
The number of Internet users hasgrown rapidly over the pastdecade and today two-fifths ofthe world’s population use online.Increasingly equipped withSmartphones, consumers depend onthe Internet for a growing range ofeveryday activities, from connectingwith friends and family members toshopping and banking. Businessesalso harness the Internet extensivelyacross their operations. The digitaleconomy’s value chain broadlyconsists of three elements: devices,networks, and applications.Devices include Smartphones,tablets, PCs, game consoles, wearable,sensors, and the growing range ofconnected machines and vehicleswhich make up the Internet of Things(IOT). Systems and software enabledevices to run applications, while fixed,mobile, and satellite networks connectdevices to the Internet. Applicationsinclude online services, content rights,and the enabling technologies todeliver them. Online services are themost visible and most dynamic part ofthe digital value chain. Video, music,gaming, social media, over-the-top(OTT) communications, e-commerce,local information services, and searchare among the applications that arebecoming increasingly indispensable tothe digital citizen.Rapidly advancing technologies,evolving customer expectations and achanging regulatory landscape areopening doors to disruptiveinnovation in financial services. Fromcrypto-currencies to big data to peer-to-peer lending, financial technologiesinnovations have captured theattention and imagination ofcustomers, investors and incumbents.Disruptive innovation is here to stay,creating clear threats to the traditionalstructure of the financial world, but alsoopportunities for positive change andgrowth. The challenge: the financialservices industry is struggling tounderstand which innovations will bethe most relevant, as well as figuring out

the evolutionary path of emerginginnovations and the specific implicationsof those evolutions on existinginstitutions.There are many large forces sweepingsociety, from demographic and socialchanges to shifts in global economicpower. But one force in particular –namely, technological breakthroughs – ishaving a disproportionate influence onpublic financial services. 
Digitization makes finance
accessible, lowers costs,
and creates opportunity It is the topic du jour forpolicymakers in almost everydeveloping economy—especially inBangladesh. Financial inclusion makessaving easier and enables accumulationand diversification of assets, boostingeconomic activity in the process. As itseconomy continues to grow, thecountry must take one crucial step if itwants to escape the poverty trap, andeven more so now as commodityexporters face a downward terms-of-trade trend: deliver more financialservices to people and institutions.Yet access to financial services for thepoor has been limited. Minimum bankbalance requirements, high ledger fees(costs for maintaining micro accounts),and the distance between poor people’shomes and bank outlets hinder theiraccess to financial services and credit.Moreover, unaffordable “collateraltechnology” (the system of fixed assetsrequired for loan approval) raises costsmore than anything else, and thefinancial products available are often notsuitable for customers with low andirregular income.Banks have had to bear high coststo provide financial services to thepoor. Market segmentation, lowtechnological development,informality, and weak regulationincrease the costs of doing business. InBangladesh, markets are heavilysegmented according to income, niche,and location, and their sophistication,level of development, and formality or

informality reflects that segmentation.High customer-monitoring costs,perceived higher risk, and a lack oftransparent information have beenalmost insurmountable challenges forbanks, and microfinance and otherspecialized institutions have not beenable to fill the gap.
A new digital landscapeThe global financial crisis changed thelandscape. Foreign banks scaled backtheir activities in Bangladesh, while newlocal banks increased their presence. Therelative success of microfinanceinstitutions in Bangladesh encourageddomestic banks to expand theirnetworks. At the same time, nonbankfinancial institutions, such as savings andloans and cooperatives, formalized theiractivities. In response, regulators beganintroducing alternative models thathelped cut intermediation costs. Forexample, agency banking allowed banksto locate nontraditional outlets in remoteareas where brick-and-mortar branchesand outlets are not financially feasible.Bank representatives at such outlets canperform authorized tasks, such asopening bank accounts, processing loanapplications and loan repayments, and soforth.These changes were driven bydemand. Market participantspressured regulators to build theircapacity to cope with innovations andto develop institutions to supportfinancial sector growth. Greater creditinformation sharing and thedevelopment of information formarket participants, depositinsurance, and financial intelligenceunits generated a virtuous circle.But these changes pale comparedwith the transformation introduced bythe emergence and low cost of digitalfinancial services. In Bangladesh,mobile-phone-based technology(bKash) for the delivery of financialservices lowered transaction costssignificantly and started a revolutionin the payment system. Suddenly, businesses did not have
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ENGLISH SECTIONto give their employees time off to takemoney to their villages to care forrelatives or small farms. Employees nolonger had to travel long distancescarrying cash and exposing themselvesto robbery and other dangers.
Digital financial inclusion—
a new revolutionA growing body of evidenceindicates that improving access tofinance for small and mediumenterprises (SMEs), people at thebottom of the pyramid (BoP) andwomen has the potential to accelerateeconomic growth and move the poorand vulnerable out of the vicious cycleof poverty. Two billion peopleworldwide (or 38% of adults in theworld) do not have access to formalfinancial services.In this context of substantial unmetneeds, financial sector policymakersacross the world have recognized thegame-changing potential of promoting‘digital’ financial inclusion. In fact, thetremendous potential of digitaltechnology in opening up access tofinancial services and driving downcosts is being envisaged as the ultimatesolution to mitigate poverty. Whileconnection to the digital financeecosystem contributes towardsimproving the lives of millions of poorhouseholds dependent on cashtransactions, the benefits of digitaltechnology in the financial sector arenumerous. For example, once linked tothe digital financial ecosystem, smallholder farmers can save their harvestproceeds in secure, interest-bearingaccounts and migrant laborers canremit money to their family at the clickof a button. Further, as severalpublications of the Consultative Groupto Assist the Poor (CGAP) and GatesFoundation show, digital finance alsogives an opportunity to build a financialhistory, which can be harnessed to getaffordable loans. Additionally,governments are enabled to deliversocial welfare payments directly intocitizens’ accounts. The use of digitalpayments is thus encouraged as theprocess is cost effective, secure and canbe made through reliable channels.While these aforementionedpotential benefits are duly and widelyacknowledged, much action remainsto be taken to effectively realize them.Digital Financial Inclusion (DFI) isdefined as access to a formal financialsystem by disadvantaged and low-income segments in an affordablemanner. The services providedthrough digital channels should meetthe customer needs and aspirationsand should be offered through

credible and responsible deliverychannels and be sustainable forfinancial service providers (FSPs). 
Functioning of DFIA digital finance platform enablesthe unbanked masses to convert theirphysical cash into digital/electronicmoney. The digital platform isintegrated with the core bankingsystem of banks/telcos and otherfinancial and non-financialinstitutions. DFI is considered asuccess when a poor, and thus farunbanked, customer starts transactingdigitally with his/her family andfriends, formal banking and financialinstitutions and utility companies, andreceives government  to-person (G2P)payments directly into his/her bankaccount. DFI can be categorized intotwo types, i.e. assisted and self-service. While financial transactionsavailed of using agent networks—especially for cash-in and cash-outservices— are considered assistedDFI, payments and transfers madethrough use of own mobile phone arecalled self-service DFI. The followinginfrastructure needs to be in place tofacilitate DFI:

* A transaction platform whichconnects the customer/ agent to thecore banking systems for electronicdeposit, withdrawal and transfer. Italso records customer transactiondetails.* A CSP/agent who passeson/receives customer transactiondetails from the transaction platform.The agent converts cash intoelectronic money and vice versa. Thisagent is also involved in enrolling acustomer into the financial system andcomplying with know your customer(KYC) requirements.
* Digital delivery channels such aspoint of sale (POS), mobile phones andcomputer kiosks which facilitatecustomer authentication and real-timetransactions.
* Internet connectivity whichhelps the digital delivery channelsconnect with the transaction platformfor customer authentication andtransactions on a real-time basis.
* A system for capturing and

authenticating the identity of thecustomer.
* A virtual account for enablingdigital payment connectivity.
* A payment platform thatconnects customers with other serviceproviders and different platforms.
* Methodologies and a set of rulesthat enable payment and settlement

across platforms.Ability of the system to connect withother systems through an application
programme interface (API).

An increasingly cashless
societyAs cash is gradually replaced bysecure, straightforward, andstandardized digital paymentmechanisms, many citizens indeveloped countries are now able topartic ipate in the digital economy.Although the existing digital paymentlandscape—encompassing proximitypayments (as enabled by near fieldcommunications and Apple Pay),mobile remit tances, and mobilewallets—is very fragmented, there islikely to be a shift toward morestandard ized and interoperablesolutions over the next decade. Today, most new digital paymentsolutions lack the scale to be profitableand sustainable, but mobileconnectivity can and will graduallychange the economics of financialservices and ultimately enablecountries to finally move beyond cash.With a direct connection to a largesubscriber base, a mobile operator canlower the cost structure of a traditionalbank, reducing the need for bricks-and-mortar branches. Each mobile phonecan become a “personal bank in thepocket,” allowing citizens to access awide range of financial services using abrowser or app on their handset.
ConclusionIt took more than two decades toconnect the world’s first three billionpeople to the Internet; the next billionwill come online in a matter of years.Whereas the first two billion used a PCto get online, the next wave of userswill make digital decisions on a mobiledevice. This new generation ofInternet users is predominantly youngand living in emerging markets, suchas countries like Bangladesh.Just as businesses around theworld have to innovate to adapt to adigital economy, governments need toensure that existing and newregulations are fit for purpose in anincreasingly online world. To play asignificant role in this new era,Bangladesh has to keep pace withtechnology.Rome was not built in a day andneither is a digital economy.Government of Bangladesh should becommitted to develop the necessaryenvironment and to overcome  theindividual regulatory challenges in acohesive manner, working closelywith all partners and stakeholders CJ
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