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Abstract 

Outreach of financial resources is key to economic growth and development of any 

economy and the mobility of financial resources depend largely on the level of 

penetration of financial services in the economy. The deeper the penetration, the 

more inclusive and pervasive the growth. Recognizing the fact that strong 

financial inclusion is a necessity for an Indian economy if India wants to be a 

major power in coming years and realizing that India has one the poorest 

financial inclusion among the emerging economies, Government of India has 

taken several initiatives to perpetuate financial inclusion. Many inclusion 

initiatives of the government including Pradhan Mantri Jan Dhan Yojna, have not 

been as effective due to limited banking penetration. In its bid to overcome the 

banking challenge, Reserve Bank of India RBI granted in-principle approval to 

eleven companies for Payments Bank licence in India as a follow up to budget 

announcement made in July 2014. Demonetization of major currency notes in 

November 2016 and the cash dry up thereafter made certain payment banks a 

household name in urban India. However, a lot needs to be studied and analysed 

to understand the place and contribution of payment banks in Indian economic 

growth.  This paper is a concept paper written with the objective of researching 

the position and importance of payment banks in India, analysing the success or 

failure of similar experiments in other economies to boost financial inclusion 

through introduction of payment banks, highlighting the role of 

telecommunication in payment banking system, bringing forth the constraints 
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that payment banks may face while doing business and debating how payments 

bank can overcome constraints with the help of technology and innovation. The 

paper concludes that the success of payment banks in India lies in their ability to 

fill the banking gap by providing payment services to the unbanked and hitherto, 

unreached.  

hough  the efforts for financial inclusion were initiated right after 

independence in 1947, the financial inclusion programme gained 

momentum only after the nationalization of major banks in India in 

1969. Further impetus was given to the financial inclusion efforts by 

making priority sector lending (PSL) mandatory in 1972 and 

establishment of regional rural banks (RRB) in 1975 which focussed 

primarily on financial inclusion in rural area (Shetty, 2016) 

Introduction 

Financial Inclusion has been one of the prime agendas of Indian Government in 

recent years. Due to several initiatives, financial inclusion has been improved 

considerably. But still, it is quite limited compared to other developed and 

developing countries. Figure 1 shows status of financial inclusion in India in 

comparison to China and USA in 2013. 

 

Figure 1: Financial Inclusion in India, USA & China in 2013 

Source: World Bank database 

There appears to be lower difference between other countries and India 

because statistics is provided per 100 people. When this statistic is integrated 

with total population, the difference gets magnified. Unlike other countries, 

financial inclusion in India is skewed in favour of urban area. Rural India has a 

poorer scenario compared to urban areas.  
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Though initiatives by Government such as PMJDY (Pradhanmantri Jan Dhan 

Yojana) have resulted in improved financial inclusion data, yet a large number 

of people are still excluded from the financial inclusion strategy of the 

government. This necessitates introduction of newer and more innovative tools 

to increase the outreach of banking and other financial services to hitherto 

financially excluded population in India. 

In its constant pursuit of the inclusion agenda, RBI set up a committee on 

“comprehensive financial services for small businesses and low income 

households” in September 2013 under the chairmanship of Nachiket Mor, a RBI 

board member. This committee suggested vertically differentiated banking 

system with new kind of banks, i.e. payments banks for deposits and payments 

(Shetty, 2016). 

This paper documents key aspects of the introduction and growth of payment 

banks in India. In addition, the paper also discusses the outcome of the payment 

banks approach to increase financial inclusion in a few countries other than 

India.   

Payments Bank- New idea to Reach Unreached 

As per guidelines for Licensing of Payments Banks issued by RBI on November 

27, 2014, Payments banks can neither extend loans nor issue credit cards. Their 

primary task is to accept deposits and provide services like ATM cards, Debit 

cards, online banking and mobile banking. Payment banks in India can offer 

only few banking functions mandated by Banking Regulation Act of 1949.  

11 entities listed in table 1 were given in-principle approval to set up payments 

banks by Reserve Bank of India in August 2015. Of these, Tech Mahindra, 

Cholamandalam Distribution Services Limited and Dilip Shanghvi-IDFC Bank-

Telenor JV have opted out.  

Table 1: Entities Given in-principle Approval to Set Payments Banks by RBI 

 

Aditya Birla Nuvo Limited (Idea Cellular ) 

Reliance In4dustries (Joint venture : 70% RIL, 30% SBI) 

Airtel M Commerce Services Limited 

Vijay Sekhar Sharma (PayTM) 
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Cholamandalam Distribution Services Limited 

Department of Posts ( India Post ) 

Fino PayTech Limited 

National Securities Depository Limited (NSDL) 

Dilip Shantilal Shanghvi ( Sun Pharma ) 

Tech Mahindra Limited 

Vodafone M-Pesa Limited 

    Source: RBI Website 

As per stock exchange notification, until April 2017, all but one of the remaining 

8 payment bank licence holders have received the final licence from RBI to set 

up a payments bank. The only remaining licensee is Vodafone M-Pesa Ltd. Airtel 

Payments Bank and India Post Payments Bank (IPPB) has already commenced 

their operations.  

Payment banks are an extension of the “Fintech Revolution” and the role of 

telecom in their growth and success cannot be undermined.  In the list of 

original licensees Aditya Birla Nuvo, Airtel M commerce services, Reliance 

services and Vodafone M-Pesa have sustained presence in telecom field. Table 2 

exhibits the potential number of cell phone users who can be reached through 

payment banks to deepen financial inclusion in India. 

Table 2: How Telecom Field Can Improve Financial Inclusion? 

No. of  People (in millions)  2013 2014 2015 

Number of people using cell phones  867.80 924.32 969.89 

Number of people having bank account  400 665.28 790 

Unreached people from financial inclusion  467.80 259.04 179.89 

Source- Telecom regulatory authority of India, World Bank database 

 

It can be assumed here that the one who has bank account is most probably 

going to have a cell phone as well. Hence, if we subtract number of people 

having bank account from number of people having cell phone, we get number 

of people having cell phone but not bank account i.e. unreached people from 

financial services but not cell phone4.  

                                                           
4
 http://www.trai.gov.in 
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There was a significant reduction in the number of financially unreached people 

from 2013 to 2014 as shown in figure 2. It was due to PMJDY. This decreased 

number of financially excluded people is supposed to be constant after PMJDY 

utilizes its full potential and it indicates the number of people who represent 

the actual target customers for payments banks.  

 

Figure 2: Financial inclusion in India (2013-2015) 

Experiments with Payment banks in other countries 

Many countries across the world have experimented with payment banks and 

phone based mobile systems. On one hand, some countries like Kenya and 

Pakistan have been successful in increasing the outreach through these 

innovative methods, on the other hand, in South Africa efforts to increase 

financial outreach through these methods has not been successful so far. (Kohli 

& Patel, 2016) 

Kenya (Success story) 

Kenya had a poor financial inclusion and bank branches were scarce especially 

in rural area. It was difficult for city workers to send money to their families in 

rural area. Safaricom, largest provider of cell phone service found solution by 

launching M-PESA in 2007. M-PESA enabled to transfer money through cell 

phones. According to official reports, around 83% citizens were covered in 

financial inclusion in next 5 years contributing approximately 24% of GDP of 

Kenya. 
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South Africa (failure story) 

Vodafone’s M-PESA and MTN banking’s mobile money could not work 

successfully in South Africa as it already had more developed banking market 

compared to Kenya. Vodafone’s M-PESA failed in India as well. 

Above case studies show that same business model doesn’t work in different 

markets. Banking sector in India is not as poor as Kenya and not as developed 

as South Africa. Hence India needs its own kind of business model for payments 

bank which can be developed through multiple innovations. 

Payments banks: Their relevance and viability in India 

From the above case studies, it can be concluded that payments banks would 

find growth in rural area rather than highly competitive urban area. Prime 

strength of payments banks over normal banks is their technological prowess, 

mobile reach capability and nimbleness. As traditional banking needs expensive 

infrastructure, its viability is reduced for low income communities. Unlike 

traditional banks, payments banks can be profitable quickly due to less 

expenditure on infrastructure and more on technology. SWOT analysis of 

payment banks is illustrated in figure 3. 

Figure 3: SWOT Analysis of Payments Banks 
Strengths 

 Technology and nimbleness 
 Last mile connectivity 
 Lower customer acquisition cost 

Weaknesses 
 High dependency on network  
 Lack of awareness about latest 

technology 
 Limited services compared to 

universal banks  
Opportunities 

 Immense potential in rural area 
 Innovation 
 Better methods for identification 

of beneficiaries 

Threats 
 Intense competition 
 Maintaining customer loyalty 
 Regulatory restrictions 

Source: Based on KPMG research paper titled “Payments banks- the challenger 
banks in India” & Deloitte research paper titled “RBI guidelines for licensing 
payments bank- Opportunities and challenges” 
 

Unlike universal banks, Payments banks can only accept deposits and provide 

services like ATM, Debit cards, remittance etc. Hence, profitability of payments 
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bank would depend on number of transaction volumes and mass of customers.  

For being profitable, what they need is innovation to develop right product by 

knowing customer need, investment and good marketing strategy.   

Before RBI introduced the concept of payments banks in India, Indian citizens 

already had access to prepaid payment instruments (PPI) that include wallets 

like mobikwik etc.). PPI model has almost same features like payments banks. 

For example, they also have a technology and network. PPI can provide many 

services that payment banks are supposed to provide. But payments banks have 

some more features which make them better than PPI in contentious issues. 

Advantages of payments banks over PPI can be as enumerated as: 

PPI doesn’t offer interest rate: Prime purpose of PPI is to make money through 

commission they earn through their service. This wouldn’t help in financial 

inclusion. Payments banks instead offer interest rate and hence can attract poor 

people and small businessman. 

Money deposited in PPI/ digital wallet cannot be refunded: Payments banks can 

accept deposits and provide cash withdrawal service as well. Therefore, 

payments banks are advanced version of PPI that would complete the main idea 

by removing disadvantages of PPI. (KPMG & Deloitte research reports). PPIs 

have diffused successfully in India as shown in figure 4)  

 

Figure 4: Growth in Mobile wallet Transactions in India (2013-2016) 

Source: Reserve Bank of India *till January 2016 

Payments banks are going to have well established business of PPIs to start 

with in India. 
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Impact of Payments Banks on Universal Banks 

Services of payments banks are going to be highly specialised due to limited 

responsibilities. Thus, payments banks may capture the business of universal 

banks where payments banks may prove to be better than them. 

Many individual customers may shift part of their liquid cash from savings 

accounts at traditional banks to payments banks for purposes like recharge, 

bills payments, remittances etc. Big giants in banking field may be able to give 

same quality service as payments banks, but small and medium PSBs may have 

to face intense competition from payments banks. Even if interest rate by 

payments banks are same as small and medium traditional banks, then also 

individuals may prefer payments banks as they would be highly technology 

driven and quicker in response. So, payments banks can get more credibility 

among customers having accounts in small traditional banks both in public and 

private domain. 

Almost every bank has a minimum balance requirement. Private banks 

generally have Rs.10000-/ as minimum balance in urban area and Rs.5000-/ in 

rural area. Minimum balance requirement of public sector banks is far less. It 

could be as low as Rs. 500-/ for rural area. As motive of payments banks is 

financial inclusion, their minimum balance requirement could be still less. 

Payments banks may also provide idea of deposit account without minimum 

balance criteria. Such strategies of payments banks would have an adverse 

impact on small private and public sector banks.  

Universal banks levy charges for basic banking services like ATM transactions, 

cash transfer etc. If payments banks want to compete and improve business, 

they may reduce charges for such services which would be provided with good 

use of technology.  

There is perception among customers that when they want to use banking 

service from a large banks in public sector, then they may require to be in queue 

for a long time to do basic banking. Payments banks would be able to do such 

things quickly with advanced technology. Therefore, payments banks would 

have a potential to capture the business of large traditional banks as well.  

Constraints against the Progress of Payments Bank  
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Payment banks face many constraints as well that may impede their growth. 

Following are the major problems faced by payment banks in India: 

 75% investment in government securities would crimp the earnings of 

payments banks, 

 Payments banks cannot accept more than Rs.1 lakh per day, 

 Initial capital required to start payments bank is Rs.100 crores, 

 New UPI technology is going to make digital transaction very easy. This may 

hamper prospects of payments banks. 

 Prime customers like migrant labourers may face location issues. (Anand & 

Agarwal, 2016) 

Progress of Banks by Overcoming Constraints 

Despite having number of constraints and limited scope of business activity, 

payments banks can still have good bottom line through number of ways.  

Prime customers of payments banks will come from the unbanked population. 

North-East India and Eastern India has a low penetration of universal banks 

because of poor infrastructure and hilly area. Payments banks can easily reach 

them because they rely more on technology rather than physical infrastructure. 

Payments banks do not require costly infrastructure because their service area 

is also limited. Therefore, the most basic needs of primary banking can be 

fulfilled by payments banks in such regions.  

Payments banks are not allowed to give loans. Further, they also deposit 75% in 

government securities. This will keep payments banks free from NPAs and 

ensure safety of money deposited with them. 

Though, prime business location for payments bank is going to be rural India, 

they have a potential to target urban areas as well. This is because large 

customer base for PPI/Mobile wallets comes from urban region. So, many urban 

customers are also likely to prefer payments banks over PPI due to better 

outcome of payments banks at same quality of service.  

When banking reduces to accepting deposits and cash withdrawals, then strong 

customer base could be found in students as well. In fact, young students could 

be attracted to payments banks because of glamour associated with companies 

like Idea, Vodafone, Reliance Jio, Paytm etc. Students are hardly interested in 

other services of banking like mutual funds, insurance etc. Hence, if there 
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banking requirements are going to be satisfied with the same telecom company, 

they may prefer payments banks over universal banks.  

Some services which are ‘value added’ services by a universal bank can be ‘core 

service’ by payments banks. Core service would have better quality and 

enhanced customer relationship as well.  

According to KPMG research paper titled “Payments banks- the challenger 

banks in India”, Deloitte research paper titled “RBI guidelines for licensing 

payments bank- Opportunities and challenges” and press releases by RBI, there 

are no restriction on payments banks tying up with universal banks. Hence, this 

opportunity could be exploited by payments banks. Reliance Industries is 

making joint venture with SBI-the largest lender for payments bank. Same way, 

Aditya Birla Nuvo limited is making joint venture with Idea cellular. Airtel M 

Commerce services limited is making joint venture with Kotak Mahindra Bank. 

International financial conglomerates like World Bank, Barclays and ICICI bank 

have shown interest to work with department of post. Such joint ventures 

would, on one hand, provide core services of payments banks and on the other 

hand, payments banks can sell services of big giants. Thus, there can be a 

mutually beneficial arrangement where big financial institutions would gain 

opportunity to do business with those with whom they never had an 

opportunity before. They can use large customer base payments banks have and 

payments banks will extend their financial services to hitherto unreached.  

The most recent announcement by RBI has relaxed rules for equity capital and 

inter-bank borrowings taking concerns of payments banks into consideration. 

Due to these relaxations, payments banks are now required to maintain 6 

percent tier-1 capital instead of 7.5 percent till March 31 and 7 percent 

thereafter. Payments banks don’t need to maintain the countercyclical capital 

buffer and the capital conservation buffer unlike scheduled commercial buffer. 

Further, RBI has allowed payments banks to participate in the call money and 

CBLO markets as both borrowers and lenders. This is going to be an additional 

income channel for them and also gives an easy access to funds (Anand & Lele, 

2016). 

Payments banks are also exempted from the requirement of having a base 

branch for a certain number of business correspondents, which is required for 

commercial banks. For payments banks, a fixed location set up to monitor 
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business correspondents in the area and address the customer grievances will 

be allowed to conduct business for payments bank. Due to this, the capex for 

setting up of brick and mortar branches will be reduced.    

UPI is generally supposed to be a threat to mobile wallets which are soon going 

to be converted into payments banks. But from another perspective, UPI could 

be beneficial to mobile wallets because at later stage, it is also going to include 

mobile wallets. Hence integration issue of mobile wallet may vanish and user 

will be able to use it inter-operable.  

Comparative study of proposed Payments banks in India  

So far, out of 11 licensed payments banks, 8 payments banks have taken up the 

challenge to venture in the business of banking transactions. These are Aditya 

Birla Nuvo, Airtel M-Commerce services, Reliance services and Vodafone 

M‐Pesa, Department of post, Paytm, FINO paytech and National Securities 

depositories. Except Airtel M Commerce services, others are yet to launch 

payments banks. All these payments banks have been analyzed below.  

Aditya Birla Nuvo 

There are already approximately 175 million Idea cellular subscribers. Hence, 

Idea payments bank is already going to have this customer base. Aditya Birla 

Nuvo also has Idea money wallet that uses the state‐of‐the‐art technology. Apart 

from this, Idea payments bank is going to use other financial services of the 

group like Birla Sun Life Mutual Fund and life insurance. With the result, this 

payments bank is in a position to provide financial services and products to 

significant section of the Indian population from semi urban and rural area. 

Reliance Industries limited (RIL) 

Reliance Jio is one of the fastest growing telecom company at this moment due 

to its free 4G service. It has entered into partnership with SBI for payments 

banks. With RIL being the promoter, SBI had 30% equity investment which will 

help to create most extensive distribution network. Strength of Reliance Jio lies 

in 0.25 million kilometer of fiber optic cables, covering 18000 cities, and over 

0.1 million villages with the aim of covering 100% Indian population by 2018. 

However, right now, most Jio retail outlets have presence in urban areas only 

and the main customer base of payments bank is in rural area. Hence, it’s a wait 
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and watch moment for this payments bank as of now. Success of payments bank 

would depend upon how much it penetrates rural area in coming years. 

Department of Post 

Strength of this bank lies in its presence in rural area. It has 155015 post offices 

across the country out of which, 139144 are in rural areas. Hence, 89.76 % 

infrastructure is in rural area which is the primary target of payments banks. 

Another attraction is international institutions like World Bank and Barclays 

have shown interest to partner with postal department for this venture. Main 

concern lies in the use of technology by the department which is an old 

mammoth. However, with the help of organizations like Barclays for technology, 

postal department is expected to bring biggest revolution in the banking sector 

in rural India. 

FINO paytech 

FINO paytech is India’s largest business correspondent with 16% equity 

investment by ICICI Bank. Strength of FINO paytech lies in the transaction 

points (agents) which amounts to 45000 spread across all states. Due to the 

service provided by agents, FINO paytech can do business with those who are 

not aware about technology. Such kind of customers are mostly migrants, daily 

wagers, old‐age pensioners, small business owners etc. By providing financial 

services to these customers, FINO paytech already made a turnover of Rs. 3 

billion in FY2015. With the experience of doing business with the customers 

that RBI expects payments banks to do business with and due to absence of 

technology barrier because of availability of agents, FINO paytech has strength 

which none other payments bank has. 

Paytm 

Strength of Paytm lies in its technological nimbleness. With the help of 

technology, Paytm can be major disruptor in the banking field. However, in the 

context of payments bank, Paytm has poor scenario as most of its customers are 

in urban areas. In addition to this, internet connection is a must for Paytm to 

work. Hence, though Paytm is a successful venture so far, as a payments bank, 

there is less possibility of success. 
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Analysis of Airtel Payments Bank  

Airtel being the first company to start payments bank, we have a good amount 

of data available to analysis its prospects detail. In the context of financial 

inclusion, Airtel payments bank can be compared with largest public sector 

bank, i.e. SBI has exhibited in table 3. 

Table 3: Airtel Payments Bank versus State Bank of India (SBI) 

Basis Airtel Payments Bank State Bank of India 

Number of branches Approx. 10000 in 

Rajasthan only 

Approx. 14000 across 

the country 

Interest rate on savings 

account 

7.5% 4% 

Free benefits of opening 

account 

Personal accidental 

insurance of Rs. 1 lac 

with every savings 

account 

No 

Technology  Fully digital and 

paperless bank 

Lots of paperwork 

Branch distribution Urban, semi urban and 

rural 

Urban, but low presence 

in semi urban and rural 

Documents required for 

bank account 

Airtel mobile number 

and aadhar card 

Lots of documents 

including PAN card 

 

From the above table 3, it is clear that Airtel payments bank is faster and 

technologically superior to India’s largest bank. Reason behind this is that Airtel 

payments bank doesn’t lend and SBI provides much broader service than them. 

Narrow service band for Airtel payments bank makes it nimble and fast 

(Bhandari, 2016). 

Apart from the above table, more analysis can be made as following: 

Being a payments bank, Airtel is supposed to invest 75% of its assets in 

government securities and remaining 25% in fixed deposits with banks. So it 
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raises the question about how Airtel Payments bank can earn enough returns 

on its investment to make good its promise of 7.25% interest. Interest on 

government securities is around 7.5 % while fixed deposits can earn up to 

8.25%. Hence, net interest margin for Airtel Payments bank is thin because 

generally net interest margin of 3% is considered healthy. Airtel payments bank 

can provide good interest rate despite thin net interest margin because of its 

low overheads. Airtel payments bank doesn’t need to invest in branches, IT 

hardware and staff. Being one of the largest telecom company, these 

infrastructure is already available. 

However, there is still the question about viability of Airtel Payments Bank as a 

business model. If it is about source of earning, then Airtel can earn much more 

through other investments. Hence, reason about why payments banks service is 

important for Airtel despite low profitability is a puzzle. 

Answer to the question may be lies in the fact that, in the days to come, telecom 

war is going to fierce. Hence to guard their subscribers, Payments bank is an 

add‐on service. Customer can be expected to be loyal to company if it is 

providing telecom service along with banking. Airtel’s investment in payments 

bank needs to be seen in that light. 

Innovations that payments banks can have for better business 

RBI has put restrictions on payments banks from the regulatory perspective but 

it doesn’t have any reservation about payments banks utilizing various 

innovations to render their services. Through innovation, payments banks can 

do a lot of things which giant financial institutions are not able to do.  

Payments banks are supposed to have fast response time. Hence, they could 

also be expected to work for more hours than traditional banks. Many PSBs and 

private banks have office hours same as that of other professionals making it 

difficult for them to adjust their timings with universal banks. Payments banks 

can exploit this opportunity. If they work early morning and late evening, then 

they can attract more customers from urban area. Most of the times, a normal 

customer is interested in basic banking services only. Hence, for such small 

purposes, customers may prefer payments banks over large financial 

institutions. Many times, in large PSBs, there is a scope for human errors. 

Payments banks can reduce them being highly computerised.   
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When it comes to remote area, payments banks would resort to technology. But 

when it comes to converting money in account into cash, some infrastructure or 

human intervention is required. Payments banks can employ banking 

correspondents for any help that remote customers may need.  

Conclusion 

Despite limited business space, payments banks can still sustain due to lacunae 

in current banking system. Products of payments banks need to be highly 

specialized to identify and satisfy customers’ needs. Payments banks are likely 

to challenge the incumbents primarily on higher customer engagement, coupled 

with smooth transaction capabilities, technology and innovation. In conclusion, 

it can be said that the success of payments banks would depend upon what they 

can do which the current system has not been able to do so far. 
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