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Financial inclusion serves as a catalyst for
economic growth and poverty alleviation,
especially in low and middle-income countries
such as India. The United Nations' Sustainable
Development Goals (SDGs) consider

financial inclusion an enabler for sustainable
development globally, aiming to enhance

the quality of life for impoverished and
marginalised populations. Without sufficient
access to formal financial services, individuals
and businesses often depend on informal
financial sources, which can expose the poor
to financial instability and hinder economic
progress.

India has been a leader in developing innovative
models for financial inclusion. Initiatives such
as the Pradhan Mantri Jan Dhan Yojana have
been a major turning point in India’s efforts

to achieve financial inclusion. Within a short
period of time, a significant proportion of
bank accounts have opened. However, in rural
and remote areas, where 69 per cent of the
population resides, many people still lack access
to formal financial services. India’s significant
share of the global unbanked population,
standing at 17 per cent, underscores this
challenge. Efforts to improve accessibility have
focused on digital financial inclusion, yet cash
remains indispensable in the Indian economy.
This is evident from the high Currency-In-
Circulation (CIC)-to-GDP ratio of 14.4 per cent
in 2020-21, particularly crucial for informal
workers who constitute over 90 per cent of
total employment. Further, a number of bank
accounts have zero balance, as people tend

to withdraw the cash in one go due to lack of
access to the bank/distance from the bank.
Overall, while banks offer a variety of services,
the use of banking services is limited.

Automated teller machines (ATMs) act as mini
banks and can serve as a digital facilitation point

offering a variety of banking services such as
cash deposits, bill payments, fund transfers, tax
deposits, mobile recharges, customer support,
and grievance reporting, particularly benefiting
unbanked and underbanked populations in
remote areas. The cost of establishing an ATM
is much lower than that of a bank branch. Yet
the number of ATMs in rural and remote areas
are depleting while they tend to concentrate in
urban areas.

Against this backdrop, this study tries to
examine the role of ATMs in driving financial
inclusion in India, with the objective of fostering
inclusive growth and spread of the formal
banking sector. This study provides insights
into the current status of ATM penetration

in India. It identifies unique challenges that
may impact the spread of formal banking
services to rural and remote areas and makes
recommendations for enhancing the economic
viability of the ATMs and their spread. These
recommendations align with the Government
of India's objective of financial inclusion and
the Reserve Bank of India (RBI)'s National
Strategy for Financial Inclusion (NSFI) (2019-
2024), which aims to strengthen India’s financial
infrastructure, particularly in underserved
areas. The study offers actionable suggestions -
both for the government as well as the industry
- for informed and strategic decision-making

to make ATMs a key instrument of financial
inclusion. We hope that this report will help to
generate debates and discussions and facilitate
multi-stakeholders’ consultations on the subject,

with RBI as the nodal agency.
4
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Digital Financial
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The entity or entities that hold(s) deposit accounts for card acceptors
(merchants) and to which the card acceptor transmits the data relating to
the transaction. The acquirer is responsible for the collection of transaction
information and settlement with the acceptors.

Equivalent to cash, ATMs are terminals that allow authorised users, typically by
using a card, to access a range of services such as cash withdrawals, balance
enquiries, transfers of funds and/or acceptance of deposits. ATMs primarily
form a part of cash infrastructure, and their deployment is necessary to ensure
that cash is available when needed.

These are managed service providers, which deploy and operate ATMs for
banks. They manage about 30% of overall ATMs in the country (excluding WLAO
ATMs).

Banking correspondents (BCs) are individuals/entities engaged by a bank in
India (commercial banks, regional rural banks (RRBs) and local area banks
(LABs)) to provide banking services in unbanked/under-banked geographical
territories. A banking correspondent works as an agent of the bank and
substitutes for the brick-and-mortar branch of the bank.

A ‘banking outlet’ has been defined as a fixed-point service delivery unit,
manned by either a bank’s staff or its business correspondent where services
of acceptance of deposits, encashment of cheques/cash withdrawal or lending
of money are provided for a minimum of 4 hours per day for at least five days
a week. It carries uniform signage with the name of the bank and authorisation
from it, contact details of the controlling authorities and complaint escalation
mechanism. The bank should have a regular off-site and on-site monitoring of
the ‘banking outlet’ to ensure proper supervision, ‘uninterrupted service’ and
timely addressing of customer grievances. The working hours/days need to be
displayed prominently.

It is a way of loading cash in ATMs. This eliminates the need to open cash
replenishment and instead uses lockable cassettes that can be swapped out
without any need for cash in transit (CIT) personnel to touch the cash.

Currency in circulation (CiC) includes banknotes and coins. At present, the
Reserve Bank issues banknotes in denominations of INR 2, INR 5, INR 10,

INR 20, INR 50, INR 100, INR 200, INR 500 and INR 2000. Coins in circulation
comprise 50 paise and INR 1, INR 2, INR 5, INR 10 and INR 20 denominations.

Cash recycling machines (CRMs) are dual function advance ATM machines that
accept cash deposits, process the notes and then use that for cash withdrawals.

This refers to the use of digital financial services to advance financial inclusion.
These include payments, transfers, savings, credit, insurance, securities,
financial planning and account statements. They are delivered via technology,
such as e-money (initiated either online or on a mobile phone), payment cards
and regular bank accounts.
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Digital payments are transactions that take place via digital or online modes,
with no physical exchange of money involved.

The Organisation for Economic Co-operation and Development (OECD) defines
the digital divide as the gap between individuals, households, businesses,

and geographic areas at different socio-economic levels in terms of the
opportunities to access information and communication technologies (ICTs) and
to their use of the Internet for a wide variety of activities.

In the Indian context, financial inclusion has been defined by the Committee
on Financial Inclusion under the Chairman, Dr C Rangarajan, (RBI, 2008) as the
process of ensuring access to financial services, timely and adequate credit for
vulnerable groups such as the weaker sections and low-income groups at an
affordable cost.

It means to take deposits from the public and directing those resources to grant
credit to obtain a profit.

According to Federal Financial Institutions Examination Council, an independent
ATM operator is a person or an entity that is in the business of owning, leasing,
managing, or otherwise controlling access to the interior of an ATM, including
its internal cash vault.

Interchange fee is the amount paid by the customer’s bank to another bank that
deployed ATM whenever the customer uses the latter bank's ATM.

In a stored value or similar prepaid electronic money system, the entity which
receives payment in exchange for value distributed in the system and which is
obligated to pay or redeem transactions or balances presented to it.

Micro-ATM is a device used by a banking correspondent BC to connect to his
/her bank, authenticate customers and perform transactions. Although it is
called micro-ATM, it does not have cash storage or dispensation facilities.

The cash balances are reflected online but physical cash is deposited with or
handed out by the BC. The basic interoperable transaction types that a micro-
ATM supports are deposit, withdrawal, funds transfer, balance enquiry and mini
statement.

The number of ATMs inside the branch is referred to as on-site ATM.
Off-site ATMs refer to ATMs that are located outside the bank branch.

Point of Sale (PoS) terminals are devices typically used at a retail location to
capture payment information electronically and, in some cases, on paper
vouchers.

Population groups are defined as follows: ‘rural’ includes centres with a
population of less than 10,000, ‘semi-urban’ includes centres with a population
of 10,000 and above but less than one lakh, ‘urban’ includes centres with
population of one lakh and above but less than ten lakhs, and ‘metropolitan’
includes centres with population of 10 lakhs and above. All population figures
are as per census 2011.

UPI-ATM is a white label ATM that facilitates cardless cash withdrawals.
Customers of participating banks can use it to withdraw cash without an ATM or
debit card, using their UPI accounts.

ATMs set up, owned and operated by non-banks are called WLAs. Non-bank
ATM operators are authorised under the Payment & Settlement Systems Act,
2007, by the RBI.

Source: Reserve Bank of India (RBI) publications; Committee on Financial Inclusion - Chairman: Dr C Rangarajan, RBI, 2008, https://www.bis.
org/cpmi/glossary_030301.pdf (last accessed on September 7, 2023).



EXECUTIVE SUMMARY

Financial inclusion is broadly defined by the
Reserve Bank of India (RBI) as universal access
to a diverse array of financial services, spanning
banking, insurance and equity, all delivered

at a reasonable cost. This concept stands as a
pivotal catalyst for economic growth and poverty
alleviation, particularly in low and middle-
income countries like India. Recognising the
transformative potential of financial inclusion,
the RBI and Government of India (Gol) have
come up with various initiatives such as the
Pradhan Mantri Jan Dhan Yojana (PM)DY), a
bank-led model of financial inclusion and self-
help group (SHG)-bank linkage programmes, to
enhance accessibility to basic financial services
and bridge the gap in banking facilities across
India.

These concerted efforts aimed at enhancing
financial inclusion in India have resulted in a
substantial increase in the percentage of the
adult population with bank accounts, which rose
from 35 per cent in 2011 to 78 per cent in 2021.
Despite this progress, a notable 22 per cent of
the adult population remains unbanked, and 35
per cent of bank accounts are inactive. Rural-
urban disparities compound the issue, despite
69 per cent of India’s population residing in
rural areas only 26 per cent of commercial
banking outlets have been established there
since 2005-06. This discrepancy can be
attributed to the multifaceted challenges faced
by banks in delivering services to remote areas
including high operating and transaction costs,
and inadequate infrastructure.

Despite significant increase in the
number of adult populations having

a bank account in India, it has the
largest unbanked population globally,
accounting for 17 per cent of the total
unbanked population worldwide.

- Global Findex Database 2021

To address these issues, the Government of
India is actively promoting digital financial
inclusion. For example, a substantial incentive
scheme amounting to INR 2,600 crore in

the fiscal year 2022-23 has been introduced

to encourage digital transactions through
platforms like Unified Payments Interface
(UPI) and Rupay debit cards. Despite this, the
significance of cash in the Indian economy
persists, highlighted by the sustained expansion
of currency-in- circulation (CIC). This expansion
reached its peak with a CIC-to-GDP ratio of
14.4 per cent in the fiscal year 2020-21. This is
especially crucial for the substantial segment
of informal workers, constituting over 90 per
cent of total employment in India, who heavily
depend on cash for their transactions.

The year-on-year growth rate of the
number of functioning offices of
commercial banks has declined from
10.42 per cent in 2014 to 2.50 per cent
in 2023, indicating a slowdown in the
expansion of banking services.

- Handbook of Statistics on the Indian
Economy, 2022-23, RBI and the Global
Findex Database, 2021

Hence, there is a critical need to ensure safe
and secure access to cash, even as digital
advancements are being pursued.

This underscores the enduring importance of
automated teller machines (ATMs) to ensure
easy availability and accessibility of cash to
instil trust in the banking infrastructure and
encourage participation in the formal financial
system, especially among the unbanked and
underbanked population in remote areas.
ATMs can act as digital facilitation point by
accommodating a wide range of banking
services including cash deposits, bill payments,
fund transfers, tax deposits and mobile



recharges as well as provide customer support
and facilitate grievance reporting. While

some studies have tried to analyse how ATMs
contribute to expanding financial services, there
are hardly any studies that examine this impact
in the Indian context. This research sheds

light on the current status of ATM penetration
in India. Through stakeholder consultations,
unique challenges within the Indian ATM
industry have been identified. Additionally,

the study puts forth policy recommendations
to enhance the economic viability of the

ATM industry, aligning with the overarching
objectives of the government and the RBI

to advance India’s financial infrastructure,
particularly in underserved areas. The aim

of this research is to fill the existing void in
understanding and contribute actionable
insights for informed and strategic decision-
making.

Objective

The study aims to examine the need
and impact of ATMs in promoting

and facilitating financial inclusion,
present the status of ATMs and other
instruments of financial inclusion in
India and globally, identify the barriers
that may hinder the effective utilisation
of ATM s for financial inclusion purposes,
and make policy recommendations to
enhance the efficiency and effectiveness
of ATM utilisation to foster financial
inclusion.

This study relies on a comprehensive approach,
utilising secondary data analysis, information
and policy analysis, and in-depth consultations
with various key stakeholders. These
stakeholders include banks, ATM owners, White
Label ATM Operators (WLAOs), managed service
operators, and policymakers from entities

such as the Ministry of Finance, Reserve Bank
of India (RBI), NITI Aayog, etc. The study also
incorporates insights from academic experts,
legal experts, and representatives from non-
government organisations (NGOs), as well as
industry bodies like the Federation of Indian
Micro and Small & Medium Enterprises (FISME).

EXECUTIVE SUMMARY

Top Four Issues Adversely Affecting
the Viability of ATMs to cater to
Remote/Underserved Areas.

Despite a noteworthy increase in public ATM
usage in recent years, the ATM industry in India
faces substantial challenges that impede its
expansion and its role in promoting financial
inclusion. Despite a commendable 55.27 per
cent surge in ATM deployment from June

2014 to June 2023, India with only 21.44 ATMs
per 100,000 adults, lags behind several other
developing nations, including Brazil (94.47),

The year-on-year growth rate of ATM
deployments in India has been declining,
falling from 6.1% in 2021-2022 to 2.2% in
2022-2023.

- RBI

China (81.44), and South Africa (43.55), and is
also significantly below the global average of
39.49 ATMs per 100,000 adults. Moreover, the
uneven distribution of ATMs between rural and
urban areas, with only 21.56 per cent of ATMs
situated in rural regions, presents a substantial
challenge to achieving financial inclusion.

The top four challenges impeding the industry’s
growth include the following:

I.  Rising and High Operating Cost of ATMs -
The cost of operating ATMs is rising, not
only due to inflation but also on account
of the cost of meeting regulatory and
compliance requirements. This has led to
business non-viability and has discouraged
the establishment of new ATMs or lead to
discontinuation of services in underserved
areas.

Il. Decline in the Number of ATM Transactions -
The number of ATMs transactions has fallen
from 10 billion in 2018-19 to 7 billion in
2022-23. This decline in transactions is due
to several reasons, including surge in digital
payments driven by facilitation and support
from the government. It has also led to a
simultaneous rise in the operational cost,
implying reduced profitability and rendering
ATM operations less financially viable for
the operators.

XV



[ll. Absence of Regular Process to Review and
Revise Interchange Fee - The absence
of a structured framework and regular
process and timelines for interaction
across different stakeholders and an
inflation-indexed interchange fee structure,
coupled with the delayed implementation
of updated fee structures, has reduced
the viability of the ATM business and has
lowered its growth rates.

IV. Lack of Support for Universal Service
Obligation (USO)/Financial Inclusion -
While countries like the United Kingdom,
Spain, Vietham and the Philippines offer
subsidies to ATMs or financial institutions
in rural and remote regions to promote
financial inclusion, which help in the
expansion of ATMs, in India, there is no
subsidy or incentives or USO funding for
ATM operators to locate in remote and
underserved areas. Further, the government
promotes and subsidises digital payment
operators, leading to a surge in digital
payments. At the same time, it has led to
a lack of level playing field across various
modes of financial inclusion. Besides, more
ATMs are located in places like metro cities,
where smartphone concentration is also

XVI

higher, leading to a rural-urban divide

in financial inclusion. Ideally, if subsidies
and other incentives are given, all modes
of financial inclusion should be treated
equally. In the case of ATMs, there is no
structured process for regular fee revision.
As a result, ATMs are facing losses especially
in remote areas, they are unevenly spread
and tend to be concentrated more in urban
areas. Their presence in rural area, within
certain kilometres, would have benefited
the population and extended banking
services.

Policy Recommendation and
Way Forward

This report found that there is a need to
increase the number of ATMs in India to at least
meet the global average of 39.49 ATMs per
100,000 adults and to ensure these are more
equitably distributed, covering remote areas
and underserved populations. ATMs function
as mini banks and facilitate financial inclusion.
ATMs can complement digitisation efforts,
facilitating the expansion of financial services to
the underbanked population.

ROLE OF ATMs IN FINANCIAL INCLUSION



In order to address the current challenges and
ensure the long-term viability of the business
and improve ATM penetration in underserved
areas, the following policy recommendations
are suggested:

I.  Urgent Need for Revision of Interchange
Fees: There is an urgent need for revision
of interchange fees to meet the high
operating cost and ensure the viability of
ATM businesses. The RBI may look at the
industry proposal of an interchange fee of
INR 23 for financial transactions and INR 8
for non-financial transactions. Additionally,
RBI may consider allowing banks and White
Label ATM Operators (WLAO) to charge
customers a capped convenience fee
ranging from INR O to INR 5 per transaction,
at their discretion.

Il. Implement a Regularised System for Periodic
Review of Interchange Fees: RBI may establish
a systematic mechanism for the periodic
review of interchange fees, which can be
linked to inflation and the rising cost of
doing business.

[ll. Acknowledge ATMs as a Key Instrument of
Financial Inclusion: The RBI recognises ATM
as a key means of financial inclusion but
unlike other countries like the UK, where
ATMs are subsidised under USO funding
if they are located in remote and under
privileged areas, there is no subsidy for
ATMs in India. Given that transactions are
likely to be low in such areas, subsidies
may be considered after review of the need
and cost of operation. Giving subsidies
and/or other support for ATM expansion
in certain areas may help to expand the
reach of banks and financial services to the
underbanked population.

IV. Facilitate Ease of Doing Business: For the
long-term viability of the ATM industry,
banks may incorporate enabling provisions
in contracts to address the potential costs

arising from new regulatory and compliance
requirements.

V. Enable Aadhaar Enabled Payment System
(AEPS) on ATMs: While this issue is under
discussion, there is no consensus across
different stakeholders on the modality.
There is a need for consensus across
stakeholders as implementing an Aadhaar-
enabled Payment System (AEPS) on ATMs
may help to enable seamless online
financial transactions. AEPS functions as
a bank model, facilitating operations at
points of sale (PoS) or micro-ATMs through
business correspondents (BC), utilising
Aadhaar authentication. This system
enables customers to perform various
banking services, including making cash
deposits or withdrawals, without incurring
additional charges.

On its part, the ATM industry should focus

on technological modernisation, and work

in collaboration with other industries and
regulatory bodies to explore ways of making
ATMs a more versatile touch point to facilitate
digitisation and financial inclusion.

To conclude, it is imperative for both the
government and RBI to recognise the role

of ATMs in financial inclusion, the need for
ATMs in India and to address the challenges
confronting the ATM industry. The effective
implementation of the above recommendations
is crucial to ensure the long-term economic
viability of the ATMs and enhance their role

in serving remote and underserved areas

and populations. A number of stakeholders
with RBI as the nodal agency is involved in
policy making for ATMs. Creating a structured
framework and forum for consultation and
collaboration among stakeholders with varied
interest is essential to formulate the right policy
initiatives and incentives aimed at improving
ATM infrastructure and enhancing their role in
financial inclusion.
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Financial inclusion’ is one of the key drivers

of economic growth and poverty alleviation,
especially for low and middle-income countries,
including India.2 The United Nations’ Sustainable
Development Goals (SDG)? highlights financial
inclusion as a key enabler for achieving
sustainable development worldwide by
improving the quality of lives of the poor and
marginalised sections of the society. Without
adequate access to formal financial channels,
individuals or firms may rely on informal sources
of finance, exposing the poor to financial
hardship and hampering economic growth.

Keeping this in view, Reserve Bank of India (RBI)
formulated the National Strategy for Financial
Inclusion (NSFI) for the period 2019-2024. NSFI
is aligned with the Indian concept of financial
inclusion® which is pro-growth and pro-poor.
The RBI and Government of India (Gol) have
come up with various initiatives such as the
Pradhan Mantri Jan Dhan Yojana, the bank-led
model of financial inclusion,> and self-help

1. Note: World Bank defines financial inclusion as “the
process of ensuring access to appropriate financial
products and services needed by all sections of the
society in a fair, transparent, and equitable manner”.

2. Source: Pal, S. and Bandyopadhyay, | (2022).

Source: https://www.un.org/sustainabledevelopment/
sustainable-development-goals/ (last accessed on
September 29, 2023).

4. Note: In the Indian context, financial inclusion has
been defined as “the process of ensuring access
to financial services, timely and adequate credit
for vulnerable groups such as weaker sections
and low-income groups at an affordable cost”.
(Committee on Financial Inclusion - Chairman: Dr
C Rangarajan, RBI, 2008), available at Reserve Bank
of India (RBI, 2008). https://www.rbi.org.in/Scripts/
PublicationReportDetails.aspx?UrlPage=&ID=1154
(last accessed on September 29, 2023).

5. Note: In the bank-led model, banks were mandated to
open branches nationwide, especially in underbanked
pockets, which led to a considerable increase in bank
branches and later in automated teller machines
(ATMs) in the 1990s to early 2000.

group (SHG) bank linkage programmes to
improve accessibility to basic financial services
and to bridge the gap in the coverage of banking
facilities across India. The Pradhan Mantri Jan
Dhan Yojana (PM)DY) was a major turning point
in India’s efforts to achieve financial inclusion,

as within a short period of time, a significant
proportion of bank accounts of previously
excluded population were opened.

The RBI has recognised that automated teller
machines (ATMs) can be one of the tools to
enhance financial inclusion in India, especially
for unbanked and underbanked populations
in the remote and rural areas.® RBI defines
ATMs as terminals that allow authorised users
to access a range of banking services such as
cash withdrawals, balance enquiries, transfers
of funds or acceptance of deposits, typically
by using a card.” There has been a significant
increase in the number of ATMs - from 42,597
in 2008-09 to 210,760 in 2019-20, which is a
compound annual growth rate (CAGR) of 15.65
per cent in comparison to the 5.89 per cent
CAGR observed for bank branches.? This has
helped financial inclusion by enhancing access
to banking services.

Globally, account ownership has increased

from 51 per centin 2011 to 76 per centin

2021. However, this varies across countries;

for example, account ownership is a meagre

6 per cent in South Sudan, while high-income
economies like Canada, Germany, and the
United Kingdom (UK) have near 100 per cent
account ownership.® Despite significant progress
in account ownership, about 1.4 billion adults

Source: RBI (2019a).

Source: RBI (2019a).

Source: M. Sudarshan, NS Tarak (2023).

Source: Demirgu¢-Kunt, A., & Klapper, L. F. (2012).
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globally are still unbanked'® and India has one
of the world’s largest unbanked population, with
230 million adults, accounting for 17 per cent of
the total unbanked population worldwide.™

Merely having an account is not sufficient;
improving accessibility and utilisation of financial
services by the underserved sections of the
society is crucial to foster equitable access to
financial institutions and the services they offer,
especially in emerging economies like India."
Despite a 43 per cent increase in account
ownership in India since 2011, a significant
proportion of the population has limited access
to the financial services.'* Thus, there is a need
to build enabling banking infrastructure to
improve financial access in underserved areas.

10. Note: Unbanked means population not having an
account at a financial institution or through a mobile
money provider.

11. Source: World Bank (2021a).
12. Source: Rafig M. & Adewale A. (2019).
13. Source: World Bank (2021b).
14. Source: Rafig M. & Adewale A. (2019).

INTRODUCTION

Despite global efforts by governments to fast-
track digital financial inclusion, cash continues
to play a significant role in most economies.
Approximately 620 million adults with bank
accounts still utilise cash for settling their utility
bills. This figure represents roughly 14 per

cent globally of account holders who resorted
to cash payments for utility bills in 2021, with
even higher rates observed in specific major
developing economies. For instance, in India,
85 per cent of the account owners paid their
utility bills in cash and only 43 per cent of adults
use digital financial services compared to global
average of 63 per cent.’ As per Global Findex
Database, a significant portion of unbanked
population worldwide receive remuneration

in cash, including government transfers and
income generated from the agricultural sales.'®
Thus, it is foreseeable that cash will continue

to be an important element of the financial
ecosystem, particularly in regions where the

15. Source: World Bank (2021b).
16. Source: World Bank (2021b).



acceptance of digital payments is limited. Thus,
a reliable cash-in and cash-out experience is
key to the success of both digital payments and
financial inclusion efforts.

ATMs primarily form a part of cash
infrastructure; their deployment is necessary
to ensure that cash is available when needed
through a formal banking channel.”” ATMs can
provide convenient and 24/7 access to basic
banking services, including cash withdrawals,
deposits, balance inquiries, interoperable
cash deposits, card to card funds transfer,
etc., even in areas where there are no physical
bank branches.”® ATMs play a pivotal role in
stimulating economic activities due to their
capacity to augment efficiency and the cost-
effectiveness of financial access, especially in
remote and underserved regions. This, in turn,
exerts a substantial influence on an individual's
decisions to open a bank account.

In addition, ATMs play a vital role in promoting
electronic transactions by making it possible
for customers to conduct banking transactions
without having to visit a physical branch.™

The recent launch of the UPI-ATM by Hitachi
Payment Services in India in collaboration

with the National Payments Corporation of
India (NPCI) is a significant development in the
banking sector. It seamlessly integrates the
convenience and security of the unified payment
interface (UPI) into traditional ATMs, allowing
customers to withdraw cash without the need
for a physical card.?®

Although, the use of ATMs by the public has
been growing significantly in recent years, India
lags behind the global average of the number
of ATMs per 100,000 adults. For example, in
2021, globally, the average number of ATMs per
100,000 adults was 39.49; in India, the number
of ATMs per 100,000 adults was 21.44.2' More

17. Source: RBI (2021b).
18. Source: RBI (2008).
19. Source: RBI (2021b).

20. Source: https://economictimes.indiatimes.com/
tech/technology/indias-first-upi-atm-launched-all-
you-need-to-know/articleshow/103475426.cms (last
accessed on September 08, 2023).

21. Source: https://data.worldbank.org/indicator/FB.ATM.
TOTL.P5 (last accessed September 14, 2023).

recently, the number of new ATM deployments
has remained stagnant, primarily due to the
increasing average operating cost of ATMs, for
both financial and non-financial transactions,
which as of July 7, 2020, stands at INR 15 and
INR 5 per transaction respectively. As per RBI
estimates of 2020, this cost is expected to rise
by an additional 15 per cent. Such regulatory
compliance cost increments have not been
offset by adjustments in interchange fees,
which is fixed at INR 17 from INR 15 for financial
transactions and INR 6 from INR 5 for non-
financial transactions, effectively moving the
blended realisation?? from INR 12.50 to INR
14.25.2 Consequently, certain key stakeholders,
including policymakers, certain banks, white
label ATM Operators (WLAOs) and managed
service operators have been demanding a
comprehensive reassessment of these fees

and charges to ensure the viability of ATM
operations. Addressing these issues is expected
to incentivise banking institutions and WLAOs
to expand the number of ATMs, particularly

in semi-urban and rural areas, where digital
adoption remains constrained.

As recommended by Nandan Nilekani
Committee report (2019), ATMs can act as
digital facilitation points by accommodating

a wide range of banking services including
cash deposits, bill payments, funds transfers,
tax deposits and mobile recharges, provide
customer support and facilitate grievance
reporting.?* Therefore, it is important to
understand the role of ATMs in financial
inclusion and help strengthen the ATMs
infrastructure to make sure that more people
from underserved groups can access and use
financial services.

In this context, the objective of this study is to
(a) examine the need and impact of ATMs in
promoting and facilitating financial inclusion,

22. Note: Blended realisation is the average operating
cost of ATMs including both financial and non-
financial transactions.

23. Source: RBI (2021b).
24. Source: RBI (2019b).



(b) present the status of ATMs and other
instruments of financial inclusion in India and
globally, (c) identify the issues that hinder

the effective utilisation of ATMs for financial
inclusion purposes, and (d) recommend policies
and measures to enhance the efficiency and
effectiveness of ATM utilisation to foster
financial inclusion so that a broader segment
of the population gains access to the financial
tools and services they need to improve their
economic well-being.

The study is based on secondary data,
information analysis and stakeholder
consultations. For secondary data analysis, data
sources such as RBI reports, publication and
statistics, the Global Findex Database by World
Bank, the Financial Access Survey (FAS) by the
International Monetary Fund (IMF), the Global
Payments Report and Statista have been used.

For cross-country analysis of banking, and
digital payment infrastructure, we have chosen
countries categorised into three income groups:
high-income, upper middle-income, and lower
middle-income countries. The analysis involves
examining parameters such as the number of
bank branches, bank accounts, ATMs, etc., to
gain insights into India’s financial infrastructure
in comparison to countries within these
income brackets, with specific focus on lower
middle-income nations, as India falls within this
particular income cohort.

To assess the current state of and need for ATM
infrastructure in India, an in-depth analysis has
been conducted on the presence of ATMs across
different states and regions, and how accessible
they are to population groups. The analysis also
covered various financial inclusion indicators
including the number of bank accounts, debit
cards, bank branches, ATMs, debit card usage,
mobile phone ownership, internet penetration
and currency in circulation (CIC). The objective

is to gain comprehensive insights into the state
of ATM infrastructure in India and the factors
influencing its performance and usage. The
report covers all types of ATMs, by ownership of
different types of banks (public, private, foreign),
brown label ATMs, white label ATMs, etc.

The stakeholder consultations focus on the
significance of improving ATM infrastructure
and issues faced by the ATM industry in India,
primarily revolving around high operating

cost and low interchange and usage fees. The
consultations covered 40 stakeholders and
aimed to gather input and insights from experts
from banks, ATM owners, WLAOs, managed
service operators, policymakers, including

the Ministry of Finance, policymakers’ ex-RBI,
National Institute for Transforming India (NITI
Aayog), academic experts, legal experts, NGOs
and industry bodies like Federation of Indian
Micro and Small & Medium Enterprises (FISME).
The consultations were based on an open-ended
questionnaire to allow for a structured flow

of discussions and to seek inputs on different
perspectives. The consultations were conducted
in two steps. First, inputs were taken from a
selected group of stakeholders and then a
preliminary draft report was shared for inputs.
Once they gave the inputs the report was then
finalised for dissemination.

This report is organised as follows. The next
section, Section 2, presents the evolution of
ATMs globally and in India. It also provides a
cross-country comparison of different indicators
of financial inclusion, with a focus on ATMs,

and presents a review of literature on the need,
impact and benefits of ATMs.

Section 3 discusses the status and the need

of ATMs in India. Using secondary data and
information, the section presents an analysis

of trends in various parameters such as the
number of bank accounts, branches and debit
cards, usage of debit cards, digital financial
inclusion and CIC. This section underscores the
importance of ATMs from an Indian perspective.

Section 4 discusses some of the key policies
related to ATMs in India. Section 5 highlights the
issues faced by the ATM industry and Section 6
presents the policy recommendations to help
improve ATM penetration in India and enhance
financial inclusion.



Evolution, Cross-country Trends

and Benefits of ATMs

Section 2.1 presents a brief overview of the
evolution of ATMs globally and in India, including
the business models and interchange fees.
Section 2.2 presents a cross-country comparison
of different indicators of financial inclusion, such
as the number of commercial bank branches,
percentage of people having bank accounts,
percentage of people having credit/debit cards,
number of ATMs per 100,000 population, the
percentage of people having access to the
internet, percentage of people owning a mobile
phone, etc. The aim is to present where India
stands vis-a-vis other countries. Section 2.3
presents a review of global and Indian literature
on the need, impact and benefits of ATMs.

The history of ATM dates back to 1920 when
the Hillcrest State Bank in Dallas [United

States of America (USA)], introduced the drive-
through teller machine, enabling customers to
conveniently withdraw cash without getting out
of their cars.?® In 1946, the Exchange National
Bank in Chicago (USA) set up a drive-up teller
to withdraw cash, check account balances, and
make deposits?® and, in 1960, the City Bank

of New York (USA) installed a bankograph, a
machine to deposit cash and cheques.?” In 1966,
the Scottish inventor, James Goodfellow, in the
United Kingdom (UK), invented the personal

25. Source: https://fmtmagazine9910.wixsite.com/
my-site/post/drive-through-as-a-food-and-beverage-
service (last accessed August 30, 2023).

26. Source: https://www.ncr.com/blogs/banking/
convenience-of-drive-up-atm#:~:text=In%20
1946%2C%20when%20the%20Exchange,funds%20
without%20leaving%20their%20car. (last accessed
August 30, 2023).

27. Source: https://www.mentalfloss.com/article/52714/
brief-history-atm (last accessed September 11, 2023).

identification number (PIN) for the secure cash
transactions through ATMs.28

The year 1967 saw the introduction of modern
ATMs, across many countries. The Barclays Bank
PLC (UK) introduced ATM to dispense cash using
a paper voucher and PIN with a withdrawal

cap, the Uppsala Savings Bank (Sweden)
introduced the “bankomat” (Swedish name for
ATM) in collaboration with Metrior Systems AB,
a manufacturing company to dispense cash?
and in Japan, one-time-use plastic cards were
introduced to enable bank tellers to dispense
yen. All these ATMs were limited to customers
of the bank to withdraw cash, check account
balances and make deposits.*°

In 1971, the Docutel Corporation (USA)
introduced magnetically coded plastic cards
(magnetic stripes) and “Total Teller”, a fully
functioning ATM, that could take deposits,
transfer money, dispense money and other
functions. In 1978, Diebold Nixdorf, the
American multinational financial and technology
company, introduced an IBM-compatible
machine at a bank in Indianapolis (USA).

The 1980s and 1990s saw the widespread
installation of different models of ATMs such as
the IBM 3624 and 473x series, 10xx series, NCR
5xxx series and Diebold TABS 9000.%

28. Source: https://www.atmia.com/connections/
committees/consortium-for-next-gen-
atms/#:~:text=ATMIA%20and%20the%20
Consortium%20for,Gen%20ATM%20Providers%20
and%20Deployers. (last accessed September 11,
2023).

29. Source: https://www.atmia.com/files/50th%20
Anniversary/history-of-swedish-bankomat-
pu78blished.pdf (last accessed August 30, 2023).

30. Source: https://www.atmmarketplace.com/articles/
the-swedish-bankomat-in-the-early-history-of-the-
atm/ (last accessed September 11, 2023).

31. Source: https://www.scribd.com/
document/130189721/Rekha-Jatev-6th# (last
accessed September 10, 2023).



Box 2.1

Next Gen ATMs

Next Gen ATMs are globally interoperable application programming interface (API) app-based
ATMs. Resembling traditional ones in appearance, they use cloud-based technology and
software applications. These ATMs offer a range of advanced features like personalisation,
remote management, enhanced security, fraud prevention, operational efficiency through
artificial intelligence (Al) and reduced environmental impact. Besides, it confers benefits in terms
of a reduction in the cost of ownership of the required infrastructure and the need for expensive

hardware upgrades.

Source: https://cloudexa.com/resource/the-need-to-know-surrounding-next-genatms?id=101y1arRaeAJ8VnNMm2me6T;
https://www.atmia.com/connections/committees/consortium-for-next-gen-atms/ (last accessed September 11,

2023)

The decade of 2000 saw the continued growth
of ATMs and ATMs started offering new features
and services such as bill payment facilities

and touchscreen interfaces. The decade of

2010 saw the increase of cash recycling ATMs,
where customers’ deposit cash and the cash
was instantly sorted and authenticated for
disbursement for other customers by the ATM.

More recently, in 2021, the ATM Industry
Association (ATMIA)*? introduced the first app
based “Next Gen ATM" (see Box 2.1), thus
integrating ATMs into the mobile-digital world,*?
taking out the debate of ATM versus digital
channels by seamlessly integrating the two,
positioning them side by side as complementary
components in the future of banking services
and financial inclusion.

As ATMs evolved, the ownership and business
models of ATMs became more diverse. The
ownership changed from being owned by banks
[Brown Label ATMs (BLAs)]** to being owned and

32. ATMIA was established in 1997 in USA as a global
non-profit trade association to protect the interest of
the ATM industry.

33. Source: https://www.atmia.com/connections/
committees/consortium-for-next-gen-
atms/#:~:text=ATMIA%20and%20the%20
Consortium%20for,Gen%20ATM%20Providers%20
and%20Deployers. (last accessed September 11,
2023).

34. BLAs are owned by banks but manufactured and
operated by NBFCs.

operated by a variety of non-banking entities
[White Label ATMs (WLAs)]*® like non-banking
financial institutions, retailers and third-party
ATM deployers.

In the 1990s, many non-banking financial
institutions (NBFIs) owned and operated

ATMs to expand their reach and offer their
customers convenient access to cash. During
the same time, retailers have also begun to
own and operate ATMs to attract customers to
their stores and boost sales. Retailers typically
partner with ATM operators to provide these
services. For example, in 1990s, 7-Eleven Inc.
(USA) partnered with Nationwide Mutual
Insurance Company to offer ATM access.*” Later,
Independent ATM operators (IAO)*® also began
to enter the ATM market.

Along with various stakeholders and different
business models, the concept of user charges
for ATMs and interchange fees* among the
issuers and acquirers of ATMs, as a means to
reimburse ATM owners the costs of providing
ATM services emerged. The interchange fee

35. WLAs are owned and operated by non-banks.
36. Source: Kauffman RJ. & Theisen MB. (1990).

37. Source: https://corp.7-eleven.com/corp/about (last
accessed September 11, 2023).

38. According to Federal Financial Institutions
Examination Council, an independent ATM operator
is a person or an entity that is in the business of
owning, leasing, managing, or otherwise controlling
access to the interior of an ATM, including its internal
cash vault.

39. Interchange fee is the amount paid by the customer’s
bank to another bank that deployed ATM whenever
the customer uses the latter bank’s ATM.



Box 2.2

How the Interchange Fee for ATMs is Determined in the UK

In the UK, LINK Scheme Holdings Ltd (LINK), UK's ATM network operator, determines the
interchange fee. In November 2017, the Board of LINK proposed a change to the level of existing
multilateral interchange fees (MIFs) charged for ATM transactions completed via LINK free-to-use
(FTU) ATMs (98 per cent of the cash withdrawal at that time was using FTU), and circulated the
proposed change for consultation to LINK scheme members that include issuers, deployers and
independent ATM deployers. The proposal was to decrease the MIFs by 20 per cent through four
phased reductions of 5 per cent. Due to this, LINK in July 2018 and January 2019 reduced the
MIFs by 5 per cent. As a result, between 2018 and 2019, the number of FTU ATMs fell by 13 per
cent especially in more deprived areas. The reduction in MIFs negatively affected the viability of
ATMs. Thus, in April 2019, LINK introduced additional premiums that could significantly increase
payments to ATM operators from 10 pence to GBP 2.75 per cash withdrawal to ensure that
ATMs do not close in the respective area. In 2020, the UK Payment System Regulator and LINK
cancelled the proposed reduction in MIFs to maintain the FTU ATMs in the country (Evans, 2021).
To cover the cost, LINK, under the Financial Inclusion Programme (FIP), provided a subsidy of 10
pence for transactions made at ATMs in low-income areas where transaction volumes were not
high enough to support an FTU ATM under standard MIF rates.

Given the above scenario, the LINK MIF is now (as of September 2023) determined through an
annual cost survey conducted by independent and reputable firms, commissioned by the LINK
board. The methodology used calculates weighted averages across various cost categories,
which include the total expenses associated with facilitating all transactions conducted through
ATMs within the LINK network. The information regarding costs is collected from LINK members
and then examined to ensure it is both reasonable and consistent, not only among members
but also in comparison to previous cost assessments. The resulting average unit cost is then
regarded as a representation of the fundamental expenses incurred to support the entire
volume of transactions across the LINK ATM networks.

Source: https://www.link.co.uk/media/1353/h-documents-uploads-kpmg-impact-assessment-link-interchange-public.pdf ;
https://www.link.co.uk/initiatives/financial-inclusion-monthly-report/ (last accessed September 11, 2023)

varies by countries and the methods of fixing
the fee has also evolved over time (Batiz-Lazo,
2009; World Bank, 2018). The factors that
determine the interoperability of the ATM
network include standardisation, co-operation
across networks, third-party capabilities,
operating rules and procedures, business
models and governance arrangements, and the

Interoperability of ATM networks is

of particular importance to support
financial inclusion and ensure a universal
level of access in countries with a lower
penetration of bank branches and an
uneven distribution of ATMs combined
with a high dependency on cash.

- World Bank 2018 (PP 6)

legal and regulatory framework. The World Bank
study suggested that, as part of its co-ordinated
policy strategy, the regulatory body should carry
out a cost study on the deployment of ATMs and
other related cost issues. The findings of such

a study should be shared with all stakeholders
to get a buy-in. However, the regulator could
also use moral suasion as a tool failing which, it
can apply its statutory power to issue necessary
instructions on rationalising the fee structure for
ATM transactions (for details see World Bank,
2018).

The role of regulators in setting the ATM
transaction fee vary by country. In countries like
Australia, the USA and India, ATM transaction
fees are regulated by regulatory bodies

(for example, the RBI in the case of India).

In countries like the UK and Canada, ATM



|
Box 2.3

UPI-ATMs

Building on the need for ATMs and the success of UPI, UPI-ATMs are interoperable ATMs that
use UPI and PIN to enable cardless cash withdrawals. It allows instant cash transfers between
bank accounts. Users can access cash from multiple accounts using a single UPI app, eliminating
the necessity for multiple cards. According to government sources, using Quick Response (QR)
codes for transactions may make the UPI-ATMs more secure than traditional ATMs. This will
have benefits, such as not needing a debit card for ATM transactions and obviating the need for
multiple credit cards if an individual has accounts in several banks. However, its implications for
consumer and business use needs to be examined in the light of UPI related security concerns.

Source: https://www.npci.org.in/what-we-do/nfs/product-overview/interoperable-cardless-cash-withdrawal (last accessed

September 15, 2023)

transaction fees are determined by the main
ATM network in the country (see Box 2.2 for
how the interchange fees are determined in the
UK) and the regulatory body provides general
policy guidance, and reviews and approves the
changes to ATM transaction fees. In Canada,
the determination of interchange fees is in the
purview of interoperable domestic networks
such as Interac and The Exchange. This fee is
subject to regulatory oversight through policy
guidelines established by regulatory bodies,
including the Payments Act and Retail Payments
Regulations. In Mexico, ATM operators are free
to charge ATM user fees, following the guidelines
of the Bank of Mexico. The charges vary
according to the ATM's location. In Demark, the
ATMs are mainly owned by banks and they are
free to set the interchange fee (for other country
examples, see World Bank, 2018, and the case
of India is discussed below).*° Thus, there are
several models of fixing the interchange fee.

2.1.2 Evolution of ATMs in India

The first ATM in India was installed in Mumbai
in 1987 by Hong Kong and Shanghai Banking
Corporation (HSBC) with service limited only
to its customers.*' The 1990s saw the gradual
expansion of bank-owned ATMs in India. In
1997, the Indian Banks' Association (IBA) set up
“Swadhan”, the first network of shared ATMs

in India, allowing cardholders of any of the

40. Source: World Bank (2020).

41. Source: https://www.about.hsbc.co.in/hsbc-
inindia#:~:text=HSBC%20in%20India%20has%20
been,its%20first%20ATM%20in%201987 (last
accessed September 11, 2023).

member banks to withdraw cash from ATM of
other banks in the network.*?

Until 2005, the ATMs were installed and
managed only by banks and they had complete
control over ATM operations. After 2005,

ATMs were installed by banks but started to

be managed by managed service providers
(MSPs), third-party companies that were paid
fixed/variable fees. From 2008, the installation

42. Source: https://economictimes.indiatimes.com/
time-for-share cropping/articleshow/1246013.
cms?from=mdr (last accessed September 11, 2023).
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and management of ATMs was done by the
BLA* operators with banks providing location
guidelines for ATM installations. Since 2013,
ATMs were also installed and managed by the
WLAOs,* leading to the penetration of ATMs
in semi-urban, rural and unbanked regions,
driving financial inclusion and providing access
to banking to the under-banked population.
Currently banks, BLAOs & WLAOs run ATMs
across India in collaboration with banks or

as independent operators as per the model
adopted.

With global development in technology and
different ownerships models, ATMs in India
have also evolved over time. Apart from
withdrawing cash and checking balances, ATMs
in India offer multiple services such as PIN
changes, cheque book requests and regular
utility, credit card bill payments, etc. A recent
technological advancement in ATMs in India
was the introduction of UPI-ATMs (see Box 2.3).
In September 2023, the NPCI, in collaboration
with Hitachi Payment Services Private Limited,
launched WLAs and integrated the UPI
technology into ATMs, allowing cardless cash
withdrawals.

The RBI plays an active role in regulating
different aspects of ATMs such as customer
protection, ATM deployment, transaction fees
and security measures. RBI sets up a committee
from time to time to review and refine the
transaction fees. For example, in 2019, RBI
constituted a committee to “Review the ATM
Interchange Fee Structure”. The committee took
inputs from various stakeholders such as banks
(public sector, Indian private sector, foreign),
WLAOs and BLAOs. The committee found that
the use of ATMs in India has gone up over the
years but access to ATMs in India lags behind
large economies like the USA, the UK, China, etc.,
and more ATMs are needed in the country to
ensure financial inclusion.

To increase the number of ATMs (especially

43. BLA are those ATMs where the service provider owns
the hardware and the lease of the ATM machine, but
the sponsor bank provides cash management and
connectivity to banking networks.

44. According to the Reserve Bank of India, an ATM set up
owned and operated by non-banks are WLAs.

WLAOs) and to counter increasing ATM
operating costs, the committee recommended
an increase in the interchange fees by INR 2 -
from INR 15 to INR 17 for financial transactions
and INR 5 to INR 7 for non-financial transactions
in centres with a population of one million

or more. In centres with a population of less
than 1 million, it recommended an increase of
INR 3 in the interchange fee, i.e., from INR 15
to INR 18 for financial transactions and from
INR 5 to INR 8 for non-financial transactions
[for further details see RBI (2019)]. Based on
the recommendations of the committee, in
June 2021, the RBI approved an increase in

the interchange fee from INR 15 to INR 17 for
financial transactions and from INR 5 to INR

6 for non-financial transactions regardless

of population. Before 2019, in 2012, RBI had
updated the interchange fee from INR 11 to INR
15 for financial transactions and INR 3 to INR

5 for non-financial transactions (for details see
Section 4.1).4

To understand the role of ATMs in financial
transactions and how India compares in terms
of other countries on different indicators of
financial inclusion, this section presents a cross-
country comparison of indicators of financial
inclusion (such as the number of bank branches
per 100,000 adults, percentage of people having
bank accounts, percentage of people having
credit/debit card, number of ATMs per 100,000
population, and digital financial inclusion
indicators such as percentage of people owning
a mobile phone and the percentage of people
having access to the internet).

The dataset used for the cross-country analysis
for the year 2021 are the World Bank's Findex
dataset (2021) and the International Monetary
Fund'’s (IMF's) Financial Access Survey [FAS,
(2021)]. Both datasets have classified countries
into groups based on income, i.e., high-income,
upper middle-income, lower middle-income and

45. Source: https://www.livemint.com/industry/banking/
rbi-allows-increase-in-atm-interchange-fee-to-rs17-
per-transaction-11623332183073.html (last accessed
September 15, 2023).



Figure 2.1
Number of Commercial Bank Branches per 100,000 Adults: Select Countries
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Source: Compiled by authors using https://data.worldbank.org/indicator/FB.CBK.BRCH.P5 (last accessed September 14, 2023).

Note: Longitudinal data for certain countries are missing. For example, data for 2021 is missing for Russia, data for the UK
after 2013 is not available. Hence, for this graph, countries having longitudinal data are selected.

low-income countries. For the analysis, three
income groups, i.e., high-income, upper middle-
income and lower middle-income countries
have been selected. India is in the lower middle-
income group. Table 2.1 provides examples of
countries categorised by their income group
based on both datasets.

Table 2.1

Examples of Countries by Income Group
for Financial Inclusion Analysis

Australia Brazil India Ethiopia

Canada China Nepal Mozambique

UK Malaysia Philippines Sudan

USA South Africa  Sri Lanka

Source: Compiled by the authors from FAS (2021) and World
Bank (2021a).

Note: Indonesia is considered an upper middle-income
country in FAS (2021) and lower middle-income country
in World Bank's Findex Dataset of 2021 and has been
used in the analysis under the respective category.

2.2.1 The Number of Commercial Bank
Branches (per 100,000 adults)

According to the Global Findex Database (2021),
the number of commercial bank branches per
100,000 adults in India has increased from
10.46in 2011 to 14.58 in 2021. India is doing
well in terms of the number of commercial bank

branches per 100,000 adults as compared to
countries like Indonesia (15.8), Sri Lanka (17.35),
China (8.7) and South Africa (7.97). The number
of commercial bank branches per 100,000 adults
in India in 2021 was higher than the average

of upper middle-income and lower middle-
income countries (see Table 2.2). However, India
lags behind when compared to high-income
countries like Australia (24.06) and the USA
(28.26) (refer to Figure 2.1).

Table 2.2

Income Group and Average Number of Commercial
Banks (per 100,000 Adults)

High-income 17.43
12.83
Lower middle-income 7.7

India 14.58

Source: https://data.worldbank.org/indicator/FB.CBK.BRCH.P5
(last accessed on September 18, 2023).

Upper middle-income

2.2.2 Bank Account Ownership

Over the course of a decade, from 2011 to
2021, global bank account ownership increased
by 50 per cent, from 51 per cent of adults to

76 per cent of adults. In India, there has been

a significant increase in the percentage of
adult population having bank accounts with
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Figure 2.2
Percentage of Adult Population (%, Age 15+) with Bank Accounts: Select Countries
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Source: Compiled by authors using https://www.worldbank.org/en/publication/globalfindex/Report

(last accessed September 18, 2023).

various initiatives such as Pradhan Mantri Jan
Dhan Yojana, self-help group-bank linkage
programme, etc. The percentage of adult
population having bank accounts has increased
from 35 per cent in 2011 to 78 per cent in 2021
(see Figure 2.2).

Table 2.3

Income Group and Percentage of
Bank Account Ownership

High-income 96
Upper middle-income 84
Lower middle-income 62
India 77

Source: https://www.worldbank.org/en/publication/
globalfindex/Report (last accessed on September 18,

2023).

Compared to the lower middle-income countries
like Indonesia (52 per cent) and the Philippines
(30 per cent) in 2021, India is doing well in this
index. India, however, lags behind countries

11

like China (89 per cent), the Russian Federation
(90 per cent), South Africa (85 per cent), the UK
(100 per cent) and the USA (95 per cent). The
proportion of bank account ownership in India
is higher than the average for lower middle-
income countries (Table 2.3).

2.2.3 Ownership of Debit/Credit Cards

In 2011, the percentage of population above
the age of 15 owning debit/credit cards in India
was 17 per cent; this increased to 28 per centin
2021 (as shown in the Figure 2.3). However, the
number of credit and debit cards in circulation
have increased because of possibilities of
multiple cards per person, government
guidelines regarding card usage, etc. (see RBI,
2022).% There is a gap of 49 per cent in the
percentage of people owning a bank account
(77 per cent) and the percentage of credit/debit
cards ownership (28 per cent).

46. Source: RBI (2015).
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Figure 2.3
Percentage of Population with Debit/Credit Card (% of people age 15+): Select Countries
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Source: Compiled by authors using https://www.worldbank.org/en/publication/globalfindex/Report (last accessed on

October 26, 2023).

Figure 2.4
Number of ATMs in the World per 100,000 Adults
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Source: Compiled by authors using https://data.worldbank.org/indicator/FB.ATM.TOTL.P5 (last accessed September 14, 2023).

For ATM transactions, debit/credit cards are Table 2.4
needed. India’s credit/debit card ownership is
similar to the average for lower middle-income

countries (see Table 2.4) but this is among the

Income Group and Percentage of
Credit/Debit Card Ownership

lowest in ownership among select comparable

countries (see Figure 2.3). As India is trying to be H'gh'mcéme - o1
among the top countries in terms of GDP, it will DDET 7 2GS 0
also need to improve this indicator of financial Lower middle-income 28
inclusion. India 28

Source: World Bank (2021b).
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Figure 2.5
Number of ATMs per 100,000 Adults: Select Countries and India
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Source: Compiled by authors using https://data.worldbank.org/indicator/FB.ATM.TOTL.P5 (last accessed October 29, 2023).

2.2.4Number of ATMs per 100,000
Population

The number of ATMs per 100,000 adults is one
of the key indicators to monitor SDG 8.10, i.e.,
strengthening the capacity of domestic financial
institutions to encourage and expand access

to banking, insurance and financial services for
all (FAS 2021).#” The global average of ATMs per
100,000 adults has been increasing over the
years (Figure 2.4). In 2021, globally, the average
number of ATMs per 100,000 adults was 39.49;
in India, the number of ATMs per 100,000
adults was 21.44, which is lower than the global
average.

As seen in Figure 2.5, a number of countries
across all income groups like Bhutan (45.21),
Indonesia 51.66), Brazil (94.47), China (81.44),
South Africa (43.55), Australia (123.59), Canada
(212.44) and the UK (96.28), have a higher
density of ATMs as compared to India.

47. Source: https://unstats.un.org/sdgs/
metadata/?Text=&Goal=8 (last accessed
August 11, 2023).
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2.2.5 Digital Financial Inclusion:
Select Indicators

Despite various measures by the Indian
Government to fast-track the process of digital
financial inclusion, the country still lags behind
when compared to a number of developed
countries and emerging markets like Australia,
China, Brazil, the USA and the UK. Only 43

per cent of Indian adults use digital financial
services, compared to the global average of 63
per cent (World Bank, 2021).%8 In this section,
we present a cross-country comparison of two
indicators of digital financial inclusion, namely,
percentage of people owning a mobile phone
and the percentage of people having access to
the internet.

2.2.5.1 Percentage of People Who Owns a
Mobile Phone

In India, the proportion of people owning a
mobile phone in 2021 was 66 per cent; the

48. Source: World Bank (2021a).
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Figure 2.6
Owns a Mobile Phone (%, age 15+): Select Countries
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Source: Compiled by authors using World Bank (2021b) https://www.worldbank.org/en/publication/globalfindex/Report (last

accessed on September 14, 2023).

number is lower for smartphone ownership.
For example, the Ministry of Information

and Broadcasting (2022) found that in India,
there are only 600 million people that use
smartphones.® In India, the percentage of
people owning mobile phones is lower than
the average for lower middle-income countries
(see Table 2.5) and among select comparable
countries (see Figure 2.6).

49. Source: https://www.livemint.com/technology/
gadgets/india-has-over-1-2-bn-mobile-phone-users-
i-b-ministry-11668610623295.html (last accessed
September 14, 2023).

Table 2.5

Income Group and Percentage of People
Owning a Mobile Phone

High-income 95
Upper middle-income 97
Lower middle-income 73
India 66

Source: Compiled by authors using World Bank (2021b).

2.2.5.2 Percentage of People Having Access
to the Internet

In India, despite rapid digitalisation, the
percentage of people having access to the
internet in 2021 was 28 per cent. Around 70 per
cent of women in the country lack access to the
internet due to factors like patriarchal socio-
cultural norms or accessibility issues.* In India,
the internet access rate falls below the average
for lower middle-income countries (see Table
2.6) and among select comparable countries
(see Figure 2.7).

50. Source: Mukherjee A,, Dutta S., Mukherjee E. &
Pal S. (2022).
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Figure 2.7
Access to the Internet (% people age above 15): Select Countries
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Source: Compiled by authors using World Bank (2021b) https://www.worldbank.org/en/publication/globalfindex/Report (last accessed
on September 14, 2023).

Table 2.6 Table 2.8
Income Group and Percentage of People Country-wise Currency in Circulation
Having Access to the Internet as Percentage of GDP (2017)

High-income __

Upper middle-income 81 AR
Lower middle-income 38 HUSTE]E D
India 28 Brazil 3.8
Source: Compiled by authors using World Bank (2021b). Canada 4.3
China 9.5
Table 2.7 France NA
Region-wise Percentage of Cash Transactions German NA
at Point of Sale for 2022 y
India* 11.2
Ital NA
Africa and the Middle East 43 Y
apan 20.4
Latin America 31 Jap
Korea 6.2
Europe 22
Mexico 6.7
Asia Pacific 15
Russia 10.4
North America 12 x .
Saudi Arabi 7.9
Source: The Global Payment Report, FIS (2023). audiArabia
South Africa 3.4
) ) . Turkey 4.3
2.2.6 Currency in Circulation (CIC) United Kingdom A
Despite the growing popularity of digital United States of America 8.2
payments, cash remains an essential part of Source: RBI (2019¢).
transactions in most economies. In 2022, cash Note: NA: not available. India’s latest data for the CIC-GDP
accounted for over $7.6 trillion in consumer ;atio for the year 2020-21 stands at 14.4°/i:j. However,
; Srthaa or cross-country comparison, post-2017 data was not
spending and 16 per f:ent of all point of sal_e Dbl
payments. As shown in Table 2.7, cash is still the
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most widely used payment method in Africa,
the Middle East, and Latin America.>’ Currency
in circulation as a share of GDP has increased
from 8.1 per centin 2011 to 9.6 per cent across
all continents in 2018. South America has the
highest cash dependency relative to GDP, at 16
per cent.>? As illustrated in Table 2.8, CIC has
also increased in Committee on Payments and
Market Infrastructures (CPMI) countries.>>*
(see Table A1 in Annexure A for more details

on different payment indicators). While the
data is a bit outdated (dated 2018), studies
show that cash remains a critical component

of global payments and store value even after
the pandemic.>® People across continents trust
cash and hold significant value for cash as it

is free, confidential, readily available and is a
reliable form of payment. Further, studies show
that ATMs serve as the primary means through
which people across different socio-economic
strata can access cash and other vital services,>®
such as cash deposits, bill payments, etc.>” Thus,
there is a need to improve ATM infrastructure,
integrate ATM-mobile capabilities, and adopt
contactless technologies to strengthen efforts to
enhance financial inclusion. Although India has
introduced business correspondents (BCs), the
ability of BCs to replace ATMs is limited as cash
supply with BCs is limited.

A number of studies [for example (Neely,1997),
(Ezekiel et. al, 2021), (Barajas et. al, 2017), (Ratna
et. al, 2015)] have found that ATMs are needed
to offer better banking services and enhance
access to such services. They play a key role

51. Source: The Global Payments Report, FIS (2023).
52. Source: The Global Payment Report, FIS (2023).

53. Note: Australia, Belgium, Brazil, Canada, China, Euro
area, France, Germany, Hong Kong SAR, India, Italy,
Japan, Korea, Mexico, Netherlands, Russia, Saudi
Arabia, Singapore, South Africa, Sweden, Switzerland,
Turkey, United Kingdom and the United States.

54. Source: Dias A. (2018).
55. Source: Dias A. (2018).
56. Source: Okafor EE. & Ezeani FN. (2012).

57. Source: Bech M., Faruqui U., Ougaard F. &
Picillo C. (2018).

in transforming the way individuals' access
and manage their funds, promoting financial
inclusion, increasing customer satisfaction
and contribution to bank profitability [see for
example (Goode & Moutinho,1995), (Mahmud
et.al, 2015), (Odusina, 2014), Sudalaimuthu, S.
(2023)]. Some of these are discussed below.

ATMs helps in financial inclusion, especially for
underserved categories like women, but there
are no gender differences in the perception

of benefits of ATMs. For example, a study
conducted by Mahmud et.al (2015) with 192
participants in Dhaka City (Bangladesh) revealed
that the major groups benefiting from ATMs
were women and students. A study by Goode

& Moutinho (1995), in a survey of 451 people

in the UK using a pilot questionnaire, found
that there is no gender difference in the overall
satisfaction with ATM usage. Idialis et. al (2021)
found that more than half the ATM users in
Madura village (Indonesia) considered it easy to
use and financially efficient. For MSMEs, ATMs
acted as a convenient method to access cash,
especially in rural or underserved areas, where
bank branches were scarce (for example see
Deb 2019). A study by Tripathi & Rajeev (2023)
highlighted that the increased number of ATMs
and the provision of digital financial services
through these ATMs yield a more positive effect
on women'’s financial inclusion in comparison
to the presence of conventional bank branches.
A study by Babajide et. al ( 2020) underscored
the significance of point of access like ATMs for
the fintech ecosystem. These access points play
a vital role in facilitating convenient access to
financial services and cost-effective loans for
MSMEs.

With ATMs providing service round the clock,
individuals can effortlessly carry out financial
transactions at their preferred time, avoiding
the constraints of traditional banking hours.
A study by Danlami & Mayowa (2014), based
on a structured questionnaire survey of 180
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customers of selected commercial banks in
llorin (Nigeria), found that the bank’s customers
were satisfied with ATMs as they could withdraw
cash any time. Odusina (2014), who surveyed
200 customers of a selected bank in Nigeria,
found a positive relationship between ATM
usage and customer satisfaction. Through a
survey encompassing 500 customers of specific
banks in Pakistan, Khan (2010) in his study found
that as the quality of ATM services improves,
there is a corresponding increase in consumer
satisfaction. Kumar & Buttt (2018) using primary
data collected from 110 bank users in Gujarat
(India) found that ATMs are the most popular
and mostly utilised e-banking service in India.
Rao et. al (2013), in a study based on primary
data collected from 120 bank users in Andhra
Pradesh (India), found a positive relationship
between ATM usage and consumer satisfaction.

ATMs allows the provision of wider access to
formal financial services, especially to firms

and households by providing services like cash
withdrawal, cash deposits, account opening and
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cash transfers between bank accounts (Hawkins,
2011). ATMs help banks in reducing operating
costs through technology and, at the same time,
expand formal banking services to people. The
average cost of purchasing and installing an ATM
is much lower than building a full-service branch
(Neely,1997). Rose (1996) in his study revealed
that building a bank branch was way costlier
than installing ATMs in the USA.

The ATM industry creates business opportunities
for ATM deployers to develop ATM markets and
job opportunities for manufacturers, suppliers,
deployers and cash-in-transit operators. The
presence of ATMs in close proximity to retailers
has the potential to increase their annual

sales by as much as 25 per cent, primarily

by increasing the spending capability of
customers (ATMIA, 2010). For example, ATMs
are strategically positioned in commercial areas
such as shopping malls, which experience
significant footfall. This encourages customers
to make additional purchases, whether it be on
food, drinks, entertainment, or merchandise. °#

58. Source: https://www.livemint.com/Money/
VrAho23Ko0yiVRDEYDzNaP/The-science-behind-
banks-ATM-location-strategy.html (last accessed on
October 18, 2023).



NEED AND TRENDS IN ATMs

India Overview

The Reserve Bank of India Committee on
Medium Term Path to Financial Inclusion has
defined financial inclusion as “convenient access
to a basket of basic formal financial products and
services that should include savings, remittance,
credit, government-supported insurance and
pension products to small and marginal farmers
and low-income households at reasonable cost with
adequate protection progressively supplemented by
social cash transfers, besides increasing the access
of small and marginal enterprises to formal finance
with a greater reliance on technology to cut costs
and improve service delivery”.>® According to the
Reserve Bank of India, financial inclusion can

be measured based on three key parameters

- usability, accessibility and quality.®® Usage
indicators measure the extent to which people
use financial services, such as the number

of people with formal bank accounts, adults

with credit at formal institutions, cashless and
mobile-based transactions, etc. Access indicators
measure the availability of financial services. It
includes details about the number of banking
outlets, ATMs and point-of-sale terminals
available in a particular area. Broad indicators to
measure the quality of financial services include
financial literacy and capabilities, and grievance
redressal.®’

This chapter analyses the trends in accessibility,
usability and distribution of banking
infrastructure such as the number of accounts
and bank branches, ATMs, debit cards etc.
Section 3.1 presents a trend analysis of the
percentage of total adult population having a
bank account, debit cards and the number of
accounts opened under the Pradhan Mantri

Jan Dhan Yojana. Section 3.2 compares debit

59. Source: RBI (2020b).
60. Source: RBI(2021d).
61. Source: RBI (2021d).

card ownership and its usage by India’s adult
population. Section 3.3 presents the year-on-
year growth rate in the number of functioning
commercial banks in India. It also analyses the
region and population group-wise distribution of
commercial bank branches. Section 3.4 presents
an analysis of the status of ATMs deployment in
the country. Section 3.5 presents an analysis of
digital financial inclusion, especially in remote
areas, and how the penetration of ATMs can
help in achieving the goal of financial inclusion in
the digital era. Section 3.6 analyses the absolute
value of currency in circulation as a percentage
of GDP to highlight the importance of cash and,
in turn, of ATMs.

3.1 Total Number of Bank Accounts
and Debit Cards

Bank accounts and debit cards are considered
important to access the ATMs. The proportion
of people in India with a bank account has
increased significantly from 35.3 per cent in
2011-14 to 77.53 per cent in 2021, as shown in
Figure 3.1. This is largely due to the launch of
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the Pradhan Mantri Jan Dhan Yojana scheme,
which enabled people who were previously
excluded from the formal banking system to
open a basic savings account in any bank branch
or business correspondent (bank mitra) outlet.®?
The number of basic savings accounts opened
under the PMJDY scheme increased by 282 per
cent between 2015 and 2023, from about 125
million (125,473,289) in 2015 to 479 million
(479,204,383) in 2023.%3 However, the number
of accounts opened has stagnated since 2018.
The percentage of adults with a debit card also
increased from 8 per cent in 2011-14 to 27 per
cent in 2021; however, there is still a significant
gap between the number of people with a bank
account and the number of people with a debit
card. This gap was 27 per cent in 2011 and
increased to 51 per cent in 2021.%* This implies
that many people who have opened a bank
account are not using it to its full potential.

62. Note: A business correspondent outlet is an extended
arm of bank branches that provides banking services
in underserved areas.

63. Source: https://www.pmjdy.gov.in/account (last
accessed on September 12, 2023).

64. Source: World Bank (2021b).
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Overall, in India, 23 per cent of the total adult
population do not have a bank account.%
Additionally, 35 per cent of all opened bank
accounts remain inactive. The inactivity of these
accounts in India is attributed to reasons such
as the distance of the bank from the account
holder, lack of trust in financial institutions, and
lack of financial literacy.®® Hence, ATMs, and
specifically improved penetration of off-site
ATMs®” can help in enhancing financial inclusion
in remote areas, where access to bank is an
issue.°®

Table 3.1 below compares the percentage of the
adult population in India that owns and uses
debit cards for the period 2011 to 2021. The
percentage of the population with debit cards
has increased by 19 per cent since 2011, while
the use of debit cards has increased marginally

65. Source: World Bank (2021b).
66. Source: World Bank (2021a).

67. Note: Off-site ATM refers to an ATM that is located
outside the bank branch (available at https://
www.researchgate.net/publication/366875463_
Financial_Inclusion_-An_Ilmpetus_to_the_
Digitalization_of_Payment_Services_UPI_in_India/
link/63b64648a03100368a53ccd7/download) (last
accessed on September 13, 2023).

68. Source: Garg, S., & Agarwal, P. (2014).



by 1 per cent since 2014. One of the key reasons
for this could be the surge in the volume of retail
electronic payments since 2015-16, which was
driven by adoption of mobile payments and the
rapid growth of the Unified Payments Interface
(UPI).%° This shift in customer preference is

likely to continue in the coming years, as UPI

is supported by the government and is gaining
popularity. However, there is still a significant
reliance on cash in India. This is reflected in the
continuous increase in currency in circulation”
since 2017-18; CIC increased from INR 18.29
trillion in 2017-18 to INR 33.48 trillion in
2022-23."" Acknowledging this, the RBI has
introduced a new system called UPI-ATM,

which allows users to withdraw cash from

ATMs without using a debit card. This system

is expected to improve banking experience by
simplifying cash withdrawals and enhancing
security by reducing the risk of card skimming.

Table 3.1

Percentage of Debit Cards Owned and Used
by the Adult Population in India

2011 8% NA
2014 22% 11%
2017 33% 12%
2021 27% 12%

Source: Compiled by authors using World Bank (2021b) https://
www.worldbank.org/en/publication/globalfindex/Data
(last accessed on September 01, 2023).

3.3 Branches of Commercial Banks

Commercial banks in India play a major role in
the financial system and are crucial for economic
development, as most credit-related schemes of
the government to uplift the poorer and under-
privileged sections have been implemented

69. Source: RBI (2019a).

70. Note: Currency in circulation in a country is a part
of the total money supply chain, and it represents
the physical cash that people might have in hand or
stored in banks or other financial institutions.

71. Source: https://www.statista.com/statistics/1028099/
india-currency-in-circulation-value/ (last accessed on
September 13, 2023).
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through the banking sector.”? Commercial banks
typically offer savings accounts and current
accounts, which allow customers to deposit their
money and earn a small return. This process

of mobilising savings for capital creation is
essential for economic development.” Although
the absolute number of commercial bank
branches in India has increased from 95,246

in 2011 to 162,908 in 2023 (see Table A2 in
Annexure A), the year-on-year growth rate of
the number of functioning offices of commercial
banks has declined from 10.42 per cent in 2014
to 2.50 per cent in 2023 (see Figure 3.2). This
implies that the rate of increase in the number
of commercial banks has been decreasing over
the years.

“With the increasing number of people
accessing bank accounts, especially due
to financial inclusion initiatives such as
the Pradhan Mantri Jan Dhan Yojana and
direct benefit transfer (DBT) schemes,
there is an urgent need for more ATMs in
remote areas”

(RBI, 2020)

Table 3.2

Region-wise Number of Functioning Offices of
Commercial Banks as of June, 2023

Northern Region 28983 18
North Eastern 5054

Region

Eastern Region 27383 17
Central Region 32117 20
Western Region 24540 15
Southern Region 45580 28
All - India 163657 100

Source: Compiled by authors using https://cimsdbie.rbi.org.in/
DBIE/#/dbie/home?site=publications (last accessed on
September 14, 2023).

Table 3.2 shows the regional distribution of
commercial bank branches as of June 2023.
It shows that the north-eastern region has

72. Source: Al-Hamaidi, E. A., Tabash, M. I, Farhan,
N. H. & Almagtari, F. A. (2008).

73. Source: R. Easwaraiah, Prof. P. R. Shivasankar (2022).
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(last accessed on September 14, 2023).

the least number of branches with only 3 per
cent of the total number of bank branches.
Figure 3.3 shows that there is a significant gap
between the number of functioning commercial
bank branches in rural and urban areas, with
only 33 per cent of branches functioning in rural
areas. Additionally, Figure 3.4 illustrates that
only 26 per cent of the total number of banking
outlets opened by commercial banks since
2005-06 are located in rural areas, despite 69
per cent of India’s population residing in rural
areas (Census of India, 2011). This implies that
people in rural areas have less access to banking
services than in urban areas and there is a

need for further efforts to increase the number
of banking outlets in rural areas. However,
commercial banks in India face a number of
challenges in providing banking services in
remote areas, including lack of infrastructure,
employee resistance/high employee turnover,
large number of accounts with low balances
and high operating and transaction costs in
comparison to ATMs.” For instance, the average
cost of an in-bank transaction ranges from INR

74. Source: Kant, K. (2021).
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30 to INR 60 at government-owned banks,”
whereas the cost in case of an ATM is
approximately INR 17 (refer to Section 5.1). To
address these challenges, banks should consider
offering value-added services (VAS) through
ATMs.”77 ATMs have become an extension of
bank branches and transaction costs at ATMs
are lower than at bank branches. ATMs allow
customers to access their funds anywhere and
anytime, which can increase confidence in using
bank accounts and reduce the need to hold
cash.”®

75. Source: https://www.unionbankofindia.co.in/pdf/
service-charges-on-inland-services-other-than-
advances-01apr2023.pdf (last accessed on March 26,
2024).

76. Source: https://www.cms.com/atms-the-
future-of-assisted-inclusive-and-personalised-
banking#:~:text=ATMs%20can%20improve%20
the%?20efficiency,value%2Dadded%20and%20
personalised%20services. (last accessed on October
15, 2023).

77. Source: Janani, P. (2020).
78. Source: RBI (2020a).



Figure 3.3

Population Group-wise” Number of Functioning Offices
of Commercial Banks as of June 30, 2023
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Source: Compiled by authors using https://cimsdbie.rbi.org.in/
DBIE/#/dbie/home?site=publications (last accessed on
September 14, 2023).

Figure 3.4

Population Group-wise Number of Offices Opened by
Commercial Banks since 2005-06
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26%
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Source: Compiled by authors from https://cimsdbie.rbi.org.in/
DBIE/#/dbie/home?site=publications (last accessed on
September 01, 2023).

79. Note: Population groups are defined as follows:
‘Rural’ includes centres with population of less than
10,000, ‘semi-urban’ includes centres with population
of 10,000 and above but less than of one lakh, ‘urban’
includes centres with population of one lakh and
above but less than of ten lakhs, and ‘metropolitan’
includes centres with population of 10 lakhs and
above. All population figures are as per census
2011. (Avialable at: https://www.rbi.org.in/Scripts/
PublicationsView.aspx?id=21591, (last accessed on
September 14, 2023)).
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3.4 Spread of ATMs

Previous sections have highlighted the
penetration of banks and the need for ATMs to
enhance financial inclusion in India. This section
analyses the status of ATM penetration in India.

Figure 3.5 shows that the number of ATMs per
lakh adults has increased from 2.29 in 2005

to approximately 22 ATMs in 2021. Figure 3.6
shows that public sector banks (PSBs) own 53
per cent of all ATMs in India, followed by private
sector banks and WLAOs, which own 30 per
cent and 14 per cent respectively. Public sector
banks have evenly distributed their ATMs, with
approximately 50 per cent in rural areas and 50
per cent in metro, urban, and semi-urban areas.
Private banks have deployed 65 per cent of their
ATMs in metro and urban areas, and only 33
per cent in semi-urban and rural areas. WLAOs,
which have deployed 36,181 ATMs (see Table A2
in Annexure A), have 83 per cent of their ATMs
in rural and semi-urban areas. The RBI played a
key role in this growth by permitting non-bank
entities, i.e., white-label ATM operators, to set
up, own, and operate ATMs in India in 2012.

Despite a 55.27 per cent increase in ATM
deployment (e.g., from 1,66,894 in June 2014 to
2,59,146 in June 2023).8° India still lags behind
many emerging markets like Russia, China, Brazil
in terms of ATM penetration,®' with only 21.44
ATMs per 1 lakh adults in 2021.82 The year-on-
year growth rate of ATM deployments in India
has been declining in recent years. For example,
the growth rate was 6.1 per cent from 2021 to
2022, but it declined to 2.2 per cent from 2022
to 2023.%

A major challenge to financial inclusion in India
is the unequal deployment of ATMs across
states, rural and urban areas. Figure 3.8 shows
that ATMs are concentrated in three states: Uttar

80. Source: https://www.rbi.org.in/Scripts/
StateRegionATMView.aspx (last accessed on
September 14, 2023).

81. Source: RBI (2020a).
82. Source: https://data.worldbank.
org/indicator/FB.ATM.TOTL.

P5?end=20218&locations=IN&start=2005&view=chart
(last accessed on September 14, 2023).

83. Source: https://www.rbi.org.in/Scripts/
StateRegionATMView.aspx (last accessed on
September 14, 2023).
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Figure 3.5
ATMs per One Lakh Adults in India since 2005-06
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Source: Compiled by authors using https://data.worldbank.org/indicator/FB.ATM.TOTL.
P5?end=2021&locations=IN&start=2005&view=chart (last accessed on September 13, 2023).

Figure 3.6
Bank Sector-wise Deployment of ATMs as of June’'23
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Source: https://www.rbi.org.in/Scripts/StateRegionATMView.aspx (last accessed on

September 14, 2023).

Pradesh, Maharashtra, and Tamil Nadu. Figure
3.9 shows that only 21.56 per cent of ATMs are
located in rural areas, while the rest are located
in metropolitan, urban, and semi-urban areas.
White-label ATM operators can play a major role
in addressing this challenge, as 83 per cent of
their ATMs are located in rural and semi-urban
areas (see Figure 3.7). Therefore, increasing the
penetration of WLAO ATMs can help increase
financial inclusion and make banking services
more accessible to people in these areas.
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3.4.1 Contribution of ATMs to Financial
Inclusion in India

The contribution of ATMs to the Indian economy
can be examined by looking at their contribution
to financial inclusion. While there is no specific
survey that quantifies the extent of financial
inclusion attributed to ATMs, as previously
discussed in Section 2, they undeniably play

a substantial role in facilitating financial
inclusion, enhancing consumer satisfaction, and
formalising the banking sector. The mobilisation
and circulation of financial resources are

ROLE OF ATMs IN FINANCIAL INCLUSION



Figure 3.7
Population Group-wise Deployment of ATMs as of June 2023
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Source: Compiled by authors using https://www.rbi.org.in/Scripts/ATMView.aspx?atmid=149 (last accessed on
September 14, 2023).

Figure 3.8
State-wise Deployment of ATMs as of June 2023
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Source: Compiled by authors from https://cimsdbie.rbi.org.in/DBIE/#/dbie/home?site=publications (last
accessed on October 27, 2023).
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essential not only to achieve financial inclusion
but are also the primary requirements for
fostering inclusive growth. Consequently,
ensuring financial inclusion, especially in remote
areas, stands as a paramount policy concern for
a developing nation such as India.®* A majority
of the Indian population residing in rural areas
(Census, 2011) predominately depend on
conventional channels such as bank branches
and ATMs to access financial services.® As
discussed in Section 3.3, the distribution of bank
branches is sparse, especially in rural areas,
primarily due to factors such as high operational
and transaction costs, limited staff availability,
etc. Consequently, RBI has been constantly
encouraging the banking sector to proactively
establish new ATMs,8 with particular emphasis
on WLAOs, as they maintain a more extensive
presence in rural areas (see Figure 3.7).8”
However, as previously discussed in this section,
ATM penetration remains low in rural areas,
underscoring the need to enhance ATM access
and provide banking services in remote regions.
Consequently, off-site®® ATMs hold greater
significance than on-site ATMs® in expanding
banking reach and facilitating essential financial
services such as cash withdrawals and fund
transfers even in the absence of physical bank
branches.®

Other contributions of ATMs to the Indian
economy include employment, revenue etc. To
illustrate, ATMs directly provide employment
to 6,000 individuals, while indirectly supporting
approximately 2,00,000 employees engaged

in cash replenishment, ATM monitoring staff,
etc. Furthermore, revenue derived from ATM

84. Source: www.ncr.com/content/dam/ncrcom/content-
type/white_papers/17fin8384_financial_inclusion_wp_
v1_3.pdf (last accessed on October 24, 2023).

85. Source; PB, Arya (2021).
86. Source: Dangi, N. & Kumar, P. (2013).

87. Source: https://www.rbi.org.in/Scripts/ATMView.
aspx?atmid=149 (last accessed on October 24, 2023).

88. Note: Off-site ATMs are machines that are set up on
a standalone basis. This means that if the bank has a
place where there is only an ATM machine, then this
becomes an off-site ATM.

89. Note: On-site ATM are located along with a bank
branch.

90. Source: Dangi, N. & Kumar, P. (2013).
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transactions displays a positive trend, as
depicted in Figure 3.10. It increased from INR 68
billion to INR 73 billion in the year 2022-23, with
expectations of further growth to INR 95 billion
by 2026-27.°" This increased revenue benefits
both banks and ATM service providers, enabling
them to enhance and expand their services.

Figure 3.9

Population Group-wise Deployment of ATM as of June
2023
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Source: Compiled by authors from https://cimsdbie.rbi.org.in/
DBIE/#/dbie/home?site=publications (last accessed on
September 01, 2023).

3.5 Digital Financial Inclusion is
still Low and ATMs can help in
Developing Digital Ecosystem

In the preceding sections, we examined how
ATMs can facilitate financial inclusion via
traditional banking channels. In this section,
we will analyse the role of ATMs in advancing
digital financial inclusion (DFI) by enhancing
digital infrastructure. DFI refers to the use of
digital technologies to deliver financial services
to underserved, unbanked populations and
MSMEs. These services can include payments,
transfers, savings, credit, insurance, securities,
financial planning, and account statements. DFI
can be delivered through a variety of channels,
such as e-money, payment cards, and mobile

91. Source: https://www.statista.com/statistics/1247243/
india-revenue-of-atms/ (last accessed on October 11,
2023).
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Figure 3.10
Revenue Generated from ATM Transactions from 2019 to 2023, with Estimates Until 2027
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October 11, 2023).

banking.?? India’s financial inclusion journey
has been accelerated by various initiatives of
the Government of India and RBI such as the
Digital India Movement, PMJDY etc. Information
and communication technology (ICT) is helping
to bring the unbanked population within

the banking framework.®* To promote digital
payments, the Government of India in 2022-23
approved an incentive scheme worth INR 2,600
crore to promote point-of-sale and e-commerce
transactions using UPI and the Rupay debit
card.** However, despite government support
and good progress in DFI, certain challenges
remain. As discussed in Section 2.2.5 internet
penetration in India and mobile ownership

in India are low - 28 per cent and 66 per cent
respectively in comparison to many emerging
economies like China, Brazil and South Africa
(see Figure 2.6).% The average number of
broadband subscribers for every 100 people is

92. Source: https://www.mastercard.com/content/
dam/public/mastercardcom/pcde/us/en/files/
Connected%20Commerce%20Report.pdf (last
accessed on September 15, 2023).

93. Source: Malladi, C.M., Soni, R.K. & Srinivasan, S.
(2021).

94. Source: https://pib.gov.in/PressReleasePage.
aspx?PRID=1890314 (last accessed on October 15,
2023).

95. Source: World Bank (2021a).
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seven in these emerging economies, whereas
in India, it stands at just one.*® As of 2021, only
25 per cent of the population have made or
received digital payments,®” a figure that is
notably lower when compared to countries
like Bangladesh and Sri Lanka, as indicated in
Table 3.3.% Only 7 per cent of adults with bank
accounts use mobile phones or the internet to
access their accounts. Of the adult population
that received government transfers, only 6 per
cent received them through mobile phones.*
There is a clear digital divide'® in India based
on gender, area of residence (urban-rural),

96. Source: Gnansambandam, C., Madgavkar, A., Kaka, N.,
Manyika, J., Chui, M. & Bughin, J. (2012).

97. Note: Digital payments are transactions that take
place via digital or online modes, with no physical
exchange of money involved. (available at Digital
Payments: Definition, Methods & Benefits - Razorpay).

98. Source: World Bank (2021b).
99. Source: World Bank (2021b).

100. Note: The Organisation for Economic Co-operation
and Development (OECD) defines the digital divide
as the “gap between individuals, households,
businesses, and geographic areas at different socio-
economic levels about both their opportunities to
access information and communication technologies
(ICTs) and to their use of the internet for a wide
variety of activities.” (available at Exploring India’s
Digital Divide | ORF (orfonline.org)).
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Figure 3.11
Value of Currency in Circulation in India
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Source: Compiled by authors using https://www.statista.com/statistics/1028099/india-currency-in-circulation-value/

(last accessed on October 22, 2023).

age etc.'”" For instance, the proportion of the
population using the internet in urban areas

is 42 per cent, whereas in rural areas, it is 31
per cent. Similarly, the proportion of male and
female internet users stands at 58 per cent and
42 per cent respectively.' In comparison to
urban areas, rural regions often have limited
access to technology and lower levels of financial
literacy, leading to difficulties in understanding
and utilising digital financial services
efficiently.’® To address this challenge, it is
important to leverage banking infrastructure like
branches, ATMs and technological innovations,
especially in the digital payment ecosystem, to
ensure that these services are accessible and
affordable to the weaker sections of society.
For instance, the digitalisation of various cash
payments, such as government transfers and
wages, has demonstrated its effectiveness in
enhancing account ownership, especially in
developing economies. Notably, 57 per cent of

101. Source: Chandola, B. (2022).

102. Source: https://images.assettype.com/afaqs/2021-06/
b9a3220f-ae2f-43db-a0b4-36a372b243c4/KANTAR_
ICUBE_2020_Report_C1.pdf (last accessed on October
24,2023).

103. Source: https://www.statista.com/statistics/1389943/
india-urban-rural-gaps-in-digital-literacy-by-internet-
activity/?kw=&crmtag=adwords&gclid=CjwKCAjw1t2
PBhAFEiIWA_-A-NKIODBzbppbUyTKtFLD6r)5s8NjkoAc-
QUHdIL3igUylvLIr6fhYIXhoCOhoQAvVD_BWE (last
accessed on October 24, 2023).
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adults in these economies opened their first
account primarily to receive wage payments

or government funds.’® As discussed in the
previous sections of this chapter, to ensure
convenient, efficient, and round-the-clock
access to their funds, the penetration of ATMs is
imperative. In comparison to traditional brick-
and-mortar branches, ATMs offer a cost-efficient
means of providing basic banking services to
underserved communities.'®

Table 3.3
Made a Digital Payment (%, Age 15+): Select Countries

Bangladesh 41
Sri Lanka 44
Brazil 71
South Africa 71
India 25

Source: Compiled by authors using https://www.statista.com/
statistics/1028099/india-currency-in-circulation-value/
(last accessed on October 24, 2023).

3.6 High Currency in Circulation -
Substantiating the need for ATMs

Currency in circulation (CIC) in a country is part
of the total money supply chain and it includes

104. Source: World Bank (2021a).
105. Source: Source: RBI (2020a).
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Figure 3.12
Currency in Circulation as percentage of GDP
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notes in circulation, rupee coins and small
coins.'® As illustrated in Figure 3.11, there has
been a consistent upward trend in CIC in India,
with the singular exception of the year 2016-17.
This dip of INR 3.29 trillion was a result of the
demonetisation policy implemented in 2016,
where all 500- and 1,000-rupee notes were
withdrawn. CIC surged to more than INR 33
trillion by the end of the fiscal year 2023.

As illustrated in Figure 3.12, CIC as a percentage
of India’s gross domestic product (GDP) has
typically fluctuated within the range of 11 to 15
per cent, with the notable exception of the year
2016-17 when it dropped to 8.70 per cent due
to demonetisation. Subsequently, despite the
economic challenges posed by the COVID-19
pandemic and a concurrent increase in digital
payments, the CIC to GDP ratio has experienced
significant growth. This underscores the

106. Source: RBI (2007).
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“Despite the notable rise in digital
payments, the expansion of CIC persists,
reaching its pinnacle with a CIC-to-GDP
ratio of 14.4 per cent in the fiscal year
2020-21" (RBI, 2023)

The ability of BCs to replace ATMs

is limited as cash supply with BCs is
limited. ATMs have nearly INR 25 lakhs in
cash whereas BCs operate at much lower
cash levels.

- Stakeholders’ consultation

enduring importance of ATMs to ensure easy
availability and accessibility of cash to instil trust
in the banking infrastructure and encourage
participation in the formal financial system
among the population.
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RBI is the nodal agency for regulating ATMs. It
designs policies for (a) formulating guidelines
and regulating the establishment, operation,
and monitoring of ATMs by banks in India

(b) regulating the pricing and transaction
charges related to ATM usage (c) ensuring the
security and confidentiality of transactions
conducted through ATMs (d) monitoring
network connectivity and availability of ATMs
across different regions in the country (e)
facilitating innovations and improvements in
ATM technology to enhance efficiency and
customer experience and (f) collaborating with
banks and other stakeholders to address issues
related to ATM functionality, accessibility, and
service quality. It also conducts inspections and
audits to ensure compliance with regulatory
requirements and standards related to ATMs.
These policies aim to ensure the efficient and
secure operation of ATMs in India, enhance
financial inclusion, and protect the interests of
ATM users and the banking system as a whole.

For certain policies, such as the one on ATM
interchange fee structure, RBI has initiated

a process of consultation by setting up a
committee of various stakeholders, including
banks, WLAOs, and managed service operators
(Brown Label ATM Operators), to seek their
opinions for fee revision. Some of the policies
related to ATMs are given below.

RBI issues licences and authorisations to banks
and non-bank entities to set up and operate
ATMs in the country. RBI sets guidelines for
the deployment of ATMs, including location
requirements, accessibility standards, and
network coverage. In the past, the deployment

of ATMs was exclusively entrusted to banks,
and they were mandated to seek prior approval
from the RBI to establish off-site ATMs, with
exception for scheduled commercial banks
(SCBs)."" In contrast, the installation of on-site
ATMs does not require explicit approval from
the RBI."® Recognising the need to expand the
reach of ATMs, the RBI has permitted non-bank
entities to operate these facilities. These entities,
referred to as White Label ATM Operators
(WLAOs), are authorised to manage White Label
ATMs (WLAs). Such non-bank entities intending
to operate ATMs are required to obtain
authorisation from the RBI under the Payment
and Settlement Systems (PSS) Act of 2007."%° RBI
also promotes interoperability among ATMs to
allow customers of different banks to use any
ATM in the network without additional charges.

RBI plays a key role in designing policies

to create a secure environment for ATMs.

This includes mitigating frauds and other

risks against theft and unauthorised access,

to enhance security standards and foster
customer confidence in ATMs and the banking
system. For example, RBI circular dated June
14,2019, on security measures for ATMs has
recommended that all ATMs shall be operated
for cash replenishment'° only with digital one
time combination (OTC) locks to ensure security

107. Source: https://rbidocs.rbi.org.in/rdocs/notification/
PDFs/OFFATMC120609.pdf (last accessed on
December 01, 2023).

108. Source: RBI (2009).
109. Source: RBI (2009).

110. Note: ATM cash replenishment is the process when
a third party hired by the bank removes the leftover
money in the machine and replaces it with a fresh
load of currency notes.



of cash in transit."" According to the Reserve
Bank of India’s circular dated May 28, 2013,
pertaining to ATM operations of banks, the
utilisation of dip-card readers''? is emphasised
as a proactive measure to prevent data capture
through external devices' as the card reader
is equipped with sensors that can identify any
irregularities during the card insertion process
at the ATM."* Additionally on June 11, 2019,
the RBI committee to review the interchange
fee structure suggested exploring cost-efficient
alternatives, such as e-surveillance systems,
particularly in instances where the presence of
physical security guards is not mandatory.">

The RBI encourages interoperability among
ATMs, enabling customers of various banks to
utilise any ATM within the network. Additionally,
the RBI conducts a periodic review of transaction
charges, encompassing ATM usage fees and
interchange fees, to uphold transparency

and fairness in pricing. Recognising that the
interchange fee structure for ATM transactions
and customer charges have not been

revised since August 2012 and August 2014
respectively, the RBI established a committee
consisting of all key stakeholders on June 2019
to review the ATM interchange fee structure.
The committee extensively discusses various
aspects, including the operational costs of ATMs,
the impact of regulatory guidelines on costs,
cash management and logistics, interchange
fees, and ATM usage charges."'® Based on the
deliberations, the committee proposed an

111. Source: RBI (2020a).

112. Note: A DIP reader (Document Insertion Processor)
is an electronic device for reading an electronically
encoded card that is inserted and then removed from
the device.

113. Source: RBI (2013).

114. Source: https://prod.cumminsallison.com/us/en/
products/atm/anti-skim#:~:text=The%20card%20
reader%20is%20equipped%20with%20sensors%20
which,the%20perpetrator%E2%80%99s%20hand%20
after%20the%20transaction%20is%20complete (last
accessed on January 26, 2024).

115. Source: RBI (2013).
116. Source: RBI (2021¢).

upward fee revision. For instance, it suggested
an increase in interchange fees and customer
usage charges per transaction from INR15 to
INR17 for financial transactions and from INR5
to INR 6 for non-financial transactions at all
centres. The recommendations emphasise the
simultaneous implementation of changes in
interchange and customer ATM usage charges
(including free transactions) to ensure a uniform
impact for all stakeholders, while concurrently
achieving the objective of increased ATM
penetration.'”

RBI policies are designed to enhance the
efficiency, security and availability of cash in
ATMs across India, ensuring a seamless banking
experience for customers while maintaining
the integrity of the cash management system.
RBI regulates the logistics and transportation

of cash for ATMs to ensure the safe and secure
movement of funds from currency chests to
ATMs and vice versa. It also specifies the quality
standards for banknotes dispensed by ATMs

to ensure that customers receive genuine

and good quality currency notes. As per the
monetary policy statement dated October

4, 2016, RBI has constituted a committee

on currency movement (CCM) to conduct a
comprehensive review of cash management,
including the security of currency movement.'"®
A circular, dated April 6, 2018, emphasises

that the responsibility for providing cash for
ATMs is with banks, and the logistics of cash
management are generally outsourced by banks
to external partners. Consequently, it has been
mandated that banks must adhere to certain
minimum standards including cash verification,
audits at ATMs, eligibility criteria, and physical
and security infrastructure, while engaging with
service providers for activities related to cash
management to prevent discrepancies in cash

117. Source: RBI (2020a).
118. Source: RBI (2018a).
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holding."” To optimise cash management at
ATMs and reduce instances of cash shortage/
surplus and replenishments, the RBI encourages
banks to adopt a cash forecasting model and
promote usage of cash recycling machines
(CRMs).

An RBI circular dated January 27, 2021, outlines
the various initiatives taken by it to enhance
customer services, including strengthening

the grievance redressal mechanism in banks.
Comprehensive guidelines on customer

service standards for ATMs have been issued

to banks, covering diverse operational aspects
that directly impact customers, including
uptime requirements, complaint resolution
mechanisms, and accessibility for persons with
disabilities. Banks are mandated by the RBI to
promptly report any instances of ATM fraud,
unauthorised transactions, or security breaches
to the relevant authorities and customers,
thereby mitigating risks and safeguarding
customer interests. Additionally, the RBI
requires banks to educate customers about safe
ATM usage practices, security measures and
procedures to follow in case of lost or stolen
cards, contributing to enhanced customer
awareness and reduced likelihood of fraud. One
notable initiative is the banking ombudsman
(BO) scheme, introduced in 1995, which serves
as an alternate grievance redressal mechanism
for customer complaints against banks including
ATMs. Banks are also instructed to disclose
information about the complaints they handled
in their annual reports. To safeguard customers
from unauthorised access and potential losses
in case of fraud or theft, the RBI establishes
transaction limits for ATM withdrawals and other
transactions. Additionally, the RBI mandates
that banks uphold the confidentiality and
security of customer data collected during

119. Source: RBI (2018b).

31

ATM transactions, ensuring compliance with
data protection regulations and guidelines.

To enhance the grievance redress mechanism
further, banks were required to appoint an
internal ombudsman (10) to serve as the
independent apex authority of their grievance
redressal mechanism. Furthermore, in 2019,
the RBI introduced the Complaint Management
System (CMS), a 24x7 fully automated platform
enabling customers to register complaints.’®
Following the guidelines of the RBI, banks

have adopted various mechanisms to improve
customer protection leading to improved
customer satisfaction and confidence in the
banking system including ATMs. They have
adopted automated systems to simplify the
registration of complaints related to ATMs,
accessible through any branch or call centre,
either in-person or via phone. The procedure
for addressing grievances is displayed within the
premises of ATMs."?'

To conclude, RBI regulations aim to safeguard
the interests of customers, enhance
transparency in ATM operations, and ensure a
secure and reliable banking experience for all
ATM users in India. While these regulations are
also with a broader objective to support the
growth of ATMs and to ensure quality services to
their users, regulatory compliance can lead to a
rise in operating costs in some cases,. Although
the RBI has followed a process of extensive
consultation in areas like revision of interchange
fee structure, that is aligned with global best
practices, implementing a structured timeline
for interchange review, such as a biennial
review or an annual auto-reset, linked to input
costs like the WPI, could effectively mitigate the
current uncertainties and delays surrounding
interchange fees reviews, as discussed in
Section 5.

120. Source: RBI (2021e).
121. Source: RBI (2012).



ISSUES FACED BY THE ATM

INDUSTRY IN INDIA

As discussed in Section 3, there is an urgent
requirement for an improved ATM network

in India to advance financial inclusion. India

lags behind the global average in terms of

the number of ATMs per 100,000 adults and

is behind emerging markets like Brazil and
China in terms of ATM penetration.'?? While

the RBI has policies aligned with global best
practices to support the growth of ATMs

and to ensure safety, security and consumer
confidence, there are certain gaps in the
process of structured policy implementation
and practices. The current challenges faced by
ATM service providers include delays in revision
of interchange fees and the lack of a structured
process for fee revision linked to rising cost

of operation (an inflation-linked fee revision
model). A decline in the number of transactions,
high operational costs, limited ATM usage, and
lack of subsidies for establishing ATMs are some
of the other issues faced by ATM operators in
India. The issues are different for different types
of ATM operators, but there is no doubt that
rising costs have adversely affected business
viability, which is reflected in the lower growth of
ATMs in India.

5.1 Rising and High Operating Cost
of ATMs

Operating costs generally include maintenance
and administrative expenses. However, in the
case of ATMs, these operating costs can extend
to include cash-related expenses, security
personnel or electronic surveillance costs, as
well as advertising expenditure, among other
factors.'? The average monthly operating cost
of an ATM is estimated to be in the range of
INR 75,000 to INR 80,000, excluding cassette

122. Source: RBI (2020a).
123. Source: RBI (2020a).

swaps.'?* The blended'® per transaction cost for
an ATM in 2020 was INR 12.5. This cost is further
expected to rise by an additional 15 per cent,
after complying with the regulatory guidelines
encompassing cash management, security
standards, OTC locks, e-surveillance mechanism
and other related measures (see Section 4).1%¢

Table 5.1 presents the monthly and per
transaction average operating costs for different
ATM operators along with the number of daily
transactions. Additionally, it shows the expected
increase in the monthly average operating

cost of an ATM upon adhering to the RBI cash
management guidelines outlined in the circular
dated April 12, 2018. This compliance involves
replacing open cash replenishment'?” with

a lockable cassette swap to ensure security

of the cash in transit.?® The average cost is

124. A cassette is loaded with currency notes of only one
denomination. For example, one cassette can have
currency notes of only INR 2,000, while the ATM
will need a different cassette to load notes for, say,
INR 500. These cassettes are loaded and swapped
at the ATM by the appointed custodian. During the
cash replenishment process, custodians need to
swap the older cassettes, regardless of the balance
and eliminate the process of cash top-up loading.
The information is obtained through stakeholders'
consultations.

125. Note: Blended is inclusive of both financial and non-
financial transaction.

126. Source: RBI (2020a).

127. Note: Open cash replenishment is a way of loading
cash in ATMs through personnel employed by cash-
in-transit (CIT) firms.

128. Note: Cassette swap is a lockable mechanism of
exchanging a cash cassette within the ATM. A cassette
is an internal container in the ATM designed to
store a specific denomination of banknotes. This
is a standard aspect of ATM maintenance aimed
at guaranteeing continuous functionality and the
availability of cash for users. For instance, when
an ATM is running low on cash and it requires
replenishing a specific denomination, the cassette
swap involves replacing the current cassette with a
new one filled with the necessary denomination of
banknotes.



Table 5.1

Monthly and Per Day Average Operating Cost
of an ATM as of 2020

Public Sector Banks (PSBs) other than SBI 89,350
SBI 77,350
Private Banks 1,06,700
Foreign Banks -

White Label ATM Operators (WLAOs) 60,850
Brown Label ATM Operators (BLAOs) 70,565

Source: Compiled by authors using the RBI.

expected to rise across all ATM operators, with a
notable increase of 23 per cent for WLAOs. This
substantial increase for WLAOs is due to their
lower daily transaction volume per ATM when
compared to bank-operated ATMs as 51 per
cent of WLAOS' ATMs are located in remote and
underserved areas. The rise in operating costs is
slowing down the growth of ATMs and many are
pulling out of remote and underserved areas.

5.2 Decline in Number of ATM
Transactions

Despite an increase in the number of ATMs and
debit cards, there has been a consistent decline
in the number of transactions.'® Figure 5.1
shows that the number of ATM transactions has
declined from 10 billion in 2018-19 to 7 billion
in 2022-23. According to the “Ecowrap” report
of the State Bank of India (SBI), there has been
a consistent reduction in cash withdrawals at
ATMs, aligning with the substantial increase in
UPI transactions from INR 1.8 crore in FY17 to
INR 8,375 crore in FY23. The report states that
with every INR 1 increment in the value of UPI
transactions, there is an 18 paisa decrease in
cash transactions. This observation implies that
the increasing popularity of UPI transactions

129. Source: https://www.business-standard.
com/article/finance/atm-use-shows-clear-
decline-115052101142_1.html (last accessed on
October 11, 2023). (last accessed on October 11,
2023).
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in India has led to a significant decline in ATM
transactions.'®

Furthermore, this decline may be attributed to
various factors, including the proximity of banks
and ATMs to customers, and lack of subsidies
and other incentives for ATMs. At the same time,
the operational costs of ATMs are on the rise
(see Section 5.2). The combined effect of these
factors has resulted in reduced profitability. The
consultation with stakeholders also confirmed
that WLAOs operators are facing survival issues.

While a large portion of the unbanked
population primarily uses cash in rural and
remote areas of India, some experts pointed out
that the cost of setting up ATMs is the highest

in such areas and other methods like banking
correspondents (BCs) may be an alternative.

130. Source: https://www.thehindubusinessline.com/
money-and-banking/upi-effect-average-atm-visits-
halve-to-8-times-a-year/article66885760.ece (last
accessed on January 26, 2023).
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Figure 5.1
Number of ATM Transactions in India from FY 2019-23
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Source: India: number of ATM transactions 2027 | Statista (last accessed on October 11, 2023).

There are some challenges with this approach.
Firstly, while ATMs can dispense up to INR 25
lakh, BCs have lower cash limits, potentially
insufficient for daily transactions. Moreover, BCs
face operational hurdles such as cash handling,
transportation, safeguarding, and fraud
prevention. Additionally, there is a shortage of
funding for building BCs' capacity and expanding
into unbanked areas.”™' Unlike BCs, ATMs
function as mini banks, offering various banking
services beyond cash withdrawals. These
complexities highlight the limitations of BCs
compared to ATMs in providing comprehensive
banking services in rural and remote regions

of India.

5.3 Absence of a Structured Process
to Review Interchange Fees at
Fixed Intervals

There is no structured process for creating a
committee by the RBI to evaluate the revision of
ATM interchange fees. Four years have passed
since the formation of the last committee

in 2019, yet the establishment of the new
committee has not taken place.’®? There is no
inflation-linked model to determine the revision
of interchange fees. Hence, the entire process is
time-consuming; starting with the ATM industry
making requests and then the RBI creating a
committee, which takes time to come up with

131. Source: https://nextbillion.net/india-business-
correspondents-failing/#:~:text=BCs%20als0%20
have%20limited%20overdraft,opened%20by%20
BCs%20are%20inactive (last accessed on April 26,
2024).

132. Source: RBI (2020a).
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recommendation. These recommendations are
also not implemented in a time bound manner.
The entire process can take up to 2 years, during
which the industry faces cost escalations

and losses.

Since interchange and usage fees are not
linked to inflation and rise in costs, itis a
disincentive for ATM operators to deploy new
ATMs, particularly in unbanked areas. There
are multiple stakeholders with varied interests
who are involved in the revision of interchange
and usage fees. A consultative process to bring
consensus across this group can cause huge
delays. There is a need for an inflation-linked
model for regular fee revisions.

5.4 No Incentives for Universal
Service Obligation (USO)/Financial
Inclusion

Unlike countries such as the United Kingdom,'3
Spain,'** Vietnam and the Philippines, which
offer subsidies to ATMs or financial institutions
in rural and remote regions to promote financial
inclusion,’* India does not provide subsidies
for such services in underserved areas. Further,
in India, digital payments are subsidised, as

can be seen in the government's allocation of

133. Source: https://www.ft.com/content/f6a51dda-1e4e-
11e9-b2f7-97e4dbd3580d (last accessed on March 24,
2024).

134. Source: https://cashessentials.org/spain-valencia-
fights-depopulation-subsidising-atms/ (last accessed
on March 24, 2024).

135. Source: https://www.weforum.org/agenda/2023/02/
rural-banks-can-accelerate-financial-inclusion-in-
southeast-asia/ (last accessed on March 24, 2024).
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a subsidy amounting to INR 1,500 crore in the
Union Budget 2023-24, and the unveiling of a
separate INR 2,600 crore scheme in January
2023 to incentivise fintech start-ups and banks
to promote digital transactions.'® This has led
to a surge in digital payments. These subsidies
and schemes are essentially implemented for

A number of countries such as the

UK, Spain, Vietham and the Philippines
offer subsidies to ATMs or financial
institutions in rural and remote regions
to promote financial inclusion.

digital payments to compensate banks, given the
government's restrictions on charging users any
transaction fees on UPL¥’

ATM operators do not get subsidies to cater to
remote and underserved regions, where the
number of transactions are likely to be low.
The discontinuation of subsidies for the

136. Source: https://startupstorymedia.com/insights-
union-budget-2023-24-government-reduces-subsidy-
for-fintechs-banks-on-upi-transactions/#:~:text=In%20
its%20Union%20Budget%202023 (last accessed on
December 10, 2023).

137. Source: https://www.moneycontrol.com/news/
business/budget/budget-2023-subsidy-for-digital-
payments-jumps-two-folds-to-rs-2137-crore-9980021.
html (last accessed on December 10, 2023).
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establishment of ATMs by the Reserve Bank of
India (RBI) in 2017, aimed at accelerating the
transition to a cashless economy, has resulted in
heightened installation costs for ATM operators
in both urban and remote areas. The escalating
operational expenses for ATMs, coupled with the
stagnant interchange fees and customer ATM
usage charges, pose financial challenges that
adversely impact the viability of ATM services.

Ideally, if subsidies and other incentives are
given, it should treat all modes of financial
inclusion equally. In the case of ATMs, they face
the additional disadvantage of the absence of

a structured process for regular fee revision.

As a result, ATMs are unevenly spread and

tend to be concentrated more in urban areas.
Their presence in rural and cash dependent
areas, would have benefited the population and
extended banking services.
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POLICY RECOMMENDATIONS TO
ENSURE VIABILITY OF ATMs AND

FINANCIAL INCLUSION

Despite the substantial growth in internet
penetration and widespread adoption of digital
payments in India, there is and will continue to
be a demand for access to cash through formal
banking channels, in which ATMs play a key
role.'® There is a digital divide in the country in
terms of ownership of smartphones and access
to the internet across urban and rural and
remote areas, and for low-income groups. The
Internet and Mobile Association of India (IAMAI)
recently projected that the internet user base
will reach 90 crores by 2025. This implies that
approximately 40 per cent of the population
will lack internet access in the next two years.
This population constitutes a significant portion
of informal workers, which comprises over

90 per cent of the total employed in India,’*
who primarily earn and conduct transactions
using cash. This necessitates a need to provide
safe and secure access to cash.’® ATMs, which
function as mini banks, can complement
digitisation efforts, facilitating the expansion

of financial services to the underbanked
population, particularly in semi-urban and rural
areas.' This report found that India accounts
for 17 per cent of the total global unbanked
population. With only 21.44 ATMs per 100,000

138. Source: https://economictimes.indiatimes.com/news/
economy/finance/cash-may-still-be-king-despite-pick-
up-in-digital-transactions/articleshow/105568577.cms
(last accessed on December 27, 2023).

139. Source: Murthy, R. (2019).

140. Source: https://www.cnbctv18.com/views/
diminishing-atms-heres-why-it-is-a-threat-to-
furthering-financial-inclusion-17333541.htm (last
accessed on December 27, 2023).

141. Source: https://business.outlookindia.com/mutual-
funds/india-needs-5-10-lakh-additional-atms-
to-boost-financial-inclusion#:~:text=ATMs%20
complement%20digitisation%20efforts%20
and,boost%20the%20number%200f%20ATMs. (last
accessed on December 27, 2023).

“With tele-density standing at 57.31
percentage in rural areas compared to
urban tele-density of 159.98 per cent,
ATM emerges as a pivotal solution to
bridge this technological gap”

(TRAI, 2023)

adults, the country lags behind other developing
nations, including Brazil (94.47), China (81.44),
and South Africa (43.55), and is also significantly
below the global average of 39.49 ATMs per
100,000 adults. Further, the year-on-year growth
of ATMs has slowed down, primarily due to
rising operational costs.

To address the current challenges and ensure
the long-term viability of the business and
improve ATM penetration in underserved
areas, stakeholders’ consultations came up
with five key recommendations, which are
considered essential to make ATMs a viable
business operation and strengthen their role
in supporting the government's objectives and
vision of financial inclusion.

6.1 Urgent Need for Revision of
Interchange Fees

As discussed in Section 5, despite the rise

in ATM operation costs due to inflation and
regulatory and compliance requirements,
interchange fees have been stagnant for the

“Industry suggests an increase of INR
3.5 per transaction in interchange fees
to offset costs, with a total incremental
rise of INR 5.5 per transaction to attain
marginal profitability.”

- Industry Consultations



past few years. During the consultations, the
ATM industry proposed a revision of interchange
fee to INR 23 for financial transactions and INR
8 for non-financial transactions, representing

an increase of approximately 35 per cent and

33 per cent respectively. In addition to the
increased interchange fees, experts suggested
that banks and WLAOSs should be allowed to
charge customers a capped convenience fee
ranging from INR O to INR 5 per transaction,

at their discretion. This will facilitate the
deployment of ATMs in remote areas, where
transaction volumes alone might not justify ATM
deployment, even with higher interchange fee
levels. The RBI may look at these suggestions.

6.2 Implement a Regularised
System for Periodic Review of
Interchange Fees

Recognising the dynamic nature of the
financial landscape and the crucial role of
interchange fees in sustaining the operations
of ATMs, stakeholders have recommended
the establishment of a systematic inflation-
linked mechanism for the periodic review

37

of interchange fees. To operationalise this
recommendation, industry experts proposed
that provisions should be incorporated in all
long-term request for proposals (RFPs) for
ATM procurement that explicitly link charges
and fees to external cost benchmarks, such

as cost of manpower, rental and electricity
charges, etc. Ensuring periodic review of
interchange fees based on economic indicators

“Industry proposed a system which
mandates a biennial review of interchange
fee, establishing a consistent and
inflation-linked assessment mechanism”.

- Inputs from industry consultations

like the wholesale price index' will encourage
fairness, adaptability, and long-term viability

in the financial services sector. Establishing an
inflation-linked model for fee determination by
RBI will instil confidence within the industry and
serve as a catalyst for the rapid expansion of
ATM infrastructure in underserved areas.

142. Note: The Wholesale Price Index (WPI) is an economic
indicator that measures the average change in the
prices of goods at the wholesale level.
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6.3 Provide Level Playing Field
to ATMs

While subsidies are given to promote digital
payments, there is no subsidy for the expansion
of other modes of financial inclusion, like ATMs,
to underserved and remote regions. With

India having a substantial amount of cash in
circulation, as is evident from the CIC-to-GDP
ratio of 14.4 per cent, and a very low level of
ATM penetration, there is a critical need to
enhance the network of and accessibility to
ATMs. The government and RBI may look at best
practices in other countries given in this report
and promote all means of financial inclusion
equally. Subsidy can be given to enhance the
ATM penetration in low-income underserved
and remote areas.

“The industry proposed a framework that
promotes all modes of financial inclusion,
not just digital, essential for fostering
sustainable financial inclusion in India. As
where ATMs are not there, digital is also
lacking.”

- Inputs from industry consultations

6.4 Facilitate Ease of Doing Business
by Addressing Regulatory and
Compliance Costs

To ensure the long-term viability of the ATM
industry, it is advisable for banks to incorporate
enabling provisions in contracts to address
potential cost escalations associated with new
regulatory and compliance requirements that
may be suddenly introduced during the contract
period. This proactive measure will help mitigate
financial challenges arising from changing
regulations, providing the necessary flexibility
for both banks and ATM operators to adapt to
new requirements without compromising the
sustainability of their operations.

6.5 Enable Aadhaar Enabled Payment
System (AEPS) on ATMs
AEPS operates as a bank model, facilitating

online interoperable financial transactions at
points of sale (POS) or micro-ATMs through the

BCs or bank mitras of any bank, using Aadhaar
authentication.”® If implemented on ATMs, this
innovative system allows customers to conduct
various transactions, including cash deposits,
cash withdrawals, intra-bank or interbank fund
transfers, balance inquiries, and obtaining

mini statements without incurring additional
charges. There is a need for capacity building
e.g., enhancing financial literacy including digital
financial literacy especially in rural areas. This
initiative aligns with the overarching goals of the
government and the RBI to advance financial
inclusion in underserved areas.'

To conclude, aligned with the government

and RBI objective of financial inclusion, it is
imperative for the RBI and policymakers to
recognise the challenges faced by the ATM
industry in India. Collaborative efforts with

the industry and across all stakeholders are
essential to address these issues faced by the
ATM service providers and pave the way for
sustainable solutions. By utilising its data, the
RBI can recognise the unique dynamics and
requirements of the ATMs, and a structured
approach can be undertaken to ensure the
continued accessibility and viability of ATMs,
aligning with the broader goals of advancing
India’s financial inclusion. With the advent of
new technologies, the need for debit cards has
gone down and ATMs also must modernise with
technological developments and potentially
evolve into self-service channels. There are
many channels for financial inclusion and all of
them are important in a fast-growing developing
country like India. Besides, there are trust issues
with both the traditional and digital modes of
payments and, therefore, from a consumer
perspective, there is a need to increase financial
literacy through capacity-building initiatives.

143. Source: http://cashlessindia.gov.in/aeps.
html#:~:text=AEPS%20is%20a%20bank%20led,t0%20
open%20a %20new%20account (last accessed on
January 01, 2024).

144. Source: https://www.npci.org.in/what-we-do/aeps/
product-overview (last accessed on January 01, 2024).
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ANNEXURE A

Table A1
Cross-Country Comparison of Select Payment System Indicators (2017)

2.4

Argentina 63.3 6.8 46.7 35,278 0.01
Australia 22.8 4.5 2.8 497.2 5,39,748 0.04
Brazil 65.2 3.8 23 150.2 72,549 0.02
Canada 9.4 43 2.9 366.7 1,29,441 0.04
China 14.2 9.5 4.9 96.3 3,86,045 0.02
France NA NA 1 339.4 4,77,920 0.03
Germany NA NA 1.4 254.3 7,60,628 0.01
India* 57.6 11.2 0.7 18.3 3,910 0.003
Indonesia 50 5.1 0.7 34.3 6,993 0.005
Italy NA NA 1.3 99.7 1,68,733 0.04
Japan 14.9 20.4 3.5 NA 2,34,401 NA
Korea 12.7 6.2 5.1 499.9 4,26,066 NA
Mexico 36.1 6.7 1.4 36.7 1,32,776 0.01
Russia 48.9 104 1.9 175.7 86,527 0.02
Saudi Arabia 17.3 7.9 1 29 5,63,294 0.01
South Africa 9.2 34 NA 80.5 40,524 0.01
Turkey 29.7 4.3 2.1 65.9 51,419 0.03
United Kingdom NA NA 25 410.9 17,91,862 0.04
United States 443 8.2 4.2 473.4 6,01,977 NA

Source: https://www.rbi.org.in/scripts/BS_ViewBulletin.aspx?Id=18409#F8 (last accessed on September 22, 2023).



Table A2
Number of Functioning Offices of Commercial Banks

2023 162908
2022 158941
2021 158339
2020 156527
2019 152407
2018 148875
2017 146766
2016 141087
2015 132088
2014 123288
2013 111650
2012 103522
2011 95246

Source: Compiled by authors using dbie.rbi.org.in/BOE/OpenDocument/1608101727/OpenDocument/opendoc/openDocument.
faces?logonSuccessful=true&shareld=0 (last accessed on October 27, 2023).

Table A3
Bank-wise and Population Group-wise Number of ATMs Deployed as of June 30, 2023

Public sector banks 33219 34995 40282 29074 137570
Private sector banks 31232 19157 20411 7036 77836
Foreign banks 449 342 329 111 1231
WLAOs 2055 3930 11658 18538 36181
Others 1701 1450 2045 1132 6328
Grand Total 68656 59874 74725 55891 259146

Source: Compiled by authors using Reserve Bank of India - State-wise and Region-wise Deployment of ATMs (rbi.org.in) (last accessed
on September 15, 2023).

Table A4

Bank-wise and Population Group-wise Percentage
of ATMs Deployed as of June 30, 2023

Public sector banks 100
Private sector banks 40 25 26 9 100
Foreign banks 36 28 27 9 100
WLAOs 6 11 32 51 100
Others 27 23 32 18 100

Source: Compiled by authors using Reserve Bank of India - State-wise and Region-wise Deployment of ATMs (rbi.org.in) (last accessed
on September 15, 2023).
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Indian Council for Research on International Economic Relations (ICRIER) is one of India’s premier
economic think tanks with the motto of “linking India with the world.” Established in 1981 with

the goal of providing policy advice to effectively deal with external economic shocks, it has

grown to become one of India’s most well-known independent and informative policy research
organisation. It is known for providing credible, candid and constructive ideas to accelerate India's
inclusive development. While enjoying the trust of the governments, corporates, multilaterals and
foundations as its major donors, ICRIER has served as a bridge between the academic world and the
policy arena.

ICRIER has two office locations in Delhi; in the institutional complex of India Habitat Centre and a
new office at the Institutional Area, Sector 6, Pushp Vihar, New Delhi.

ICRIER's Board of Governors include leading academicians, policymakers, and representatives from
the private sector. Mr. Pramod Bhasin is ICRIER's chairperson and Dr. Deepak Mishra is Director &
Chief Executive.

ICRIER conducts thematic research in the following five thrust areas:
+  Growth, Employment and Macroeconomics (GEM)
* Trade, Investment and External Relations (TIER)
« Agriculture Policy, Sustainability and Innovation (APSI)
« Digital Economy, Start-ups and Innovation (DESI)
+ Climate Change, Urbanisation and Sustainability (CCUS)

To effectively disseminate research findings, ICRIER organises workshops, seminars and conferences
to bring together academicians, policymakers, representatives from industry and media to

create a more informed understanding on issues of major policy interest. ICRIER routinely invites
distinguished scholars and policymakers from around the world to deliver public lectures and give
seminars on economic themes of interest to contemporary India.
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In the past decade, India has taken several path-breaking measures, including zero balance
accounts, for financial inclusion. Where there has been significant increase in the percentage
of the adult population with bank accounts, 22 per cent of the adult population still remains
unbanked, and 35 per cent of bank accounts are inactive. Access to banking services is
important and automated teller machines (ATMs) are like mini banks, offering multiple
banking services apart from cash deposits and withdrawal services. In the context of India,
there is hardly any evidence-based data-driven study, which examines the role of ATMs in
financial inclusion, especially for vulnerable groups like the small and medium businesses,
women and farmers, located in remote and rural areas. This report, is first of its kind, which
examines the need and impact of ATMs in promoting and facilitating financial inclusion,
presents the status of ATMs and other instruments of financial inclusion globally and in India;
presents a comparative picture of India vis-a-vis other countries; identifies the reasons for the
lower growth of ATMs in India and other barriers that may hinder their effective utilisation for
financial inclusion purposes. The report prioritises five policy recommendations that need to
be implemented immediately to enhance the efficiency and effectiveness of ATM utilisation
to foster financial inclusion.

This report will be useful for students, academics, industry, financial regulators and policy
experts working towards enhancing formal banking services and financial inclusion in India.
It aims to generate policy discussions and debate on the important issue of enhancing the
role of ATMs in supporting banking services and financial inclusion.
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