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International experience has shown that agent-based banking has the potential to dramatically increase financial inclusion.
  In 2006, in response to the success of agent-based banking in other countries, the RBI created the “business correspondent” model of agent-based banking in India.  Yet to date, take up of the business correspondent model remains limited due to restrictions on the types of organisations that may serve as banking agents.  Despite pressure from the government and independent observers, the RBI remains reluctant to relax these restrictions due to concern over allowing certain types of organisations, especially Non-Banking Finance Companies (NBFCs), to handle savings.
  

While progress on agent-based banking remains mired over this issue, the greatest need for such banking in India lies not in providing savings but in delivering government benefits.  Between NREGA, the national old-age pension scheme, and Indira Awas Yojana, the government of India disburses nearly 40,000 crore rupees worth of benefits directly to individuals each year. Most of these payments continue to be made via Gram Panchayat officials or post offices due to the limited bank branch network, which often results in siphoning of funds.  

Recent successful examples in which third party agents have successfully used the business correspondent model to deliver government benefits on behalf of banks have shown that utilizing such agents to deliver government benefits has the potential to increase convenience for end-beneficiaries while reducing corruption and being an attractive business proposition in itself.  Yet, current restrictions to the business correspondent model limit expansion of the use of these agents to deliver government benefits.  We propose that the RBI create a new class of banking agent – “payment processors” –authorized to disburse government benefits but not to handle savings or perform other types of banking transactions.  As the regulatory risks of allowing organisations to process payments are modest in comparison to the risks associated with allowing organisations to handle savings, the RBI could allow a broader range of organisations, including NBFCs, to act as payment processors.  This move would greatly increase the proportion of government payments that are channelled through the formal financial system, resulting in greater convenience for beneficiaries and reduced corruption.  Further, the RBI could adopt a wait-and-see approach to the new class of banking agents, gradually relaxing restrictions on the types of transactions they are permitted to perform, if and when the RBI deems it prudent.  
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� See, for example, “The Early Experience with Branchless Banking” by Gautam Ivatury and Ignacio Mas available at http://collab2.cgap.org/gm/document-1.9.2640/FocusNote_46.pdf 


� Both the Committee for Financial Inclusion and the Committee for Financial Sector Reform have recommended that NBFCs be allowed to act as business correspondents.  Due, presumably, to a long history of scandals involving NBFCs and savings, the RBI remains suspicious of NBFCs in general and especially any proposals which involve allowing NBFCs to handle savings.  





