay (2011), “Remittances in India: Facts & Issues”
6 Tumbey, Chinmay (2011), “Remittances in India: Facts & Issues”
7 KPMG (2013), “Insurance Industry – Road Ahead: Path for sustainable
growth momentum and increasing profitability”

insurance to study the micro insurance sector. Based on the
recommendation of the group, in 2004 RBI allowed RRBs which
have a good distribution reach to sell insurance as corporate agent.
Finally in 2005, India via Insurance Regulatory Development
Authority (IRDA) undertook a pioneering approach by drafting
and implementing specific micro insurance regulations.

This product has not yet picked up in rural segment as expected
but considering the potential banks and insurance firms are
experimenting with product design and delivery channels to
accelerate the pace of its penetration. The pricing of all the
products offered are decided by banks in terms of their Board
approved policies within the overall guidelines issued by RBI
from time to time.

The Rural Financial Market

Continuous and rapt effort of RBI has steered the deepening of
financial inclusion. Rural banking is gradually maturing in terms
of varied range of products available as well as reach – primarily
through brick and mortar branches and Business Correspondent /
Business Facilitator (BC/BF) model. Availing of banking services
has increased from 35.5 per cent (Census 2001) to 58.7 per cent
(Census 2011) at national level. Rural India alone witnessed an
increase from 30.1 per cent (Census 2001) to 54.4 per cent
(Census 2011). The scenario has witnessed a significant change
but is still far from the desired result since approximately 40 per
cent of the population is still without access to basic financial
services. Crisil, a Standard & Poor’s company engaged in rating,
has designed an analytical framework to measure the extent of
inclusion. With full support from RBI and Ministry of Finance,
the company launched Crisil Inclusix in 2013 which measures the
extent of financial inclusion on a scale of 100. The first report
presents the financial inclusion metrics in 632 districts of the
country over a three-year time frame (2009-2011). The study
found that formal banking facilities are still under-penetrated in
most parts of the country. Just one in two Indians has a savings
account and only one in seven Indians have access to banking
credit. Presence of bank branch is still lagging with 7.6 branches
per lakh of population.

As far as financial literacy and self employment trainings are
concerned, banks are yet to internalise their importance towards
customer protection and catalysing credit demand. A Hundred
Small Steps – Report of the Committee on Financial Sector
Reforms (2008) has enunciated that sheer credit provision to the
excluded segment is not going to serve the objective of inclusive
growth. Adequate measures need to be taken for creating
livelihood opportunities which would build financial capabilities
and thus enhance credit absorption capacity of the target segment.
Taking cue from this observation, RBI through its circular
RPCD.FLC.No.12452/12.01.018/2011-12 on revised guidelines
for setting up of Financial Literacy Centres (FLCs), instructed
banks to include financial literacy initiatives as part of financial
inclusion strategy.

Table III Progress of credit flow through MFIs
Particulars 2010 2011 2012 2013*

No. of MFIs reporting 264 170 167 NA
Customer Outreach (in

millions)
26.7 31.8 26.8 24.4

Outstanding Loans (INR
billions)

183.44 215.56 209.13 212.45

* Data for 2013 is sourced from MFIN Annual Report 2012-2013
Source: Microfinance India: State of the Sector Report 2012

Table IV Progress of credit flow through SHGs
Particular 2010 2011 2012 2013

No. of Savings linked
SHGs (millions)

6.9 7.5 8.0 7.3

No. of Credit linked SHGs
(millions)

4.8 4.8 4.3 4.4

Loan Outstanding (INR
billions)

280.38 312.21 363.40 393.75

Source: Status of Microfinance in India: NABARD; 2011-12 and 2012-13

Table V Status of Basic Savings Bank Deposit Accounts
(BSBDA)

No. of BSBDA (in millions) 2010 2011 2012 2013
Through BC 13.3 31.6 57.3 81.3

Through Brick & Mortar 60.2 73.1 81.2 100.8
Total 73.5 104.7 138.5 182.1

Source: Reserve Bank of India, Annual Report 2012-2013

Table VI Priority Sector Advances
(Amount in INR billion)

As on the last
reporting Friday

of March

Public
Sector
Banks

Private
Sector
Banks

Foreign
Banks

2012 11,299.93 2,864.19 805.59
2013* 12,822.12 3,274.06 848.54

*Data for the year 2013 are provisional
Source: Reserve Bank of India, Annual Report 2012-13
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Banks are mandated to set up FLCs and are instructed to scale up
their financial literacy initiatives through FLCs and rural
branches. Later in 2013, through its circular RPCD.GSSD.CO.No
81/09.01.03/2012-13, RBI advised setting up of Rural Self
Employment Training Institutes (RSETIs) for strengthening
National Rural Livelihood Mission (NRLM) which in turn acts as
a key driver in catalysing rural credit demand. Guided by the
stipulation on financial literacy, 718 FLCs have been set up by the
end of March 20138. A total of 2.2 million people have been
educated through indoor education to walk-in persons and through
outdoor activities such as awareness camps/choupals, ghostis,
seminars and lectures from April 2012 to March 20139. Although
market has initiated its action towards financial literacy and self
employment trainings, it has not yet gained the momentum
required to meet the objective of inclusive growth.

Major Players

RBI guidelines on financial inclusion threw impetus on providing
banking services to the unbanked segment and manoeuvred all
commercial banks to integrate this objective into their corporate
strategy. This exercise brought in all commercial banks into the
rural financial market thereby increasing the competition but at
the same time deepening the access to finance in rural India. Both
public and private sector banks are experimenting with various
distribution models, delivery channels and advance technology to
cater to the rural segment in a cost effective way. Sairam and
Subramanian (2014) in their paper analysed the data obtained
from the annual reports of the top five public and private sector
banks and depicted the scenario in the form of tables presented
below.

8 Reserve Bank of India Annual Report 2012-13
9 Reserve Bank of India Annual Report 2012-13

Challenges in Catering to the Rural Sector

It is expensive to be poor10. It is difficult for them to save money
and credit, if available, comes with high interest rates. Moreover,
in the absence of risk mitigating instruments like insurance,
pensions etc., they are vulnerable to illness and natural calamities.
Banks do not make an attempt to allure rural customers owing to
high transaction cost involved in servicing frequent transactions of
small amounts. Besides, catering to rural segment is fraught with
other challenges. Consultative Group to Assist Poor (CGAP)
through its donor brief11 have documented following constraints
in providing financial services to rural customer:

 Dispersed demand for financial services due to low
levels of economic activity and population density

 High information and transaction costs linked to poor
infrastructure (roads, telecommunication) and lack of
client information

 Weak institutional capacity of rural finance providers
related to the limited availability of educated and well-
trained people in smaller rural communities

 Crowding –out effect of subsidized and/or directed
credit from state-owned banks or donor projects

 Seasonality of many agricultural activities and long
maturation periods for others, resulting in various
demands in savings and credit, uneven cash flow and
lags between loan disbursal and repayments

 Risks linked specifically to farming, such as variable
rainfall, pests and diseases, price fluctuations, and small
farmers’ poor access to inputs, advice and markets

10 Bill & Melinda Gates Foundation (2013), “Fighting Poverty Profitably”
11 Pearce, Douglas (2003), “Helping to Improve Donor Effectiveness in
Microfinance-Financial Services to the Rural Poor”

TABLE VII Channels of credit delivery adopted by commercial banks under study

S. No. Name
Nature of the

bank

Year of
Establishment/
Nationalization

Brick &
Mortar BC/BF MFI SHG Mobile Van

1 State Bank of India Public 1955 Y Y Y Y N
2 Punjab National Bank Public 1969 Y Y Y Y N
3 Bank of Baroda Public 1969 Y Y Y Y Y
4 IDBI Bank Public 2004 Y Y Y Y N
5 Syndicate Bank Public 1969 Y Y Y Y Y
6 ICICI Bank Private 1994 Y Y Y Y Y
7 HDFC Bank Private 1994 Y Y Y Y N
8 Axis Bank Private 1994 Y Y Y Y N
9 Kotak Mahindra Private 2003 Y Y Y N N

10 Yes Bank Private 2004 Y Y Y Y N
Source: Sairam, Shwetambara and Subramanian, Sairam (2014). “Peeking Through the Financial Inclusion Tripod”

TABLE VIII Financial products and services provided by the commercial banks under study

S. No. Name Nature of the
Bank

Year of
Establishment/
Nationalisation

Savings Credit Remittance Insurance

1 State Bank of India Public 1955 Y Y Y Y
2 Punjab National Bank Public 1969 Y Y Y Y
3 Bank of Baroda Public 1969 Y Y Y Y
4 IDBI Bank Public 2004 Y Y N Y
5 Syndicate Bank Public 1969 Y Y N Y
6 ICICI Bank Private 1994 Y Y Y Y
7 HDFC Bank Private 1994 Y Y Y Y
8 Axis Bank Private 1994 Y Y Y Y
9 Kotak Mahindra Bank Private 2003 Y Y N Y

10 Yes Bank Private 2004 Y Y Y Y
Source: Sairam, Shwetambara and Subramanian, Sairam (2014). “Peeking Through the Financial Inclusion Tripod”
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 Lack of usable collateral due to ill-defined property and
land-use rights, costly or lengthy registration procedures,
and poorly functioning judicial systems

All the above challenges make this segment non-lucrative for
banks. However, it cannot be denied that this segment has
immense potential to boost the growth of economy in a
sustainable way. Innovative models backed by advance
technology could play a role in converting these challenges into
stumbling blocks.

Recommendations

It is unambiguous that providing financial services in rural
hinterland is a costly affair. Nevertheless, this segment has hidden
potential of growth which needs to be unlocked by providing
financial services and livelihood opportunities to the population of
this segment. A report12 by Bill & Melinda Gates Foundation on
fighting poverty brings out that a successful payment system to
serve the poor needs to meet three criteria:

 Robust functionality: Users need reliable access to the
system and trusted providers who can offer a suitable
bouquet of products to them.

 Low cost and low price: Providers need sufficiently low
costs and a higher probability of attractive returns.
Lower cost helps them design low cost products and
higher returns incentivize them to allure the rural
customers and thus grow the system.

 Effective coordination: This includes cooperation and
competition among providers to ensure that providers

12 Bill & Melinda Gates Foundation (2013), “Fighting Poverty Profitably”

achieve better outcomes and the system evolves
successfully over time.

 Guided by the above mentioned criteria, it is
recommended that banks in India should adopt
following measures by leveraging on its technological
competencies:

Use multiple channels of delivery

It is worth noting that even in developed economies providers
have significant potential to reduce costs in existing structure by
20%-50%, using multiple methods from different payment
systems13. Table XI below gives the snapshot of extent of
outreach through various credit delivery channels available at
present: To become a rural champion in providing financial
services, banks should adopt multi-channel approach and should
optimise full potential of each of the delivery channel. Given the
diversity of rural India, all channels of delivery may not be used
identically across all regions.

Efforts need to be made to innovate with delivery channels to
expand the consumer reach and thus bring down cost. Following
novel ways can also be looked at to attain cost efficiency:

Mobile Banking: As per the study on India Mobile Landscape
2013 conducted by a research firm Juxt, India has 554.8 million
mobile users and 143.2 million unique internet users. Out of 554.8
million mobile users, 54% are in rural areas and 46% in urban
areas. Additionally, out of 143.2 million internet users, 23.8
million individuals access internet from their mobile phones using
a data connection such as GPRS or 3G.

13 Bill & Melinda Gates Foundation (2013), “Fighting Poverty Profitably”

TABLE IX Branch penetration and credit penetration of the commercial banks under study

S.
No. Name Nature of

the bank

Year of
Establishment/
Nationalization

Total no.
of

branches

No.of
rural

branches

Branch
Penetration

(%)

Total
Advaces
(INR Bn)

Priority
Sector

Advances
(INR Bn)

Credit
Penetration

(%)

1
State Bank of

India
Public 1955 14,816 9,851 66.5 10,456 2,643 25.3

2
Punjab National

Bank
Public 1969 5,874 3,642 62.0 3,087 914 29.6

3 Bank of Baroda Public 1969 4,516 2,598 57.5 3,282 800 24.4
4 IDBI Bank Public 2004 1,076 414 38.5 1,963 344 17.5
5 Syndicate Bank Public 1969 2,934 1,691 57.6 1,494 464 31.1
6 ICICI Bank Private 1994 3,100 1,453 46.9 2,902 675 23.3
7 HDFC Bank Private 1994 3,062 1,623 53.0 2,397 767 32.0
8 Axis Bank Private 1994 1,947 883 45.4 1,970 485 24.6
9 Kotak Mahindra Private 2003 437 46 10.5 485 140 28.9

10 Yes Bank Private 2004 430 240 55.8 470 105 22.4
Source: Sairam, Shwetambara and Subramanian, Sairam (2014). “Peeking Through the Financial Inclusion Tripod

TABLE X Status of financial literacy
(All data is as on March 31, 2013)

S. No. Name Nature of
the bank

No. of Rural self Employment
Training Institutes (RSETI)

No. of Financial
Literacy Centres

No. of Financial Trainings
and Campaigns

1 State Bank of India Public 111 169 5,371
2 Punjab National Bank Public 44 100 967
3 Bank of Baroda Public 47 45 5,505
4 IDBI Bank Public 1 - 27
5 Syndicate Bank Public 16 47 8,316

6 ICICI Bank Private
Financial Literacy Programme has been rolled out as an integral part of RSETI courses in

Udaipur and Jodhpur
7 HDFC Bank Private - - 8,550
8 Axis Bank Private Conducts Van campaigns across rural markets to enhance financial inclusion and education
9 Kotak Mahindra Private Have signed MoU with Kotak Education Foundation for financial literacy

10 Yes Bank Private
Conducted Financial Literacy camps on International Literacy day by inviting local school

students on Yes Bank tour
Source: Sairam, Shwetambara and Subramanian, Sairam (2014). “Peeking Through the Financial Inclusion Tripod”
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Besides, 7.1 million users who access internet through mobile
data connection are in rural areas. Thus increasing mobile and
internet penetration in rural areas cannot be ignored.  Conducting
financial transactions through mobile banking platform using any
of the channels as mentioned earlier can help in scaling up the
credit penetration in rural India.

Television as a medium for transaction: As per 2011 Census of
India, 47% of Indian households have television sets14 which can
also be explored to be used as a medium for conducting non cash
transactions like balance enquiry, getting information on any
financial product etc. With advanced technology now in place, a
normal television may be transformed to render such financial
services.

Promote vulnerability reducing instruments

Poor in India are vulnerable to all sorts of illness and natural
calamities. Occurrence of such events disrupts their financial
behaviour and leads them deeper into vicious cycle of poverty. As
per the study done on Financial Sector Reforms15 under the
Chairmanship of Dr. Raghuram G. Rajan, medical and financial
emergencies were the main reason for household borrowing
accounting for 42% of all loans made in the past two years. Thus
apart from credit and savings products, banks should endeavour to
provide and promote insurance (health, crop, cattle etc.) and
pension products in rural areas. Providing cashless hospitalisation
through a network of government and private hospitals and clinics
in rural vicinity is the much needed product for this segment.
These products would not only envelop them from exigencies but
also facilitate in preventing disruption of their banking behaviour.
Moreover, they would play a key role in building trust with banks
which in turn would lower the transaction related risks for the
banks.

14 Deloitte (2013), “Technology, Media and Telecommunications India
Predictions”
15 Rajan, Raghuram G (2008), “A Hundred Small Steps”

Focus on operational efficiency

In real world, an organisation has to work under the constraints of
limited resources. However, a high quality organisation would
always strive to deliver products and services cost effectively
without compromising on the quality. Banks can improve their
respective operational efficiency in catering to rural population by
identifying cumbersome procedures and streamlining them.
Wherever possible, human intervention should be reduced from
all tasks required to deliver financial services. Across the globe,
financial institutions are innovating to improve their operational
efficiency. Some of these innovative practices which are
documented below can be useful for all banks from the
perspective of achieving cost effectiveness.

 Digitization of account applications can be one such step
towards improving operational efficiency which banks
should look into. Some banks have already initiated their
effort on this front. Bank of India, in collaboration with
Microsoft Sharepoint got 15 forms automated. In the
words of Pushpinder Singh, General Manager, Bank of
India – “The automation of 15 application forms has
helped us improve customer satisfaction, reduce
turnaround time by 50%, increase efficiency and reach
out to customers irrespective of the society they reside
in”16. Yes Bank has also automated its account opening
application form which has reduced the turnaround time
by 40% and has increased the decision making ability by
more than 70%17.

 Client Relationship Management (CRM) system
adopted by Banco Opotunidade, a microfinance bank in
Mozambique can also looked at. CRM is a web and
cloud based system that assists with processing and
monitoring loans and is accessible to loan officers,
managers and country and regional teams. The CRM
uses data from land mapping and farmer and crop
profiling conducted with agricultural clients to process
loan applications electronically, taking into account the
standard data and farmer, crop and national limits. After
a loan is approved, the CRM sends the data to bank’s
accounting system and assists in loan disbursement,
monitoring and recovery providing real time
information. The CRM has a personal dashboard,
specific to each bank team member, which allows
inputting and monitoring related to the team member’s
specific line management and process control
responsibilities. Banks can explore the feasibility of
working with IBM or other organisations which provide
technology of cloud computing for financial services.

 Banks can also take a cue from the action-based research
that was conducted in Malawi (Africa) wherein a group
of farmers were electronically fingerprinted and told that
their fingerprints would be stored and used to validate
their eligibility for future loans. Repayment rates rose by
40% and this increased repayment coupled with
resulting savings from avoiding default justify the costs
of deploying an IT system to collect fingerprints for all
loan applicants.

16 Customer solution case study: Microsoft Sharepoint
17 Customer solution case study: Microsoft Sharepoint

Table XI Client outreach through various credit delivery
channels

(All figures in millions)
Channels of Delivery 2010 2011 2012 2013

BC 13.3 31.6 57.3 81.3
Brick & Mortar 60.2 73.1 81.2 100.8

MFI 26.7 31.8 26.8 24.4
SHG -Savings Linked* 6.9 7.5 8 7.3
SHG -Credit Linked* 4.8 4.8 4.3 4.4

MBV Data not available
*Number of SHGs

Source: Status of Microfinance in India: NABARD; 2011-12 and 2012-13

Figure I Strategic Alliance with Farmers’ Association, Agricultural input
suppliers and Buyers

Receives credit for input supplies from Bank

Agri Input
Supplier

Farmers receive input supplies on credit

Payment of remainder amount
to farmers

Agri Buyer

Farmers’
Association

Bank

Payment of Loan Instalment



International Journal of Recent Scientific Research, Vol. 5, Issue, 2, pp.408-414, February, 2014

414

Get into strategic alliances

Broadly, strategic alliances are defined as collaborative
arrangements between two or more institutions that pool their
resources to achieve mutually compatible goals that each
institution cannot achieve alone18. Providing rural finance is
fraught with challenges and strategic alliances could play a key
role in shaping the market dynamics. Institutions in alliances can
take advantage of each other strengths and can improve the access
to financial services in rural markets. Majority banks are already
working in alliance with other institutions for providing rural
finance through BC model. Apart from that, it is suggested that
following alliances can contribute in scaling up the banks
endeavour for inclusive growth:

Alliance with Credit Unions and Cooperative Banks

Credit unions and Cooperative banks comprise a significant
segment of rural population in some states of the country like
Maharashtra, Gujarat etc. These organisations have the advantage
of rural reach in terms of physical capability and staff skill. As per
the Annual Report of RBI for FY2013, there are are 31 State
Cooperative Banks (StCB) and 371 District Central Cooperative
Banks (DCCB). The report states that the gross financial savings
of the households with Cooperative Banks and Societies for the
financial year 2011-2012 was INR 297.00 billion which is
estimated to be INR 333.00 billion for the financial year 2012-
2013. The data hence emphasize that these banking structures do
incorporate large share of rural segment. Thus, although these set
ups counter governance problems, Credit Unions and Cooperative
banks with good leadership can be identified and explored for
possibility of getting into strategic alliance.

Alliance with agricultural input suppliers and buyers

Agricultural input suppliers and buyers provide backward and
forward market linkages to farmers. Banks can explore the
feasibility to participate in this segment of supply chain as a
financial intermediary. The agricultural buyer can enter into fixed
price contract with farmer associations (Producer’s company) to
grow the crop which the buyer requires. Input supplier should
agree to sell products to farmers on credit and receive payment
from the bank instead of cash directly from the farmers. This
ensures that the loan provided by the bank is being utilised for the
stated purpose only. When the produce is delivered to the
agricultural buyer, payments are made to farmers’ account after
deducting the loan instalment which is transferred to the bank.
Accounts of farmers’ association, agricultural buyer and
agricultural input supplier should be opened with the bank.
Furthermore, the efficiency of the entire model can be improved
through application of advanced technology platforms (mobile,
cloud based system etc.) through which all financial transactions
and communications can take place.   This strategic alliance is
depicted as figure I below:

CONCLUDING REMARKS
Banks in India have been facing challenge in catering to the rural
segment due to lack of infrastructure, financial illiteracy and
inadequate distribution channels. Innovative use of technology is
the way by which these challenges can be addressed.

18 “Strategic Alliances to Scale Up Financial Services in Rural Areas”, World
Bank Working Paper No. 76

With appropriate use of right technology, striking useful strategic
alliances and taking cue from innovative practices elsewhere in
the world as mentioned earlier, it is quite possible for banks to
provide financial services to the unbanked and under banked
population in a cost effective way.
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