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INNOVATION IN PRODUCT DESIGN, CREDIT DELIVERY AND
TECHNOLOGY TO REACH SMALL FARMERS

[A] INTRODUCTION

| am extremely pleased to have been invited to speak today. | would like to thank the
UCO Bank and the IBA for having afforded me this oppatunity. Over the yeas, the
Bank Econamists Conference has evolved as an important forum for discussng
iswes pertinent to the Banking Industry and the theme for this Conference, namely
“Oppatunities at the bottom of the pyramid” and the themes of the Tednicd
Sesgons - follow in that tradition.

However, the spedfic subjed assgned to meitself reads like a‘mini speedr and may
| therefore, Sir, with your permisson redefine it as “Innovations in Product Design,
Credit Delivery and Tedindogy to ready SF/MF/TF etc.” If during my presentation
some apeds are excluded, we could ded with them in the questions and answers
sesgon.

In the main | propcse to ded with the products and delivery methoddogies for
reading credit to small, marginal and sub-marginal farmers, who are locaed at the
base of the pyramid o the farming community. By the yardstick of numbers, Indian
agriculture has increasingly become ‘small farmer agriculture’. Small and marginal
farmers together constitute nealy 80% of the total cultivators culti vating fragmented
land hddings averaging around 1.41 kBdares. For these groups of farmers agriculture
is nat merely an econamic adivity but a livelihoodisaie. For the growth initiatives
on the awil — particularly in agriculture - we have to consider empowering this
caegory of farmers and finding solutions and innowetions which enable them to be
mainstreamed in the overall credit delivery system.

In this context — and to begin with — the results of the recently pulished NSSO
Survey 2003 are relevant. Equally relevant is the enormous effort made by the
banking system since 2004 undy the Gol’ s initiative for douling the flow of credit to
the ayricultural sedor.

[B] LEVEL OF FINANCIAL ACCESS

[(] NSSO2003RESULTS

Let me begin with the results of the NSSO 2003. The survey paints out that of the
147.90 million rura howsehadds in the cournry, around 89.35million howehads
(60.42%) are alltivator househdds. Of the ailtivator househalds, roughly 49% are
indebted to either formal sources or nonformal sources or to bah. By implicaion,
nealy 51% of cultivator households are nat indebted at all. It is pertinent to nae that
in the nonindebted caegory, 88% of the househalds are headed by SF/MFs with farm
holdings of lessthan 2 hedares. This is an extremely significant finding and the



adion pant here is for the banking system to reaognise this exclusion and find ways
and means to read ou to this category of househdlds. If thisis dore & a business
oppatunity it will go a long way in improving both vdumes and ouread at the
branch levels.

The second poant is that as a propation d total cultivator househalds, only 27% or
24.31million howsehadds are indebted to formal sources. Of course, as a percentage
of indebted howsehalds, the figure is higher at 55% but in either case the question is
whether this level of outread adequate? We dso neal to enqure & to whether the
househalds covered, are being provided with credit on time, withou hasdes and in
adequate measure?

The third pant is that the outread o the banking system at a 24.31milli on cultivator
howsehadds dhows a distinct bias towards househads with larger farm haldings.
NSSO data show that in regard to very small land hddings of say around 25cents, the
system’s outread is hardly 23%, while in regard to farm holdings between 5and 10
ages it is around 6%86. The iswues here ae & to how this bias can be @rreded?
What kind d measures are required? How can we further simplify the aedit delivery
process and design products which are eaily accessble by those with small land
holdings. We dso need to ask as to whether sub-marginal farmers are fundamentally
risky and unvable aedit propasitions — or whether there is hope. Can such farmers
be made viable merely by providing them credit or is financing of sub-marginal
farmers a aedit plus issue? What measures can we take to buld the capability and
cgpadty of such farmers? And is the banking system cgpable of meding this
chall enge through its present mode of distribution o credit?

The fourth pant is that of the indebted howsehdds at 24.31 million, if the five states
of Andhra Pradesh, Tamil Nadu, Punjab, Kerda and Karnataka which show high
levels of indebtednessto the formal and informal system are netted ou, the overall
level of indebtednessfalls by nealy 6 percentage points from 48.6to 42.7. What is
more significant is that the level of indebtednessto only formal sources by cultivator
househalds in the remaining states drops to barely 20%.

(i) WORLD BANK —NCAER SURVEY 2003

The findings of the NSSO 2003 are broadly corrobarated by the Rura Financial
Access Survey which was condwcted by the World Bank and NCAER in the states of
Andhra Pradesh and Uttar Pradesh in the same yea. This survey showed that in the
states covered

» Only 21% rural househdlds had accessto formal credit.

» Small and marginal farmers were & a relative disadvantage and orly 11.8% of
marginal farmers in Andhra Pradesh and 13.9%6 in Uttar Pradesh oltained
loans from banks.

» The time taken for final cleaance of a loan propcsal ranged from 24 to 33
weeks and was generaly coll ateralised.

» Only 42% rural households had accessto savings deposits.



(i) SUMMARY
Before going onlet me summarise the main pants :-

* First, that non-cultivator households are sizeable, bu that this category
includes landless agricultural labourers who are dependent on the farm
eanamy.

* Semnd,amongst cultivator househadds, there is a large segment which is not
indebted either to the formal or nonformal sources and that the non indebted
caegory comprises alarge number of SF/MF.

e Third, among the aitivator househadds, the househodds indebted to the
banking system is around othy 27%.

* Fourth, among the househdds indebted to the banking system, there is a
significant biasin favour of large farmers.

The ore line @nclusion is that within the aricultural matrix, a large sedion d
SF/MF and TF are presently excluded and reed to be brought within the banking fold.

[C] DOUBLING OF CREDIT 200405

Having tabled the NSSO results, let me hasten to add that both the NSSO and the
World Bank-NCAER Surveys relate to the yea 2003. We ae today nealy at the end
of 2005and duing this interregnum, there has been a development of significance by
the banking system under the Gol’s scheme for douling the flow of credit to the rural
sedor and increasing its outread. In this the banking system has sown an
outstanding quantitative performance. Data on this initiative have been reported
direaly by commercial Banks and gathered by NABARD in regard to RRBs and
cooperative banks. These data show, interalia, that during 2004-05.

% Overal there was a 32% growth in the flow of agriculture aedit by all RFIs
from Rs.86981crore to aroundRs.115243crore.

>

7.88 million new farmers were financed by commercial banks, RRBs and
cooperatives taken together.

o
25

< 1/39 of the total disbursement at Rs.21875crore by pubic sedor banks had
gone to new farmers, of which aroundRs.360crore or 1.65% was purveyed to
tenant farmers. This is important, because the flow of credit to tenant farmers
in the past has virtually been *Nil".

The NSSO data therefore need to be seen in context of the performance of the
banking system under the douling of credit. However, even after the wrredions
have been fadored in, it is clea that exclusion at the level of small and marginal
farmersis an urcomfortable fad and that it has to be facal ugront. It is equally clea
that significant scope eists for the banking system to expand its outread to these
clients through appropriate methoddogies.



(D) EACTORSACTING ASBARRIERSTO CREDIT ACCESS

The fadors, which ad as barrier to credit access by smal, margina and tenant
farmers have been well documented in literature. It is not my intention to go through
them in an exhaustive way but merely to recourt that from the borrowers sde, the
main fadors relate to hasdes that go with loan sanctions, including frequency of visits
to the branch, coupged with procedural and dacumentational complexities. | remllea
that while asdsting the Gupta Committee in 1996, many of the issues had been
flagged. Subsequent feedbadk indicaed that a large number of the recommendations
had been aded upon. Nevertheless while recently travelling through the backward
regions in some States as part of the Expert Group onlnvestment Credit set up by the
RBI, it was consistently represented to us by small cultivators that hasdes and
complexities continued to charaderise the aedit delivery process The feadbadk that
came acoss was that in such regions even the instructions issued by controlling
offices take along timeto read. In the sub-margina category of farmers particularly
oral-lesses, share aoppers and tenant farmers, the main fadors relate to the asence
of enabling legal framework at the State level to fadlitate credit access to these
caegories of borrowers. West Bengal is a notable exception where rights of tenant
farmers are formally recorded for fadlit ating the flow of credit.

From the bank’s sde, the transadion costs inherent in servicing small loans to alarge
number of borrowers and the perceived risk cost in the asence of appropriate risk
management system, continues to ad as abarrier.

From the ingtitutional side, poa hedth o the woperatives which have the penetrative
read and which could caer effedively to small and margina farmers has been a
inhibiting fador. Hopefully this stuation will im prove once the mrredive measures
suggested by the Vaidyanathan Committee kick in. At the RRB, commercia bank
level, particularly amongst branch managers located in badkward regions and resource
poa areas, inappropriate dtitudinal orientation hes been reported. This has hindered
accessand we ned to find ways and means aroundit.

[E] INNOVATIONSIN ACCESSTO CREDIT

Having dedt with the broad scenario relating to indebtedness | now turn to
innowetions in accessto credit. The question is what kind d innowations are taking
place within the laboratory of rura lending? The origina blue print for product
design and process of courseg, is ‘production-oriented system of lending’. This was
drilled into us when we joined as probationers, and despite the vicisstudes of time,
this framework has dominated bank lending for agriculture. Thisisnat to say that the
banking system has not innovated ower time. Far from it, most of the major
innowetions by the banking system in regard to product design and processes,
documentational simplification and applicaion d techndogy to rura lending have
come aou in the post-reform period, starting with the SHG-Bank Linkage initi ated
by NABARD in 1992. | now turn to some of these innowetions, which are interesting
and have patential for further innovation and for being upscaded.



(1) INNOVATIONSIN PRODUCTS

(a) SHG-Bank Linkage

The SHG-Bank Linkage Programme is in a sense a &ild o the reform process
Financial sedor reforms motivated pdicy planners to search for products and services
for delivering credit to the poa in a sustainable manner, consistent with high
repayment rates. It was observed that the poa tend to come together - or can be
induced to come together - in a variety of informal ways for poding their savings and
dispensing small | oans. The contribution & NABARD in this regard was to reaognise
thisinitiative caalysed by NGOs and to crede formal interfaceof these arangements
of the poar with the banking system.

From a modest beginning of 500 SHGs aaossthe aurtry, the product now extendsto
1.6 million SHGs, linked with 35294 lnk kranches aaoss the Indian unon.
Cumulatively, a sum of Rs.6.86 hllion has been channelled through this product to
the poa and around 24.5million poa househadds have gained accessto the formal
banking system through this programme.

SHGs and SF/IMF

In the mntext of the theme of this sesgon focused on SF/MFs, it is pertinent to make
a mention d two mgjor studies, ore internaly dore by NABARD and the other by
APMAS in Andhra Pradesh, NABARD study show that 56% of SHG members are SF
& MF and 326 agricultural |labourers. The APMAS study corrobaates this finding
by reporting that 76% of SHG members in Andhra Pradesh are farmers and
agricultural labourers with very small holdings. Thereis alessonin this which seems
to indicate that if small and marginal farmers indeed, even tenant farmers and share
croppers, can be organised undx appropriate group medhanisms such as a joint
liability groups or as in Raitu Mitra Groups in Andira Pradesh and linked to banks,
the posgbility of extending finance to these excluded groups may well be on the
cads.

SHGs as Members of Cooperatives

Anather innowetion onthe same theme is the one being tried out in Uttaranchal, where
the Cooperative Societies Act has been amended to admit SHGs as members of
cooperative banks. The Apex Bank and DCCBs in Uttaranchal are finding this
innowetion wseful for extending outread. Some of the State Governments have
foll owed suit whil e others are ansidering the initi ative for replication.

OBC Grameen Projed

Oriental Bank o Commerce was one of the first Commercial Banks to pionee micro
finance under their “Grameen Projed”. A unique fedure of this initiative is that
unlike the SHG Bank Linkage model where the SHG or its representatives come to
the bank branch to transad business in the OBC model, bank dfficials go ou to the
groups on pre-determined dates for transading business This was a revolutionary
step and ore which needs to be enulated.



(b) Credit Cardsfor farmers

Kisan Credit Card

Having dedt with the SHGs, | now turn to Kisan Credit Cards (KCC Scheme), which
was introduwced in 199899, through NABARD. The KCC product was aimed at
simplifying the procedures for providing timely and adequate short term institutional
credit to farmers while cncurrently reducing transadion cost for bankers. The
number of KCC isaued in successve yeas has increased steaily and as at the end o
March 2005stoodat 51 milli on cards.

Grameen Credit Card

An innowation which could possbly be tried in regard to KCCsis to design a simpler
cad for househadds with credit requirements upto Rs.50,000cdled, let us sy, the
‘Qaseaaaefa Credit Card'. This cad could be structured on the basis of cash
inflows and ouflows at the farm household level and customised for small and
marginal farmers. Depending uponthe resporse of the borrowers and their repayment
records, the cad could even be extended ower time to tenant farmers and aal-essees.

Bhumiheen Credit Card

In this context, the Bank of India has introduced an innowtive cad cdled the
‘Bhumiheen Credit Card’. This card aims at providing credit fadliti es to landess
farmers/ tenant farmers, share aoppers etc. for a maximum limit upto Rs.25,000 fer
head including Rs.1000 as consumption loan. The scheme is open to al €ligible
farmers gporsored by SHGs, banks or reputed NGOs. | am given to understand that
some of the Public Sedor Banks have evinced genera interest in this product and are
working out their own variations.

Composite/e-enabled cards

For larger loan amourts, banks are dready experimenting with compaosite aedit
cads, some of them e-enabled. Thisisastep in theright diredion.

(c) Grain Banks

A few state/region spedfic products deserve mention. Thefirst are the grain banks of
the Eastern Region. The grain banks in the Kalahandi district of Orissa and dher
tribal trads are vill age level mechanisms which enable farmers to pod their produce
a the time of harvest and daw up it in time of neal. This mechanism also enables
banks to finance farmers in multi ples of the value of grain deposited.

(d) Homestead Finance Model

The homestead finance model of Kerala looks at the farm adivities of small farm
hadingsin a omposite way. Under this model, the pe&k level credit requirements of
farmers are determined through the cah inflows/outflows methoddogy and a limit
given. This product is gaining accetance by banks in Keraa particularly those
operating in traditional/plantationin daminated aress.



(") INNOVATIONSIN DELIVERY CHANNELS

(8 MFIs

MFIs have anerged as an important innovative dhannel lending to the poar. Basicdly,
MFIs are an extremely heterogeneous group, dvisible into two broad caegories one
set comprising a basket of institutions incorporated under various legislations such as
the Indian Trust Act, Cooperative Societies Acts, MACS Act, Sec 25 d the
Companies Act. These antities operate on a limited scde. The other set comprises a
few MFIs registered as NBFCs and regulated by RBI, bu having significant outreat
and puveying substantial credit.

The MFI innowation hes potential, provided it can owercome cetain limitations
regarding rate of interest, high transadion cost, paucity of owned funds and
improvement in its governance structures.

(b) Einancial degpening through Post Offices

Asyou are aware there ae over a 150thousand past office outlets in the wurtry with
relatively good acmurting systems and cash transfer fadliti es. The system isin need
of ‘renovation’ as a number of its extant services are being phased ou or replacel
with latest techndogies. Seizing this oppatunity, a pilot projed has been started by
NABARD in Tamil Nadu for linking SHGs with past offices for increasing outreath
in uncderbanked/unbanked aress. Basicdly this invoves leveraging the posta
network. The pilot projed is under observation, bu if it works, then perhaps micro
finance & aproduct could be outsourced onincreasing scde through this network.

(c) EFarmers Clubs

In the line of innovations, the Farmers' Club represents a grassrocot organization built
through peoples’ participation and amed at disseminating farmer related information
and fadlitating the aopion d financial produwcts of the banking system by the
farmers. The linkage between the rural branches of banks and Farmer Clubs and the
concomitant beneficial impad is being increasingly reagnized and adopted hy
commercial banksonalarger scde.

(d) Village Development Boards

In view of the fad that existing institutional structures have nat been succesdul in
penetrating the NER charaderized, among others, by tribal dominated communiti es,
NABARD, in association with State Bank of India and Government of Nagaland, hes
launched an innovwative pil ot projed for financing 25 Vill age Development Boards for
onlending to the individual members of locd community groups. Under this projed,
a orpus fund d Rs.1l lakh per VDB has been creaded with contributions of
NABARD, State and Centra Government and the VDB. A corpus fund acourt is
opened and loans are extended to the VDB. All the 25 VDBs in Nagaland have
opened their Corpus Fund Account and 5 d them have been aready been financed.
Theinnowtionis dill i nitsealy stage and its performanceis being tracked.



(1) INNOVATIONSIN SUPPORT SERVICES —ENABLING ENVIRONMENT

(& Agricultural Extension Services

Tedindogicd progress and tedchnicd efficiency are two important fadors, which
influence investment dedsions of farmers. Both fadors to alarge extent, depend upon
the stock of information available and its effedive disemination at the grassoots
level. While R & D in agriculture increases the stock of scientific knowledge,

extension service providers fadlit ate its dissemination. Historicdly, pulic reseach
and extension has played amajor role. In the post ‘green revolution’ period havever,

state driven efforts in extension appea to be inadequate in terms of coverage and
outreadr. While there is no doul that puldic extension serviceshoud continue to play
a lea role in the dissemination d tedhndogy, this could — indeed, shoud — be
suppdemented by farmers organisations, NGOs, cooperatives, corporate private sedor,

inpu supdiers and MNCs. These antities are fast asauming the mantle of quasi

extension agencies and can effedively provide information abou the inpus and value
addition through pacst harvest techndogies particularly in well endowed regions.

(b) Market Linkages

Contract Farming and credit bundling

Banks and financia institutions have been partners in contrad farming schemes, set
up to enhance aedit. Basicdly, this is a doable model. Under such an arrangement,
crop loans can be extended under tie-up arrangements with corporates for production
of high quality produce with stable marketing arrangements provided — and orly,
provided —the price setting mecdanism for the farmer is appropriate and fair.

Adri Service Centres— Rabolndia

Rabo India Finance Pvt Ltd. hes established agri-service caatres in rura areas in
cooperation with a number of agri-input and farm services companies. The services
provided are similar to those in contrad farming, bu with additional flexibility and a
wider range of produwcts including inventory finance Besides providing storage
fadlities, ead centre rents out farm macdhinery, provides agricultural inpus and
information to farmers, arranges credit, sell s other services and provides a forum for
farmersto market their products. Thisisauseful innovation.

Non-traditional markets

Similarly, Mother Dairy Foods Processng, a whaly owned subsidiary of National
Dairy Development Board (NDDB) has established auction markets for horticulture
produce's in Bangalore. The operations and maintenance of the market is dore by
NDDB. The projed, with an oulay of Rs.15 lakh, covers 200 haticultural farmers
asciations with 50,000grower members for wholesale marketing. Their produce is
planned with production and suppy asaurance and provides both growers and buyers
a oommon fdatform to negotiate better rates. | understand that the Canara Bank is
closely associated with the projed and hes extended credit fadliti es to small farmers
and traders of small means.



Apni Mandi

Ancther innovation is that of The Punjab Mand Board, which has experimented with
a ‘farmers market’ to provide small farmers located in proximity to wban aress,
dired accessto consumers by elimination d middemen. This experiment known as
"Apni Mand" belongs to bah farmers and consumers, who mutually help ead ather.
Under this arrangement a sum of Rs. 5.21akh is goent for providing plastic aates to
1000 farmers. Each farmer gets 5 crates at a subsidised rate. At the mand site, the
Board provides basic infrastructure fadliti es. At the farm level, extension services of
different agencies are poded in. These include inpus subsidies, better quality seals
and loans from Banks. Apni Mandi scheme provides sif-employment to producers
and hes eliminated socia inhibitions among them regarding the retail sale of their
prodwce

Financing the \value dhain

Innowetions fadlit ating marketing linkage for farmers highlights the nead for banks
not only to focus on financing infrastructure like warehouses, cold chains but also to
identify commodity value dhains and enter into corporate dliances. Banks shoud
increasingly move towards financing the ‘value dhain’ and pu in pasition suitable
loan pdicies keguingin view locd pradices and condtions.

(c) Credit Risk Mitigation

Crop Loan Insurance

Credit risk mitigation is an area of interest both to banks and farmers. The
Government of India has experimented with crop loan insurance though the results
have nat been very satisfadory. The scheme has adso na found wide accetance
among farmers becaise dam assessmnents are based on crop failure on an areabasis
rather than on an individua basis. Farmers have represented to us that where
compulsory insurance is resorted to, it increases the burden o borrowing from
institutional sources and orce the transadion costs are alded, the overal costs exceal
the Prime Lending Rates sgnificantly. This cdls for innovation in the eisting crop
loan insurance schemes.

Weather | nsurance Product

ICICI Lombard Genera Insurance has launched an index based rainfall insurance
with the dients of Krishna Bhima Samruddh Locd AreaBank in Andhra Pradesh.
Under this arrangement an index is creded based on an analysis of historicd
correlation between rainfall and crop (groundnu) yield by assgning weightages to
critica time periods. The historicd weaher data is then mapped onto this index to
arrive & a normal threshad index. The adua wedaher data is superimpaosed onthe
index to arrive & the adua index level. In the event of a deviation in either diredion
(excessor deficient), between the normal index and the adual index, compensation is
paid ou to the insured onthe basis of a pre-agreed formula. For the purpases of the
contrad, measurements are tradked at a reference weaher station. The farmers
purchase the insurance ontrad diredly and in the event of a payout, the bank
recaves the anount involved as an agent of its clients. Similar products have been
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launched in states like UP, Rgashtan, MP, etc for various crops like oranges,
coriander, soyabean and groundnu. The aiticd success fadors of such products
would however be fast processng of claims enabling farmers to recover/ mitigate risk
immediately and the presence of reli able weaher stations in the nea vicinity.

() WAY FORWARD

| finally turn to some of the aea where innowations can be tried. As arealy
mentioned, the outread of the formal system needs upscding. Further, the delivery
of financial services in the rural sedor is charaderised by high cost, paucity of
adequate banking infrastructure and poa communicaion fadlities. Medium to high
illiteracy levels and the ladk of financial awareness compound the operational
chall enges inherent in validating the aistomer. Tedindogy, whil e having transformed
banking for the urban educaed, has not yet impaded the rural customer in the same
way. The branch banking structure which has srved India s urban centers well, has
in its extension to the rural sedor been charaderised by inadequate outread and high
cost. Notwithstanding this there is an al roundrecognition d an urtapped market in
the rural sedor and the need for providing financia servicesin a sustainable way.

If thisisto be dore we would need to innovate and perhaps even think of whether we
can move out of the traditional branch led model for servicing farmers and rura
consumers. If such aninnowetionis envisaged, dff erent channels could be cnsidered
for caering to dfferent customer segments such as farmers, agri-traders, aggregators
and rural nonagricultural customers. Some of the channel innovation which could
be considered are:

(&) Internet kiosk

Internet kiosks have drealy been promoted in some parts of the courtry by Internet
Service Providers, agri-business corporates etc. These kiosks use techndogies sich
as wireless in locd loop and wsat terminals. The suggestion is that banks could
partner these organisations and set up large networks of such kiosk in the rural sedor.
This kiosk would be owned and manned by individual entrepreneurs in partnership
with the kiosk promoters. Such a partnership would provide an element of comfort to
banks in extending finance The kiosk would be structured to deliver a variety of
services including insurance, loans and aher financial services at the doarstep of the
borrowers.

(b) Credit Franchisee

Whil e the Internet Kiosk Channel could be experimented with at the vill age or cluster
level, the aedit franchiseemode can be experimented with at the block level. Under
this arrangement, the aedit franchisee is envisaged to provide asset badked loans
(auto, gold etc.) and aher financia services. The aedit franchisee would be an
entrepreneur, contribute eyuity, have agood unerstanding of the locd market and ke
willi ng to enter into risk sharing arrangement with banks.
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(c) Einancing of Marketing & Producer Cooperatives

The third channel relatesto cooperatives.

In the ealy 70's, a scheme had been designed by the RBI for financing of Primary
Agriculture Credit Societies by Commercial Banks. Thisidea with adlight changeis
still relevant. Commercial Banks could partner with agricultural marketing and
produwces cooperatives to readr ou to farmers where branch networks are not
available. Banks could either finance the aoperative for onward lending to members
or finance the members through the woperative structure. Lending to o through
cooperative wuld forge a good synergy between the locd knowledge of the
cooperatives and the large funds available with the banking system for agricultura
lending.

(d) IT Sedoral resource

The last suggestion relates to an IT sedora resource for locd level financial
ingtitutions. If banks find it difficult to expand their network in the rural areas due to
low density of the popuation a low business patentia, it becomes necessary to
explore other channels. The fad is that the primary transadion at the branch level is
one of cash depasit and withdrawal. This invaves vaidation d the aistomer and
transfer of money to the rightful acourt. With the use of a wide range of devices
now available in the market, using pin o a biometric based techndogy, these
transadions can be aithenticaed at dispersed locaions at a @wst, which could be a
fradion d the st under a branch based arrangement. Under this channel, branches
could be used as hubs to separate these transadion and load value by adding
discretionary products and services.

The introduction d new delivery channels would have to measure upto regulatory
scrutiny and satisfadion.

() ATM

It is well known that the rural sedor continues to depend onthe use of cash for
transadions. Hence, the primary need for a financial institution, while servicing rural
customers is cash dsbursement and cash acceptance In order to med this
requirement, banks might have to work out low cost ATMs with innowetive fedures,
keeping the demand profile of the rura customer in mind. Rural ATMs could have
unique feaures. They could be enabled to accet old ndes and dfer a variety of
services including cash depasits, cash withdrawals, bill payments, third party transfers
etc. The authenticaion d transadions would be undertaken at the badk endand ATM
instructed to complete the transadion at the front end by disbursing cash or displaying
information, as the cae may be.

(f) Smart Card

It is widely accepted that the present loan appraisal and delivery processes of banks
are aumbersome and time @nsuming. This could be aldressed through an innowetive
product design, using the Smart Card techndogy for delivery of financial servicesin a
cost effedive manner. A one time limit could be set for the farmer by the bank and
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loaded onto the Smart Card through a seaured medhanism. This methoddogy would
lower the st of operation and ensure timely delivery of the loans.

(9) Credit Information Bureau

Banks often cite the asence of credit information as the magjor hurdle in scding up
their client base in rural aress. Credit information tradking and sharing through a
Credit Information Bureau enables lenders to provide incentives to those with good
credit history and a strong deterrent to wilful default. It aso fadlit ates the transition
from group lending to individual lending over time. The Ministry of Rural
Development has undertaken an initiative to colleding information ona cesus basis
of all the househadlds in the rura areas. Information generated from these surveys
could be used for supdementing information onthe aedit profile of borrowers. It
seams to me that NABARD shoud seriously examine the ideaof leveraging IT for
setting up a Rural Credit Bureau as asubsidiary of NABARD.

CONCL USION

The innowations that are taking placein the rural hinterland are many. | must say that
eahh o these innowtions offers potential to replicae with a view to read the
unreaded. However, what | have mentioned is merely the tip of the iceberg.
Persondly, | find the pace depth, and universality of these thanges exciting. The fad
is that innowation is occurring everywhere. As competition among banks intensifies
we shoud see abroadening and deepening of the innovation process



