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Cost –Benefit and Usage Behaviour Analysis of No Frills Accounts
[image: image2.png]CENTRE FOR MiCRO FINANCE



[image: image3.emf]Balance per account - Overall

400

500

600

700

800

900

1000

1100

1200

1300

0 1 2 3 4 5 6 7 8 9 10 11 12

Age

Balance per account


Introduction:
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Financial inclusion is the delivery of financial services at an affordable cost to the vast sections of disadvantaged and low-income groups of people who have, until now, been excluded. In the Mid Term Review of the Policy (2005-06), the RBI exhorted banks to make basic no frills savings accounts, either with nil or minimum balances, widely available to a vast section of the population in a transparent manner. By November 2008, of the 342 districts identified by State Level Bankers Committee, 155 districts were declared to have achieved 100 percent financial inclusion, and by the end of March 2008, 15,788,919 no-frills accounts had been opened
. At this juncture, it was considered important to look at the status of the project for financial inclusion covering all aspects of no frills accounts. Therefore, the College of Agricultural Banking (CAB), Reserve Bank of India, Pune and the Centre for Micro Finance at IFMR, Chennai decided to study the Cuddalore district of Tamil Nadu that had been declared 100% financially included in 2007. This study was designed to analyze the results of the financial inclusion project in terms of coverage by geographical and other parameters, cost involved in opening of accounts and maintenance, as well as the transactional usage behaviour, which would allow us to calculate the break-even point after which banks would begin to earn revenue.
Financial Inclusion Project Results
:

After completion of the project, 25.3 percent of households remained outside the banking net in the garb of unwillingness. This accounts for around 47 percent of the households which did not have bank accounts prior to implementation of the project. There were large variations in terms of reporting willingness and unwillingness by the banks, indicating the seriousness, or lack thereof, with which different banks participated in the household survey work. Other than reasons such as distance from banks, one of the main reasons given for unwillingness was improper administration of the household surveys, such as incorrect or incomplete recording of the survey forms and inadvertently omitting households that had expressed willingness but were not taken into account while consolidating. According to the branch managers who were interviewed by the study team, banks that adhered to the following procedures achieved 100 percent willingness:

1. Making announcements to villagers prior to arrival of bank staff for the household survey and account opening formalities.

2. Deployment of full-time special officers from outside the branch who gave undivided attention to the project work.
3. Involvement of the panchayat presidents and Municipal Chairman.

Account Usage Behaviour:
The real success of the financial inclusion project would be measured by the actual quantity and quality of usage of the newly opened no frills accounts. Perusal of the sample accounts revealed that 72 percent of the accounts had zero or minimum balance even after one year of opening. Only 15 per cent of the accounts had a balance of more than Rs. 100, leaving 85 percent of the new no frills accounts inoperative. One of the most important reasons for inoperation seemed to be lack of awareness among households about savings and about the uses of no frills accounts. Many account holders were not even aware of the purpose of opening the bank account and obtaining the passbook in the first place. They were under the impression that having the bank passbook might entail them to receive some assistance through government schemes or result in obtaining a loan from the bank at a later stage. 
Among the sample operative accounts, the average balance per account (with balance less than Rs. 30,000) had increased from Rs. 533 when opened to Rs. 1195 after one year. The percentage of account holders with balance less than Rs. 500 decreased from 78 percent to 46 percent indicating that a substantial number of the operating customers had increased their savings over one year. The average number of transactions in a sample of operative accounts was found to be 4.4.
Cost and Break-even of No Frills Accounts:

Based on the inputs provided by the branch managers at Cuddalore, the cost of opening a no frills account (excluding the fixed cost at the branch) was estimated to be Rs. 50.45. The cost of maintenance of a no frills account or the cost of transaction in such accounts was estimated to be Rs. 13.40. At current levels of transaction and average balance, it was found that the banks would break-even only if accounts are used but not for account opening. The percentage of accounts operating has to improve significantly for no frills accounts to break-even all the costs. 
Recommendations:

Some recommendations from the study include:
· Financial literacy has to both precede and go simultaneously with account opening. 
· A tolerance limit for unwillingness may be fixed as an acceptable criterion for declaring a district as 100 percent financially included.

· Some of the best practices employed by banks and branches that achieved 100 percent willingness should be documented by banks and disseminated. 
· This study should just be viewed as a starting point in reviewing these costs. More intensive studies need to be completed from the banks’ side to examine the costs of both opening and maintaining accounts and break-even scenarios. 
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