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OCEN FOR NANO ENTREPRENEURS

Executive Summary

Micro and nano enterprises, also considered India's economic engines, cannot realise their
full potential in contributing to the economy due to their lack of access to formal, affordable
credit. The Open Credit Enablement Network, or OCEN, is an upcoming digital architecture
that promises to challenge this situation and shift how credit is offered to micro and nano
enterprises. Unlike traditional lending, OCEN's model of extending credit is reliant on cash
flows instead of physical assets, which it determines by leveraging financial digital trails, or
information that these enterprises produce on a daily basis. OCEN promises to reorient flows
of money, information, and people, so as to underwrite fast, small-sized and customised loans
to micro businesses, stimulating possibility and progress. However, an analysis of the digital
context of nano entrepreneurs suggests that much groundwork is required before they can
access, adopt and reap the benefits of the OCEN. Going forward, ecosystem actors will need to
play a vital role in enabling access to affordable credit for segments who need it the most.

Introduction

India is one of the fastest growing economies in the world, boasting the sixth largest GDP
(IMF 2022). To a great degree, this economic growth is fuelled by the 63.3 million Micro, Small,
and Medium Enterprises (MSMEs) operating in India (MSME Annual Report 2022). Together,
MSMEs contribute to nearly a third (30.27%) of India's GDP, and after agriculture, employ more
people than any other sector (Goel & Shah 2022). Despite being one of the strongest engines
of economic growth, the contribution of Indian MSMEs to the country's GDP is lower than

that of their counterparts in the USA and China (Ramachandran et al. 2018). There is then,
immense unrealised potential of MSMEs to contribute to India's economy.

One of the greatest impediments faced by India’'s MSMEs in realising their full potential is
their inability to access formal, affordable credit to expand their business operations. Nearly
all credit-related challenges faced by MSMEs can be traced to pain points in traditional loan
processes (Ramachandran et al. 2018; Sattva Knowledge Institute 2020). Thus, in 2020,

the lending ecosystem only served 0.6 million or a mere 11% of all MSMEs, resulting in a
significant credit gap. The biggest losers are micro or nano businesses, which comprise 99%
of all MSMEs in India (Sidhartha 2020).

However, across India, with rapid formalising and digitising of MSMEs, the lending landscape
too is shifting. In 2022, an upcoming digital architecture, the Open Credit Enablement Network
or OCEN, has become the new buzzword in the financial lending space. iSPIRT, the developers
of OCEN claim that it is designed to serve the credit needs of the “the next billion" and will usher
in a “new paradigm of digital lending” (iISPIRT 2020). This perspective sets out to critically
analyse the nature of OCEN; the new digital lending paradigm that it promises to enable, i.e. the
cash-flow lending paradigm; and the potential that it holds for advancing financial inclusion
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OCEN FOR NANO ENTREPRENEURS

of micro and nano entrepreneurs who are at the very bottom of the MSME pyramid. Finally, the
perspective chalks out opportunities available to numerous stakeholders in the ecosystem to
contribute to actualising the potential and promise of this digital architecture.

Formal Credit Shortage for Nano Enterprises

MSMEs are broadly defined as businesses with annual revenue up to %2.5 billion or
approximately $35 million. As of 2021, the Indian government provides for MSMEs to be
further categorised as 'micro’, ‘small' or ‘'medium’' sized enterprises on the basis of their
annual revenue or turnover (Ramachandran et al. 2018).

Figure 1: Distribution of MSMEs by Annual Revenue and Sector

Criteria

Manufacturing

Turnover

Investment

Services

Turnover

Investment

Micro Up to 50 million Up to ¥2.5 million Up to Z50 million Up to 1 million
Small Up to ¥500 million Up to 2100 million Up to ¥500 million Up to ¥100 million
Medium Up to 2.5 billion Up to 3500 million Up to %2.5 billion Up to 3500 million

(MSME Annual Report 2021)

The beating heart of India's MSME landscape, however, is micro or nano businesses, the
smallest of enterprises. The micro sector's 63 million estimated enterprises account for more
than 99% of all MSMEs in India (Sidhartha 2020). Significantly, micro enterprises like kirana
shop owners, makeup artists and call centre agents, employ 97% of all persons employed

by the MSME sector (Sidhartha 2020). Recruiting largely from the rural populace, micro
enterprises generate 23% of the total 50% employment generated by the MSME sector. This
is significant because agriculture, which employs the largest proportion of the workforce in

Figure 2: Estimated number of MSMEs and
employment generation by type
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(MSME Annual Report 2021)
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OCEN FOR NANO ENTREPRENEURS

India, is under undue stress. Thus, slowdown in agricultural productivity implies that MSMEs
and in particular, micro enterprises will need to accommodate the workforce migrating out of
the agricultural sector (MSME Annual Report 2021).

Despite their importance to the economy, micro enterprises continue to face significant

constraints, preventing them from unlocking their full potential in contributing to the country's

GDP and to the lives of the people they employ. The World Bank has highlighted that one

of the most significant constraints to the growth and scaling of micro enterprises is their
inability to access affordable credit and financing (GAME & D&B 2022).The lack of access to
credit implies that MSMEs, particularly micro enterprises, fundamentally have poor working
capital reserves and flows, which in turn results in their low productivity and investments,
and thereby, their stuntedness (GAME & D&B 2022). Thus, micro enterprises end up being
perennially small and are unable to expand their operations or grow to become mid-sized
enterprises. This phenomenon, known as India's ‘Missing Middle," hinders the economy's
potential to grow at reasonable pace and create adequate employment (GAME & D&B 2022).

Figure 4: Supply and demand challenges that lead to limited access to formal credit for

MSMEs in India

Delayed
Payments
from Buyers

Demand-level
constraints in
MSME debt

Inadequate demand

Formal Records

Outdated
Underwriting
Process

Limited supply
of formal
financing by
banks

Unsuitable
Loan Products

Information High

asymmetry Transaction

amongst MSMEs Cost
(Sattva Analysis 2022)

The estimated credit gap for MSMEs stands at around ¥24.46 trillion (RBI 2019) which is
an outcome of constraints on both the demand and supply sides of the traditional lending
process (iSPIRT 2020a). On the demand side, MSMEs are constrained in accessing formal
finance primarily due to three reasons: limited literacy and awareness about existing
financial schemes; existing relations with informal loan providers who influence their credit
decisions; and most importantly, unsuitable loan products offerings and requirements.
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OCEN FOR NANO ENTREPRENEURS

Loan products offered by traditional financial institutions are unsuitable to micro enterprises
mainly because of their largely unorganised and informal nature, and because they do not
possess CIBIL scores, physical collateral, or formal records like income tax returns that are
required for the underwriting of loans.

On the supply side, financial institutions are unable to disburse small and short term loans,
which are required by micro enterprises, for the following reasons: high cost of customer
acquisition on small ticket loans that leaves little room for profit; unviable cost of assessing
creditworthiness of micro enterprises due to unavailability of formal records; and lastly, due
to difficulties in timely collection of repayments, as repayment cycles are not customised for
micro enterprises who prefer to repay in weekly, rather than equal monthly instalments.

Figure 5: Access to affordable credit is the biggest challenge in scaling MSMEs in India

More than 80% of MSMEs have no access : Entrepreneurs are dependent on informal

to formal financing . credit sources
Distribution of formal and informal financing to Personal resources are the most preferred option for
MSMEs (in millions) : MSMEs to meet financial requirements.

Entrepreneurs did not avail any loan or
[yu financial service from banks or non-

banking financial institutions (NBFIs).

Borrowing cost is the single biggest reason for
dependency on personal finance.

58.4 Majority of informal lending comes
Informal : U/U from unregistered chit-funds such as

30.7

Others

Financing moneylenders.

Informal lenders cater to unregistered micro enterprises
that do not have formalised processes in place.

Annualised interest rates on informal
: U/U borrowing is at least twice that of formal

borrowing.

(IFC 2018; SIDBI 2018)

In summary, a mismatch exists between minimum loan ticket size offered by lenders and
that which is required by micro enterprises (iSPIRT 2020). Such impediments are substantial
enough to compel micro enterprises to continue seeking informal sources of finance to
address their credit needs, often at much higher interest rates. As illustrated in the figure
above, roughly 40% of all MSME credit demand is served by informal credit sources, with
interest rates at least twice as high as formal credit. An additional 25% of MSME borrowing
is invisible — through personal proprietor (rather than business) loans (Ramachandran et al.
2018). The traditional lending ecosystem in India, then, does not meet the unique financing
needs of micro enterprises, which is precisely the situation that OCEN aims to challenge, by
shifting how credit is offered to micro enterprises.

08
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Figure 6: The credit gap, exposure, and guarantees
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(IFC 2020)

OCEN: The What, How, and Why

This section explores why OCEN is being hailed as ushering in a new paradigm that will
revolutionise lending for India's credit-starved growth engine, the MSMEs.

The cash flow-based lending paradigm: Unlocking sachet-sized loans by
leveraging information as collateral.

Simply put, OCEN is an open protocol infrastructure, a set of rules that allows two parties to
exchange information. It reimagines the typical lending value chain by reorienting the flow of
people, money and information, such that overall costs are reduced and greater productivity
is unlocked.

OCEN's ingenuity and innovation lies in the fact that instead of determining the
creditworthiness of micro enterprises on the basis of physical collaterals and assets which
they often lack, it seeks to leverage their existing information, data or financial digital trails
as collateral. OCEN will allow lenders to gain a view of the borrowers' real-time GST and
UPI transaction data, to gain insight into the business's cash flows, on the basis of which
they can then extend and underwrite fast, small-sized and customised loans to address the
specific financial needs of borrowers (Sarma 2021; iSPIRT 2020a). It is due to the inflow of
a continuous stream of digital financial data from the borrower that OCEN is being hailed as
ushering in a new “cash flow-based lending" paradigm.

A comprehensive infrastructure: Building on top of the India Stack to serve
“the next one billion".

OCEN is not a technical architecture that has been designed to work in isolation. Instead,
it is a new piece of, and builds upon, a larger open digital public infrastructure called the
India Stack. The India Stack is a set of Application Programming Interfaces (APIs), open-

www.sattva.co.in Sattva Knowledge Institute | perspective
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Figure 7: Distinction between the Traditional and New Cash Flow-Based Lending Paradigms

Qr—

©

TRADITIONAL LENDING

Loan applicant submits KYC documents
like Aadhaar, PAN, Income Tax returns
and balance sheets to validate financial
information.

Submission of business plan which enables
the bank to judge the financial health of the
business.

Verification and underwriting of documents
is undertaken.

Bank takes decision to extend credit based on
several factors like applicant's credit score,
financial history and quality of collateral.

Loan is disbursed at once with no monitoring
over the duration of loan.

CASH FLOW-BASED LENDING

Applicant uploads receivable invoices on
the Loan Service Provider application and
gives consent to LSP for accessing financial
information from Account Aggregator.

Lenders make offers to applicant at
competitive interest rates and varied
durations tailored to the financial needs of
the applicant.

Applicant selects the most suitable offer and
places the loan request on the LSP application.

Lender extracts the cash flow data of
the applicant from Financial Information
Providers from Account Aggregator.

Credentials are verified. Ticket-sized loans
are issued on regular intervals based on the
continuous assessment of applicant's cash
flows.

(iSPIRT 2020)

access software standards that allow different applications, devices and stakeholders to
communicate with one another.

Currently, it comprises three foundational layers: a digital identity layer, a payment layer, and
a data management layer (see Figure 8). It is in conjunction with these layers that OCEN,
designed specifically to solve for lending, will realise its goal of digital financial inclusion.
Layer one, the digital ID card, will dramatically lower the cost of confirming borrowers'

identities. Layer two, the retail payment systems, will facilitate digital payments and money
transfers between banks, fintech firms, and digital wallets (borrowers). The third layer of the
stack, for data empowerment, will allow borrowers to share their personal digital documents
(that will replace traditional physical ones) for verification with their consent (Carriere-
Swallow et al. 2021). OCEN is modelled as a fourth layer (for credit) of this digital public
good, on top of which others can build financial and non-financial technology products.

The Account Aggregator: A new framework for integrating user data and
building synergy across the layers of the India Stack.

Account Aggregators (AA) or data fiduciaries are a crucial new piece of the data empowerment
layer of the India Stack that is falling into place, and without which OCEN's promise of digital
financial inclusion of the underserved will be impossible. While OCEN's cash flow-based lending
paradigm is premised on employing data generated from users' activities from myriad sources,
currently no framework exists to aggregate and integrate such data in one place. Instead, user
data is fragmented across institutions which prevents one from obtaining a comprehensive

10
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Figure 8: Layers of the India Stack

Giving every resident a unique Aadhaar

ID and enabling them to prove eKYC

'l am who I claim to be.’ eSign

Payments Layer » Unified Payments Interface
Allowing anyone to pay anyone » Aadhaar Payments Bridge
else. Interoperable, fast and » Aadhaar Enabled Payment
cheap - not just smartphones. Service

Data Empowerment
To enable secure sharing » Consent Artefact
of data. » DigiLocker

» Account

(iSPIRT 2020)

view of users. Account Aggregators are being introduced to enable the collection, assembly,
and synthesis of user information from multiple accounts in a single place. Here, user accounts
include loan/credit, savings and current, and investment accounts; government accounts

such as public provident funds and income tax returns data; and supplementary business or
consumer accounts such as those of e-commerce, food or mobility aggregators.

AA will essentially be third-party companies that “act like bridges to deliver data from
Financial Information Providers (FIP) that hold (users') personal or corporate financial data
to Financial Information Users (FIU) that are providing financial services to (the users)"
(Sahamati 2022). The significance of AAs is two-fold: one, since they are not permitted to
see, stock or sell user data but only to collect and transmit it, users get complete control
over their data and the extent to which it can be shared. But of greater importance is the fact
that AAs will build synergies across all the layers of the India Stack.

Figure 9: Mechanisms of the Account Aggregator

CUSTOMER
- Banks
. . . * Lenders
ggg—Baanqle(lsng Financial . * Personal Finance Managers
Y P | Fund C . Give Consent - Insurers
e | to share data - Wealth Managers
* Insurance Companies i
Requests
4—9 data through ¢— «— 9 ES?aueSts «—
open APIs

o Encrypted Data
Flow in real-time

(Sahamati)
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Actors of the OCEN Ecosystem: Introducing Loan Service Providers (LSPs) to
bridge the gap between lenders and nano entrepreneurs.

Like the other pieces of the India Stack, OCEN is a software architecture that integrates not
only other digital technologies, but also integrates and connects various stakeholders under
one roof. OCEN provides a common language to connect small borrowers, lenders, AAs, and
LSPs to one another. To deepen the penetration of financial services to the underserved, the
OCEN framework proposes a new type of financial actor for the lending value chain: Loan
Service Providers or LSPs. LSPs are essentially marketplaces, e-commerce platforms and
business networks that regularly engage MSME customers and possess insight into the
status of their business activities. Mainstream lenders like banks have the capital to lend but
are unable to do so due to prohibitive costs of acquisition and underwriting. Therefore, LSPs
are being envisioned as the solution that will bridge the gap between borrowers and lenders,
because of their low-cost of customer acquisition and better visibility into the credit needs
and usage of MSMEs (iSPIRT 2020a; iSPIRT 2020b). For instance, service providers like
Swiggy can develop a credit model for restaurants upon analysing their number of orders,
user ratings, delivery time etc., thereby acting as “agents of the borrowers" and enabling the
flow of credit from lenders to borrowers using OCEN. A technical blueprint for LSPs is still
under development, but its first tangible realisation is the Sahay application.

Figure 10: Actors in the OCEN Network

Fls can now leverage existing network of 'prospective-borrower facing' entities
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(iSPIRT 2020b)
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Figure 11: LSPs: Role and Significance

Lower interest rates B E N E F |TS

Lenders compete for giving

lucrative offers to borrowers. Higher customer retention

Multiple services will augment
Improved financial health engagement of borrowers.
Borrowers have immediate
access to credit and avoid

liquidity crunch.

Higher Net Promoter Score
Bundled service offerings

will increase borrower
engagement and thus net
promoter score (NPS) of LSP
(NPS measures customer
satisfaction).

Education on various
offerings

LSPs keeps borrower updated
with suitable credit offerings.

Higher liquidity and speedy
growth

Continuous repayment of
loans.

Customised financial
products
LSP knows about the
borrowers and offers loans
tailored to their needs.
More revenue streams
Digital entities can earn
additional revenue by acting
as LSPs.

High end-to-end
convenience

LSPs eliminate the need
for paperwork and simplify
complex processes.

(iSPIRT 2020b)

Visualising the cash flow-based lending process

To understand and visualise the practical application of OCEN-enabled cash flow-
based lending, let us consider the user journey of a borrower on the Sahay Government
eMarketplace (GeM) application. Sahay GeM is a government marketplace, which

in 2021 also added a feature whereby merchants can now receive loans via OCEN
against outstanding invoices and orders. It is the first practical use case or reference
implementation of OCEN, just as BHIM was for UPI.

The process flow of acquiring a loan on the Sahay GeM application, as in the illustration
below, can be summarised in the following steps:
A government department releases an order which attracts bidding from multiple
suppliers. The government confirms the order with a single supplier.

« Upon confirmation of the order, the Sahay GeM App will provide the supplier the option
to seek a loan against the invoice of the order. If the supplier chooses to do so, they
will be required to log into their Sahay Goods and Services Tax (GST) account using
their Goods and Services Tax Identification Number (GSTIN), which will represent the
supplier's GST profile and thereby eligible invoices and cumulative cash flows.

www.sattva.co.in Sattva Knowledge Institute | perspective
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Figure 12: Workflow of borrowers' OCEN-enabled digital loan journey using the Sahay
application, OCEN's first reference implementation

Seller Onboarding

GeM supplier logs GeM portal requests Supplier registers on

into the GeM portal consent for logging into Sahay GST application V:Fgg?rm?;
and seeks loan Sahay GST for use of by entering GST user Sahay a Y
against invoice invoices for loan provision name and GSTIN Y app

Invoice Sharing and Offers

Agreement

EibRlISi=acs e eemenvancidIve. Application verifies supplier's account
confirmation to lender

Setting the Repayment Method

Supplier sets up auto-deduct repayment Supplier creates virtual Supplier updates
mechanism i.e. via UPI mandate bank account on Sahay GST account details

(iSPIRT 2020a)

* To seek loan offers against eligible invoices, the supplier will give consent to the
Account Aggregator to share their GSTIN and bank account details with lenders.

* Lenders will assess the supplier's account information to assess the historic actions of
their enterprise and the supplier's ability to repay (on Sahay GeM, given that once the
delivery of the order is complete, there is an assured payer on the other side, the credit
risk of extending a loan to merchants is very low). Accordingly, lenders will have less
than 10 seconds to revert to the supplier with offers.

* Next, the supplier will authorise the loan agreement and simultaneously set up
repayment methods with a GeM-authorised collecting agent using UPI.

* Once the collection mandate is approved, the loan is dispersed by the lender, all in about
four minutes.

The Sahay GeM use case is but one example of how OCEN can be employed to ease the
liquidity crunch faced by MSMEs. Below are two more illustrations of how OCEN can

be leveraged to offer financial products to borrowers at various stages of their credit
requirement cycles.

Sattva Knowledge Institute | perspective www.sattva.co.in
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USE CASE 1: Loan procurement for raw material purchase by an artisan

Let us take a look at Shambhu, an artisan in rural Kolhapur who has inherited the craft

of making Kolhapuri Chappals from his father. Kolhapuri Chappals are in high demand

in urban areas, however due to a shortage of working capital, artisans like Shambhu are
unable to withstand the competition from popular brands. To ease the problem of market
access, these artisans have tied up with several B2B e-marketplaces, like Rangsutra

and Rural Handmade. In our hypothetical example below, we seek to explain how B2B
e-marketplaces can act as LSPs to facilitate cash flow-based lending via OCEN for rural
artisans like Shambhu, such that their working capital requirements are met.

5. Direct loan disbursement for raw material purchase to supplier.

RAW MATERIAL

SUPPLIER
6. Delivers raw
material with cash
discount for 100%
upfront payment.

2. Loan request 3. Loan request
raised against broadcasted to
purchase order lenders.

for raw material.
(m]
| T 1
-
@ 2o

ARTISAN LSP (A B2B ENTERPRISE) OCEN
1. Purchase order 4. Multiple working loan offers from lenders.

for handicraft
@ T T 0T oD
‘Q"!Ef‘ LENDER
(o

goods.
RETAILER

\e'
P

The process flow of OCEN-enabled cash flow-based lending pans out in the following manner.

* The retailer places an order for chappals with the artisan via the B2B platform.

« Against the purchase order that the artisan receives, s/he places a loan request with
the B2B platform, that in this scenario acts as the loan service provider.

* During the entire OCEN-enabled digital loan process, the B2B platform already
possesses significant insight into artisan data and can additionally request more
using the Account Aggregator.

« Upon analysing the artisan's data and thereby financial behaviour, the B2B platform
generates a raw material loan request for lenders through the OCEN protocol.

- Based on the artisan's data, lenders then make loan offerings to the artisan.

« The artisan will then receive an option to confirm a lender of their choice.

« Upon selection of the loan offer, the loan is then disbursed directly to the raw
material provider for ensuring restricted use.

« Finally, once the retailer makes the payment for the order i.e. for chappals to the B2B
platform, it is proportionately paid back to the lender.

www.sattva.co.in Sattva Knowledge Institute | perspective
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USE CASE 2: Street vendor sourcing loan by developing digital financial
trail using UPI

Let us consider the case of Savitri, a vegetable street vendor in the city of Delhi. She
seeks to expand her sales but a working capital crunch restricts her from doing so.
Savitri usually depends on her local money lender for meeting her daily working capital
needs, but the rate of interest on the loans are exorbitant. OCEN solves this problem by
ensuring timely flow of correct-sized working capital loans to Savitri. In the example
below, we envision a third-party fintech firm as an LSP. The process flow of Savitri
acquiring a loan through the fintech is illustrated below:

7. Lender 1 is selected for disbursal of loan.

2. Loan request 3. Loan request
for working capital broadcasted to
requirements. various lenders.
>
_— A LENDER
-~ > —_ _
5z =
-
STREET VENDOR OCEN HENDER
1. Money received 6. LSP shares offers by various
directly in bank lenders based on UPI data. 4’
account via UPI. LENDER
% < > %—h < ‘
5. Vendor shares consent to lender gets 4. Lender requests for
access to UPI transaction data via bank AA  financial data through AA.
statement.
BUYER

 The use case takes into account the fact that street vendors are increasingly
integrated into the digital payments system. Most of the street vendors receive their
payments directly into their bank accounts through UPI.

* For purchasing inventory, the vendor puts a loan request to the LSP, which in turn
broadcasts loan requests to various lenders.

* The street vendor intimates her data sharing consent to the lender. She then requests
for loan offers from the LSP, which in turn redirects the request to various lenders via
the OCEN framework.

* Lenders pull loan applicant's details through the Account Aggregator and make their
loan offers tailored to the needs of the vendor via the OCEN framework.

 The vendor accepts the offer that suits her needs and conveys the selection of the
lender via OCEN.
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OCEN combined with AA holds the potential to offer fast, small-ticket and
customised loans to those who can produce few formal records to prove their
creditworthiness, thereby accelerating their access to formal affordable credit.

In comparison to the traditional lending process, notable advantages exist for the OCEN-
enabled digital lending process, especially for addressing the credit-related challenges and
needs of micro entrepreneurs.

An obvious advantage of OCEN-enabled digital loans is the speed of loan approval, with the
turnaround happening within minutes in some cases. Unlike traditional loans that can take
weeks or even months, digital loans have significantly shorter turnaround times because
they replace manual filing of forms with the capture of digital data; account analysis is
automated; and no in-person visits are required.

The loan process is made more streamlined and efficient by OCEN as it seeks to leverage
new and more granular data sources to gauge a borrower's creditworthiness. New data
sources, such as UPI transactions, GST and other surrogate data like utility payments

afford lenders a more detailed and thereby complete view into the current and future credit
behaviour of borrowers. OCEN, then, replaces traditional reliance on audited financials which
nano enterprises usually lack, and instead shifts focus to different sources for underwriting,
like data sources and digital trails that MSMEs generate on a daily and continuous basis.

Figure 13: Role of digital lending in solving challenges in traditional finance
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Digital Readiness of Micro Enterprises to
Embrace OCEN

While OCEN-enabled cash flow-based lending is theoretically conducive to the needs of
micro enterprises; most of them will have to become significantly more digitally savvy
before they can embrace the infrastructure.

Despite India being the biggest spender on financial inclusion in South Asia and launching
the India Stack, one of the most comprehensive digital public goods, it still has a long way
to go before OCEN-enabled digital financial inclusion can become a demonstrable reality. It
is only then that nano entrepreneurs, the lowest in the MSME pyramid, can reap its benefits.
Two barriers remain.

One, the Indian economy is still primarily cash-based and informal with 72% of India's
consumer transactions still happening in cash and roughly 190 million Indian adults not
having access to bank accounts. Two, micro enterprises are far from homogeneous in their
access, adoption, and use of available digital financial products and services.

Micro enterprises typically follow a set pattern in their digital sophistication journey,
beginning with online searches primarily for entertainment, progressing to digital banking
and sales. The MSME sector is diverse in its comfort and familiarity with the digital medium
and digital financial products. Below, we segment micro enterprises on the basis of their
familiarity and relationship with digital financial processes. The indicator will be suggestive
of how inclined each segment will be to adopt and employ digital financial processes
enabled by the OCEN infrastructure upon its launch, as well as the gaps ecosystem
stakeholders will have to fill in if OCEN is to truly enable equitable financial inclusion.

The segments are as follows:

1. Digitally Inactive: These include enterprises who are almost entirely removed from
digital financial platform solutions and processes, owing to the owners' lack of a
smartphone or/and due to their low digital and financial literacy. This segment comprises
the rural populace, self-employed professionals like plumbers and micro enterprises
discussed in this perspective, e.g. kirana stores. While rural India accounts for 38% of all
internet subscribers, this populace is at the very first stage of their digital sophistication
journey, wherein they primarily employ smartphones for entertainment purposes. As a
result, they possess weak digital data trails and a low demand for digital lending.

This segment is far from ready to embrace OCEN, which aims to serve precisely this
population. They will be the last to obtain and reap the envisioned benefits of OCEN if left
to the market. Thus, if OCEN's vision is truly to be realised in practice, it is important to
cover some ground: local role models need to be employed to invigorate access to this
segment's bank accounts and financial education.
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2. Digitally Aware, Financially Inactive Users: This segment comprises those who use
smartphones but largely for entertainment purposes, as a result of which their financial
digital trail is not robust. Furthermore, this segment comprises standalone businesses

such as salons and ph
They do not possess a
formal finance.

To bring them a step cl
current levels of digital

armacies, micro enterprises that stand to benefit from OCEN.
ccess to larger supply chains that could facilitate their access to

oser to employing OCEN, it is necessary to increase their
activity by offering them financial education and assisting their

onboarding to digital financial platforms.

3. Financially Sporadic

: This segment is further along the digital sophistication journey,

as they are familiar with digital banking and transactions and therefore, possess strong

digital data trails. This

segment comprises the urban and semi-urban populace, who

interact with customer-facing retailers and long supply chains and therefore, offer a high
potential for demand for digital lending, but do not access the same currently.

While this segment is going to be particularly attractive to digital lenders, to engage
them in a sustainable manner, it is important that their experience of digital finance be
cultivated through the creation of use cases and intuitive end-to-end design.

Figure 14: Segmentation of MSME segments based on digital financial inclusion maturity
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Pathways for Ecosystem Actors

For OCEN-enabled digital financial inclusion to be realised, as detailed in the previous
section, it is vital to bridge the gap between consumers and digital solutions. Going forward,
philanthropists, solution providers, implementation partners (foundations, corporates, NGOs,
CSR and social enterprises) and the government alike, will need to foster innovations and
regulations that provide an enabling environment for consumers to access, adopt and reap
the benefits of OCEN.

Below, we list potential pathways for different actors of the ecosystem to contribute to
taking the vision of OCEN further, which is to accelerate affordable credit for the most
marginalised (iSPIRT 2020a).

Recommendations for Philanthropy

Given that OCEN is envisioned to be driven by the market, it is highly probable that the
marginalised, the very segment of society that it seeks to empower, will not receive the
attention that they require to make the most of this network. Philanthropic capital will become
essential then, to serve primarily nano enterprises, the marginalised segments of the MSME
sector. Pathways to digital innovation models for delivering financial services emerged from a
closed roundtable conference organised by Sattva in 2022 and are as follows:

Investing in digital literacy and phygital practices

Philanthropic capital will need to streamline funding into literacy of the digitally inactive
consumers by developing programmes that promote experiential models of learning, providing
hands-on experience of digital technology and financial execution. Given the tactile nature of
the digital medium, knowledge about digital financial products when merely imparted and not
practised is extremely hard for users to recall. However, this is seen to radically improve when
knowledge is combined with practice and hands-on assistance by guides. To achieve this,
investment in, and scale-up of programmes to enable adoption of OCEN is the need of the hour.

Investment with experimental capital to create use cases

It is vital for philanthropic capital to invest in the building of multiple use cases to maximise the
adoption of OCEN, especially when not all MSME owners have smartphones, or are marginalised
to the extent of not using any phones. Philanthropic organisations possess the experimental
capital to fund or co-create unique solutions for those at the very bottom of the MSME pyramid
and test them with user groups from diverse socio-economic groups. Innovations and pilots that
philanthropic capital can invest in include: digital credit provision, online savings instruments,
access to net-banking accounts, agri-insurance, digital payments and remittances.

Bundling different financial services can enhance the financial health of those living
in rural communities

Due to low literacy and smartphone usage, the demand for digital solutions is relatively low
amongst the first two segments of MSMEs: the digitally inactive, and digitally aware but
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financially inactive. One way to ensure OCEN's penetration amongst these segments is to
design solutions that are multidimensional and can perform numerous functions. Bundling
financial products will ensure that numerous functions will be served through a single
product, thereby driving adoption amongst these segments. Such comprehensive products
require greater investment and patient capital and therefore, philanthropic capital is best
suited to support innovations that integrate myriad financial products and services.

Investing in knowledge creation and ecosystem advocacy

While OCEN enables the new cash flow-based lending model, not enough is known about
the nature and implications of such a model of lending for MSMEs and particularly for nano
entrepreneurs. Not enough is known about the lending requirements of micro enterprises
belonging to different industries either. For OCEN-enabled financial inclusion to be thought
through and implemented, it is necessary to invest in knowledge creation through the
commissioning of landscape studies, among other initiatives.

Recommendations for Service Providers

In the MSME sector that has varying degrees of comfort with the digital medium, service
providers (lenders, LSPs, social enterprises, NGOs, CSR etc.) too will need to ideate and
implement segment-specific solutions to effectively serve the credit-strapped MSMEs.
Pathways to achieve this are as follows:

Leveraging MSME-facing entities for customer acquisition and enablement

The high cost of customer discovery cost being one of the greatest hurdles to the disbursal
of small-ticket loans to MSMEs, lenders will need to leverage ecosystem players such as
e-commerce platforms and supply chains who already possess existing relations with
MSMEs, to reduce the costs of customer acquisition.

With varying degrees of financial and digital literacy, the onus of moving up the ladder should
not fall on the customer. In fact, both e-commerce platforms and business management
ecosystems can ready customers for OCEN by encouraging them to participate in the GST
network, and invigorating generation of a greater volume of digital financial trails. This will
facilitate underwriting of loans for lenders who partner with them (iSPIRT 2020a). Thus,
rather than thinking in terms of "customer acquisition,” stakeholders should think in terms of
“customer enablement” (Sattva 2022).

Embracing data analytics to improve delivery of loans

While cash flow-based lending depends on employing user information as collateral, lenders
and service providers will need to embrace data analytics to analyse large quantities of data
available from multiple sources, in order to improve underwriting, manage risk and offer
flexible and customised loans (Ramachandran et al. 2018).
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Designing custom user journeys to drive adoption

As many consumers will be participating in digital lending processes for the first time,
service providers will need to invest in designing custom user journeys to avoid dropouts
and retain consumers. Service providers should look to partner with philanthropy,

NGOs, CSRs and local networks to understand hyperlocal problems and thereby design
hyperlocal solutions. Higher rates of adoption and penetration of OCEN can be achieved
by designing digital financial interfaces that are easy to use at the community level, and
that can be delivered at the last mile through community institutions (Sattva 2022).

Regulatory Recommendations

While private players will play a vital role in innovating atop OCEN, the government will play
a pivotal role in governing the infrastructure and in facilitating the right conditions for MSME
credit growth. The government can do so in the following ways:

Enabling data sharing with consent

Given that MSME digital data trails are crucial to the functioning of OCEN and the cash flow-
based lending paradigm, it is important that the government makes it easier for data from a
variety of sources to be easily accessed by lenders, with consumer consent. To enable this,
the government can play a vital role in instituting mechanisms that allow MSMEs to provide
consent for digital lenders to access their tax data, digitised collateral data, as well as utility
and telecom data (Ramachandran et al. 2018).

Spurring further formalisation of MSMEs

Despite the introduction of the GST-accelerated MSME formalisation, nearly 40% of micro
enterprises are still informal. The government can further incentivise the formalisation

of MSMEs by revamping government loan refinancing programmes that currently do not
serve very small MSMEs. It can also modify MSME registration processes to ensure ease of
registration, for example, for opening checking accounts (Ramachandran et al. 2018).

Conclusion

In the coming years, OCEN, like any infrastructure, will function not only as an architecture
that organises the circulation of people, ideas and money, but more importantly one that
shapes and organises our everyday lives. However, in evaluating the readiness of MSME
consumers themselves to adopt an infrastructure like OCEN, it is evident that these
enterprises still have a long way to go in their digital sophistication journey before they can
reap the promised benefits of OCEN. Ecosystem actors have several pathways to contribute
to actualising the promise of OCEN, accelerating access for affordable credit to MSMEs, and
realising equitable digital financial inclusion. With OCEN envisioned as the infrastructural
base for the enterprises’ imminent future, the need for thoughtful consideration of the
architecture and its implementation is urgent.
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