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Payments BanksBuilding Blocks for
Financial Inclusion
India’s marginal citizens now appear to be at the centrestage of things, even in newer areas of technology and
financial innovation. This is largely because of #DigitalIndia
and the vision behind this programme-the empowerment
of a billion Indians, most of whom live in villages across the
country. With 21 licenses issued to new banking institutions,
the Indian banking structure has moved from commercial
universal banking to a more niche, focused and differentiated
model.
Payments Banks (PBs) are special category banks that are
licensed to receive deposits and provide remittances. A
payments bank has all the key functionalities of a traditional
bank, except offering of loans. It is allowed to accept deposits
up to INR 100,000 per account, payments and remittance
services, and internet banking. It may also function as a
business correspondent of other banks. The intention of
these banks is to foster financial inclusion by providing small
savings accounts for payments and remittances to lowincome households, migrant workers, small businesses and
unorganised sector entities.
In order for the Payments Banks experiment to work, there
are four elements which need to be addressed- business
model, reliability of technology, regulators, reasonably
reliable source of business.
The conference on Payments Banks: The Way Forward
was organised to study these aspects in detail. Hon’ble
Minister of State for Finance, Shri Jayant Sinha opened
the conference, while Secretary, Department of Financial
Services, Ms. Anjuly Chib Duggal, gave the Keynote address
and Chairman, Telecom Regulatory Authority of India,
Shri R S Sharma gave the valedictory address.

Inaugural Address

The inaugural address was delivered by Hon’ble Minister of State (Finance),
Mr. Jayant Sinha. The important points stated by him were:

Mr. Jayant Sinha

•

The Indian financial sector has taken a major leap forward with 23 banks
having been licensed in the last one year. Prior to this, banking licenses were
last given more than a decade ago.

•

The focus of the government is on providing access, liquidity and inclusion in
the financial system.

•

Inclusion will be provided through the JAM (Jan Dhan-Aadhaar-Mobile)
model and more specifically Aadhaar. Liquidity will be provided through
Direct Benefit Transfer (DBT). PBs and other new licensees are expected to
provide access.

•

Aadhaar will facilitate electronic KYC. The national ID programme has been
positioned as a public good which will drive down cost for the newly licensed
banks and reduce redundancy.

•

Another unique feature of the Indian financial system is that it is based on
an open architecture which facilitates innovation. This is in contrast to other
countries which have opted for technology oriented models which are highly
dependent on the dominant service provider. An example of this is m-Pesa
in Kenya.

•

As these new PBs roll out their operations, innovation in products and
services is expected from the industry.

•

Government is going to support the program by building financial products
around the DBT offering. Already, the Pradhan Mantri Suraksha Bima Yojna is
in operation which will be supplemented by the continued roll out of the Atal
Pension Yojna. This will fill the need for a safe and secure pension product.

•

Government is also working on evolving a fee based structure for DBT at the
cash-out point to ensure that service providers are sufficiently compensated.

•

The government is vigilant and will fill the regulatory gaps, in co-ordination
with RBI, as new PBs roll out.

•

The PBs and Small Finance Banks have been designed in such a way that they
complement each other in the system and each has a specific role to play.

Minister of State (Finance)
Government of India

Keynote Address

The keynote address was delivered by Ms. Anjuly Chib Duggal, Secretary,
Department of Financial Services. The important points stated by her were:

Ms. Anjuly Chib Duggal
Secretary
Department of Financial
Services
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•

Multiple channels exist to reach customers viz. telecom recharge points,
kirana shops, postal points, chemists, etc.

•

There is a need for PBs to reach out to the above mentioned channels as
potential business correspondents (BC) leveraging technology to establish
necessary linkages. The PBs would require minimal effort in enabling such
points of service and their key to success lies in following this strategy.

•

The objective of the evolving regulatory structure is to support the PBs and
necessary changes will be made as and when required to facilitate their
operations and outreach efforts.

•

The PBs face a tough challenge of creating a viable business model. Learning
from industry experience and tapping low-hanging fruits like DBT can help
them succeed.

•

Connectivity is the key for PBs and the government is looking to support
these efforts with the National Fibre Optic Network and enhancement of
bandwidth in underserviced areas.

•

The PBs licensees have to be nimble and explore collective ways of working
as opportunities are vast.
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Session I: Regulatory Challenges
for Payments Banks

LtoR: S K Mishra, Principal Advisor, TRAI; Rajesh Agarwal, Joint Secretary, Department of Financial
Services; Rajinder Kumar, Chief General Manager, Dept. of Banking Regulations, RBI ; Manish Khera,
CEO, Airtel Money; (Chair) Dr. Subir Gokarn, Director of Research, Brookings India and
Shinjini Kumar, Partner Leader, PwC

•

•

Payments Banks will bring paradigm shift in banking:
The panellists agreed that this will not be “banking as usual”.
With multiple banking players in the arena, the competition
between the established Scheduled Commercial Banks (SCBs)
and the newly licensed PBs will be a fight between two very
“different animals”. PBs will have to focus on a high velocity
and low cost transaction model (with perhaps low to medium
ticket size of transactions). The RBI and Ministry of Finance
are also anticipating competition between the banking players
which would ultimately benefit customers and also further
financial inclusion.
Clarification on operational guidelines for Payments Banks:
Several operational issues and guidelines were discussed on
which the banking regulator provided some clarity. Important
takeaways from the discussions were as follows:
-

•

Definition of a branch for PBs remains the same as
prescribed in the RBI circulars for SCBs.

-

In the context of the requirement of 25% branches to be
situated in rural areas for PBs, the branches are likely to be
interpreted as provision of Access Points rather than fullfledged branches.

-

With respect to the INR 1 Lakh limit on balances for
accounts hosted by PBs, the RBI is open to consider
scenarios in which unintended breach of this limit may
happen and address the same appropriately.

Easing customer on-boarding and KYC guidelines: Cost
effective customer on-boarding and initial account opening
offering were discussed as critical aspects of the PBs business
model. It was unanimously agreed that PBs should facilitate
easy entry of unbanked/underbanked into the banking system.
The critical issues raised and discussed were as follows:

•

-

There is need for a re-look at KYC guidelines. A case for
relaxed KYC and even acceptance of KYC done by other
agencies (like telecom players) was made. RBI and TRAI
representatives were receptive to these suggestions and
confirmed that they were in discussions on this aspect.

-

It was also discussed that there may not be a need for
KYC of “standard intensity” for all customer groups and
regulation may look at permitting some relaxations here.

-

It was unanimously agreed that electronic KYC is the way
forward.

Regulatory approach of RBI and inter-regulatory collaboration:
The RBI shed some light on the regulatory approach it would
follow for PBs. The issue of regulatory collaboration amongst
different regulators viz. RBI, TRAI, PFRDA, etc. was also
discussed. The key points put forward were as follows:
-

Regulatory changes are required to accommodate a legal
construct that allows sharing of data, infrastructure and
agents/BCs. Inter-regulatory collaboration was identified as
a critical issue since PBs would be operating in overlapping
domains (like telecom and banking) and different norms
would apply in each of these domains.

-

RBI representative mentioned that it would favour a light
touch approach in regulating PBs and going forward one
can expect regulatory “innovation”.

-

RBI representative mentioned that it would follow what it
calls “activity based regulation” for PBs while ensuring a
level playing field for all players.

-

It was informed that a collaborative mechanism has
already been established between RBI and TRAI and all
issues would be sorted out within this framework.

Session I: Regulatory Challenges
for Payments Banks (contd.)
•

•

Ensuring telecom connectivity for Payments Banks: As mobile
connectivity would play a critical role in enabling access to PBs,
few points specific to the telecom regulatory environment
were discussed, which were as follows:
-

TRAI representative mentioned that they are looking at
guidelines to enable people even without a smart phone,
to access the banking system.

-

In respect of challenges in connectivity, TRAI representative
observed that this is a period of transition as operators are
moving from 2G networks to 3G or 4G and some outages
are therefore inevitable. However, the telecom regulator
expressed confidence that the banking system would not
face any insurmountable threat in terms of connectivity
or spectrum capacity. The regulator assured that the
telecom operators are being closely monitored in both
these aspects.

-

TRAI representative said that it is almost impossible to
have 100% coverage and there will always be some dark
spots in the network. However, it was informed that the
regulator has asked operators to map network availability
and coverage across India and would soon be putting out
these details in the public domain.

Enforcing standardisation of meta-data: The need for adhering
to pre-defined standards for capturing data across the banking
system was emphasized in order to extract data seamlessly.
Currently banking players have not followed these standards
which has caused difficulties in extracting simple data
based queries.

Session II: Payments Banks:
A DBT Perspective

LtoR: Rishi Gupta Fino Paytech, MD & CEO; Peeyush Kumar, Joint Secretary, DBT Mission , Dept. of
Financial Services; Madhumita Das, DDG, Department of Posts and (Chair) Kabir Kumar, CGAP

•

Jan Dhan accounts and their operations:  The panellists stressed
that the Jan Dhan account holders receiving DBT credits, need
to be treated as a different category of customers due to their
mode of operation and character. It was pointed out that a
majority of people receiving credits through DBT immediately
withdraw these amounts.
Alternatively, some panellists suggested a need to instil a
change in this culture wherein people treat Jan Dhan accounts
as a normal savings account. Various ideas like educating
customers to treat the account as a salary account, improving
access for anytime withdrawals, providing DBT benefits in an
electronic wallet to enable anytime anywhere access and the
ability to easily spend were discussed.

•

Adequacy of DBT commissions for business sustainability:
There were substantive discussions on the issue of DBT
commissions and their adequacy. The important discussion
points were as follows:
-

It was felt that at the current level of inflow of benefits, the
commissions being offered are not enough for supporting
a sustainable business model.

-

As mentioned above, the practice of account holders
withdrawing their benefits and the requirement of
doorstep delivery of payments to enable account holders
to withdraw their benefits was adding to the cost of the
entire DBT delivery model.

-

It was also mentioned that the payment commissions
may become viable if more and more benefits are routed
through the DBT channel. As an example FINO mentioned
that DBT benefits are currently averaging at about INR
2,500 per account. If this increases to say around INR
10,000 per account the model becomes viable even at the
currently stipulated rates of payments commission.

-

It was also mentioned that along with policy support
from the Central Government there has to be “intent” to
execute DBT payments at the State as well as local level.
The government infrastructure has to focus on providing
this enabling environment.

•

Interoperability of BCs for viability: Panellists expressed
interoperability of BCs as a critical aspect to improve viability
and enable efficient and sustainable expansion of DBT
initiatives. White-labelling of BCs was proposed as probably the
most viable way forward for executing DBT payments.

•

Resolving issues of connectivity and promoting use of
technology: Important points raised were as follows:
-

Connectivity still remains a concern particularly in
remote and Naxalite-affected areas. Poor availability of
network infrastructure shall hamper DBT payments and its
expansion.

-

Panellists also expressed the need to adopt technology
tools to a greater degree. As an example, in DBT payments
one should do away with physically printed receipts and
instead move to digital receipts like SMS based receipts.

Session III: Viability Through
Sharing

LtoR: Stein Erik Nordmo, Vice President, Telenor; Dr Dinesh Tyagi, CEO, CSC; Bindu Ananth, Chair,
IFMR Trust ; Probir Roy, Director, PayMate ; (Chair) Dheeraj Aneja, Director, Payments Practice, EY
and Narendra Yadav, DGM, Paytm
•

Resource sharing, an enabler for cost reduction of Payments
Banks: PBs should explore ways and identify measures
to reduce the operating costs. The sharing of resources
and information as a strategy should bring down the
operating expenses including transaction charges and cash
management expenses.

•

Achieving near zero marginal cost of customer acquisition:
If a suitable mechanism for data sharing of banked customers
among PBs is evolved, the customer acquisition costs will
become near zero. It was discussed that this is the ideal
situation which PBs should aspire towards. In this scenario
only the acquisition cost of unbanked customers will be
borne by the acquiring PB which will be a fraction of the
total number.

•

•

Building trust factor among customers for Payments Banks:
Credibility of PBs would be one of the key factors for attracting
customers. So PB should work towards building trust among
citizens. PBs should clearly declare liability of transactions and
business operations for the accounts that they operate to
increase customer trust.
Apprehensions regarding viability of Payments Banks: Some
of the panellists, viz. representatives from Paymate and
Common Service Centers (CSC), expressed doubts about the
viability and success that PBs will achieve. Paymate pointed out
that there is a mismatch between assets and liabilities for PBs
(as regulations allow them a very low asset base). This coupled
with the high capex model of deployment makes sustainability
difficult. Similarly, CSC representative said that lack of local
knowledge as well as a pure transactions based model could
become an impediment in the success of PBs.

•

Expanding the service portfolio for business viability: The
number of transactions is generally low in rural area, which
makes BC model commercially unviable because of resultant
low transaction based revenues. PBs should offer other
complimentary services similar to the model adopted by CSCs.
They may partner with CSCs to take advantage of the existing
resources deployed on the ground. Also the PB representative
should understand the savings patterns of the local community
to effectively tap the market potential.

•

Reduction of transaction charges: The CSC representative
observed that rural customers would rather spend time in
waiting than pay high transaction charges. To address this
behaviour and to enhance customer experience for small ticket
transactions, transaction charges should be kept low.

•

Adopt existing best practices for Payments Banks: PBs should
adopt and learn from the success of business model and
technology used by Pre Paid Instruments (PPIs) especially
payment wallets.

•

Concerns of high cash reserves and liquidity ratio stipulations:  
Some of the participants were of the opinion that the Cash
Reserve Ratio (CRR), Reverse Repo Rate (RRR), and Statutory
Liquidity Ratio (SLR) are on the higher side and the RBI should
consider reducing them.

•

Institutionalization of Payments Banks’ information:
The PBs’ customer and transaction details should be shared
with an institution, with proper consent of customers,
which can enable the formation of an alternative/specialized
credit bureau. Globally, there are several examples of such
initiatives in which transaction data is used to create specialized
products.

Session IV: Technology

LtoR: Probir Roy, Director, PayMate; Vivek Belgavi, Partner, Financial Services Technology Consulting
Leader, PwC ; Vipin Surelia, Head (Products), NPCI and (Chair) Eric Anklesaria, Partner - Management
Consulting, KPMG
•

Adopting open architecture and open data platform: From day
one, PBs should adopt open architecture, with usage of same
meta-data formats for various banking transactions. This would
facilitate integration and interoperability of various banking
systems. It would also enable other stakeholders to innovate,
which would eventually help PBs.

•

Prudent selection and use of Technology: PBs should evaluate
whether cost intensive technologies adopted by existing banks
are required for running their operations. The emphasis should
be to lower IT capex costs so as to compete in this thin margin
business. PBs may learn from low cost technology and channels
adopted by PPIs.

•

Adopting locally available expertise: The panellists stressed
that in terms of off-the-shelf products and low-cost technology;
there were several options available to PBs from trusted local
software and service providers. They should engage with
such technology partners to lower costs as well as source
technology platforms in a quicker and ready to use form. On
the contrary, use of high-cost and complex technology, which
PBs may not even require, will only result in them incurring high
capital expenditure.

•

Technology acting as a differentiator for Payments Banks:
Panellists agreed that technology would be a key differentiator.
However, to exploit these advantages, the understanding
of nuances related to deployment of low-cost and suitable
technology products is required. While the core technology
would remain more or less the same across banks, the
key differentiator would be technology adjacencies and
partnerships that PBs are able to drive.

•

Enable paperless modes for customer facing banking services:  
PBs should do away with the conventional paper based modes
of proof of banking transactions and customer acquisitions and
instead adopt electronic alternatives.

•

Designing solutions as per customer segments: PBs should
identify the various existing customer segments on the basis
of analytics and design and offer solutions tailored to specific
customer segments wherein technology could play a major
role. Further, through analytics, PBs have to develop the ability
to understand that what kind of technology is suitable to each
customer segment. This will enable them to suitably design
and position the technology platform in a way which makes
transactions simple for the end user.

•

Concerns on high capital requirements as per regulations:  
It was mentioned that PBs are supposed to be
technology agnostic and asset light. In this scenario it was
re-iterated (as earlier in the day) that the capital
requirements for licencing of PBs should have been on the
lower side.

Valedictory Address

The valedictory address was delivered by Mr. R. S. Sharma, Chairman, TRAI. The
important points discussed were:
•

The poor and unbanked have a natural affinity to save but due to lack of
access and facilities they fall back on money lenders and unrecognised
financial services. This results in the poor ultimately paying a poverty
premium for accessing financial services.

•

India’s cash addiction was analysed, and it was emphasized that the poor
are forced to deal in cash due to a lack of banking options. To mitigate this
problem Aadhaar and Jan Dhan platform have been created.

•

The success of the Jan Dhan programme and DBT in LPG initiative has served
to demonstrate the efficacy of these systems and emphasise the need to
build financial withdrawal points which are accessible, credible and robust
with low transaction costs.

•

The need for such withdrawal points is further accentuated by the increased
focus on DBT. Unless such access points are enabled, the Indian financial
system potentially faces a cash tsunami.

•

The various enablers for frugal banking present in the Indian context
were explained:

Mr. R. S. Sharma
Chairman
TRAI

-

In terms of technology, the enablers listed were the Aadhaar system,
e-KYC, e-Sign, Digital Locker facility, the APB and AEPS systems and the
rapid growth in mobile connectivity.

-

In respect of regulatory enablers, the recent granting of differentiated
banking licences, framing of rules regarding BCs and mobile banking,
government promotion of electronic payments and the unified payment
interface were pointed out as notable steps.

•

The resultant of the above enablers is that today India has the ability
to provide end-to-end digital, cost-effective, traceable, anywhere and
anytime banking.

•

India is at the cusp of a digital payments revolution wherein all the enablers
required are in place.

•

The upcoming PBs were encouraged to leverage these enablers and use
technology for delivering frugal, yet robust and secure banking to the people
of India.
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