(CGAP

Digital Cash Transfers and

Financial Inclusion in India
Key Elements for Implementation

October 2014
Shweta S Banerjee, Sarah Rotman and Suneira Rana



Developing Digital Payments Architecture: Rationale

Create In
government, by building digital rails in some of the
hardest to reach and poorest areas of India.

Save India , or 1% of its GDP: World
Bank Development Report 2012.

Achieve for millions of beneficiaries
who can receive payments on time, access basic
financial services, and use technology to provide
feedback to government on those services.




Current Situation From the User Perspective
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Digital Cash Transfers: Key Elements of One Stop Shop==
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Key Elements of One Stop Shop (Contd)
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Back End Systems Need to Perform 7 Essential Function
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National Level monitoring
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Goals K
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servers to state
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Providers
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What Do Providers Need?

Firm Business Case: Research showed that it takes
more than 2% of total volume of payment to deliver
payments.

Clarity on the amount of commission provided by
government, and on the procedure to apply for
commission.

Good quality and viable agents that can offer multiple
services.



For Financial Inclusion at the Last Mile

To ensure anytime access to payments
and financial services

__ To enable on time payments, remove
leakages and empower users
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Agents in India delivering G2P perform better on anu

>
.

indicators*

Only 23% of Customer Service Points (CSPs) offer G2P services:

Most CSPs established to meet financial inclusion geographical targets and majority are still
not linked to G2P delivery

92% of G2P CSPs work in rural areas; despite greater challenges in rural areas G2P
delivery has a number of positive correlations:

G2P CSPs Non-G2P CSPs
Median Transactions per Day 15 8
Monthly Earnings — Rural () 2,497 1,865
Readiness to transact 95% 88%
Local Language Forms 50% 38%

*Source: CGAP Agent Network Survey 2013



Building a Sustainable Business Case for G2P |

Agents
Year 3
Year 2 ' G2P
20%
Year 1
- FI G2P
e - 50% 50%
- 20% ’}La
\\".Im 80% '
Income from G2P: Rs 1500 Income from G2P: Rs 1500 Income from G2P: Rs 1500
Income from Fl: Rs 375 Income from FI: Rs 1500 Income from Fl: Rs 6000
Total Income to Agent: Rs 1875 Total Income to Agent: Rs 3000 Total Income to Agent: Rs 7500

The pie of an agents income increases with diversification of financial services over time




End Goal: One Stop Shop
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One Stop Shop: Benefits

Government

el Users
L

= Minimal payment delays and
leakages

= Economies of scale and
reduced costs by
integrating services

= Better linkages between
government, end user and
agents through grievance
redressal systems

= | everaging technology
across welfare schemes
for a range of payments

= Access to a wider range of

" Consolidating multiple financial services

stakeholders on a

common platform

Providers
" Saving 1% of India’s GDP, = Increased viability of agents
$20 billion from bundling services

= Upfront infrastructure
Investment in connectivity
made by Government



lllustrative Example: Telengana One Stop Shop Des

One Stop Shop Housed In the
Panchayat (local government)

Managed by a Village Entrepreneur

Investments made by Government:

* Connectivity and physical
infrastructure

* Backend IT systems that link to
UID, NPCI servers

* Grievance Redressal Unit

* Village Entrepreneur Training

* Convening of Banks and various
government departments

* Monitoring, and impact
evaluation

CGAP provided research and design advice to co-create this model with the World Bank and Government of Telengana. One
thousand One Stop Shops, in the poorest villages of the state providing services to over two million people, will be rolled out with
World Bank funding starting January 2015.



Issues

Issues with current DBT implementation and recommen

Recommendations

Risk of fraud and leakages
in areas with low
connectivity

Lack of an interoperable
eco system to deliver
payments

Risk of excluding existing
agents

Lack of provider and agent
incentives

Lack of awareness among
users

Arobust manual alternative, with appropriate
checks and balances, as well as monitoring, should
accompany the digital rails.

Setup an interoperable ecosystem to deliver payments,
which could be used by both public and private providers in
a level playing field. The ecosystem should let the market
for payments and financial services develop organically by
providing the digital infrastructure, to ensure long term
sustainability and viability of providers and bank agents.

Build upon the existing system of private and public
financial service providers, integrate across departments
to develop an interoperable and fully digitized architecture.

Bring global and cross state learning on agent network
management, agent incentives, and combining financial
inclusion with cash transfers

Invest in consumer awareness and trust
building through a range of methods




60% people in India have been issued National ID
(Aadhaar)

Key Milestones

September 2010: First Aadhaar issued

December 2011: 100 million Aadhaar
issued

el February 2012: Launch of authentication
services

May 2013: Launch of permanent enrolment
centers, eKYC and authentication services
using Iris and OTP

October 2014: 700 million Aadhaar issued

LEGEND

0-20 (%) » >700 million people have enrolled
20-40 (%) for UID _ »
1060 06 » Dally capacity: ~ 1.5 million
’ residents
60-80 (%) » Target to cover ~1 Billion by
Slide credit: Ernst & Young B - 50 (%) December 2015
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Payments Cell at the State Level. Rationale

A payments cell would have the following functions:
» Serve as a coordination and solution-development

entity and a focal point of the digital payments architecture
at the state level.

« Consolidate learning across welfare schemes and
develop and implement customised solutions for each
scheme and monitor the implementation.

« Act as a repository of experiences in design and
Implementation of such architectures for different schemes.

* Bring together multiple stakeholders on a common
platform.



lllustrative Example: Jharkhand Direct Benefit !

Digital Cash Transfers are a complex implementation challenge
because of the number and diversity of stakeholders involved

Direct Benefit Transfer Cell

Key Functions: Coordination between departments and banks,
bringing Iin best practices from within the country and globally.

CGAP provided research and design advice to co-create this model with the World Bank and
Government of Jharkhand. With support from the World Bank and Gates Foundation, the
Direct Benefit Transfer Cell is currently functioning and helping the government digitize its
payments to 5 million beneficiaries.



Resources

Direct Benefit Transfer and Inclusion
Indicus Center for Financial Inclusion, July 2014
http://www.indicus.info/app/webroot/files/policies/201407301606.pdf

Electronic G2P Payments: Evidence from Four Lower Income Countries
CGAP, May 2014
http://www.cgap.org/publications/electronic-g2p-payments-evidence-four-lower-income-countries

Direct Benefit Transfers and Financial Inclusion: Learning from Andhra Pradesh, India

CGAP, December 2013
http://www.slideshare.net/CGAP/to-link-unique-id-and-electronic-payment-of-benefits-in-india-improving-the-
business-case-for-banks-and-agents-is-critical

Task Force on an Aadhaar Enabled Unified Payment Infrastructure

Unigue ldentification Authority of India (UIDAI), February 2012
http://www.slideshare.net/dkman/report-of-the-task-force-on-an-aadhaarenabled-unified-payment-
infrastructure?related=1

An overview of the G2P sector in Pakistan
CGAP, January 2013
http://www.cgap.org/publications/overview-g2p-payments-sector-pakistan

G2P Research Project: Colombia Country Report
CGAP, September 2011
http://www.cgap.org/publications/cgap-g2p-research-project-colombia-country-report
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Advancing financial inclusion to improve the lives of the poor
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