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ABSTRACT

Hatton National Bank (HNB), a prominent commercial bank in Sri Lanka, has been committed to
providing financial services in rural areas and to more vulnerable populations for decades.
Although literacy rates in Sri Lanka reached 94%, significant numbers of young people are
unemployed. In response, the bank developed programs to serve the youth and rural poor by
linking them to financial services to harness their entrepreneurial skills and to create economic
opportunities. HNB focuses on serving the youth through two programs: 1) establishing Student
Banking Centres in schools and 2) targeting youth in rural areas in their village microfinance
programs to receive both financial and non-financial services. By setting up mini-banks managed
by the students within the schools, HNB has created a financial service delivery mechanism that
is easily accessed by youth populations. HNB’s microfinance program is managed by young
professional barefoot bankers and loan officers who are encouraged to be role models and
leaders for youth, in addition to providing loans and deposit-taking. Over 600,000 students have
accessed services from HNB through the 200 Student Banking Centres with a total of nearly $40
million in savings deposits. One critical element of its programs has been financial literacy that
supports youth’s ability to wisely manage the financial services. The success of HNB’s programs
to reach youth demonstrate that it is possible to offer products and services that meet the needs of
youth and contribute to the success of a financial institution with its eye not only on the present,
but also on the future.
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1. Background

Hatton National Bank has a history with a heritage of over 120 years from the day it first started
in a small hamlet called Hatton in the hill country in Sri Lanka where the tea industry blossomed.
The Hatton Bank (as it was known at that time) was started by two British Planters, mainly to
cater to the flourishing tea industry and over a period of time it has evolved and changed hands
to local owners and in 1970 it was incorporated as Hatton National Bank after a number of
acquisitions and mergers. The Bank evolved from a small local bank to one of the largest private
sector commercial banks in the country over the years.

During the last 30 years, the Bank has grown in stature in terms of not only of the key financial
performance indicators, but also touching the lives of people of Sri Lanka economically. The
Bank has a wide network of branches with over 180 branches spread across the country covering
all major cities and towns from the North to the South and from the East to the West. The Bank
serves, beginning from an infant to a senior citizen and from Micro Entrepreneurs to mega
corporate entities. The Bank holds nearly 15% of the market share of the banking business of the
country, which has a population of 20 million by serving all segments of the people by offering a
variety of financial services from a simple Savings Account to sophisticated needs of high profile
investors.

The Bank was adjudged the “Best Retail Bank in Sri Lanka” for the year 2008/2009 by Asia
Banker based on a variety of criteria of retail banking services it provides to the country. The
Banks’ vision is “to be the acknowledged leader and chosen partner in providing financial
solutions through inspired people” and it is with this vision that has been able to create an impact
on customers by being their Partner in Progress while the mission of the Bank is “combining the
entrepreneur spirit of empowered people with a leading edge technology to constantly exceed
shareholder expectations”. Over the years, the Bank has been able to serve customers and create
a positive impact by creating value to customers through it’s products of financial services and
it’s delivery mechanisms while maintaining the highest levels of regulatory discipline and
standards for which, HNB was awarded the “Best Commercial Bank in Sri Lanka ” in 2009 by
Euro Money.

Being a commercial bank with a deeply rooted involvement in the rural economy that is in the
forefront of the economic development of the country, the Bank has been focusing on retail
banking very aggressively while also focusing on the corporate and investment banking of this
niche market. This is amply observed as HNB has for the last 20 years embarked on moving into
the far flung areas of the country away from the more lucrative Western Province. Though HNB
has a significant presence in the rural and semi-urban areas of the other eight provinces of the
country it has been much involved in sustainable micro finance and agricultural-lending
initiatives. The Bank has been recognised by the Central Bank and the Government for its very
pragmatic programme of its world renowned microfinance programme known as the “Gami
Pubuduwa — Village Re-awakening” managed by it’s professional barefoot bankers who mingle
with the rural population to create access to financial services for them.
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2. Creating Access for Youth through Financial Services

In 1970, when the Bank was incorporated as Hatton National Bank after a successful merger
with National & Grindlays Bank Branches in Sri Lanka, the bank had to encounter a major
hurdle with the change of government in mid 1970, a more socially oriented government took
office and their policy restricted particularly the privately owned banks, to open many branches
in the urban and commercial cities of Sri Lanka. HNB had no option but to move into far flung
villages and open a few branches in these remote areas and the only business that was possible at
that time was to open the doors to the rural farmers and youth to access HNB.

The Bank had to recruit specialised staff who had qualifications in the field of agriculture and
those who had specialised in agricultural-lending and rural development, while a few branches
that were already established in Colombo, the capital of Sri Lanka before the restriction of
opening of new branches by the Government functioned fairly well in business. The Bank’s
expansion strategy mainly focussed on linking the rural youth, entrepreneurs and the farming
communities to the Bank, thereby developing an important avenue for the Bank’s future
business. This initiative, at that time was not a planned strategy, but it was a move that had
evolved as we had no other option. As a result of this it has created access to rural entrepreneurs,
farmers and youth, which is in the DNA of HNB.

Sri Lanka an island nation, due to certain economic and political reasons, has a significant
number of youth population unemployed and infact the students who are leaving school after
successful passing of examinations and dropouts as well as those who had gone up to the level of
University education are unable to find suitable employment opportunities and due to this, Sri
Lanka experienced in 1971 and in 1989 two youth insurrections, which started from the southern
part of the country and represented a majority of the population, about 73%. On both occasions
some of these unemployed youth organised themselves into a revolutionary Marxist party and
attempted to overthrow the democratically elected government and most of the youth in the
country were around 12 — 26 years of age and on both occasions the attempts failed, which
resulted in a large number of youth being killed and being imprisoned.

It is in this scenario that in the year 1990, the leadership of HNB felt that as a private sector
commercial entity, its survival depended firstly, on a stable political and economic country. It is
this realisation that propelled the Bank to recognise its responsibility to the society, particularly
creating access to financial services to the youth and the rural population of the country.
Secondly, the Bank also recognised its responsibility of nurturing financial education to the
youth as well as the rural people of the country. Thirdly, linking the youth and the rural
population and building a relationship with them by creating many opportunities for them.

Finally, the Bank also felt that by empowering the youth and facilitating and harnessing their
entrepreneurial skills to blossom, the youth of the country could be made economically enriched
and by partnering their progress, the Bank would be able in building a potential future customer
base.
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3. The Two Key Strategies in Linking the Youth of the Country to the Bank

The Bank recognised that the major issues for the two failed youth uprisings was the high
unemployment rate and the lack of opportunities for the youth to be suitably employed in the
Government sector as well as the Private sector. In Sri Lanka, the policy of providing free
education from the primary to the secondary and University level and the majority of the
country’s younger generation is educated in government schools, which are fully sponsored by
the Government and as a result Sri Lanka has recorded a high literacy rate of over 94% among
the Asian countries. However, a significant number of students, dropout from the primary and
secondary levels and join the unemployed category of the country.

In view of this, the Bank recognised the need to link with the youth through the country’s
educational system. Secondly, by establishing links with the youth at the rural village level.

4. Access to Youth by Establishing Student Banking Units in Schools

The Bank approached the Ministry of Education with a plan to adopt schools in the vicinity of
our respective Branches and the benefits of this programme were that the Bank would assist the
schools in its infrastructure development, capacity building of the schools, Science Laboratories,
Libraries and supporting their sports programmes whilst in turn requesting access for the Bank to
establish a Student Banking Unit within the premises of the school.

Through this process, the Bank also undertook to inculcate the habit of saving as well as expose
the students to banking and also imparting the financial education factor to the student
population, for which the Ministry of Education readily agreed. This was the beginning of the
Banks’ Student Managers programme in 1990.

The Bank establishes within the premises of the school, a mini bank with less infrastructure cost
and every year select five students who are in their initial stages of secondary education to
manage this unit. They would also have a Teacher-in-Charge supervising them. Out of the five
students, a Manager and an Assistant Manager are appointed and the other three are the Banking
Officials. These students are appointed for a period of one year and changes are annually
effected and the new batch of students taking office in the Students Banking Unit. The Bank also
gives these students basic training in banking at the local branches, specially on savings, deposit
mobilisation and other general knowledge on banking. The Bank also trains them on key aspects
of planning, developing strategies and achieving targets, which helps in running the respective
Student Banking Unit.

Currently, the Bank runs 200 Student Banking Units in 200 Schools across the country through
180 branches. For the last two decades, over 600,000 students had commenced a relationship
with HNB through the 200 Student Banking Units and the Bank holds savings deposits up to
nearly USD 40 million from these students. The Bank has also trained over 30,000 students
across the country and offered them certificates for successfully managing the Student Banking
Units, which is considered a very useful certificate when these students seek employment in
other Institutions.
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The Bank has offered scholarships to students of these respective schools for those who have
gained entrance to Universities and in the event any student who successfully managed a Student
Banking Unit decided in not proceeding with higher education and if they can match the Banks’
level of educational qualifications, they are offered employment in the Bank as Banking
Trainees. Any student who drops out of school and starts his own self-employment or
microfinance enterprise, the Bank links them to the microfinance programme of the Bank. The
Student Banking programme is administered by a designated Manager-in-Charge from HNB
Head Office and he co-ordinates with the respective Officers-in-Charge in Branches, who takes
the responsibility of the supervision and management of the schools adopted by the local
Branches. Progress of the Student Banking Programme is closely monitored at the Head Office
level with the Supervisors of the respective branches. On a quarterly basis, branch level training
is given to the students and special programmes are conducted at schools to educate the student
population on Banking and Financial level education. The 200 Student Banking Units come
under the respective nine Regional Offices of the Bank for overall supervision. The Bank
conducts a regional level Student Managers Conference every quarter of the year and once a year
all Student Managers are brought to the Head Office in Colombo for a full day’s Student
Managers Conference to expose them to many new developments in Banking, Finance and
Technology and to provide them with an outlook of the National & International economic
progress. The Bank also discusses future strategies at these conferences.

In order to further strengthen the relationship between the Bank and the Ministry of Education,
under whose purview all schools of the country operate and also to demonstrate the Banks’
conviction of preparing the youth of the country to face challenges of the future, every year the
Bank in partnership with the Ministry of Education conducts a nationwide national level
competition with the objective of developing creative skills in the area of drama, music, art,
speech and singing. The competition held annually, is conducted in 22 districts of the country
and the students are recognised and rewarded at the Regional level functions. The major event
takes place in Colombo. The best 1,500 winners, selected nationwide are rewarded with the
participation of the highest level Officials of the Government sector. In the last year, over
200,000 students from 15,000 schools in the country participated in this programme titled the
“Lowa Dinana Singiththo” meaning “Preparing the youth to face challenges of tomorrow”.

The Bank annually spends USD 100,000- as a sponsorship for this programme. The Bank has
offered the highest recognition for these initiatives and has great support from the Government in
successfully obtaining of approvals and running the Student Banking Units.

5. Linking Rural Youth to Village Based Microfinance Programmes

Sri Lanka being a very agricultural based country, as 70% of this population are rural based, so
are the youth of the country. The Bank also felt linking the rural youth to a microfinance
initiative is of paramount importance to involve youth in economic development in rural levels.
This is the very reason that in 1989, the Bank embarked on a clear strategy to move into
microfinance, specially targeting the rural youth and the farming community.
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The Bank also observed that a significant number of youth are trying to move into cities looking
for employment and to migrate to Middle East or other Asian countries as migrant workers. The
Bank first identified and commenced two pilot projects in two remote villages of the country by
bringing firstly, the financial education to the farming majority who were youth and also,
identifying their entrepreneurial skills and developing a programme to educate on skills
development and thereafter facilitating financing them. Having seen that this model succeeded,
in 1991 the Bank branded it’s microfinance programme as “Gami Pubuduwa” meaning “Village
Re-awakening” and identified young people who could fit into a professional barefoot Banker to
work with the farming community and the rural youth, not only with the idea of giving loans, but
also bringing financial education with the rest of the financial services to the rural youth and the
farming community.

The role of the Microfinance Field Officer, whom the Bank has identified to work with the rural
youth, initially selected 20 such youth who have passed their secondary education and are more
disposed towards the rural population by having them trained in the area of micro-
entrepreneurial skills development, knowledge in farming, agriculture and in community
leadership. Their first task would be to establish a relationship with the village opinion leaders
and establish a close relationship with the community leaders in identifying the potential in
training people who are looking for opportunities to commence their micro-enterprise and self-
employment projects and take them through a process of familiarisation of the Bank and its’
objectives and link them to the Banks’ Microfinance programme, which was launched with a
multi-faceted approach. The role of the Microfinance Field Officer was not only money lending
and deposit taking, but goes beyond that. He needs to demonstrate leadership, innovation in
pioneering building people, changing lives, changing habits and bringing financial solutions to
facilitate micro-entrepreneur creation using the youth of the country and thereby linking the
youth to the Banks Microfinance programme. In the first five years, the Bank observed the
success of this programme and how the Microfinance Field Officer became the most lovable
personalities among the village community leaders who were recognised by the youth that he
understands the aspirations of the youth to build their lives economically. Further, through the
financial education programme of the Bank, enhancing the financial literacy among the youth of
these 25 villages was a remarkable success.

Today, after two decades since launching the microfinance programme, branded as “Gami
Pubuduwa”, it has been recognised by the World Bank in their study as one of the best
commercial banking models for downscaling into microfinance. Also, many awards, national and
international were received for the most successful microfinance programme done by a
commercial bank today. The Bank has right across the country in addition to the 180 branches,
150 Microfinance Centres run by Microfinance Field Officers known as Gami Pubuduwa
Upadeshakas and nearly 65% of the total microfinance portfolio falls onto the youth category in
the age group of 18 — 26 years. The Banks’ microfinance portfolio maintains a 97% recovery rate
and is a testimony to the close relationship the Banks’ Microfinance Field Officers maintain with
their customers while the majority are the youth. In addition to USD 40 million, as the lending
portfolio, the Bank has also mobilised USD 20 million in savings deposits from the rural youth
who are involved in microfinance with the Bank.
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The Bank also has branded its financial literacy programme to rural micro-entrepreneurs and
rural population as “Divi Saviya” meaning “Strength to your life through the progress of
knowledge”. Over the last two decades the Bank has facilitated over 100,000 youth micro-
entrepreneurs to stand on their feet with successful business enterprises. Due to the close link of
these twins “the Bank & Youth”, the Banks’ Micro Finance Field Officers identify potential
micro-entrepreneurs for the graduation to the next level, whether small or medium, where they
are nurtured and exposed to the Banks other financial services and products.

Having pioneered these two significant initiatives, which have greatly impacted the youth in the
country, the Bank has stood with them as their “Partner in Progress” thus reflecting the “Bank
behind every Sri Lankan Smile”.
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