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Financial product mis-selling: It’s time to close all gaps
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Responsible Business ConductRegu-
lations. These cover the advertising, market-
ingand sales of financial products and servi-
cesbybanks, non-bank financial companies
and other all-India financial institutions
either by their own staffor by direct sales or
marketing agents.

The most consequential element in RBI's
proposalsisthat for the first time they define
‘mis-selling’ to include any sale of a product
orservice thatis neither suitable nor appro-
priate for a customer profile even with cus-
tomer consent. Providing incomplete, inac-
curateormisleading information, compulso-
rily bundling products or engaging in dark
patternswill also constitute mis-selling.

The fact that consumer consent alone will
notbe enough to defend asale dismantles one
of the industry’s most cynically deployed

g i wnup:aiu' RBI's
prohibition on compulsory bundling is
equallysignificant. Tying insurance policies
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toloan disbursals, unit-linked insurance poli-
cies to lockeraccess or mutual funds to sav-
ings accounts has been one of the most sys-
tematic forms of financial mis-selling in
India. Provisions against dark patterns—or

 interfaces designed to trick or manipulate

online usersinto action—were overdue. False
urgency, drip pricing, subscription traps,
pre-ticked boxes and trick wording are
named explicitly. 3

Fora country where mis-selling via ban-
cassurance has been structurally embedded
inretail distribution for decades, these pro-
visions represent a meaningful regulatory
shift. However, having studied the draft
carefully, we believe it contains gaps that, if
notaddressed before final notification, will
let the very practices it seeks to eliminate
continue largely undisturbed.

One, the draft requires regulated entities
to determine the suitability and appropri-
atenessofa product fora customer based on
an analysis of age, income, financial literacy,
risk tolerance and other factors, but it does

. notspecify how thissuitability s to be docu-

mented, what minimum questions must be
asked, what format the documentation must
take or how it will be verified by regulators
orombudsmen inadispute. We need stan-
dardized, product-specific suitability ques-

tionnaires that must be completed before
sale, retained for at least seven years and
produced on demand in any ombudsman or
consumer forum proceeding. It should be
short enough to be practical and specific
enough tobe meaningful. Alternatively, we
need clear product-specific principles that

What'’s needed is an explicit, time-bound
internal escalation process, say 21 days from
complaint to outcome, with automatic esca-
lation to the RBI Ombudsmanif the internal
process is not resolved within that window.

Three, post-sale feedback systems are too
weak. The 30-day window set by RBI is
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sale-maker may result in ineffective and
costly ‘process’ theatrics. An institution’s
incentive will be to keep its ‘mis-selling’
threshold lowand make its redressal process
sufficiently burdensome to exasperate com-
plainants into giving up. We have seen this
pattern in banking grievance processes.

tol0 days of sale; critically, customersiden-
tified as possible victims of mis-selling need
to be informed of their exit options within
the same communication.

However, the biggest challenge may lie in
inter-regulatory jurisdictional gaps. The pro-
posals appl‘to RBI-regulated entities, not
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insurance agents, individua
ance marketing firms, web 2
direct sales teams of insur
the like account for the bulk«
policy sales, a vast majority o
complaintsin this field may be happenir
channels that RBI's draft can't touch. Acor
ing to the IRDAL, “unfair business practices
accounted for 22% of compiaints filed against
life insurers in 2024-25. Consider an agent
who advises a customer not todisclose a pre-
existing condition, a broker who recom-
mendsa policy based on the highest comumis-
sion slab rather than the customer’s needs, or
aweb aggregator that manipulates it
ings to favour certain products. None of these
actors falls within the RBI dr
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Fixes are needed. The IRDAI must issuea
parallel framework. Together, RBI and
IRDAI must create a coordination mecha-
nism to ensure that the same standards
apply across all distribution channels of the
same product. The Financial Stability and
Development Council, led by the finance
minister, offers an institutional mechanism
for such coordination. It must be used.




