Excerpt from FS Series #11 – innovations in financial services delivery: branchless banking
C3. Case 3: Eko India Financial Services Private, Ltd.

C3a. Background & Environment

India has 80,000 bank branches, 110,000 cooperatives (one in every five villages), and 150,000 post offices. It is estimated that each branch serves about 15,000 people in urban areas and 32,000 people in rural areas (World Bank, 2009). Consequently, less than 60 percent of the adult population has a bank account and less than 14 percent has a loan with a bank.
Microfinance services tend to be concentrated in southern states (e.g., Andhra Pradesh and Karnataka). In 2009, the Self-Help Group-Bank Linkage Program
 covered 45.2 million households. Non-bank finance companies and NGOs — both MFIs — now reach 22.6 million clients, of whom 17.9 million are active borrowers (Sa Dhan, 2009).

In January 2006, the Reserve Bank of India issued new guidelines (Reserve Bank of India/2005-06/288) allowing banks to employ business facilitators and BCs to promote financial inclusion and improve outreach. The facilitators would primarily be involved in processing and opening accounts. In addition to facilitator functions, BCs should mobilize deposits and disburse credit on behalf of the bank.

C3b. The Eko Business Model

Eko India Financial Services Private Ltd. is a start-up company established in mid-2007 with the goal of bringing financial inclusion to the financially underserved middle- and low-income population in India. Because Eko is a technology provider, it is not allowed under the law to act as a BC, so the founders also established a nonprofit Section 25 company, Eko Aspire Foundation, to perform this role.

In February 2009, the CGAP Technology Program, co-funded by the Gates Foundation, provided a one-year, $1.78-million grant to Eko to support the creation of an agent network to deliver savings and remittance services to new SBI customers. Eko is also an action research partner of MicroSave India and CGAP, and documents and analyzes learning related to the viability of agent networks in India.

The vision of Eko’s founders is to build a low-cost financial services infrastructure, powered by innovation and technology, to increase the reach of financial institutions to the unbanked. In 2008, Eko was appointed as a BC of SBI, the country’s largest public-sector lender. Through this partnership, Eko appointed airtime sellers, grocers, and pharmacists as sub-agents. At these Eko customer service points (CSPs), a customer can walk in and set up a bank account using his/her mobile phone.

Products and services. Eko-SBI offers the no-frills SBI Mini Savings Bank Account, which has no account opening fee or minimum balance, though CSPs encourage customers to open accounts with 100 rupees ($2.25). Once the account is set up, customers can perform all conventional financial transactions, including deposits and withdrawals, remittances, bill payment, and insurance payments. 

Revenue model. The 2006 Reserve Bank of India Business Correspondent Model directive did not allow BCs to charge clients a fee for any transaction at a CSP. Each quarter, Eko receives 10 rupees from SBI for each account opened, 0.5 percent of the value of each transaction, and 40 rupees for each active account. Eko has a similar arrangement with the CSPs.

Technology platform. All transactions are mobile phone-based because Eko did not want clients or the CSP to make an additional investment for a smart card or a POS device. The service works on all handsets using an unstructured supplementary service data (USSD) connection, so there is no need to download or install an application. Confirmation of transactions occurs via SMS.

C3c. Results

Outreach. Eko started with a pilot in Uttam Nagar in 2008, and has expanded to Bihar, West Delhi, and Jharkhand. It plans to expand to Mumbai and Punjab in 2011. The company selects site and bases its expansion on factors such as penetration of banking, income levels, and the level of domestic remittances (e.g., Delhi and Biharre comprise an active remittance corridor).

Eko has 50,000 clients, a modest number when compared with other BC companies such as FINO (13.5 million accounts) and A Little World/Zero Mass Foundation (2.5 million accounts), which have achieved greater scale due to their participation in the delivery of government payments through large programs such as the National Rural Employment Guarantee Scheme and the Social Securities Pensions Scheme. Eko’s expansion has also been limited because it has focused on strengthening its relationship with SBI rather than exploring new partnerships with other banks and MFIs.

Usage. Eko reports that 10 percent of its users conduct one transaction every day; 85 percent are “active” (i.e., they conduct a financial transaction every 90 days). Deposits and withdrawals are the most common transactions, with some customers conducting money transfers.

Table 3. Eko by the Numbers (as of April 2010)

	Number of clients/accounts opened
	50,000

	Number of customer service points
	500

	Total transactions to date (value)
	100 million rupees ($2.3 million)

	Total deposits to date (value)
	10 million rupees ($232,000)

	Average daily count: deposits
	1,000

	Average deposit amount
	800 rupees ($18)

	Average daily count: withdrawals
	600

	Average withdrawal amount
	1,000 rupees ($23)

	Average daily volume: money transfers
	20

	Average transfer amount
	2,000 rupees ($46)


Commercial viability. Eko is operating at a loss and uses CGAP/Gates grant money to cover its expenses. The grant ended in May 2010, and the company is actively seeking institutional investments to finance operations and future growth. At the time of this study, no institutional investor had been found, and Eko’s long-term sustainability remains unclear.

C3d. Key Findings and Lessons Learned

Enabling environment. The Reserve Bank of India’s commitment to financial inclusion and its issuance of the Business Correspondent Model directive in 2006 opened the door for technological and business innovations. Significant revisions were introduced in 2009, but key constraints remained:

1. Only banks can appoint BCs, and only nonprofit organizations, retail shops, and individuals can be agents (non- bank finance companies cannot be agents). Result: Technology providers such as Eko, FINO, and A Little World have had to set up a nonprofit arm (by registering as a Section 25 company) to earn the right to participate in branchless banking activities.

2. Banks are outsourcing the responsibilities of selecting, managing, and monitoring BCs to Section 25 companies. Result: Though the bank is legally liable for BC transactions, Eko and other companies bear the bulk of the operational costs.

3. BCs are not allowed to charge customers a fee for transactions. Result: Public-sector banks view the BC model more as a corporate social responsibility activity than a viable business line, and only four private banks reported appointing BCs in 2009.

· Lesson learned. An enabling regulatory framework that is overly prescriptive in terms of the business model may discourage private-sector participation and negatively affect the commercial viability and sustainability of the models.

Partnership management. For SBI, the partnership with Eko enabled it to expand its footprint. However, SBI considered the partnership more as a means to comply with the Reserve Bank of India’s financial inclusion goals, rather than a mutually beneficial business alliance. SBI pays Eko 10 rupees for every account opened, whereas Eko pays 30 rupees to its CSP. Though Eko feels this higher commission incentivizes CSPs to promote the product to clients, SBI has not agreed to increase its commission to Eko. Also, SBI is not covering costs such as marketing (e.g., promotion, financial education, a call center) and channel management (e.g., identification and training of agents, monitoring and fraud prevention, quality control, customer service). This has had a significant impact on Eko’s long-term viability.

· Lesson learned. A successful partnership depends on a shared vision and objective, and should be established based on business strategy rather than convenience alone.

Agent/channel management. Originally, Eko partnered with Airtel for USSD connectivity and to leverage Airtel’s network of 1.2 million outlets. Eko would train the MNO staff and provide the back-end technology and support. Eko later decided to set up its own network of sub-agents or CSPs for two reasons.
 First, Airtel outlets received a higher commission for its connection and airtime-selling business than Eko provided, so agents had less incentive to promote the Eko-SBI product. Second, Airtel as an MNO was not legally allowed to issue a mobile wallet or put their branding on a financial product. Therefore, the agents did not have a sense of ownership for the product.

Because Eko’s main concern has always been the CSPs’ commercial viability, it selects outlets based on location, business experience, financial stability (i.e., diversified and multiple sources of revenue), and agents’ ability to complete forms and explain the product to users. Consequently, it spent the first eight months of 2009 selecting and training outlets and putting a channel management system in place.

· Lesson learned. Establishing an agent network that could be an active partner in acquiring clients and marketing products requires a significant commitment of resources for training, monitoring, and supervision. Though establishing a CSP network would be cheaper than setting up a brick-and-mortar branch, it should be viewed as a recurring variable cost, not a one-time fixed investment cost.

Products and services. Eko’s current platform allows for a wide range of products and services. However, the majority of transactions have been deposits and withdrawals. Because the main drive behind the BC model is to create new accounts, the no-frills Mini Savings Bank Account is the only “new” product launched since Eko became SBI’s BC. There has been little cross-selling and development of new products that may appeal to these new users. This is due to SBI’s low involvement and Eko’s focus on expanding the agent network. Consequently, CSPs are not generating significant revenues. According to a recent CGAP study, the portion of Eko-related revenue compared with total revenue for a CSP is less than 30 percent (CGAP, 2010).

· Lesson learned. A bank account can be a passport to other financial services only if banks and their agents are actively marketing and educating clients about their availability. Eko’s CSPs will need to move beyond deposits and withdrawals to attract more clients and higher usage, thereby increasing volume and generating more revenue.

Banking the unbanked. Eko estimates that only 30 percent of customers using its service are unbanked and the majority of their current users are under-banked. Because their locations and operating hours are more accessible, convenience appears to be one of the key benefits of the Eko CSPs. Recognizing the importance of financial literacy, Eko has also developed its own materials to educate clients about the Eko-SBI product and service, and has used folk plays in urban and rural areas to raise awareness and communicate the importance of opening a bank account. 

Nevertheless, more can be done in the area of marketing, specifically branding and product positioning. Eko’s CSPs are typically small shops that provide a range of services (e.g., SIM cards, airtime recharge, photocopying, and DVD rentals). The shops usually have signage and advertising from other companies, so the Eko-SBI logo does not necessarily stand out or make an impact.

· Lesson learned. Attracting unbanked clients requires a multi-pronged marketing approach. Advertising and financial education are important but are not enough. Understanding clients’ behavior and what they seek and value in a financial product is more important.

C3e. Potential for Replication and the Role of USAID

The Gates Foundation and CGAP wanted to experiment in a market that was ripe for innovation. Thus, they were willing to support Eko-SBI because it is a small start-up company that is interested in setting up a new business model for serving the base of the pyramid. The main objectives of the grant were to understand what works, what does not work, and why.

In India, there are opportunities for USAID to collaborate with other donors on sector-level activities, such as funding MicroSave or a similar research institution to document learning, or establishing a grant fund to subsidize financial education programs for clients. USAID staff can also take a multi-sectoral approach by exploring how the BC model could apply to health programs (e.g., health insurance payments) or agricultural programs (payment for inputs such as seeds and fertilizer).

� A self-help group is a village-based financial intermediary usually composed of 10-15 women. Members voluntarily contribute small savings over a few months, until there is enough capital to begin lending. Because saving and lending decisions are made by mutual agreement, many believe self-help groups are important vehicles for social and economic empowerment of women. Under the program, public-sector banks such as the National Bank for Agricultural and Rural Development link with self-help groups for on-lending to low-income and poor clients. 


� Eko is still partnering with Airtel for connectivity, and some Airtel agents remain Eko-SBI CSPs.


� Eko estimates it takes about 45-60 days for an outlet to become fully operational.





