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Cast the net wide for all its worth

Financial inclusion is a must and will add value to India’s sustainable growth
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he World Bank Global F-

nandal Indusion Data-

base indicates that 2.5 bil-

lion adults globally, about
half the total adult population,
have no access to inandal services
delivered by regulated finandal in-
stitutions. While account penetra-
tion is nearly universal in high-in-
come economies, with 89 per cent
of adults reporting that they have
an account at a formal finandal in-
stitution, itis only 41 per cent in de-
veloping economies. Those in devel-
oping economies have todepend on
informal mechanisms for loans,
savings and to protect themselves
against risks such as uneven cash

flows, seasonal incomes and un-
planned needs.

The absence of fimandal indu.
sion also contributes to slower eco-
nomic growth and persistent in-
come inequality Allowing broad
access to financial services, without
price or non-price barriers to their
use and offered in a responsible
manner, have been shown to bene-
fit poor people and other disadvan-

taged groups. Economies with
deeper fAnandal intermediation
tend to grow faster and reduce in-
come inequality.

Measuring inclusion
The global parmership for inandal
indusion (GPFI) developed a com-
prehensive and holistic set of finan-
cial inclusion indicators with the
aim of deepening the understand-
ing of the inancial indusion land-
scape which was endorsed at the
G20 meeting in Russia in Septem-
ber 2013.

Financial inclusion is mea-
sured in three ways: (i) ac-
cess to inancial services;
(ii) usage of finandal
services; and (iii) the
quality of products
and service deliv
ery. In India, the
number of peo-
ple with access
to the products
and services of
fered by the
bankin s
tem is liEmit:ﬂ.

According to

¢

the World Bank Findex Survey
(2012), 35 per cent of Indian adults
had access to a formal bank ac
count, 2 per cent of adults used an
account to receive money from a
family member living in anotherar-
eaand 4 percentusedanaccount to
receive payment from the govern-
ment.

There isneedfor a further push to
ensure that peopleat the bottom of
the pyramid join the formal finan-
cial systemand thusaddvaluetoIn
dia's sustainable .

The RBI panel headed by Nachi

ket Mor recently ame up with
some suggestions on finan

dal indusion. It cover-
scritical areas such as

. universal electronic
! bank account, ubig
E Ui tous access to pay-
ment services and
deposit products
at reasonable
charges, suffi
cient access to
affordable for-
mal aredit and
universal ac
cesstoara I'IE'E'

of deposit and investment prod-
ucts, and insurance and risk man-
agement products at reasonable
charges.

It also suggests that a spedial cat-
egory of banks, called payments
banks, be set up to widen the
spread of payment services and de-
posit products to small businesses
and low-income households.

Such bankswill have a minimum
entry apital requirement of ¥50
crore, onetenth of what a full-ser-
vice bank requires, since they will
have a nearzerorisk of default. Pay-
ments banks will be required to
comply with all RBI guidelines rele-
vant for commerdal banks. Exist-
ing banks should be permitted to
create a payments bank as a

subsidiary.

The danger

Financial inclusion can be success-
ful only by imparting inandal liter-
acy among the unbanked and giv-
ing confidence to them to use basic
banking services. Banks should ap-
proach financial inclusion as a via-
ble and sustainable business mod-
el. Banks should leverage on

technology developments such as
mobile banking. The efforts todrive
finandal inclusion an be counter-
productive unless handled well.
Without healthy competition and
effective regulation, aredit is often
overextended to people not quali-
fied to receive it. And promoting
credit withoutregard to cost actual-
ly exacerbates finandal and eco
nomic instability.

The subprime mortgage crisis in
the US that cused the global finan-
dal crisis had its origins in the
forced drive forinclusion.Itledgov-
ernment-backed agendestolend to
customerswith limited ability tore-

pay.
The dangers of aggressive credit
expansion in the name of financial
inclusion should serve asa aution-
ary tale for policymakers. Easingac-
cess to aedit without addressing
real economy constraints is unlike-
ly to either boost growth or help
fight poverty. Financial inclusion
can be a worthy goal onlyifit helps
reduce poverty levels sustainably.

The writer is the group CEO of Doha
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