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Introduction

United Nations’ Sustainable Development Goals (SDGs) highlights financial inclusion as a catalyst for
achieving sustainable development worldwide.

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 an enabler for economic growth and poverty alleviation, particularly in low-and
middle-income countries like India.

As recommended by Nandan Nilekani Committee report (2019), ATMs can act as digital facilitation
point by accommodating a wide range of banking services including cash deposits, bill payments, funds
transfers, tax deposits, 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.



Objective of the Study

Examine the need
and impact of ATMs
in  promoting and
facilitating financial
inclusion.

Present the status of
ATMs and other
instruments of financial
inclusion globally and in
India.

ldentify the issues
that are hindering the
effective utilisation of
ATMs for financial
inclusion purposes.

Recommend policies
measure to enhance
the efficiency and
effectiveness of ATM
utilisation as a means
to foster financial
inclusion.



Methodology

Literature review.
Secondary data, information and policy analysis.
Consultations with various key stakeholders.

= 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, among others.

Study also incorporates insights from academic experts, legal experts, and representatives
from non-governmental organisations (NGOs), as well as industry bodies.
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Global Overview

e ATMs have evolved globally from a cash dispensing machine to mini-banks and the
evolution continues with technology changes. Different business models and fee fixing
models have evolved and the role of the regulator has also evolved.

Interoperability of ATM * We presented a cross-country comparison of indicators of financial inclusion to
networks is of particular

oy understand the role of ATMs in financial transaction and how India compares in terms of
financial inclusion and

ensure a universal level of
access in countries with a

other countries in different indicators of financial inclusion.

* These indicators includes number of bank branches per 100,000 adults, percentage of

lower penetration of bank

Z(i”%hets,a”dfi'\’#\;eve” people having bank accounts, percentage of people having credit/debit card, number of
Istribution o S
combined with a high ATMs per 100,000 population, and digital financial inclusion indicators such as

dependency on cash.

percentage of people owning a mobile phone and the percentage of people having

World Bank 2018 (PP 6) access to internet.

* The dataset used for the cross-country analysis for the year 2021 are the World Bank
Findex dataset (2021) and Financial Access Survey [FAS, (2021)] by International

Monetary Fund (IMF).
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Global Literature Review

» ATMs help in financial inclusion.
> ATMs benefits consumers and enhances customer satisfaction.

» Helps formal banking sector to grow, enhance access and reduce their
operating costs.

» Creates employment and business opportunities.
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Source: compiled by authors using https://www.worldbank.org/en/publication/globalfindex/Report (last accessed on August 11, 2023)
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Number of ATMs per 100,000 Adults: Select Countries

and India (in 2021)
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Percentage of People Who Own a Mobile and having

Access to Internet (2021)

Owns a Mobile Phone (%, age 15+): Access to Internet (% people age above
Select Countries 15): Select Countries
120% 100%
100% 80%
80% 60%
60% 40%
40% 20% I
20% 0%
0% M Brazil B China
1 W India B Indonesia
W Brazil B China M India Indonesia Philippines B Russian Federation
Nepal Philippines B South Africa B Sri Lanka B South Africa M Sri Lanka
UK B USA UK H USA

Source: compiled by authors using https://www.worldbank.org/en/publication/globalfindex/Report (last accessed September 14,2023) 13



https://www.worldbank.org/en/publication/globalfindex/Report

Currency in Circulation (CIC)

Country-Wise Currency in Circulation as Percentage of GDP (2017)
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Source: Reserve Bank of India - RBI Bulletin (last accessed on September 25, 2023) 14



https://www.rbi.org.in/scripts/BS_ViewBulletin.aspx?Id=18409#F8

India Overview

" As per Reserve Bank of India, financial inclusion can be measured based on three key
parameters: usability, accessibility and quality.

" This section analyses the trends in accessibility, usability and distribution of banking
infrastructure such as number of accounts and bank branches, ATMs, debit card, etc.

" |t analyses the status of ATMs deployment in the country.

" Analyses the status of digital financial inclusion especially in remote areas and how
penetration of ATMs can help in achieving the goal of financial inclusion in a digital era.

" Presents the absolute value of currency in circulation as percentage of GDP.
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Percentage of Adult Population in India having an
Account and a Debit Card (2011-2021)
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Source: compiled by authors using Data (worldbank.org) (last accessed on September 1, 2023)
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The percentage of the population with debit cards has
increased by 19 per cent since 2011, while the usage of debit
cards has increased marginally by 1 per cent since 2014
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Number of Functioning Offices of Commercial Banks

Year-on-Year Growth Rate of Number of Functioning Offices of Population Group-Wise Number of Functioning Offices of
Commercial Banks Commercial Banks as on June 30, 2023
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“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)

Source: compiled by authors using Data (worldbank.org) (last accessed on September 14, 2023)
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Number of ATMs per 100,000 Adult in India (2005-2021) ﬁiﬁfg%
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Source: compiled by authors using Automated teller machines (ATMs) (per 100,000 adults) - India | Data (worldbank.org) (last accessed on September 13, 2023)
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Number of ATMs per lakh adults has increased
from 2.29 in 2005 to approximately 22 ATMs in
2021.

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.
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Deployment of ATMs as of June 2023
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Deployment of ATMs as on June 2023....contd.
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The Key Takeaways

= 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),
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, a figure significantly below the global average of 39.49.

= 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.

= ATMs are concentrated in three states: Uttar Pradesh, Maharashtra, and Tamil Nadu.

= Only 21.56 per cent of ATMs are located in rural areas, with 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.

* 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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Digital Financial Inclusion is Still Low and ATMs can

help Facilitate it

Income Group Percentage (in 2021)

Bangladesh 41
Sri Lanka 44
71
71
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Source: compiled by authors using
https://www.worldbank.org/en/publication/globalfindex/Data (last

accessed on October 24, 2023)

"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)

There is still a digital divide in India based on gender, area of residence
urban-rural, age etc.

Percentage of population using internet in urban areas is 42 per cent,
whereas in rural areas it is 31 per cent. Similarly, the percentage 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 utilizing digital financial services efficiently.

To address this challenge, it is important to leverage banking infrastructure
like branches, ATMs and technological innovations especially in digital
payment ecosystem to ensure that these services are accessible and
affordable to the weaker sections of society.

For instance, the digitalization of various cash payments, such as
government transfers and wages, has demonstrated its effectiveness in
enhancing account ownership, especially in developing economies.
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Key Policies Related to the ATMs in India

. Ownership and Deployment of ATMs
Il. Security Standards
Ill.  ATM Usage Charges and Interchange Fees

V. Cash Management to Ensure Smooth Functioning of ATMs and Availability of Cash to
Customers

V. Customer Protection and Reporting Requirements Concerning ATM Operations
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Top 4 Challenges for the ATM Industry - Restricting

their Growth

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

Expected . Number of
Monthly average cost . Per transaction .
increase transactionsin a

(AC) of operating (in %) cost day
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Source: India: number_of ATM transactions 2027 | Statista (last accessed on October 11, 2023) 24
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Policy Recommendation

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: RBlI 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.

lll. 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 transaction 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.
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Conclusion

 The effective implementation of the 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 right policy initiatives and incentives aimed at improving the ATM infrastructure and enhancing their role in
financial inclusion.

 On its part, the ATM industry should focus on technological modernisation, and work in collaboration with other

industry and regulatory bodies to explore ways of making ATM a more versatile touch point to facilitate digitisation
and financial inclusion.
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