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41 CMD Chairman and Managing Director

42 CP Credit Penetration

43 CPSMS | Central Plan Scheme Monitoring System
44 CRISIL | Credit Rating and Information Services of India Limited
45 CRM Community Risk Management

46 CSsC Customer Service Centre

47 CSP Customer Service Point

48 CT Cash Transfer

49 DBT Direct Benefit Transfer

50 DCC District Consultative Committee

51 DCP District Credit Plan

52 DDM District Development Manager

53 DES Department of Financial Services, Government of India
54 DGM Deputy General Manager

55 DIC District Industries Centre

56 DLBC District Level Banking Committee

57 DM District Megistrate

58 DP Deposit Penetration

59 EBT Electronic Benefit Transfe

60 e-FMS | Electronic Fumd Management System
61 e-KYC Electronic Know Your Customer

62 EU Europian Union

63 FAS Financial Access Survey

64 FD Fixed Deposit

65 FGD Focussed Group Discussion

66 FI Financial Inclusion

67 FIEG Financial Inclusion Egpgs Group

68 FINSUSI} Financial Inclusion Index

69 FIP Financial Inclusion Plan

70 FL Financianl Literacy

71 FLC Financial Literacy Centres

72 FLCC Financial Literacy and Credit Counseling Centre
73 FSDC Financial Stability and Development Council
74 FTO Fund Transfer Order

75 FY Financial Year

76 G2P GovernmentTo-Person

77 G20 Group of 20 Nations

78 GCC General Credit Card

79 GDP Gross Domestic Product
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80 GDS Grameen Dak Sevak

81 GDDP Gross District Domestic Products

82 GP Gram Panchaya

83 Glz Deutsche Gesellschaft fur Internationale Zusammenarbeit
84 GOl Government of India

85 GoMP Government of Madhya Pradesh

86 GP Gram Panchayat

87 GPFI Global Partnership for Financial Inclusion

88 GSDP Gross State Domestic Product

89 IBP International Budget Partnership

90 ICT Information and Communication Technology

91 IDI In Depth Interview

92 IFC International Finance Corporation

93 IFSC Indian Financial System Code

94 IMF International Monetary Fund

95 IMPS Interbank Mobile PaymestService

96 INFE International Network on Financial Education

97 IRDA Insurance Regulatory and Development Authority
98 IT Information Technology

99 JBY Janshree Bima Yojana

100 JLG Joint Liability Group

101 JP Janpad Panchayat

102 HCR headcount atio

103 HO Head Office

104 HR Human Resource

105 KCC Kisan Credit Card

106 KM Kilometer

107 KVIC Khadi and Village Industries Commission

108 KYC Know Your Customer

109 LAMPS | Large and MultPurpose Cooperative Society

110 LDM Lead Development Mager

111 LIC Life Insurance Corporation

112 LR Lead Researcher

113 MFI Micro Finance Institution

114 MGREGS Mahatma Gandhi National Rural Employment Guarantee Sche
115 MIS Management Information System

116 MNREGA Mahatma Gandhi National Rural Emyrleent Guarantee Act
117 MoF Ministry of Finance (Government of India)

118 MoRD Ministry of Rural Development (Government of India)
119 MOU Memorandum of Understanding

120 MP Madhya Pradesh
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121 MPFI Madhya Pradesh (Model of) Financial Inclusion
122 MPSRLM| Madhya Pradesh State Rural Livelihood Mission
123 MR Muster Roll

124 MSE Micro and Small Enterprise

125 NA Not Applicable / Not Available

126 NABARD| National Bank for Agriculture and Rural Development
127 NAIS National Agricultural Insurance Sghe

128 NCERT | National Council of Educational Research and Training
129 NE North East

130 NEFT National Electronic Fund Transfer

131 NGO Non Governmental Organization

132 NPA Non Performing Assets

133 NPCI National Payment Corporation of India

134 NPS National Pesion Scheme

135 NRLM National Rural Livelihood Mission

136 NSFE National Strategy for Financial Education

137 NSSO National Sample Survey Organisation

138 OBC Other Backward Class

139 oD Overdraft

140 OECD Organisation for Economim@peration and Development
141 OGD Open Government Data

142 P2M Person to Merchant

143 P2P Person to Person

144 PACS Primary Agriculture Cooperative Society

145 PFIP Pacific Financial Inclusion Program

146 PFIP Pacific Financial Inclusion Prograeim

147 PFRDA | Pension Fund Regulatory and Development Authority
148 PI Personal Interview

149 PMJDY | Pradhan Mantri Jan Dhan Yojana

150 PO Post Office

151 PoS Point of Sale

152 PPF Public Provident Fund

153 PPP Private Public Partnership

154 PSB Publc Sector Banks

155 RBI Reserve Bank of India

156 RD Rural Development

157 RD Recurring Deposit

158 RFIP Rural Finance Insurance Program

159 RIDF Rural Infrastructure Development Fund

160 RRB Regional Rural Bank

161 RSBY Rashtriya Swasthya Bima Ya@an
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162 RSETI Rural Self Employment Training Institute
163 RTGS Real Time Gross Settlement

164 RTI Right To Information

165 SAA Service Area Approach

166 SBI State Bank of India

167 SC Scheduled Caste

168 SCB Scheduled Commercial Bank

169 SCB StateCooperative Bank

170 SCRIPT | Saving Credit Remittance Insurance Pension Transfer
171 SEWA | Self Employed Women's Association

172 SGSY Swarnjayanti Gram Swarozgar Yojana
173 SHG Self Help Group

174 SHGBLP| SHG Banking Linkage Program

175 SLBC State LeveBankers Committee

176 SME Small and Medium Enterprise

177 SPSS Statitical Package for social sciences
178 SPV Special Purpose Vehicle

179 SRLM State Rural Livelihood Mission

180 SSA Sub Service Area

181 SSSM Samagra Samajik Suraksha Mission

182 ST Scheduled Tribe

183 TNA Training Need 8sssment

184 TSP Technology Service Providers

185 UBGB Uttar Bihar Grameen Bank

186 UCT Unconditional Cash Transfers

187 uiD Unique Identity

188 UIDAI Unique ldentification Authority of India
189 UN United Ndions

190 UNCDF | United Nations Capital Development Fund
191 UNDP United Nations Development Program
192 UP Uttar Pradesh

193 UPU Universal Postal Union

194 USA United State of America

195 USAID | United States Aid Agency

196 USB Ultra Small Branches

197 USSD Unstructured Supplementary Service Data
198 uT Union Territory

199 UTLBC | Union Territory Level Banking Committee
200 VPN Virtual Private Network

201 VO Village Organisation
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202

WSHG

Woman Self Help Group

203

ZP

Zila Panchayat
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Two Pager Brief: Financial Literacy Based Financial Inclusion

(A Sewa UNDP Initiative )
Backdrop Financialnclusion agenda has been puesiboth by the Central Bank (RBI) and the Central and

State Governments for over a decade and yet the desired results are far from being acMeved.

recently, the banking inclusio under the PMJDY hasought manya poor closer to the ban&nd their

accounts have been opened yet, people still shy away from banking activities for various known and
unknown reasonsWhile the most basic and fundamental step to financial inclusion, namely opening up of
banking accounts have been achieved, the next step of using the same and putting money in the fixed or
recurring deposits is yet to babserved

Current StudySewahas taken up a research based study that largely covers the current status of financial
literacy and financial inclusion in two states namely, Bihar and Madhya Pradesttudynot only
capturesthe secondary information and da&bout the two states on inclusion, but also has gone one step
ahead andcperformed primary survey biesting at the ground the existing structures and demand side of
financial inclusionThe primary survey included institutional surveys to understamel \Supply sid€bf

financial inclusion and ransdructuredquestionnaireon astratified random samplef 600 respondents in
onedistrict ofeachstate (Khandwa in MP and Katihar in Bih&i$inga structuredquestionnairethe data

was collected with different occupational groupsacticingvaried livelihoods and receivirigcomesat
different frequencyof intervals througha variety of modes like castthegques banktransfers etcThe study
wasfocusedon three aspects of financial inclusion that could leadinancialdeepening vizexisting
structures andevel of financial literachringing out the need and necessity for it; existing levdirancial

or bankingnclusion includingisage obankingand other regulated products at an optimal cost and; use
and understanding of differerftnancialproducts profileincluding SCRIPT (Savings, Credit, Remittances,
Insurance, Pensions afdansfers).

Results from StudyThe primary survey at the fietgvealed thatn both the stateghe respondens were
savingg237/300in Katiharand 145/300in Khandwg most of the savings were done by stacking cash at
home rather than institutional savings despite having bank accountssaviegs in institutional
mechanism including banks and post offices witnesskmv of one third (54/145) proportionin MP

despite more than 91% of respondents having bank accaumisabout one fourti{66/237)in Bihar where
more than 50% of respondents had banking accourttsisSavers in MRnd Bihamwere not saving in
regulated mechanisrdespite having access.

As a corollary of the field work both in the form of qualitative and quantitative survegs)etgeshat
there is a strong need for creating awarenéganeans of financial literacy in a various ar&dhile
financial literacy would generate interest amongst the masses, it would also help to convert the latent
need into demad for various regulatedinancialproducts and service§udy suggess that the following
greyareasare requiredto be covered under variousfncial literacymodulesanda comprehensive
financialinclusionprogramis mentioned below:

a. Opening up of Banking Accounts with Proper Understanding of its usager&and K

b. Usage of Banking Accounts for Purpose Other than Payment Channels for G2P.

c. Understanding the Full Implications of PMJDY including the use of RuPay Card that is Linked to

other Benefits like the Life and Accident Insurance as well as Procuridi¢ &reow Cost.

16



d. Opening and Use of Postal Accounts including using the vast network of Post Offices for Financial
Services, other than merely P&T and Money Orders

e. Application of Banking Accounts towards SCRIPT (Savings, Credit, RemittancesdnBerasion
and Transfers)

f. Differentiate Between Regulated and Unregulated Financial Products and Services and Subsequent

Identification and Suspects of Frauds and Financial Crimes.
g. Need Based Assessment of Requirement of Different Financial PsaghutiServices including the
Life Cycle Needs of Products.

h. Understanding on Planning and Budgeting the Cash Flows towards Income and Expenses in Near

and Medium Term (Futuristic Planning)

i. Understanding and Planning for Financial Risks in LivesimglRisk of Being Unemployed (Savings
and Liquidity), Risk of Death (Life Insurance), Risk of Longevity (Pensions and Annuities), Risk of
Credit Default due to Death (Gap / Credit Insurance) Risk of Health Hazard (Medical Insurance),
Risk of Weather on Agulture (Crop Insurance) etc. in that order.

j- Remittances using Regulated Mechanism including Bank and Post Offices.

k. Consumer Protection against Financial Frauds

This could only be achieved by means of financial literacy that is targeted to resclvéssues. The

existing modules of FL prescribed by the RBI may fall short of attaining a complete inclusion since the

process is dynamic and requires updating the modules. Even the RBI documents are to be Used properly as

the field survey found that #h financial literacy modules, work books etc. were only distributed to the end

user without even opening a single page, what to make them understand. Similarly, the institutional survey

found that the FLCCs established by the LDMs in the districts only @éimited purpose as it largely
caters to the walkn customers rather than holding regular camps et al in the field. Even where the camps

GSNBE KSftRZI Al 05S02YSa AYLISNIGAGS (G2 AYLI NI GKS TA

a clas room mode.

RecommendationsThe study recommendkat while financialliteracymodules should be customized to
the need and requirements of various occupational groups and for staitesgionsthat are at different
levels offinancialinclusion,it also suggedinancial inclusiomodelsat different levels ofdleepeningWhile
states like Bihar requires the basiist levelmodelwhere basic Fl and FL interventions are necessary so
that every household has a bank account and that they undedsthe need andapplicationof these
accounts, the second levef financial inclusion pays greater emphasissbielding and daguarding
againstfinancialfrauds and consumer protectioifhisis most necessary but neglectesd far since with
G2P and banking accounts more and more money would be savddwasted that would attractnoney
sharkdlike theunregulatedchit fund companiesand fraudinsurancecompaniesThisis a preventive level
and state governments will have to take action and protect its FI médelfinancialregulators like the
RBI, IRDA, SEBI and PFRDA have no bandwidth to control them in theauior.The third level of FL
based FI graduatéself to financialdeepening where doorstep services should be provided within the
vicinity of 5 kms so that people have access to a varietggflatedfinancialproducts and service3his
level should ideally emanate from a comprehensive plardifiancialliteracy based deepening where
people understand the difference between regulated and unregulated products and are free to take an
informed and concerté decision to pick uproducts related to theifife cycle need. This level offinancial
deepening provides for liquidity in the system through the G2P and use and access atbrefnbncial
products

17



SEWAecognizes that Financial Education is an important tool to asfitieis imbalance and help
consumers bothV | O GaBdWidh& products to which they increasingly ha¥ieces§as a consequence
of the multipronged efforts of Government arnlde Gntral Bank.Sewa clearly understands that the
challenge in states like MP and Bihar is that withoet third elemenE W tigifissCiwo, despite the best
efforts of the Central Bank as well as the Governments, shall fail to leave an impression in financial
inclusionspace
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Executive Summary

A. Backdrop
General:While the initial traces onfinancial inclusiorowe to the United Nationdnitiativesthat broadly
described the main goals of inclusive finance as access to a range of financial services including savings,
credit, insurance, remitty OS ' yR 20KSNJ ol y{1{Ay3 k LI&YSyid aSNB/
enterprises at a reasonable coshe DHn ¢ 2NRBy {2 {dzYYAdG oOoWdzySZX Hnamno
Lyy2@FGA @3S CA Ifderyed aslafguide igr@oliczand 2egutatorpraaches aimed at fostering
safe and sound adoption of innovative, adequate, Joust financal delivery models, helgprovide
conditions for fair competition and a framework of incentives for the various bank, insurance, and non
bank actors involved in theelivery of a full range of affordable and quality financial services.

India has had a history of FI that is actually much older than the formal adoption itself. The nationalization
of banks, Lead Bank Scheme, Expansion of Cooperatives incorporatioBofAHRRt Offices, Service Area
Approach and formation of SdHelp Groups all these were initiatives aimed at taking banking services to

the massesA more focused and structured approach towards financial inclusion was followed since the
year 2005 whenthe Reserve Bank of IndigRBl)decided to implement policies to promote financial
inclusion and urged the banking system to focus on providing banking services to all six lakh villages and
meeting their financial needs through basic financial produthke objectives of financial inclusion, in the
wider context of the agenda for inclusive growtlias pursued byFinancial Stability and Development
Council (FSDC), whiglas mandated, inter alia, to focus on Financial Inclusion and Financial Literacy. In
order to further strengthen the ongoing financial inclusion agenda in India, a high level Financial Inclusion
Advisory Committegvasconstituted by RBI. Financial sector regulators including RBI are fully committed to
the Financial Inclusion Missioithe Primea A Y A 8 1 SNRA&A AYyAGAlFI GAGBS 2y GKS t |
(PMJDY) coincides with the current study and has been targeting the individuals as part of the household
with focus on bank accounts for women. The financial inclusion along with direct beae§ifer has now
become a parameter of good governance and service delivery system.

B. Financial Literacy
The current policy objective of inclusive growth with financial stability cannot be achieved without ensuring
awareness on the financial system and ggulations including products and services. A paradigm shift is
ySOSaalNE Ay GKS YAONR aLJ} OS GKIFG RNIga 2ySQa Iaid

Financial Literacy as a Tool to Inclusion: Government have started recognized fintgal inclusion and
consumer protection as integral to achieving financial stability and integrity as a multidimensional, pro
client concept, encompassitgA YLINE SR YR AYONBIF aSR I OOHd4s0SBa 14SoNS (i
dza. g challenge inates like MP and Bihar is that without the third elemestdzatt® frst two, despite

the best efforts of the Central Bank as well as the Government, at best are worthless. Increased access and
better choices do not automatically translate in®¥S ¥ @S O dTheSp@th from uptake (i.e. opening an

I OO02dzy G0 G2 dAlF3S Aa AdGAft Iy dzyOKENISR O2dNES®
information / literacy and power between financial institutions and poor consumers, an imbalance which
grows & customers are less knowledgeable, illiterate and inexperienced while the products they can
choose could be more sophisticated. Financial education is an important tool to address this imbalance and
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KSf LI O2yadzyYSNAR 020K WI O®iShtiepincteasiRgly Walsm d8ceds. K\S it facit®eR dzO (
effective product use, financial literacy becomes critical to financial inclusion and can help clients to both to
develop the skills to compare and select the optimum combination of products for thesidsrand
empower them to exercise their rights and responsibilities in the consumer protection equation.

Study Findings on Financial Literacy: The study presents evidence that financial literacy is an important
predictor of financial behaviolVhile it isa known factthat financial literacy stimulates demand side of
financial inclusiorg making people aware of what they can and should dematide study alsodund a

strong corelation between level of awareness of processes and availability of mainstremmcigl
products and their sources among poor households and level of usage of these product among them.
Furthermore, financial illiteracy level was found to be particularly low among the key demographic groups:
women; less educated; low income; and oldespondents. The overall analysis reveals that not only low
income households have poor access to important financial products and remain outside the financial
mainstream but deficient record keeping practices, poor cash management, improper saving aadits

less awareness regarding different financial products and instruments are also common place among them.
These constraints make theithequipped in using their resourcesell and become contributing factors in
affecting their income as well as growth

There is general perception that lack of literacy is main hurdle in expanding the coverage of financial
services to low income segmer@®n the contrary the study indicates that qualitativeteractionseven

with the illiterate respondentsrevealed thatilliteracy was either a big challenge to operate a savings
account nor an impediment in money management. Howelaaxk of financial literacy prevented them in
moving out of the vicious circle of being a non sassrit prevents them to understand the n@us
regulated options available for savings and investments. Similarly, an educated sophomore cannot take
decisions as regard her financial investments unless she is a financially literate person.

Study recommends that financial literacy should be takprmore as an on the spot experiential learning
as there is a strong need for financial literacy that should be targeted towards learning fro#hith@ F OK | 0 f S
Y 2 Y S ¥isiw&llas from building up the financial capabilities rather than confining to mercass.

The survey also indicates that while the respondents to certain extent were aware about some of the
financial products like the PMJDY etc. but the information at besthatésbakedthat could be extremely
dangerous. People were unable to diffat@te between a regulated and unregulated financial product
and service just as they failed to differentiate between insurance and plantation (fraud) companies. Most
respondents lacked the idea of either visualizing and anticipating their daily or mapsnditures or

even accounting for the same. They had absolutely no idea as to how to prepasehold budgetsand

keep anaccount of the expenditures

The study also found that while most in MP and many in Bihar had a bank account, they were seldom
aware of its utility and application. The accounts were either never used or used only for the purpose of
collecting G2Ps. It was used as payment outlets where the money could be withdrawn as full and final
within days of its arrival. Thusaving a bank accout does not mean financial inclusioas in both the

states respondents had extremely poor information about even opening up of bank accounts. Their bank
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accounts were opened just because there was an FI drive in the state or in camps where the peee pressur
brought them. Similarly, th@erception about post officesvas only confined to the posts and telegraph

and to certain extent money orders. The fact that post offices could also offer financial services was
unknown. Evidence suggests that the awarenessllabout the bank accounts and post office account was
extremely poor and the usage of such accounts seldom existed in its meaningful and logical efficiencies.
Unlessregular dosages of financial literadg imparted to the public as teachable momentse taccounts
cannot be meaningfully utilized by the masses for saving or other purpose.

There is a very strong need to create financial literacy and awareness amongst poor people. Most of
respondents had very poor information about tAdM / Debit cardsand many of rural women had never

seen or heard about the ATM card in their lives. Even the success of accounts opened under the PMJDY
largely depends on the bran® w dzt dard, (as the utility and application of the same need to be
concertedly conveyed tche masses by means of the financial literacy. Most respondents did not have the
basic information about théank and post office productsuch as the most basic productsreturring

deposits (RD) and fix deposit (FD)nless people park their surplus s&8 into such regulated products

there could never be a meaningful inclusion and hence they need to be told about these products as
WiSEHEOKFIOES Y2YSyGiaQeo az2ad NBalLRyRSyGta KIFIR (y2éf S
zero balance. People in Magh Pradesh were more aware about it compared to Bihar. However,
respondents were mostly found to bmisinformed about thePMJDY The level of misinformation was

huge such as the overdraft facility of Rs. 50004s treated as a dole out by the governmerst faee

deposit. Although the advertisement in print and electronic media is creating awareness but it falls short of
achieving expected outputs amongst which ofihancial literacycan achieve. There is a need to bring
awareness amongst poor who still lelittle or no information about it and for whom the PMJDY was
launched.

The ChiFund companies are widely prevalent in Bihar and have been trying to lure people by offering
attractive and high interest returns. Many of the respondents in Bihar wenedfdol be the victims of such
companies. There are many cases even in Madhya Pradesh where many people were trapped in the name
of livelihoods and employment, SHGs, loan and other policies. There seemed to be a great need to provide
Protection against Fradsin both the states.

The study also found very little evidence amongst the masses as regard their understanding of risk. In most
cases it was found that people weténderprepared for ExigenciesMore than half of the respondents
reported that they werenot prepared to face any type of risks and any such exigencies in lives. In case of
risks / exigencies like unemployment, untimely death of earning family members, inflation, serious accident
etc. they were unsure as to how to tackle it and had nevemgid to even mitigate such risk. They
considered it is a matter of luck and chance that nobody could do anything about it. Respondent even
reported that they would becompelled to borrow moneyin case of such exigencies, which would again
lead them to thetrap of poverty. People wanted to mitigate risk by greater savingsdultof information

/ knowledge prevented them from doing so. Nearly twibird of the surveyed households possessed
below poverty cards (BPL cards) but they wlaking information egarding coverage under the Janshree
Bima YojanaAmongst the respondents who had insurance within their family members, a majority lacked
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the information on processes regarding claims. They had no idea as to whom to approach in case of
medical or death @ims.

Recommendations on Financial Literacy: The experience in the field of financial inclusion reveals that
left on their own, neither the bankers nor the Government could bring the communitV tiza tBeQ
approach to its optimum, despite having the bedtstructures at the supply side. Even the best of the FI
models need an external (third) but independent agency to create awareness and financial literacy so that
the meaningful financial inclusion could be achieved that shall bridge the gap betweesupipdy and
demand side and shall generate demand at the community level. The study also recommends the
approach by usinG S OK I 0 f & beruded $oyfinaneal literacy. Lesser inclusion states like Bihar
where the structures are yet to be establesh and the FI drive lacks institutionalization there is also a
strong need to begin work at both, the supply side as well as demand side. Whatever is the level and
guantum of financial inclusion in these states, it should be clearly understood that ttleradpa in states

like MP and Bihar is that without the elemen¥ dzi d@&pite the best efforts shall fail to leave an
impression in financial inclusion. Study therefore recognizes that Financial Education is an important tool to
address this imbalance aflSt LJ O2y adzYSNAR 020K WFOOSLIIQ | yR Wdza$s
have access as a consequence of the multipronged efforts of Government and central bank.

Earmark FL under PMJDAS the general awareness on the features of PMJDY is also touredabysmal

and there were misconceptions found about purpose of the scheme and benefits under it, there exists a
strong case to provide for financial literacy under the scheme. Not much effort of the government has gone
into unfolding the benefits of th scheme, while popularising it. As we have seen from the past that a
YIE22NRGe 2F (GKS otyl 002dzyia 2LISYSR dzy RSN FAY Il Y
value or utility of the account. Demand for such services can only be generatechifdsues (of bank

account opening) are ably assisted through financial education programmes.

Banks to Create Public Goods by Investing into Financial Litef@ieyancial inclusion should be treated as

a multidimensional, preclient concept, encompassinggetter access, better products and services, and
better use. The challenge lies in the last element as without its use, the earlier elements are not worth. The
models should use financial education as an important tool to address this imbalance and rsimeos

both accept and use the products to which they increasingly have access. Properly designed, financial
SRdzOF GA2y &aK2dZ R 6S GFAf2NBR (2 GKS OfASydQa aLls
instruments, formal or informal, can addi® their daily financial concerns, from the vagaries of daily cash
flow to risk managemenilThus the banks should lzelvised to take proactive steps in the drive for financial
education since financial inclusion without imbibing the tenets of financiatally would be a futile
exercise as merely opening up of bank accounts will certainly not help the customers since they need to
understand the benefits of opening the bank accounts. It can simply not be brought in or inculcated
amongst the target group byerely conducting the training classes and courses. It should be brought as a
practice in their daily lives. They should be reminded about the concepts of financial literacy as and when
the customers take any monetary related action. The customers sh@vd tihe ability to make informed
judgments and to take effective actions regarding the current and future use and management of money.

Develop Baseline on Financial Literacy and Mechanism for Monitoring Imp@atry out base line survey

(by NSSO) of fimcial capability to create a baseline on current lewdléinancial literacy among different
income group. Baseline surveys can serve as a catalyst for raising awareness on the topic and for a dialogue
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on what are the key aspects or skills people neethadinancially capable. Simultaneously, a mechanism

also need to be developed for monitoring advancement in levels of financial literacy by using baseline data.
In addition, also perform impact evaluations of financial literacy programs to enhance usuoidirsy of

GgKFEG 62Nl a YR gKIFG R2SayQiz AyOfdzRAy3a 02ada | yR
baseline data will provide a reference point for impact evaluation.

Create an oversight mechanism for financial literacyhe rationale of estals#hing an oversight body is to

create a focal point of developing national financial literacy strategy and make it operation. The body
should also foster continuous learning among the various stakeholders by promoting the exchange of
information on finandl literacy between public and private sectors and across institutions such as NGOs
and financial institutions. It should also serve as a nodal point of initiatives supporting financial
education.The oversight body must include all sorts of financialtutisths and other key stakeholders,

like, commercial banks, NBFCs, MFIs, insurance companies etc.

Rejuvenate FLCCghe financial literacy initiative by Banks through FLCC has remained by and large
ineffective, as most of the existing centres are actualtyking as institutions of sponsor banks. They are
mostly manned by retired bankers and they serve mostly avalglients. Moreover, all such centres are
located in urban and sernirban areas and seldom in rural areas, where most of the financially extlud
population resides. The awareness of such centres among people is also very low. There were indeed some
outdoor campaigns carried out by banks but given the magnitude of the population to be covered, the figure
was highly insignificant. Thus there istaong need to revamp and rejuvenate the FLCCs in view of the

current changes in the Fl sector.

Post Offices to be Provided with Funding for Financial Litera&ost Offices and sub post across India
offers financial products and services and are awitable part of the financial inclusion model. Though a
drive to cover the post offices under the core banking solutions are currently on it conspicuously lacks
providing financial literacy. Under the funding from NABARD or Finance Ministry / Rural Deseiop
Ministry / India Post should be provided with suitable funds for financial literacy. These funds could be
used to initially train and build up the capacities of the staff and Grameen Dak Sevaks of the Postal
department who could potentially be usedrfmarketing the financial products of the postal department.
India Post has a huge army of more than 3,00,000 Grameen Dak Sevaks (GDS) who on a part time and
commission basis perform the basic tasks of the departm€hiswould lead to financial deepeningith

greater availability of liquidity in the ecosystem and allow the customers to perform more transactions
using the channel.

Expand the content base of financial literacy programme#ost of the financial literacy modules currently

in use cover basicudgeting, savings and investment in their curricula. However, the topics like debt

management, risk management and insurance, pension, consumer protection, bank services, financial

negotiation, and remittances are currently under represented and not pigmaidressed in currently used
financial education curricula. The study found following areas in financial education for poor requires
special attention and to be incorporated in financial education curricula:

1 Given the poor level of usage of bank accoamong poor mass, it prominently highlights the need of
basic financiakducation among them on how they could use bank accounts to add value to their lives.
Mere encouraging them to open bank account would certainly not result in better financial
managemenh at household level aiming at wealtlveation among themOne needs to appraise them
on how bank account is an important tool in improving their financial status and managing risks.
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1 Given a lot of misconceptions and poor awareness of features of PMJDigaime segment, the
programmes should prominently the features of the scheme in their curricula

1 There is a strongeed of popularising posiffices among poor mass, as an alternative safe place to
save.

There is a pressing need of education on KYC nanchsights of a bank customer and how to avail them.

Considering that the practice of budgeting at household level is almosteristent among the target
segment and adoption of budgeting by them will help to reduce their wasteful expenditure and save
more money to help their capital grow faster, such concept should be popularised and the practice
should be encouraged through financial literacy and counselling.

1 Given rampant cases of poor being duped of their life time savings by unscrupulous orgasjsation
there is an urgent need to educate poor on how to distinguish between genuine and unscrupulous
organisations and not to get lured by attractive offers. There is also pressing need of educating poor on
concept of goal linked savings and selection of cledsto keep their investments secure and get
optimal returns.

1 Given the vulnerability and lack of access to social security measures, there is dire need of popularising
concept of insurance and pension and bust the myths around it by educating poor ioe emin of
process involved.

C. Financial Inclusion
The States: MP is second largest state with over 75 million inhabitants living in 54,903 villages and hence
requires multiple approaches to ensure meaningful Fl to take the benefits to the last mile in the
state Samruddh{Prosperity)cthe MPFImodel offers a comprehensive, complete and integrated platform
to provide G2P and financial services from the supply side. Financial Inclusion in MP has been rolled out
through the platform of State Level Banking Coittee (SLBC) and Department of Panchayat & Rural
Development (P&RD) with beneficiaries at the center stage. The concept of social security integration
Ol f SAMAGRA OF NNASa | Ydz GA dziAftAGe RFEGFEOF&AS GKIO ¢
provides for an integrated solution to inclusive growth at the front and back end. The model is a departure
from the conventional models in India and mostly resembles with the international best practicdsdilee t
¢ 20 Principlesfor Innovative Financiatlusiort and yet is little far from, but steadily heading towards
attaining that status. To allow access to the banking products to the beneficiaries, MPFI has created a
conduit for transmission of the Government Benefits that is free of laxiBasaruddih¢ the MPFI model
constitutes three basic pillars:

1. Samagra An Integrated Social Security Mission (SSSM)

2. Electronic Fund Management Systemiso known as €MS for ensuring timely and correct
payments to the beneficiaries as Government to Person (G2P).

3. Ultra Small Bank Branches (USBs) / Customer Service Points (@S@pening bank accounts,
performing transactions and ensuring lastle connectivity including financial dispensation, and

The G20 Principles for Innovative Financial Inclusion bring those experiences together to produce a setcaf practi
recommendations for policymakers worldwide. They are not rigid requirements, but rather nine valuable insights that
together form a set of conditions that spur innovation for financial inclusion while safeguarding financial stability and
protecting corsumers.
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Three of them together form the MP Financial Inclusion (MPFI) ingd&amruddhi At the backend, it
captures the data base of every citizen and households and defines entitlements based on their
characteristics as defined under the eligibility, features and benefits of the social sector schemes that get
converged into thee mainstreams namely, Health, Social Security and Education. At the frontend, the
model offers huge potential for banking and financial inclusion where products and services could be
offered at the doorsteps of the rural population by means of ultra $itmanches / customer service points

(USB / CSP) using banking technology. The Three Pillars that are integrated with each other provide an end
to-end solution for the rural poor. These three pillars, left alone can be treated as modular, however the
services that they offer are bundled into Government to Person (G2P). The risk of each of them if adopted
on a standalone basis, may simply defeat purpose of integration. MP has cultisat¥dadbased
government commitment to financial inclusion to help sidde poverty and the same has been defined

and reflected in its overall objective of financial inclusion. The objectives may range from, but may not be
limited to, switching over to an entitled based benefit flow to the vulnerable groups to penetration of
banking access to the deepest pockets of the state

Bihar has been a pioneer in developing the concept of digitization of MNREGS under the financial inclusion
drive. However, despite being an early mover it has failed to attain a status of financialanclihe Bihar

Rural Livelihoods Promotion Society has been designated as State Rural Livelihoods Mission by the state
government under the overall framework of National Rural Livelihoods Mission. It will scale up its JEEVIKA
model of poverty alleviatiorthroughout the state in a phased manner. The programme is being made
operational in all the blocks by 2014. Overall, 1.5 crore rural poor families would be organised into 10 lakh
SHGs, 65 thousand Village Organisations (VO), 1600 Custer Level Fedetatignand 534 Block Level
Federations (BLF).

Bihar, an early riser but a slow starter, is gradually catching up with other states in both formation of SHGs
and ensuring their bank linkages. As of March, 2013, SHG coverage in rural Bihar was 35.22 lakh
households, roughly 48 percent of total rural households.

A Roadmap for Financial Inclusion was prepared by the banks in Bihar in consultation with the state
government and approved by District Level Coordination Committees (DLCC), as per the guidelines issued
by the Reserve Bank of India. It aimed to expand banking outlets by way of new branches and through any
of the available IGlbased models, including Business Correspondents (BCs) in the villages having a
population of more than 2000 by March 2012. Accogliin 9213 villages were identified and allotted to the
banks for providing banking facilities. Of this, 2124 villages were covered duringl204i®d by March

2012, all but 36 of the identified 9213 villages were covered. The remaining 36 villages \heretbeen
covered by the end of 20123. However, the target for the scheme was subsequently revised during 2012

13 and it was proposed to cover all villages with a population of 1600 or more in the scope for financial
inclusion. Another major initiativefdhe state government in the direction of financial inclusion was the
decision to open at least one account in every family, in order to enhance the reach of banking services to
all families. By the end of 20113, a total of 3052 such villages were idéat and planned to be covered.
Roadmap for financial inclusion as on September 30, 2013, is presented in table below according to which,
by September 13, 2013 out of the target for 3052 villages, only 2242 villages could be covered, leaving 810
villages(26.5 percent) villages yet to be covered.
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At the end of March 2013, 54.0 percent of the total 5008 branches of commercial banks in Bihar were
located in rural areas, compared to 61.6 percent in 2008. The decline in the share of rural branches has
been coninuing unabated since 2008ihar accounted for only 4.6 percent of all the bank branches in the
country in Marcl2013, though its share in country's population was 8.6 percédifte financial sector in

India has always been dominated by the Scheduled CaxiadidBanks (SCBs), accounting for major chunk

of the total financial flows in the economy. These banks also play a major role in financial inclusion, and this
is especially important for the rural sector. In the near absence of a capital market, theiéihagctor in a

state like Bihar is almost entirely driven by the SCBs. Any adverse development in the international and
national banking scenario, therefore, is likely to impact the financial sector in Bihar as well.

Evidence from Survey: The study wasperformed across the accounts holders and others. It was
interesting to know that theNon Account Holderseported thatPoverty and lack of knowledgen how to

open savingsank account were two major reasons cited for not attempting to open savings bank
account.Most of the males and few females in MP had a savings account. It was a significant discovery that
despite various FI drives and even in the middle of the PMJDY, about half of the respondents in rural and
urban areas of Bihar did not havesaving accountin their families. Proportion of respondents having a
savings account was slightly higher in urban areas in Bihar and rural areas in MP. Most of households that
had a bank account needed further information to use their accounts and access g¢paukishucts and
services in MP. Half of the households in Bihariathank accountsn the family, so they were not able to

use the financial services and products with zero accessibility. MP was more advanced on the matter of
financial inclusion and need to take further steps ahead for the deepening of financial inclusion, the
penetration of financial literacy training is a must to create demand from the grassroot level for using the
financial products. Most of the bank account users perform transastio one or three months interval by
either visiting the branches, or the CSP / USB in their own villages.

Remaining Excludedvales and females who did not attempt to open savings account owed its reasons to
Wt 2@0SNI & FyR 1 Ol 2 Forrpaschs ek Rie&iar dot dtt&ntpting to dpéresavivigs 2
bank account. While the lack of knowledge could be supplemented by means of financial literacy, poverty
is being tackled at the macro level by various social sector schemes involving the G2P caseargven
savings could be treated as earnings for which there again is a string need for financial literacy.

Need for Deepeningt KS YSIy ydzYoSNJ 2F &l @Ay3a olyl | 002dz/is3
which again revealed that savings acctsuwere more prevalent in MP rather than in Bihar. Mostly, these
accounts belonged to women. However, as MP has the accounts it should now be looking for providing
further deepening on the inclusion drive.

G2P leads to InclusiorMost of the males and feales in Bihar did not open the account to receive the
benefits of Govt. schemes because there were very few DBT schemes, whereas most of the respondents in
MP (especially in rural) opened the same to receive benefit of Govt. schemes because state govvernme

has implemented the Samrudhdhi model in the state. Many woman oriented welfare schemes were being
operated by the GoMP, so women also were obliged to open bank accounts to receive benefits of welfare
schemes. The schemes for which the account was openedded: LPG subsidy, MGNREGA, Widow

t SYAA2Y S WIHYFYyA {dNIT1aKFI SG0d ¢KS LINAYFNE LJzN1JI2 & ¢
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of openingthe savings account. As many as 50 percent of respondents of MP opened saving accounts to
receive the government benefits, followed by otiérd to deposit and withdrawal of money. About 70

percent of women opened an account in bank to receive the goventrbenefits in MP. These women use

these accounts only as a medium of receiving the government payments/benefits.

Banking DensityThe availability of bank / post office / cooperative and agents was much higher in MP
than that of Bihar. Thus, the relaof FI services need improvement across the locations. In the FI Model of
Madhya Pradesh, there is a provision that all villages should be covered by bank/post office within the
radius of 5 km. While MP is sparsely populated with less than 200 persorsqpare kilometer, the
population density for Bihar is approximately 1000 (5 times more than that of MP). Despite this there is a
greater chance of finding a financial dispension outlet in MP.

Monitoring and Evaluation: There is a strong need to revisiteehmodels of financial inclusion both in
Bihar as well as in MP in terms of its frequent monitoring and corrective paths. There is also a need for
providing the supply side corrections based on the demand at different levels. Similarly, customer
protection should be paid greater importance as more and more bank accounts are being opened across
the country.

Evaluation on Product AvailabilityThe availability of appropriate but regulated financial products,
including at the very least, savings products, egeeicy credit, payment, insurance products and
entrepreneurial credit are important aspects of financial inclusion environment. As on date and purely
based on the field survey currently the Financial Inclusion models both in MP and Bihar provide for a G2P
and savings product. The level of penetration and quality may differ across the two states. Credit is being
routed through only a few USBs / CSPs as of now and remittances are limited to certain kiosk based outlets
such as SBI kiosks etc. where the cust@reme charged to remit. In addition to this, the fairness and
appropriateness of products is also an important dimension in the context of financial education of
customers and for consumer protection.

Customer ProtectionOn the evaluation side of the piection of customers, it is only a macro mechanism

that is currently functional. This is to say, the financial regulators in India (RBI, SEBI, IRDA and PFRDA)
provide for certain norms of customer protection. However, it was found that except the norntal an
routine regulatory framework there were no norms and information dissemination on rights and duties on
customer protection under the FI models. As mentioned, there is a strong need for a customer protection
implementation across India emphasizing the daeeunder the FI drive. The state of Bihar already
witnessed frauds and while MP is gearing up for financial deepening there is likely to be substantial chunk
of money in the accounts of the people by means of G2P and otherwise. MP should start workiteg on t
customer protection on an immediate basis as it would be more prudent for MP to create a Preventive
model of Protection rather than cure as and when it happens.

Monitoring of Products and Servicevonitoring framework needs to be further developed thabuld
cover transaction level, customer level and products and services level monitoring, at the micro level.
Again, as mentioned earlier, there is a monitoring of such tenets at the macro level within the regulatory
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framework, there is no such action dte micro level. In future and as is suggested in this report if more
and more financial products shall be offered to the client at the grass level using the USB / CSP
channel, there would be a greater role of the supply side stakeholders as welatasftovernment to
monitor such action. Both the states are required to be geared up to monitor and supervise the products
and services offered by the multiple regulators.

D. Recommendations on Financial Deepening
For states which have articulated their sipide and for states that are in the process of doing ke, t
NEBaz2tdziaAzy tASa y2aG 2yfte i (KS adzLlLXimancialicR$Son. o dzi
There is a strong need to activate the 'demand side' for financial deeperatigw G2P in their bank
accounts and let them use the liquidity, which is possible by creating awareness through 'teachable
moments' and offer diversified products like Savings, Credit, Remittances, FD, RDs, NPS Lite
(Swawalamban) etc. so that full advage of the FI model could be utilized by the rural and urban workers.
Development sector has innumerous examples where the supply sides has only negatively dented the
structures and have seldom made any impression on the impact of the socioecon&upgs; Seldom
Creates its Own Demandnless the consumers are aware of the benefits of the products and services.
Thus there is a strong need to go to the trenches and identify as to what do THEY Want?? And if they don't
want but just need it, then how do wesgthe 'Need' Converted into 'Demand'? For example, everyone on
this planet needs a 'Pension' to fight old age poverty, but what is the 'Demand' for such products.
/| 2y @SNIAYy3a GKS WbSSRQ Ayid2 W5SYFYRQ o0& FAYlFIYOAL S

Needless to say that poor need prudent money management more than anyone else. Househdldvwash
planning and budgeting is stepping stone towards it. Unfortunately, the survey found that such practice is
almost nonexistent, as they are mostly unfanaliwith the concept of planning and budgeting and their
benefits. Typically they save money for future needs but the approach is to save surplus money without
preparing household budgets, without prioritising financial goals, without properly allocatiegtments

in different asset classes. However, many of the women with whom the study team interacted have shown
strong interest in knowing the nuances of household budgeting, financial planning and investments.

Evaluation:financial inclusion, financiatéracy and consumer protection as three major planks of financial
stability. While financial inclusion acts from the supply side, providing the financial market / services that
people demand, financial literacy stimulates the demand side, making peoecasi what they can
demand. The supply side issues also cover financial markets, network of banks and other financial
institutions, appropriate design of products and services, etc. In case of the model designed and developed
by MP, the supply side hasdre served by the bankers only to a limited extent. However, since this is only

a beginning as the model has been articulated only very recently, even the supply side of the products and
services would take time to mature. For lack of financial liteiacyomers treat their banking accounts

not as a tool to optimally use them for an inclusive growth but as a means to collect their payments
being passed through the USB / CSRere is clear evidence that wherever financial literacy efforts had
been initiatedby RBI and NABARD, there is remarkable evidence of increased transactions beyond savings
in terms of credit and subscribing to insurance products.
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Demand Side EvaluatioriThe demand side issues in financial inclusion include knowledge of financial
products and services, credit absorption capacity, etc. While in the MPFI model there is a provision of
providing financial literacy, much has to be done to effectively impart the same. These issues are
universally faced by both urban and rural MPere is a sbng need for financial literacy to be designed

and delivered based on the customization of requirement in MP including the newly framed financial
inclusion model A framework for financial inclusion needs to take into account various aspects such as the
demand and supply side issues; assessment of enabling environment; issues in penetration, barriers to
FAYFYOALE AyOtdzaizyr Si00 FyR NBaz2f@gS GKSY ol aSR
approach.

Financial Deepening of the Samruddhi: Financial deepeninig the improvement or increase in the pool

of financial services that are tailored tbe requirement ofall levels in the societylhe model in MP has
developed a framework for financial inclusion and has taken into account varioestagyd the supply side
issues; assessment of enabling environment; issues in penetration, barriers to financial inclusion, etc.,
however e&idernce for demand side shall be reflected terms of opening of accountsolumes of
transactions,jncrease in bankalanceand saving schemestc. The MP model of financial inclusion poses
immense opportunities for financial deepening as there are opportunities and potential for the CSPs / USBs
to offer products and services to keep themselves floating and attairamagiility. Besides, the services as
offered under various government schemes, the demand for regulated products could be generated by
means of financial education as well as converting the need to denRnoedioting wellmanaged financial
deepening in lowincomestates like MRcan enhance resilience and capacity to cope with shocks, improve
macroeconomic effectiveness, and support solid and durable inclusive grBimtmcial deepening fosters
inclusive growth as ore varied and accessible financial sersisepport growth and reduce poverty and
inequality. Financial deepeningsupports the viewthat development in financial sectorleads to
development of the economy as a wholéowever from the point of view of the Welfare Statealiso plag

an important ole in reducing risk and vulnerability for disadvantaged groups, and increasing the ability of
individuals and households to access basic services like health and education, thus having a more direct
impact on poverty reductionkinancial systenn low inmme statelike MP igrowing and beconng more
inclusive, but they still remain ratively small and undiversifieEncouragingly, although they have much
lower levels of financial depth than higland middleincome states MP is likely to beexperiencing
financial deepening at rates far faster than higher incostetes Access to finance is as pivotal as the
depth of the financial system. Here again, there are encouraging signs, buthasreobe done.In the

state of MP and specially in the past couple/ears it has been amply realized that mere banking inclusion
would not serve the purpose of inclusive growth and hence the State has to move beyond opening of
banking accounts. While banking accounts could be the first and foremost step of financisibimciuis
certainly not the end all of the process. Again, from the side of the supply, it can offer various social
benefits to the underprivileged by properly targeting the means as well as prop the benefits directly into
their accounts. On the demandds, creation of awareness by means of financial literacy is the key to
success. This would create a demand for various financial products like the need for credit, savings, term
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and recurring deposits, remittances, insurance and finally contributory pesgsiAccording to certain
preliminary indications in MP, it is not only the interest rate that affects financial deepening but also,
various other factors such as government activities, external sector activities, and bank branch expansion
and communicabns development. These prima facie results are in line with various empirical studies
across developing countries confirming that there is a positive relationship between these variables and
financial deepening indicators and that of savings and investment

Miles to Go:However,Samruddhis yet to reach a level where it coultiplement policy approaches that
would promote competition and provide markdtased incentives for delivery of sustainable financial
access and usage of a broad range of affordableices (savings, credit, payments and transfers,
insurance) as well as a diversity of service providéle GoMP has tongourage a comprehensive
approach to consumer protection thatould recognizehe roles of govarment, providers, and consumers

in clear terms. Again, it still has toesielop a well defined and targetedinancial literacy and financial
capability.It has to ceate an institutional environment with clear lines of accountability and coordination
within government; and also encourage pangskips and direct consultation across government, business,
and other stakeholderdror G2P, eountability line is clearly devisedtime SSSM directions issued by the
Finance Department as well as the parent departmeviP has so far not used its FI mode offer any
regulated financial products other than the basic banking mentioned earlier. MP is also lacking in building a
consensus, a policy and a regulatory framework that would commensurate with the risks involved in
innovative products and services.

Creation of a Financial Inclusion Innovation Fund:  The purpose for creating an innovation fund is to
encourage both private and public sectmstitutions to conduct research, innovate and pilot test new
approaches to financial literacyhe fund could suport activities such as:

1 Design, development, and launch of social marketing of financial products/financial behaviour change
campaigns;

1 To explore alternative delivery channels and produce alternative financial education toolkits that use
other engagig formats such as comic books, video clips played on tabs or computers or mass media
channels. Currently most of the financial literacy programmes are training based programmes;

1 Support financial services providers in their effort to develop tactics tafogrsie uptake and usage of
financial products and services;

1 Promote technology solutions to reinforce positive financial behaviour, like, SMS remiad=rsourage
regular savings.

2¢KS Dzat Fyy2dzyOSR | 02 O2y(iNAodzi2NE LISyarzy &d0KSYS
/| 2y iGNROdzi2NE t Syadarazy aoOKSYSQ Ay wHnanny F2N 0KS Ay F2N)¥If
could not be rolled out for want dinplementation partner and lack of financial outreach.
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Chapter 1. Introduction and Backdrop

Annotation: This chapter openwith a short discussion on the conceptual definition and utility of
ecosystem bfinancial inclusion and provides a global and Indian perspective of financial incllig
briefly discusses the G 20 Global Best Practices on Fl. It also cites cegkibal data on financig
inclusion with reference to Indian data. It briefly discusses the historicity of FI in India and the eff
different stakeholders including the Central Bank. Some of the indicators of Fl in India are also p|
at the perultimate section while it ends with a brief paragraph on outlining the rest of the report.

1.1 Introduction to Financial Inclusion

Concept:Financial inclusion or inclusive financing is the delivery of financial services at affordable costs to
sections d disadvantaged and loimcome segments of societin Indian context it is defined @ LINE OSa a 2
ensuring access to appropriate financial products and services needed by all sections of the society in
general and vulnerable groups such as weaker sectionbs low income groups in particular, at an
FFF2NRFO6ES O2ad Ay I FFEANI YR (NI yaLJl NByAtcesstoy y SNJ
financial services plays critical part in development by facilitating economic growth and reducing income
inequalty.

Need: The global financial crisis has brought the need for financial inclusion into greater focus worldwide
as it is believed that the wide spread financial exclusion was one of the factors that precipitated the
financial crisis. While sprdaof financial inclusion is recognized through formal financial institutions such as
banks, credit unions, post offices or microfinance institutions, the approach of keeping some entities as
part of the core or as support players, varies within countrysidies, it is important to note that the
defining principles of financial inclusion, coverage, role and responsibilities of institutiorasaassment
monitoring requirements have been evolving over the years.

Origination: The origins of the current appach to financial inclusion can be traced to the United Nations
initiatives, which broadly described the main goals of inclusive finance as access to a range of financial
services including savings, credit, insurance, remittance and other banking / paweemntes to all
WolyllofSQ K2dzaSK2tRa FyR SYdSNIINAAaSa Fd I NBlFazy
GKS at NAYOALX Sa F2NJ LYy20FGA3S CAYylFYyOALf Ly Of dzi A
approaches aimed at fosteringfe and sound adoption of innovative, adequate, {o@st financial delivery

models, helping provide conditions for fair competition and a framework of incentives for the various bank,
insurance, and nodbank actors involved in the delivery of a full rarafeaffordable and quality financial

services Initiatives for financial inclusion have come from the financial regulators, the governments and
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the banking industry. While the banking sector has taken several steps to promote financial inclusion,
legislative measures have also been initiated in some countries.

Financial Services Accesiccess to financial services plays a critical part in development by facilitating
economic growth and reducing income inequality. Inclusive financial systems allow poooathem their
consumption and insure themselves against economic vulnerabititieam illness and accidents to theft

and unemployment. It enables poor to save and to borraaowing them to build their assets, invest in
education and entrepreneurial ventes, and thus improve their livelihoods. Inclusive finance is especially
likely to benefit disadvantaged groups such as women, youth, and rural communities. For all these reasons
financial inclusion has gained prominence in recent years as a means to @ipeolives of the poor. A key
challenge is how to create the broader interconnected ecosystem of market actors and infrastructure
needed for safe and efficient product delivery to the poor. The term "microfinance,” once associated
almost exclusively witsmaltvalue loans to the poor, is now increasingly used to refer to a broad array of
products tailored to meet the particular needs of lemcome individualsRecent empirical evidence
highlights that access to basic financial services can make a subktoditive difference in improving

L2 2NJ LIS2L) SQa fAgdSad ! OO2NRAy3Ifes FAYIFIYyOAlLf asSoiz

Fd GKS O2NB 2F LRtAOCEYI{SNRQ |3ISyRIao
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It may beargued that as banking services are in the nature of public good; the availability of banking and
payment services to the entire population without discriminatimunght to bethe prime objective of
financial inclusion public policy.

1.2 Global Perspective on Financial Inclusion

The first decade of the current century witnessed a significant shift in the ideology on access to poor and
hence the term "financial inclusion” gained currency when financial exclusion and its direct impact on
poverty was comprehendéd In response to policymakers promoting financial inclusion and the
stakeholders demand for rationalization of resources towards Financial IncluSiBAP(Consultative
Group to Assist the Poognd the World Bank Groupgecently launchedthe Financial Accesproject,
including a crossountry database on financial inclusion topics and an annual report to inform the policy
debate? According to itslatabasestill 56% of the adults anenbankedglobally.

1.2.1 The World Bank on Financial Inclusion

World Bankis the leading global development partner for governments and regulators for financial
inclusion. Taking a comprehensive approach to promoting financial inclusion among the 2.5 billion adults
who lack access to formal financial services, World Bank stppoludes policy advice, data and
diagnostics, technical assistance for legal and regulatory reforms, institutional developmeisharskg,

and financing.

Led by the Financial Inclusion and Infrastructure Global Practice and its international nefvawdr 170
financial specialists, the World Bank takes a comprehensive approach to working with governments and
regulators towards creating financial inclusion. The World Bank supports increased access to a range of
financial products and services thrdug

1. Policy and regulatory reforms for micro and SME finance;

2. Development of sound and efficient financial infrastructure for payments, supply chain finance,
credit information, and collateral frameworks;

3. Innovations to reach poorer households, includihnmppugh Government to Person (G2P) payments
linked to financial accounts; and

4. Responsible finance, through financial capability and consumer protection.

The World Bank also partners with countries to support national strategies for financial incluglon an
provides data, technical assistance, financing, and capacity building to support the implementation and
ddzadl AyroAftAde 2F GKSaS &a0NriGS3IaASao ¢KS 22NIR

% An estimated 2.5 billion workingge adults globally have no access to the types of formal financial services delivered
by regulated financial institutions.

* 1t analyzes the state of access to depasd loan services as well as the extent of retail networks,disclisses the

state of financial inclusion mandates around the world.
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inclusion, including the Global Financiatlusion Database, Global Findex K S 2 2 NI R . I y{1 Q& Df
NBLZ2NIa (GKIFIGd GKNBS [jdzZ NISNA 2F GKS 62NI RQa L}R22NJ
distances, and the often burdensome requirements involved in opening an account. Galyf2&dults
SINYyAy3 tSaa GKFy bu | RFe KF@S alFr@SR |4 | F2Ny
income inequality: the richest 20 percent of adults in developing countries are more than twice as likely to
have a formal account.

World Bark's FINDEXSelect Indtators on Financial Inclusion
(Proportion of Population of Age 15+)
Russian
Indicator Name USA UK Germany | Federation | Brazil China India
CREDIT:
Loan from a financial institution in
the past year 20.1 11.8 12.5 7.7 6.3 7.3 7.7
Loan from a financial institution in
the past year, income, bottom
40% 17.6 11.1 12.3 6.3 35 7.7 7.9
Loan from a financial institution in
the past year, income, top 60% 22.3 13.2 13.7 8.7 8.2 7 7.5
Loan in the past year 44.6 28.8 25.3 319 23.8 29.4 30.6
Loan in the past year, income,
bottom 40% 45.1 28.1 25.4 32.1 19.7 32.4 35.7
Loan in the past year, income, tof
60% 44.2 30.2 24.6 31.7 26.6 27.3 24.9
INSURANCE:
Personally paid for health
insurance NA NA NA 6.7 7.6 47.2 6.8
Purchased agriculture insurance
(% working in agriculture, age 151 NA NA NA 3.7 11.2 7.2 6.6
PAYMENTS:
Checks used to make payments 65.5 50.1 7.2 5.2 6.7 1.8 6.7
Electronic payments used to mak
payments 64.3 65.3 64.2 7.7 16.6 6.9 2
Mobile phone used to pay bills NA NA NA 1.7 1.3 1.3 2.2
SAVINGS:
Saved at a financial institution in
the past year 50.4 43.8 55.9 10.9 10.3 32.1 11.6
Saved at a financial institution in
the past year, income, bottom
40% 32.1 43.5 55.1 8.8 5.8 18.3 10.4
Saved at a financial institution in
the past year, income, top 60% 66.5 44.3 60 12.4 13.3 41.7 12.9
Saved any money in the past yea 66.8 56.7 67.3 22.7 21.1 38.4 22.4

® ABIll and Melinda Gates Foundation funded survey of 150,000 people in 148 countries, implemented with Gallup,
and the Global Payment Systems Survey (which covers financial infrastructure related to payments and mobile
money, in 142 countries).
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Saved any money in the past yea
income, bottom 40% 51.5 56.2 67.1 18.9 12.1 23.3 194
Saved any money in the past yea
income, top 60% 80.2 57.7 68.1 25.4 27.1 48.9 25.8

NA: Not Available
SourceThe World Bank

1.2.2 The United Nations
The United Nations defines the goals of financial inclisisrfollows:

1 access at aeasonable cost for all households to a full range of financial services, including savings or
deposit services, payment and transfer services, credit and insurance;

1 sound and safe institutions governed by clear regulation and industry performance standar

9 financial and institutional sustainability, to ensure continuity and certainty of investment; and

1 competition to ensure choice and affordability for clients.

Pacific Financial Inclusion Program (PFIPINCDF, together with UNDP, AusAID and the EUgreated

the Pacific Financial Inclusion Programme (PFIP) where the strategy involves finding new ways of serving
hardto-reach populations, while fostering greater commitment and cooperation to build inclusive financial
systems throughout the region. Alhé core of its efforts is building branchless banking platforms that can
reach low income and rural households, the vast majority of which are unbanked. The programme supports
a governmentto-person (G2P) payment project, in which social welfare recipigrgsable to receive their
stipends electronically, rather than through a voucher and daesded system.

1.2.3 Global Partnership for Financial Inclusion (GPFI)

Global Partnership for Financial Inclusion (GPFI) is an inclusive platform for all G20espumnitrested
non-G20 countries and relevant stakeholders to carry forward work on financial inclusion, including
implementation of the Financial Inclusion Action Plan, endorsed at the G20 Summit in South’ Korea.
Spearheading the implementation are thevdi Key Implementing Partners: the Alliance for Financial
Inclusion (AFI), the Consultative Group to Assist the Poor (CGAP), the International Finance Corporation
(IFC), the Organisation for Economicdperation and Development (OECD) and the World Ban&th&r

group namely, Suksroup on Financial Consumer Protection and Financial Literacy takes forward the G20
Leaders commitments on financial consumer protection and financial literacy. It supports and
complements work of the other SeBroups on activitiespecifically related to consumer protection and
financial literacy in their work programs.

1.2.4 The Alliance for Financial Inclusion (AFI)

AFl is a knowledge network of central banks and other financial regulatory bodies in developing countries.
As a keyplayer for global financial inclusion efforts, AFI serves as one of the five implementing partners for
the G20 Global Partnership for Financial Inclusion (GRR$)the world's largest and most prominent
network of financial inclusion policymakers frateveloping and emerging economies who work together

®In partnership with the National Bank for Agriculture and Rural DevelophABARDYhe UN aims to increase
financial inclupn of the poor by developing appropriate financial products for them and increasing awareness on
financial services and strengthening financial &y, particularly amongst women in India.

"The GPFI was officially launched on 10 December 2010 in Beoedh,.
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to increase access to appropriate financial services for the gdeeG20 Financial Inclusion Experts Group
OCL9DU dziAfAT SR Ylyeée 2F 1 CLQA 2y3dJ2Ay3 LigranMlyyYas A
policymakers, together with the AFI Survey on Financial Inclusion Policy which helped to shape the G20
Principles for Innovative Financial Inclusion.

1.2.5 The Maya Declaration

The Maya Declaration is a statement of common principles regartmdedvelopment ofFlpolicy made by

a group of developing nation regulatory institutions during the AFI 2011 Global Policy Forum held in
Mexica The Maya Declaration is broad in nature, focusing on creating the right environment;
implementing the correcframework and ensuring consumer protection measures are taken and using
data to inform and track financial inclusion efforts. This declardtisas made through the Alliance for
Financial Inclusion network of regulatory institutions and although no vote t&en, the common
principles have been implicitly adopted by all of the networks members. There were as many as 17
institutions which made specific Maya Declaration commitments during 2011.

1.2.6 International Monetary Fund on Financial Inclusion

Improving access to financial services and building inclusive financial systems are gaining priority for the
policy makers in the aftermath of the global financial crisis. An increasing number of financial regulators
around the world are tasked with promoting@ass to financial services in addition to ensuring the stability

of financial markets by regulating and supervising financial institutions.

The Financial Access Survey (FAS) published by the IMF collects data on access to and
financial services &m central banks and other financial regulators around the world on an ar
basis. The key FAS indicators are:

a. ldentify knowledge gaps and set priorities for policies on broadening financial access
b. Monitor the effectiveness of these policies over tinaad

c. Advance research and analysis to strengthen understanding of the determinant:
implications of financial access and usage.

d. The newlyexpanded FARO014)is also capturing indicators on access to and use of m¢
money services.

The FAS is thenost comprehensive global source of data on access to, and use of, basic consumer financial
services by households and nonfinancial corporations.

IMF's FAS Databaséeselect Indicators on Financial Inclusion

Brazil USA Germany China India
2005 | 2013 | 2005 | 2013 | 2005 | 2013 | 2005 | 2013 | 2005 | 2013

Parameters

8 Interestingly, India is not a signatory to Maya Declaration.
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Brazil USA Germany China India
2005 | 2013 | 2005 | 2013 | 2005 | 2013 | 2005 | 2013 | 2005 | 2013

Parameters

Commercial bank branches

per 1,000 km NA 8.5 8.5 9.3| 409 299 NA 9.32| 23.2| 357
Commercial bank branches

per 100,000 adults NA| 47.7| 33.1| 339| 20.2| 14.7 NA 7.85 9| 12.2
ATMs per 1,000 km 17.4| 23.2| 43.2 NA NA NA NA| 55.75 59| 38.9
ATMs per 100,000 adults 109 131| 169 NA NA NA NA | 46.94 23| 133

Depositors with commercial
banks per 1000 adults NA | 642.3 NA NA NA NA NA| 15.03 NA NA
Deposit accounts with
commercial banks per 1,000
adults 706 | 1154 NA NA NA NA NA| 40.44| 611 | 1198
Household deposit accounts
with commercial banks per
1,000 adults NA NA NA NA NA NA NA NA | 580.1| 1041

Loan accounts with
commercial banks per 1,000
adults NA| 2358 NA NA NA NA NA NA| 101 147
Householdoan accounts
with commercial banks per

1,000 adults NA| 1981 NA NA NA NA NA | 961.38 75| 29.8
Loan account with all MFls
per 1000 adults NA | 0.27 NA NA NA NA NA NA NA NA

Outstanding deposits with
commercial banks(Percent o
GDP) 34.00 | 45.92| 46.43| 58.01| 20.13| 29.01| 127.51| 156.62| 47.30| 69.98
Outstanding loans from
commercial banks (Percent ¢
GDP) 21.2| 47.15| 46.99| 43.77| 24.7| 22.84| 81.99| 101.38| 31.2| 55.1
Source:Financial Access Survey (FA®)ata extraced from http://data.imf.org/

1.2.7 International Finance Corporation (IFC)

LC/ A& 22NIR .lFyl DNRdzZIQ& fSIFIR Ay@Said2Nl Ay YAONR
multilateral investors in terms of reach to microfinance institutions, workiry 150 institutions in more

than 60 countries. IFC works to create and support commercially viable microfinance institutions that can
attract capital to scale up and meet demand. Since pioneering commercial microfinance in the early 1990s,
IFC has lechnovation in microfinance, using technology, financial products, and policy to help financial
institutions reach a greater numbers in a more eeffective way.

1.2.8 Consultative Group to Assist the Poor (CGAP)

The CGAP works toward a world in which geee has access to the financial services they need to
improve their lives. CGAP develops innovative solutions for financial inclusion through practical research
and active engagement with financial service providers, policy makers, and funders. Estiainligig95
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and housed at the World Bank, CGAP combines a pragmatic approach to market development with an
evidenced F aSR T R@20F0& L FGF2NY G2 | RGFyOS LR22N LIS2L
members includes over 35 development agencies, peifaundations, and national governments that

share a common vision of improving the lives of poor people with better access to finance. CGAP is widely
recognized as a leading global knowledge resource for financial inclusion, offering vital informedgiaghth

its renowned publications and online knowledge resources that include the Microfinance Gateway and the
CGAP Blog. CGAP projects cover a wide range of topics on financial inclusion and microfinance.

1.3 Chronology of Financial Inclusion: Micro Credit to Cashless

The first and foremost efforts to provide an inclusive finance were pioneered in Bangladesh by Grameen
and BRAC. Largely funded by grants and aid, the microfinance sector grew quickly and fuelled hopes for a
new "miracle cure" for global povt. But in the decades since, critics of microfinance have been just as
vocal as its proponents. A series of crises, notably in Nicaragua, Pakistan and India, have called the ethics of
microfinance into question, and suggested the sector might need bettgulation.

While financial inclusion is an important issue, it may also be interesting to assess whether such inclusion
as earmarked in policies are actually reaching the common beneficiaries. Since 1990s, there have been
serious efforts both in the govement agencies and in the civil society to monitor the fund flow process
and to track the outcome of public expenditure through budget tracking. Organisations like International
Budget Partnership (IBP) are undertaking global surveys in more than 10Biesto study the openness
(transparency) in budget making process. There are various tools used by different civil society groups to
track public expenditure. Such tools may include performance monitoring of public services, social audit
and public accontability surveys. In India, the institutionalisation of Right to information (RTI) has been a
supporting tool for activists and citizen groups for budget tracking and advocacy for social inclusion

Recognizing the need for better data to support the finadct Ay Of dzaA 2y | ASYRI =
Development Research Group, has constructed the Global Findex datdites®atabase provides 506
country-level indicators of financial inclusion summarized for all adults and disaggregated by key
demographic charactesticst gender, age, education, income, and rural or urban resideAsethe first

LJdzof AO RIGFIO6FAS 2F AYRAOFG2NR (KIFG O2yaAradaSydfe
database fills a major gap in the financial inclusion landsd@peerng a range of topics, the database can

be used to track financial inclusion policies globally and develop a deeper and more nuanced
understanding of how people around the world save, borrow, make payments, and manage risk.

In most countries, financial elkision is a phenomenon which is mostly restricted to rural areas where
accessibility is limited and the population density is substantially lower. However, recently the
phenomenon has also been observed in urban areas where some segment of the populagesrem
financially excluded in spite of the existence of bank branches, due to constraints such as access timings,
and income potential. Nearly 2.2 billion people, i.e. 62 percent of the population, living in Asia, Africa, Latin
America and the Middle Eastrefinancially excluded. In China and India, only about a third of the
population participates in the formal banking sector. In Africa the number is just 25 percent. Africa as a
whole has 230 million unbanked households. For banks, this is a massive uifyotd serve a new
demographic and tap into the previously untouched wallets of the unbanked. Traditional methods of
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serving the unbanked ATMs and the banking correspondent modédiave achieved tepid results. It is
becoming increasingly clear that netg@chnologies like the mobile are the way forward. The use of
technology has been the obvious choice to drive the financial inclusion programs of banks, as the key
objectives of such a program is to reduce the cost of operations without compromising tomeus
experience and security.

1.3.1 The 2013 Global Forum on Financial Inclusion for Development

The Universal Postal Union (UPU) helps its member countries to introduce or develop inclusive and
sustainable financial servicesAs an information and teclral assistance platform for the postal sector,

the UPU is an ideal partner for lending institutions and donors in the effort to make postal financial services
accessible to the most disadvantaged populations. Postal financial inclusion is enjoying aAftaym.
banks, postal operators and their postal financial subsidiaries are the world's second biggest contributor to
financial inclusion. The UPU, jointly with the Swiss Federal Department of Foreign Affairs and the
International Organization of La Frantmmie, has established this forum as a platform for dialogue on
postal financial inclusion between governments, postal operators, central banks, private sector players and
international organizationsThe Forum's objectives are to:

1 Raise awareness on thele of Posts in financial inclusion
9 Bring together decisiomakers to exchange best practices in the area of postal financial inclusion
1 Provide a forum for discussion between central banks and postal operators

1.3.2 From Protection to Inclusion: Shiftingt o Cashless Payments

All around the world, social protection is evolving into much more than a safety net for the poor. It is
becoming a tool for financial inclusion and economic opportunity. CGAP published the first official estimate
of financiallyinclusve G2P payments. Since then, government, donor and NGO efforts to link financial
access to government payments has become a swiftly growing movement, culminating in individual efforts
indicating a global muki G F { SK2f RSNJ I £ £ A I y O $hed® ktékénhSlders, Buclbas WSAND, (i K I
cite not only the potential to leverage payments for effective financial inclusion, but also improvements in
transparency, security, corruption and potential cost savings for both governments and intermediaries
(banks)as motivators of their effortsAccording to a recent report by CGAP that evaluated some of the
biggest social protection programs in the world, the business case for financial intermediaries is fully
dependent on government fees, rather than on the oppmity to crosssell new products to this new
client base. Beneficiaries, even when they could, do not always choose to sapertiog of their benefit

or take advantage of the bank for other financial services.

1.4 Global Best Practices: The G20 Princip les for Innovative Financial Inclusion

Despite advances in financial inclusion across the globe, people remain excluded and this restricts their
ability to save, to borrow and to protect themselves and their families against hunger, crime and natural
disager. To counteract this, and increase access to and usage of financial services for the poor, many
innovative approaches have been adopted. These range from agent banking to delivering financial services
through the mobile phone networks. New institutiohgwve been established, new products devised and
new technologies harnessed to reach un/ undeerved markets. Behind the scenes, changes in legislation

% Some 1.5 billion people worldwide are already using the financial services provided by Posts.
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and regulation have helped provide the right conditions for innovation to thrive while protecting
consuimers and the financial system. The Principles were developed in 2010 by the Access Through
Innovation SukGroup (ATISG) of the G20, Financial Inclusion Experts Group (FIEG).

1.4.1 Principle 1: Leadership
Cultivate a broadbased government commitment téinancial inclusion to help alleviate poverty.

Experience from around the world has underlined that government leadership and commitment at the
highest level is an essential condition for increasing financial inclusion. More importantly still, that
leadersip is vital to ensuring that increased financial inclusion successfully translates into progress in
alleviating poverty. The best results have been seen when financial inclusion is viewed as an integral
component of overall financial sector growth and d®pment strategies. In practice, this has meant that
governments that have successfully increased financial inclusion have shown leadership in some or all of
the following ways:

9 addressing policy and regulatory issues related to innovation, consumergtimieand payments,
facilitating new approaches and ensuring that excessive regulation does not stifle growth

1 adopting a collaborative approach to financial inclusion that engages all players, including the
private sector and auditing authorities

9 supporing inclusion programs with financial education and / or by developing payment systems
and infrastructures, and

T collecting data to support proportionate and evidergased policy, which in turn maintains the
safety and soundness of the system.

1.4.2 Principle 2: Diversity

Implement policy approaches that promote competition and provide markeised incentives for delivery

of sustainable financial access and usage of a broad range of affordable services (savings, credit,
payments and transfers, insuranca}p well as a diversity of service providers.

It is widely recognized that competition in a market produces greater value, choice and opportunities for
customers, and the financial services market is no exception. However, when it comes to reaching the
unbanked, diversity of products, providers and delivery methods is more important. Services need to be
offered outside of the traditional channels to reach a wider customer base. For governments, this means
there is a crucial role to play in facilitating tdevelopment of market structures that promote entry. One

key aspect is the design of appropriate markesed incentives for all partias from traditional banks to
LINPALISOGAG®S WwWH3ISyiaQ (2 GStSO2ya O02YLNl ywessatmt YA ONE
encourage the development of a broad range of sustainable, secured, and affordable financial services,
such as savings, credit, payments, and transfers. At the same time, these incentives should aim to attract a
wide range of providers, as thisin help improve both access and usage.

1.4.3 Principle 3: Innovation
Promote technological and institutional innovation as a means to expand financial system access and
usage, including addressing infrastructure weaknesses.
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Many of the most effective ethods of increasing financial inclusion have been based on the application of
new technologies, such as mobile phones, or the introduction of new institutional arrangements, such as
banking agents. These allow rapid expansion of services to reach exgagelations, while at the same

time reducing the costs of service delivery. For example, the massive global growth in mobile phone usage
means that financial services offered through the mobile phone networks can be delivereeffeasively

to a wide pgulation. Experience has shown that in some cases the existing financial services infrastructure
can be a barrier to innovation. For example, the interbank payments system might make it difficult for new
providers to enter the market. Policymakers needattddress such barriers as part of a holistic financial
inclusion strategy.

1.4.4 Principle 4: Protection
Encourage a comprehensive approach to consumer protection that recognizes the roles of government,
providers, and consumers.

The mix of innovation, e service providers, and inexperienced consumers bring new risks of consumer
fraud and abuse, as well as the possibility of technical or human error around financial services. An
equitable and transparent consumer protection infrastructure is thereforal\part of a broad financial
inclusion framework.To establish protections and promote trust in new and innovative services,
government, regulators, and supervisors need to take responsibility for:

9 establishing regulations that promote transparency ircipig and services
9 creating a dispute resolution mechanism for consumers
1 identifying an appropriate authority to enforce this protection

1.45 Principle 5: Empowerment
Develop financial literacy and financial capability.

For consumers to make the mostreéw financial services, it is important that they have:
w Financial Literacy ability to understand basic information about financial products and services

w Financial Capability ability to apply that understanding to make informed choices about their
finances

w Redress Mechanisntsability to resolve disputes through a safe and recognized mechanism

These are an essential complement to consumer protection regulation: without financial literacy and
capability, the regulation itself cannot adequately protectnsomers, and moreover, can increase
operational costs. Experience has shown that low levels of financial literacy and capability in developing
countries form a significant barrier to accessing and properly using financial services. By contrast, increased
financial literacy and capability lead to increased demand for relevant services. For governments, this
means that building financial capability is an integral part of increasing inclusion. Best practice indicates
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that effective financial capability initistes focus on providing practical, egsyunderstand and impatrtial
advice so that consumers can make informed choices.

1.4.6 Principle 6: Cooperation

Create an institutional environment with clear lines of accountability and coordination within
government and also encourage partnerships and direct consultation across government, business, and
other stakeholders.

The nature of innovative financial services and radlivery channels is that they span multiple public
institutions and regulatory agencias aswell as a rang®f different private sector organizationsVhile
there isan understandable desire to provide adequate polimyoss the value chain, this needs to be
coordinatedacross the different institutions involvetb avoid conflicting or inconstent approaches. To
achieve this coordination and increase global partnership, countrieat have successfully increased
financial inclusion havalentified a lead agency to coordinate among governmagéncies and manage
the consultative proceswith stakeholdersOne essential consideration in developing coordinapedicy is

to understand the incentives of each player the value chain, and how these could be affectad
regulation.

1.4.7 Principle 7: Knowledge

Utilize improved data to make evidenegased policy, measure progress, and consider an incremental
aidSad FyYyR fSEFENYyE FFLILINRFOK o0& 0620K NB3IdAFG2NE | yR
appropriate and reliable data are needed to support the design of financial inclusion policg &n

monitor and measure the impact of policy over time.

Currently, few countries havsufficient data on financial inclusion. This is chandist, and many
governments are seeking to improve thata availableA lack of data however, need not neceslyatelay

the introduction of new services and business modésnumber of countries have overcome this by
adoptingt ¢ S&ad FyR fSINYE | LILIs@rhie Kewsdfvices arfd luririedbysingss S R
models undercarefully controlled conditionsAs a result, they arbetter able to strike an appropriate
policy-regulatory balance between safety and soundness on one hamd, growth and development on

the other.In order toincrease the role of monitoring and assessment in ‘teist and learn' aproach, data

and knowledgemanagement play crucial role.

1.4.8 Principle 8: Proportionality
Build a policy and regulatory framework that is proportionate with the risks involved in such innovative
products and services, and is based on an understandindp@fgaps and barriers in existing regulation.

Any innovation involves risks. The challenge is to create a regulatory framework that is strong enough to
protect the financial system and institutions against those risks, yet not so severe that the costs of
regulatory compliance deter serviggoviders from entering the market. To strike the right balance,
existing regulations should be carefully analyzed to establish whether their demands on -peovickers

and customers are proportionate to the risks. THiagnostic exercise will also pinpoint regulatory gaps
that need to be filled to enable innovations to flourish and to develop effective tools to mitigate these
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risks. Greater knowledge (principle 6) and greater cooperation (principle 7) are also, & couportant
for a proportionate framework.

1.4.9 Principle 9: Framework

Consider the following in the regulatory framework, reflecting international standards, national
circumstances and support for a competitive landscape: an appropriate, flexiblebaskd AML / CFT
regime; conditions for the use of agents as a customer interface; a clear regulatory regime for
electronically stored value; and marketbased incentives to achieve the longterm goal of broad
interoperability and interconnection.

Principle 9draws together many of the preceding principles to summarize the key constituents of an
effective regulatory framework for innovative financial inclusion. One of the key issues is how to address
risk without stifling innovative services. The internatiofiahncial standards provide the basic framework.
However, they are very broad and designed to be flexible in their application. Thus, it is not always clear
how to apply the standards to innovative financial inclusion services. The international finstacidard

setters are working to provide greater clarity and fill any gaps. Experience shows that in fact increasing
inclusion often improves compliance with international standards: AML / CFF KAaniey Laundering /
Counter Terrorist Financing) recomneations in particular have been better served by a more inclusive
financial sector which provides increased ability to trace and monitor transactions.

1.5 Indian Perspective on Financial Inclusion

The Government of India initiated measures to play anvactole in the economic life of the nation, and

the Industrial Policy Resolution adopted by the government in 1948 envisaged a mixed economy. This
resulted into greater involvement of the state in different segments of the economy including banking and
finance.

"Access to finance by the poor and vulnerable groups is a prerequisite for
inclusive growth. In fact, providing access to finance is a form of empowerme
of the vulnerable groups. Financial Inclusion denotes delivery of financial sei
at an afordable cost to the vast sections of the disadvantaged anditmome
groups. The various financial services included credit, savings, insurance an
payments and remittance facilities. The objective of financial inclusion is to
extend the scope of activés of the organized financial system to include withi
its ambit people with low incomes. Through graduated credit, the attempt mt
be to lift the poor from one level to another so that they come out of poverty.'

Dr. C Rangarajan Committee on Finanaieuisiong 2008

Fnancial inclusion and inclusive growth are no longer just policy choices, but are policy imserakiicn
determine the longterm financial stability and sustainability of the economic and social ofddraneed
to ensure that alstakeholders in its drivare collectively willing to walk that extra mile to ensure thiad
fellow countrymen get easy access to the financial system and are able to leverage this access to improve
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their economic and social welkeing.Financial Inclusiohas been an important agenda of the Central Bank

as well as the Government of India in the recent p@ster thelast decadeRBI et ahave resolutely pursed

the agenda of financial inclusion and achieved discernible progress in improving accessdialfgservices

for the masses. However, the progress is far from satisfactory as evidenced by the World Bank Findex
Survey (2012Y°

1.5.1 Historicity

The Reserve Bank of Indidndia's central banking authority, was established in April 1935, but was
nationalised on 1 January 1949 under the terms of the RBI (Transfer to Public Ownership) Act, 1948. In
1949, the Banking Regulation Act was enacted which empowered the RBI "to regulate, control, and inspect
the banks in India". It also provided that no new bamkbranch of an existing bank could be opened
without a license from the RBI, and no two banks could have common directors. The decisions touch the
RFAfe fAFS 2F ff LYRAlIYya yYyR KSfLI OKIFNI GKS 02dzy

The history of financial inclusion (Fl) in Indi@tes back to theationalization of banks, Lead Bank Scheme,
Expansion of Cooperatives incorporation of RRBs, Post Offices, Service Area Approach and formation of
SelfHelp Groups all these were initiativesimed at taking banking services to the masses. The brick and
mortar infrastructure expanded theranch networkten-fold - from 8,000+ in 1969, when the first set of

banks were nationalized, to 99,000+ today. Despite this wide network of bank brancleesl gmmross the

length and breadth of the country, banking has still not reached a large section of the popaatidhe

extent of financial exclusion is staggering. Of the 600,000 habitatiohwlia only about 36,000+ had a
commercial bank branchith just about 40% populaiin havingbank accounts.

Financial inclusion was envisaged and embedded in Indian credit policies in the earlier decades also,
though in a disguised form and without the same nomenclature and emphasis. Increasing access to credit
for the poor has always remained at the core of Indian planning in fighting against the poverty. Starting in
the late 1960s, India was home to one of the largest state intervention in the rural credit market.

1.5.2 Bank Nationalization Phase (1960s)

The Staie Bank of India (SBI) wH® only nationalized bank in 1950&der the SBI Act of 1958hile the
Nationalisation of Seven State Banks of India (formed subsidiary) took place on 19th Jul}, TI®80.
Government of India issued an ordinance (‘Banking Compaicquisition and Transfer of Undertakings)
Ordinance, 1969') and nationalised the 14 largest commercial Kanih effect from the midnight of 19
July 19692 A second dose of nationalisation of 6 more commercial banks followed in 1980.

10 Survey findings: Only 35% of Indian had a formal bank account; 8% borrowed forntestylid months. Only 2%

used an account to receive money from a family member living distantly and 4% used it for G2P. The miniscule
numbers suggest a crying need for a further push to the FI agenda to ensure that the people at BOP join the formal
financid system, reap benefits and improve their financial vizeing.

"' The State Bank of India is India's largest commercial bank ranked one of the top five banks worldwide. It serves 90
million customers through a network of 9,000 branches.

2 These banks conitaed 85 percent of bank deposits in the country

*The Parliament passed the Banking Companies (Acquisition and Transfer of UndeBékamy) it received the
Presidential approval on 9 August 1969.
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Nationalizaton and Impetus to InclusionThe nationalisation of major commercial banks in 1969 was an
important landmark in the history of financial inclusion. It was felt that the nationalised banks can make a
big push into the rural areas. To some extent, this hesplened. But the fact remains that despite a very
focused expansion of branches in the rural and serban areas, we have not been able to reach out to
the poor farm households and therefore a rethinking has started now as to what more could be done.

1 1935 Reserve Bank of India formed

9 1955 : Nationalisation of State Bank of India.
1 1959 : Nationalisation of SBI subsidiaries.

1 1969 : Nationalisation of 14 major banks.

9 1980 : Nationalisation of seven banks with deposits overc26fe

1.5.3 Social Banking

While tk S Wa2O0Alf o0lFylAYy3IQ LR{AOASE o0SAy3a F2f{f26SR 0
ALINBIR YR TFdzyOlAz2ylf NBIFIOKQ 2F ®a watJodwad the ol y |
nationaliation of banksthe problems in the beginning 4M90s were two fold i.e. institutional structure

was neither profitable in rural lending nor serving the needs of the poorest. Reaching the poorest, whose
credit requirements were very small, frequent and unpredictable, was found to be diffithé. coe

operative structure occupies an eminent position in the institutional framework of agricultural ciedit.
showed that vithout a strong primary unit at the base, effective organization, mobilization of resources

and operational efficiency cannot be builttime credit structure.

1.5.4 Cooperative and Rural Credit

Perhaps the earliest signs of Financial Inclusion, though not in as many formal terms, in India could be
sensed from the recommendations dhe Allindia Rural Credit Survey Committee Report, 198+t
recommended an integrated approach to cooperative credit antphasied the need for viable credit
cooperative societies by expanding their area of operation, encouraging rural savings and diversifying
business. While the early phases of Inclusion,utio not financial inclusion, owes its origin to the
Cooperative movement in India, the cooperative movement in India itself owes its origin to agriculture and
allied sectors towards an attempt to fight the problems of rural indebtedness around the eitne df9th
century. The farmers generally found the cooperative movement an attractive mechanism for pooling their
meager resources for solving common problems relating to credit, supplies of inputs and marketing of
agricultural produce.

Cooperative Consolation: During 1960s, further efforts were made to consolidate the cooperative
societies by their rerganisation. With the emergence of national federations of cooperative societies in
various functional areas and to obviate the plethora of different layeserning the same types of
societies, a need was felt for a comprehensive Central legislation to consolidate the laws governing such
cooperative societies.
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1.5.5 Lead Bank Scheme

DSySaira 2F [SIR .Iyl {OKSYS OF y nis&iondl Rcan@Bdk foii tRe G K S
Implementation of the Social Objectives’, that drew attention to the fact that commercial banks did not
have adequate presence in rural areas and also lacked the required rural orientation.

The Area ApproachThe Study Groupecommended the adoption of an 'Area Approach' to evolve plans

and programs for the development of an adequate banking and credit structure in the rural areas. It
recommended that in order to enable the public sector banks to discharge their social rds|iesi each

bank should concentrate on certain districts where it should act as a ‘Lead Bank'. Pursuant to it, the Lead
Bank Scheme was introduced by RBI in December, 1969. The Scheme emphasized making specific banks in
each district the key instrumentef local development by entrusting them with the responsibility of
locating growth centers, assessing deposit potential, identifying credit gaps and evolving a coordinated
approach to credit deployment in each district, in concert with other banks ardit@gencies.

Role and Responsibilitiesthe Lead Bank is expected to assume leadership role and act as a consortium
leader for coordinating the efforts of the credit institutions and accordingly the various districts in the
country were allocated amonipe public / select private sector banks, as the lead bank for the district. The
Lead Bank Officer was given the responsibility to prepare the district credit plan / annual action plan (DCP /
AAP) for the district after taking into account the annual eatisd commitments of individual financial
institutions.

1.5.6 Roadmap of FI under Usha Thorat Committee

Subsequent to the announcement in the Mifrm Review of the Annual Policy Statement for 2087 a

High Level Committee known as Smt. Usha Thorat ctteenwas constituted to review the Lead Bank
Scheme and improve its effectiveness, with a focus on financial inclusion and recent developments in the
banking sector.

Roadmap for Financial Inclusiod SubCommittee of the District Consultative CommittdaGC) may draw

up a road map to provide services through a banking outlet (in any form, such as, brick and mortar branch,
mobile banking, extension counters, satellite offices or Business Correspondents) at every village with a
population of over 2000 at &st once a week on a regular basis.

Role of State GovernmentsState Governments should ensure road and digital connectivity to all centres
where penetration by the formal banking system is required, expedite use of IT solutions for disbursal of all
socal security payments and extend support to banks in the recovery of their dues.

Preparation of State Level/District Level PlaA onetime comprehensive State Level/District Level
Development Plan should be formulated for all the districts that shouldtifyethe enablers and impeders
for banking development and indicate the specific actions to be taken by banks.

Strengthening SLBC and DCC Machinditye Chief Secretary of the State concerned maghair the
meetings of the State Level Bankers' Commit{8eBC), along with the CMD of the convener bank. The
Deputy Governor / Executive Director of the Reserve Bank may participate in the SLBC meetings on a
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selective basis. At the District Consultative Committee (DCC) level, sub committees as appropria¢e may
set up to work intensively on specific issues and submit reports to the DCC for its consideration.

Financial Literacy and Credit Counselingach Lead Bank should open a Financial Literacy and Credit
Counseling centre in each district by following thedelines issued by the Reserve Bank.

Greater Role for Private Sector Bankgrivate sector banks should involve themselves more actively by
bringing in their expertise in strategic planning and leveraging on information technology. The Lead Banks,
on ther part, should also ensure that private sector banks are more closely involved in the Lead Bank
Scheme, both while drawing up and in implementing the Annual Credit Plans.

1.5.7 Service Area Approach (SAA)

In the year 1989, the Service Area Approach (SA#g adopted wherein service area villages were
identified and assigned to bank branches based on their proximity and contiguity and by adopting a cluster
approach. Credit plans were prepared on an annual basis for the service area of each branch which
involved ccordination between the various developmental agencies and credit institutions. The Advisory
Committee on Flow of Credit to Agriculture and Allied Activities (2004) observed that the Service Area
Approach, introduced for planned and orderly develaprhof rural areas, had developed rigidities and
acted as a bottleneck despite built in measures to provide flexibility. The Committee recommended that
this feature of flexibility needed to be preserved and the service area concept made mandatory only for
government sponsored schemes. Over almost four decades since the introduction of the Lead Bank
Scheme in December 1969, several changes have taken place, especially after 1991. The rates of growth
witnessed have been unprecedented. At the same time, thame gaps in growth in agriculture and
infrastructure. There has also been a greater level of devolution of expenditure to lower levels of
Government. There are several regions of the country and sections of the society lagging in development.
Accordingly there has been a conscious shift towards more inclusive growth and financial inclusion. In
banking, the use of Information Technology (IT) and intermediaries has made it feasible to increase
outreach, scale and depth of banking services at affordable d¢dsivever, during these years, the
structure and monitoring mechanisms under the Lead Bank Scheme have remained more or less static. A
need was therefore felt for a comprehensive review of the Scheme and its applicability in the changed
scenario.

1.5.8 Regional Rural Banks (RRBs)

The main purpose dRegional Rural Banks (RRiBgp mobilize financial resources from rural / saimban

areas and grant loans and advances mostly to small and marginal farmers, agricultural laborers and rural
artisans.RRBs arereated with a view to develop rural economy and westablished to take the banking
services to the doorsteps of rural massespecially in remote rural areas with no access to banking
servicesHowever, RRB's may have branches set up for urban opesatiod thé area of operation may
include urban areas tooThese banks were originally intended to provide institutional credit to those
weaker sections of the societyho depened on private moneylendersat concessional ratesThe banks

were also itended to mobilize and channeézrural savings for supporting productive activities in the rural
areas.Currently, RRB's are going through a process of merger and consolidation 25 RRBs have been merged
in January 2013 into 10 RRBs this counts 67 RRBs tilleg&t of June 2013The RRBs were originally
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conceived as low cost institutions having a rural ethos, local feel anggwp focus. However, within a
very short time, most banks were making losses. The original assumptions as to the low cost nature of
these institutions were beliedlhis may be again merged in near future.

1.5.9 Primary Agricultural Credit Societies (PACS)
The main objectives of primary credit societies were:

1. Borrowing funds from members as well as others to be utilized in giving loghs tmembers for
productive purposes.

2. Acting as the agent for the joint supply of agricultural, domestic and other requirements of the
members, and of the joint sale of produce.

3. Purchasing and owning implements, machinery or cattle for renting it to thalnees.
4. Disseminating knowledge of the latest improvements in agriculture, handicraft, etc.
5. Encouraging thrift, seffielp and ceoperation among the members.

Primary Agricultural Credit Society (PACS) has a significant role to extend credit to farmersitThis
abstracts the vitality and service potential of the-@perative movement in the country. Such societies are
the kernel of the cebperative movement and were started not only with the objective of providing cheap
credit but also to teach principled oc-operation to the members.

1.6 Contemporary Financial Inclusion in India

Current and the most contemporary financial inclusion as is know today mainly focuses on the poor who do
not have formal financial institutional support and gets them out of théches of local money lenders. As

a first step towards this, some of the banks have now come forward with general purpose credit cards and
artisan credit cards which offer collateffabe small loans. The RBI has now modified the guidelines on
openingofo  &A 0 &l GAY A& Wy2 | ANt (& OR 9O A dzy hghithowll®Rer B A & |
YAYAYdzy O02YY2y FLOAtAGASE G2 it GKS Odzad2YSNRO®
subject to RBI instructions on Know Your Customer (KYC)-Manty Laundering (AML) for opening of

bank accounts issued from time to time. If such account is opened on the basis of simplified KYC norms, the

I 002dzyi ¢2dzZ R FRRAGAZ2YylIffe& 06S GNBFGISR a + W{YIlff¢
for such accounts.

Progress of Bankis Financial Inclusion Plan in India
Year Year Year Quarter Progress
ended ended ended ended April 11-
SR Particulars Mar 10 Mar 11 Mar 12 June 12 | March 12
1 | Total No. of Branches 85457 91145 99242 99771 8097
No. of Riral Branches 33433 34811 37471 37635 2660
3 | No. of CSPs Deployed 34532 60993 116548 120098 55555
Banking outlets in Villages with
4 | population >2000 37791 66447 112130 113173 45683
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Progress of Bankis Financial Inclusion Plan in India
Year Year Year Quarter Progress
ended ended ended ended April 11-
SR Particulars Mar 10 Mar 11 Mar 12 June 12 | March 12
Banking outlets in Villages with
5 | population <2000 29903 49761 69623 74855 19862
Banking Outlets through Brick & Morta
6 | Branches 33378 34811 37471 37635 2660
7 | Banking Outlets through BCs 34174 80802 141136 147167 60334
8 | Banking Outlets through Other Modes 142 595 3146 3226 2551
9 | Total Banking Outlets 67694 116208 181753 188028 65545
10 | Urban Locations covered through BCs 447 3771 5891 6968 2120
11 | No Frill A/Cs (No. In millions) 73.45 104.76 138.5 147.94 33.74
12 | Amount in No Frill A/Cs (Amt In billiong ~ 55.02 76.12 120.41 119.35 44.29
13 | No Frill A/Cs with OD @Nin millions) 0.18 0.61 2.71 2.97 2.1
14 | No Frill A/Cs with OD (Amt In billions) 0.1 0.26 1.08 1.21 0.82
15 | KCCSHotakNo. In million 24.31 27.11 30.23 30.76 3.12
16 | KCCHotatAmt In billion 1240.07 1600.05 2068.39 2094 468.34
17 | GCETotakNo. in milion 1.39 1.7 2.11 2.29 0.41
18 | GCETotatAmt Inbillion 35.11 35.07 41.84 43.21 6.77
ICT Based A/@krough BCs (No. in
19 | millions) 13.26 31.65 57.08 62.77 25.44
ICT Based A/€&ansactions (No. In
20 | millions) 26.52 84.16 141.09 45.96 141.09

Source Reserve Bank of India

1.6.1 Initiatives of Reserve Bank of India

RBI first broached up the topic of financial inclugighan CommissioR004) by exhorting the banks with a

view to achieving greater financial inclusion to make available a tasifrill s" banking accourif. In 2005,

RBI simplified the KYC procedure for opening accounts for those persons who intended to keep balances
not exceeding rupees fifty thousand (Rs. 50,0D01 all their accounts taken together and the total credit

in all the accants taken together was not expected to exceed rupees one lakh (Rs. 1,00,008/year.
General credit cards (GCCs) were issued to the poor and the disadvantaged with a view to help them access
easy credit. In January 2006, the RBI permitted commebeiaks to make use of the services of non
governmental organizations (NGOs/SHGs), mic@nce institutions, and other civil society organizations

as intermediaries for providing financial and banking services. These intermediaries could be used as
busines facilitators or business correspondents by commercial banks.

w. LQa @GAairzy F2NI unun A& (G2 2LSY ySIENI& cnn YAff
variety of channels by leveraging on IT. However, illiteracy and the low income santhégck of bank

branches in rural areas continue to be a roadblock to financial inclusion in many states and there is

In India, financial inclusion first featured in 2Q@then it was introduced by K.C. Chakraborthy, the chairman of
Indian Bank.
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inadequate legal and financial structure. RBI initiated several measures to achieve greater financial
inclusion, such as facilitating +idlls accounts and GCCs for small deposits and credit. Some of these steps
are:

Opening of ndfrills accounts

Relaxation on knowour-customer (KYC) norms

Engaging Business Correspondents (BCs)

Use of technology

Adoption of Electronic Benefit Transfer8{B

General Credit Card (GCC)

Simplified Branch Authorization

One Dlstrlct One Bank ModelTo begin with around 201011, Electronic Benefit Transfer (EBT) for

servicing low value accounts and extending banking infrastructure to underserved low incorsenarga
implemented in the states of Andhra Pradesh, Haryana, Karnataka, Orissa, Chhattisgarh, Himachal Pradesh,
Uttarakhand, Bihar, Punjab, etc. on pilot basis in select districts under the "One [Rj€ret Bank" Model.
Difficulties have been expressed Btake holders in scaling the model. The experience gained suggested
that the "One District ¢ One Bank"Model was unable to achieve the objective of financial inclusion.
Allocation of villages amongst banks under the Financial Inclusion Plan (FIR)admaR for providing

banking services to villages with population above 2000, was generally on the basis of the Service Area
Approach. This led to a situation where in the designated bank for EBT and FIP in the same village differed.
This issue was raised various platforms by the State Governments and banks.

NogakwdhpE

w. LQa ¢22ft a

The RBI continues its developmental role, while specifically focusing on financial inc
Key tools in this ogoing effort include:

Directed creditfor lending to priority sector @d weaker sections: The goal here is
facilitate/enhance credit flow to employment intensive sectors such as agriculture, r
and small enterprises (MSE), as well as for affordable housing and education loans.

Lead Bank Schemé\ commercial bank is dignated as a lead bank in each district in
country and this bank is responsible for ensuring banking development in the d
through coordinated efforts between banks and government officials. The RBI has as
a Lead District Manager for eadlistrict who acts as a catalytic force for promotil
financial inclusion and smooth working between government and banks.

Sector specific refinanceRBI makes available refinance to banks against their credit tc
export sector. In exceptional circumstzes, it can provide refinance against lending
other sectors.

Strengthening and supporting smhltal banks:This includes RRBs and cooperative bai
Financial inclusionExpanding access to finance and promoting financial literacy are €

2 T \wutreathdefforts.
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p89p8¢ )T AEAB8OC ! pPOT AAE O1 &ET AT AEAIT )T Al OOCEIT 1
Banking industry has shown tremendous growth in volume and complexity during the last few decades and
has made significant improvements in all the areas relating to financial viabilityitaitfy and
competitiveness with tall claims of 58.7% households availing bank accddotgever, a significant
proportion of the households, especially in rural areas, are still outside the formal fold of the banking
system. To extend the reach of bam to those outside the formal banking system, Government and
Reserve Bank of India (RBévetaken various initiatives from time to timeuch as:

Opening of Bank Branches

Each household to have atleast one bank account

Business Correspondent Model

Swablimaan Campaign

Setting up of Ultra Small Branches (USBs)

Banking Facilities in Unbanked Blocks

Unstructured Supplementary Service DAESSPBased Mobile Banking

= =4 -8 a8 -8 -8 -9

ASnapshotof Y RA Q& ! LILINEF OK (2 CAYFYyOALt Ly
w ! R2 LJi S48 mobdel fot FY; buhave permitted norbank entities to partner banks in Fl initiatives

w !'a F LKAf232LKeEX LYRAIF Kla Fftgléa SyO2dzNI 3!
it as social service or charity. The smiftainability and commercial viabylitof the FI initiatives are
important if banks have to scale up their operations to cover more unbanked areas.

w 9y O02dz2N} 3SR olyla (2 fSOHSNI IS GSOKyz2f238 (2
of providing financial services to theimmum. While it remains technology neutral, it also require bali
to seamlessly integrate whatever technology they choose, with the CBS architecture.

w ! ROAASR olyla G2 FTR2LIN Ayy20F A0S odzaAySa:
Thee is a need for banks to develop new products and design new delivery models that are custom
the unique needs of the financially excluded population, both in the rural and urban areas.

w /2YAARSNAY3I GKI G FAyLl yOhok gromptirgifiSsaNdiaQrclusiors cohsyme
protection and ultimately financial stability, RBI has adopted an integrated approach wherein €
towards Financial Inclusion and Financial Literacy would go hand in hand. Besides the various in
takenby RBI individually to encourage financial literacy, a National Strategy for Financial Education
has also been finalized under the aegis of the Financial Stability and Development Council (FSD!
ordinate efforts of various stakeholders invet\in this process.

w ¢KS wSasSNwsS .Ilyl KFa oSSy LileAiy3a | adzld
environment and providing institutional support to banks in their FI efforts. Importantly, it has prov
banks the freedom and the space determine its own strategies for rolling out FI and have encoura
them to identify their own goals and targets through their respective Financial Inclusion Plans.

>With 102,343 branches of Scheduled Commercial Banks (SCBs) of which 37,953 (37%) bank branches are in the rural
areas and 27,219 (26%) in seumban areaspnly 63%branches in emi-urban and rural areas .
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1.7 Indian Banking Trends and Financial Inclusion

India on the Index of Financial Inclusi: On the firstever Index of Financial Inclusion to find out the

extent of reach of banking services among 100 countries, India has been ranked 50th. Only 34% of Indian
individuals have access to or receive banking services. In order to increase thisrntine RBI made the

Gol take innovative steps. One of the reasons for opening new branches of RRBs was to make sure that
oFylAy3 aSNIBBAOS Aa FO00OSaaAroftsS (2 (GKS LR2N®» 2A4GK 0
Accounts to low incomgroups. These accounts either have a low minimum or nil balance with some
restriction in transactions. The individual bank has the authority to decide whether the account should
have zero or minimum balance. With the combined effort of financial instijiioS & A E YA f f A2y
accounts were opened in the period between March 2@087. Banks are now considering Fl as a
business opportunity in an overall environment that facilitates growth.

The Financial Access Survey (Fd8)ndia (2012)

Access® & Use of Financial Services

Commercial bank branches per 1,000°%km 33.17 |Commercial bank branches per 100,000 adul| 11.38
ATMs per 1,000 kfm 32.67 | ATMs per 100,000 adults 11.21
Outstanding deposits with commercial banks (9 Outstandingdans from commercial banks (%

68.64 54.24
of GDP) GDP)
Deposit accounts with commercial banks per 1042 .48 Loan accounts with commercial banks per 1,( 151.06
1,000 adults adults
Household deposit accounts with commercial 892 49 Household loa accounts with commercial 2354
banks per 1,000 adults ' banks per 1,000 adults ’

SourceL, aCQa ¢KS CAylFyOALFf ! OO0S

Trends in Banking Parameters in India

Iltems 2007 2008 2009 2010 2011 2012
1. No. of Commercial Banks 183 173 170 168 167 173
(a) Scheduled Commercial Banks 179 169 166 164 163 169
Of which: Regional Rural Banks 96 90 86 83 82 82
(b) Non-Scheduled Commercial
Banks 4 4 4 4 4 4
2. Distribution of New Branches (%) Total 100 100 100 100 100 100
Rural 9 14 18 19 24 33
Semi-
urban 31 31 32 33 41 37
Urban 35 31 26 27 17 16
Metro 26 24 24 21 18 14
3. Distribution of Deposits Accounts
(%) Total 100 100 100 100 100
Rural 29 29 30 31 31
Semi-
urban 26 26 26 26 26
Urban 22 22 21 21 21
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Metro 24 24 23 23 22
4. Distribution of Loan Accounts (%) Total 100 100 100 100 100
Rural 33 31 31 31 32
Semi-
urban 23 22 23 23 24
Urban 14 13 13 14 14
Metro 30 33 33 33 30
5. Average population per branch (in
'000s) Total 15.7 15.1 14.5 13.8 13.3 12.6
6. Number of Banked Centres
(Scheduled Commercial Banks) Total 34399 34426 34636 34801 35151 36391

".." . Not available.

Note: All the revenue centres (habitations) are classified in to four groups based on their population based on Census
2001 data. These groups are rural (centres having population < 10,000), semi-urban (10,000 <= population < 1,00,000),
urban (1,00,000 <= population < 10,00,000) and metropolitan (population >= 10,00,000).

Source: Reserve Bank of India

1.8 Status Update on ) T A EEikandcal Inclusion

Census 2011 estimated that out of 24.67 crore households in the country, 14.48 crore (58.7%) households
had access to banking services. Of the 16.78 crore rural households, 9.14 crore (54.46%) were availing
banking services. Of the 7.89ore urban households, 5.34 crore (67.68%) households were availing
banking services.

In the year 2011, Banks covered 74,3bllages, with population more than 2,0q8@s per 2001 census),
with bankingfacilities under the "Swabhimaar¢ampaign with Bueess Correspondents. However the
programme had a very limited reaeimd impact.

The present banking network of thecountry (as on 31.03.2014) comprises a bank branch network of
1,15,082 and anATM network of 1,60,055. Of these,43,962 branches (38.2%),384d/ABVis (14.58%) are

in rural areas.Moreover, there are more than 1.4 lakhBusiness Correspondents (BCs) of PublicSector Banks
and Regional Rural Banks inthe rural areas. BCs are representativesof bank to provide basic banking
servicesi.e. opening of basi&ank accounts, Cashdeposits, Cash withdrawals, transfemds, balance
enquiries, mini statements etc. However actual field level experience suggests that many of these BCs are
not actually functional. Public Sector Banks (PSBs) including RRBstmaatedgshat by 31.05.2014, out

of the 13.14 crore rural households which were allocated to them for coverage, about 7.22 crore
households have been covered (5.94 crore uncovered). It is estimated that 6 Crore households in rural and
1.5 Crore in urban aeeneeds to be covered. This is the task that the PMJDY is targeting at the current
times.(Read next section on PMJDY)

In India, 35 percent of adults have a formal account and 8 percent a formal loan, accordidgtéofrom

the Global Financial InclusidGlobal Findex) database. The data allow comparison with other South Asian
and BRICS economies as well as within India, where they reveal deep disparities by gender and other
individual characteristics in how adults use financial services. The datafrase eised to track the effects

of financial inclusion policies in India and develop a deeper and more nuanced understanding of how
people save, borrow, make payments, and manage risk.
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Perhaps more than any other country, India has striven to extenddinhaccess to all its citizens. Both the

public and private sector have been engaged in this undertakirgn early efforts to expand the

outreach of banks to rural areas and promote rural banks and priority sector lending, to more recent
effortsto expgy R G KS LINBQGA&AZ2Y 2F ay2 FTNAEEAE | O02dzyia |y
regulations. Yet attempts to improve the scope and quality of financial access have been hindered by the

lack of systematic indicators on the use of different finahs#vices both formal and informal in India.

Account at a formal financial institution (% age 15+) 35%
Account at a formal financial institution, female (% age 15+) 26%
Account at a formal financial institution, income, bottom 40% (% age 15+) 27%
Accaint used to receive wages (% age 15+) 8%
Account used to receive government payments (% age 15+) 4%
Account used to receive remittances (% age 15+) 2%
Saved at a financial institution in the past year (% age 15+) 12%
Saved using a savings club in tlstyear (% age 15+) 3%
Loan from a financial institution in the past year (% age 15+) 8%
Loan from family or friends in the past year (% age 15+) 20%
Debit card (% age 15+) 8%
Credit card (% age 15+) 2%
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1.8.1 Basic Data

YGSNYylFGA2y It az2ySiGlFNB Cdzy RQa FaAO {dGFrdAradaoda
Parameters 2004| 2006| 2008| 2010| 2012 2013
Commercial bank branches per 1,000 km2 22.76| 23.59| 25.72| 28.82| 33.17| 35.68
Credit union and financial cooperative
branches per 1,000 km2 80.08| 80.37| 72.78| 72.65 71.5| 71.65
All MFI branches per 1,000 km2
Commercial bank branches per 100,000 adulf 9.04 9 9.43| 10.18 11.3| 12.16
Credit union and financial cooperative
branches per 100,000 adults 31.82| 30.65| 26.69| 25.66| 24.36| 24.41
All MFI lranches per 100,000 adults . . . . ..
ATMs per 1,000 km2 7.24 11.8 20.8| 32.67| 38.96
ATMs per 100,000 adults . 2.76 4.33 7.34| 11.13| 13.27

SourceFinancial Access Survey (FA®)ata extracted from http://data.imf.org/

1.8.2 Volume and Accounts Based Basic Data

Use of Financial Service

Number of Accounts 2004 2006 2008 | 2010 2012 2013
Deposit accounts with commercial bank

per 1,000 adults 610.98| 622.19| 717.35| 872.91 1,05 1,18
Household deposit accounts with

commercial banks per 1,000 adglt 587.66| 581.33| 665.85| 760.88| 886.05 1,041
Loan accounts with commercial banks

per 1,000 adults 88.73| 109.58| 131.95| 140.94| 149.97 147
SME loan accounts with commercial

banks (% of nosfinancial corporation

loan accounts with commercial banks) 2.91 2.32 5.08 8.19 8.92 10.98
Household loan accounts with

commercial banks per 1,000 adults 5.63 9.96 14.26| 17.65 23.37 29.77

SourceFinancial Access Survey (FA®)ata extracted from http://data.imf.org/

Volume of Accounts 2004 2006 2008| 2010 2012 2013
Outstanding deposits with commercial
banks as percent of GDP 46.61 48.69 57.72| 58.51 60.66 69.98
Outstanding household deposits with
commercial banks as percent of GDP 31.93 28.67 29.99| 30.22 30.72 35.24
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Volume of Accounts 2004 2006 2008 2010 2012 2013

Outstanding deposits with credit unions
and financial coperatives as percent of

GDP 7.77 6.26 5.94 5.82 5.63 6.3
Outstanding loans from commercial

banks as percent of GDP 27.15 35.25 42.93| 4291 47.93 55.14
Outstanding SME loans from commercig

banks as percent of GDP 2.2 2.36 3.79 4.65 5.27 6.83
Outstandirg household loans from

commercial banks as percent of GDP 7.92 11.25 13.38| 12.11 16.05 24.59

Outstanding loans from credit unions an
financial cooperatives as percent of GD 7.45 6.38 4.95 4.84 5.15 5.78
Source:Financial Access Survey (FA®ata extrated from http://data.imf.org/

Banking services are essentially for welfare of the pubiitproviding access to basic banking services is
the first phase ofthe financial inclusion process, but is not the end in itsElfe issuethat has been
highlighed hereis not banking inclusio or penetration of banking accounts alonéut that of using the
existing banking accounts. The so called no frill / zero balance / basic bank accounts that lie on the Core
Banking system have seldom been used by the acdmaiders. Hundreds and Thousands of people in rural
India have their banking accounts and most of them are NOT even aware of it, what to talk of using the
same. The bankers can bring the Horse to Water, but can't make him Drink is proven by the faaighat m

of these category banking accounts remain without any transactions defeating the purpose as well as
making the proposition unviable for the bank, their Bank correspondent network managers (BCNMS) and
the customer service provider who actually opens thecount and keep waiting for transactions to
happen.

1.9 Pradhan Mantri Jan Dhan Yojana

The Objective of "Pradhan Mantri J&an Yojana (PMJDY)" is ensuring access to various financial services
like availability of basic savings bank account, accesedd based credit, remittances facility, insurance

and pension to the excluded sections i.e. weaker sections and low income groups. This deep penetration at
affordable cost is possible only with effective use of technology. The overall ideapieviole Bank
Account to every household in the country and make available the basic banking service facilities i.e.

i. Opening of Bank Account with RuPay Debit Card and Mobile Banking facility,
il Cash Withdrawal anBeposits,

iii. Transfer,
iv. Balance Enquiry and
V. Mini Satement.

Other services are also to be provided in due course in a time bound manner apart from financial literacy
which is to be disseminated side by side to make citizens capable to use optimum utilization of available
financial services. To provideetse banking services banking outlets to be provided within 5 KM distance of
every village. Necessary infrastructure also needs to be placed to endb¥e&eor account opening and
AEPS for withdrawal of cash based biometric authentication from UIDAI ds¢a b
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Hon'ble Prime Minister, Sh. Narendra Modi on™15 August, 2014
announced "Pradhan Mantri Jddhan Yojana (PMJDY)" which iNational
Mission for Financial InclusionThe task is gigantic and is a Natiol
Priority.

This National Mission on Financlatlusion has an ambitious objective
covering all households in the country with banking facilities and havi
bank account for each household. It has been emphasised by the

Hon'ble PM that this is important for including people lefit into the
mainstream of the financial system.

The Pradhan Mantri Jabhan Yojana was launched on™2&ugust, 2014,
across the nation simultaneously. It was launched formally in Delhi
parallel functions at the state level and also at district and-diskrict
levels. Camps were also organized at the branch level. The Pradhan |
JanrDhan Yojana lies at the core of developmphilosophy of "Sab Ka Sa
Sab Ka Vikas". With a bank account, every household would gain acc
banking and credit facilities. Thislenable them to come out of the grigf
moneylenders, manage to keep away frofimancial crises caused t
emergent needsand most importantly, benefit from a range ihancial
products.

Putting the PSBs and RRBs numbers together implies that &k@iicrore rural households are yet to be
covered. Considering field level data mismatches in some instances, it is estimated that there are about 6
crore uncovered households which would need to be covered in the rural areas.

Assuming a minimum of one @aunt per family, this translates into opening of 6 crore accounts in villages.

In addition, account opening of uncovered households in urban areas would also be required. These
households arestimated at 2.55 crore as per Cenates2011. However, the eganumber of households
without bank accounts are not available but estimated to be 1.5 crore implying opening of about 1.5 crore
accounts in urban areas.

1.91 Phases of PMJDY

Phase | (15 Aug, 201414 Aug, 2015)The first phase of the PMJDY is dedidate providing a Universal

access of banking facilities by providing Basic Banking Accounts for saving and remittance and RuPay Debit
card with an inbuilt accident insurance cover of Rs 1 lakh and RuPay Card. It also envisages a Financial
Literacy Programma that shall be imparted to the banking population towards making efficient use of their
banking account.

Phase II (15 Aug, 201515 Aug, 2018)The second phase beginning August 2015 shall be providing an
Overdraft facility of upto Rs 5000after at least six months of satisfactory performance of saving / credit
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history. There shall also be created a Credit Guarantee Fund for coverage of defaults in the overdraft
accounts. This phase shall also witness certain regulated products like the-INigrane and the
''y2NHIFYAT SR aSO0G2NItSyairzy aOKSYySa tA1S GKS bt{ |

1.9.2 Comprehensive Plan

In addition, in this phase, coverage of households in hilly, tribal and difficult areas would be carried out.
Moreover, this phase would éwms on coverage of remaining adults in the households and students. All the
rural and semurban areas of the country are proposed to be mapped into Sub Service Area (SSAS)
comprising 10060500 households with an averaget3rillages with relaxation in NEHilly states. It is also
proposed that looking to the viability of each center around 74000 villages with population more than 2000
which were covered by Business Correspondents under Swabhimaan Campaign will be considered for
conversion into full fledge Brick & Mortar branches with staff strength of 1+1 / 1+2 in the next three to

five years.

All the 6 lakh villages across the entire country are to be mapped according to the Service Area of each
Bank to have at least one fixed point Banking outlet catetio 1000 to 1500 households, called as Sub
Service Area (SSA). It is proposed that SSAs shall be covered through a combination of banking outlets i.e.
branch banking and branch less banking. Branch banking means traditional Brick & Mortar branches.
Brandless banking comprises fixed point Business Correspondents agents, who act as representative of
Bank to provide basic banking services. The implementation strategy of the plan is to utilize the existing
banking infrastructure as well as expand the samecdwer all households. While the existing banking
network would be fully geared up to open bank accounts of the uncovered households in both rural and
urban areas, the banking sector would also be expanding itself to set up an additional 50,000 Business
Carespondents (BCs), more than 7,000 branches and more than 20,000 new ATMs in the first phase .

The comprehensive plan is necessary considering the learnings from the past where a large number of
accounts opened remained dormant, resulting in costs inalrfer banks and no benefits to the
beneficiaries. The plan therefore proposes to channel all Government befrefitsCentre/ State / Local

body) to the beneficiaries to such accounts and pushing the Direct Benefits Transfer (DBT) scheme of the
Union Govenment including restarting the DBT in LPG scheme. MGNREGS sponsored by Ministry of Rural
Development (MoRD, Gol) is also likely to be included in Direct Benefit Transfer scheme.

1.9.3 Demand Generation

In order to achieve a "demand" side pull effect, mwld be essential that there is Branding and awareness

of Business Correspondent model for providing basic banking services, Banking Products available at BC
outlets and RuPay Cards. A media plan for the same is being worked out in consultation withAbanks.
Project Management Consultant / group would be engaged to help the Department implement the plan. It

is proposed to launch the programme simultaneously at National level in Delhi, at every State capital and
all district headquarters. A weportal wouldbe created for reporting / monitoring of progress. Roles of
various stakeholders like other Departments of the Central Government State Governments, RBI, NABARD,
NPCI, UIDAI and others have been indicated. Gram Dak Sewaks in rural areas are propoasetss B
Correspondent of Banks. Department of Telecom has been requested to ensure that problems of poor and
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no connectivity are resolved. DOT have informed that out of the 5.93 lakh inhabited villages in the country
(2011 census) about 50,000 villages ao¢ covered with Telecom connectivity.

In the recent past there is substantial improvement on Technological front after adoption of CBS by Banks
like electronic payment, NEFT, RTGS, mobile banking, internet, IMPS etc. After arrival of Aadhaar, Aadhaar
enabled products like «YC for opening of accounts, Aadhaar Enabled Payment System (AEPS), Micro
ATMs, ABPS for Aadhaar based centralised credit based on biometric authentication of customer from
UIDAI data base. Similarly, NPCI has launched new procketsd §SD based mobile banking, IMPS etc.
which have potential to change the entire landscape of Financial Inclusion. There would be focus to use
these products in a large way to ensure coverage of hitherto excluded section in a time bound manner.

1.9.4 The Six Pillars of PMJDY
PMJDY is supposed to be executed in the Mission Mode. It envisages provision of affordable financial
services to all citizens within a reasonable distance. It comprises of the following six-pillars:

1. Universal access to banking fhttes: 2. Providing Basic Bking Accounts with

Mapping of each district into Sub Serviseea | overdraft facility and RuPay Debit card
(SSA) catering to 10ab00households in a
manner that every habitatiohas access to | t0 all households:
banking services withinr@asonable distance
say 5 km by 1% August, 2015. Coverage of
parts of J&K, HimachRradesh, Uttarakhand,
North East and the Left Wing Extremism
affected districts which have telecom

connectivity andnfrastructure constraints | Facility of an overdraft to every basic banking

The effort would be to first cover all uncovere
households with banking facilities by August,
2015, by opening basic bank accounts. Accol
holder would be provided a RuPay [tebard.

would spill over tothe Phase I of the account holder would be considered after
program (18" August, 2015 to 18" August, | satisfactory operation / credit history of six
2018) months.

3. Financial Literacy Programme 4. Creation of Credit Guarantee Fund:

Financial literacy would be an integral part ¢ Creation of a Credit Guarantee Fund wohid
the Mission in ordeto let the beneficiaries | to cover the defaults in overdragtccounts.
make best use of the financial services bein
made available to them.

5.Micro Insurance: 6. Unorganized sector Pension schemes

To providemicro- insurance to all willing and | like Swavalamban:
eligible persons by f4August, 2018, and

h .
then on an ongoing basis. By 14" August, 2018 and then on an ongoing

basis.

Source: Pradhan Mantri Jan Dhan YojanBFS, MOF, GOI
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Under the mission, the first three pillars would be given thrust in the first year.

p8pTm #2) 3) ,Fihadcig Ihchudiod bded ) j

Credit Rating and Information Services of India Limited (CRISIL), India's leading credit rating and researc
company recently (June 25, 2013) launched an index to measure the status of financial inclusion'fn India.
CRISIL Inclusix is a comprehensive index for measuring the progress of financial inclusion in the country,
down to the districtlevel. A pro bononitiative by CRISIL, the launch of the index is in line with the
company's goal of 'doing good with what it is good at'. With its ability to objectively analyse and measure
inclusion, CRISIL Inclusix will be a key enabler in taking financial service®odtém of the pyramid.

CRISIL Inclusix, whose methodology is similar to other global indices, such as UNDP's Human Development
Index, is a relative index on a scale of 0 to 100, and combines three critical parameters of basic banking
servicest branch paetration, deposit penetration, and credit penetratian into one metric. The index

uses parameters that focus only on the 'number of people' whose lives have been touched by various
financial services, rather than on the 'amounts’ deposited or loaned®ICRiclusix is a owd-its-kind tool

to measure the extent of inclusion in India, right down to each of the 632 districts. The report highlights
many hitherto unknown facets of inclusion in India. It contains the first regional,-stes&s and district

wise assessments of financial inclusion ever published, and the first analysis of trends in inclusion over a
three-year timeframe.

'®The indexInclusix along with a report was released by the Finance Minister of India, P. Chidambaram at a widely
covered program at New Delhi.
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Select Key Conclusions from CRISIL Stafd82 Districts

9 The alindia CRISIL Inclusix score of 40.1 (on a scale ofsli@atively low. It is a reflection ¢
under-penetration of formal banking facilities in most parts of the country. The bottorr
scoring districts have just 2 per cent of the country's bank branches.

9 Deposit penetration (DP) is the key driver of finahinclusion in India. The number of savir
bank accounts, at 624 million, is close to four times the number of loan accounts a
million.

1 Focused efforts to enhance branch presence and availability of credit are extremely c
The bottom 50 saang districts in India have only 2,861 loan accounts per lakh of popule
which is nearly on¢hird of the all India average of 8,012.

1 There are clear signs of improvement in the CRISIL Inclusix score over the past three ye
CRISIL Inclusix seaat an alindia level has improved to 40.1 in 2011, from 37.6 in 2010
35.4 in 2009. Improvement in deposit penetration score is the key driver of this improven

9 618 out of 632 districts reported an improvement in their scores during 2004..

I Wide disparities exist across India and within states in terms of access to financial se
India's six largest cities have 11 per cent of the country's bank branches. At the other
the scale, there are four districts in the No#ifastern region wh only one bank branch each.

9 The key driver for the continued high performance of the top 50 districts is the signil
increase in deposit and branch penetration (BP). The DP score for these districts increas
significant 9.3 in 2011, over 20081so, these districts saw an addition of 2,824 branches in
period, nearly ondourth of the total branches added in the country.

9 Even in the districts at the bottom of the list, there is an encouraging improvement in bt
efficiency. For the botton®0 districts, the number of savings deposit accounts per branch
improved by 20 per cent to 6,073 as on March 2011 from 4,919 as on March 2009.

I Improvement in credit penetration (CP) is the key driver that enabled the improveme
score of 50 mosganing districts

9 The top three states and Union Territories are Puducherry, Chandigarh, and Kerala wt
top three districts are Pathanamthitta (Kerala), Karaikal (Puducherry),
Thiruvananthapuram (Kerala).

1.11 Chapter Construction
This report isprimarily aimed atidentifying areas where intervention for financial literacy as well as
inclusion and or deepening might be required at diffartgvelsthe Financial Inclusion modgelt explores
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the existing structures and models globally as well a& th India in general states &P and Bihar in
particular. While this Chapter Onecaptures the introduction and backdrop financial inclusion it also
highlights international and Indian efforts towards @hapterTwo discusses the various aspects unthg

the need and necessity of financial literattyalso suggests that financial inclusion is incomplete without
financial literacy.Chapter Three discusses the research methodology including a note on sampling and
analysis. As the report captures theigting status and ideologies of two different stat€bapter Four
capture the efforts so far and the existing inclusion status of Bille Chapter Fve doesthat for Madhya
Pradesh ChapterSxcaptures the Qualitative aspects of the field work inahgdthe report on the FGDs
Chapter Seven reports the results of the primary survey including the quantitative results from th
guestionnaire It discusseg=indings from Quantitative Survey é¢inancial Literacand Inclusion in Two
Districts.FinallyChaper Hght concludes the discussion and provides recommendations for future so as to
take the financial inclusion to its natural corollary.lt also discusses the modality of designing different
models for states at different stages of financial inclusion mngrom mere inclusion to financial
deepening.
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Chapter 2. Financial Literacy as Prerequisite of Inclusion

This chapter brings out theonceptual understanding on financial literacy. It starts W
an essential prerequisites for financial inclusion thadst governments and agencig
tend to ignore due to higher concentration and focus on Fl dnivkethen links as tq
how and why financial literacy should be treated as an essential prerequisite to fin
inclusion. The chapter also providésr need fo customization and strategizin
financial literacy, it also details the initiatives action taken by the Central Ba
India.The chapter describes financial literamyd aligns its goal with that of inclusiv
financing. It also introduces the concept Gihancial capabilitythat has recently beg
developed by GiZ and NABARD. Last part of the chapter also provides for a detai
on micro insurance and insurance education in India.

2.1 Backdrop

Financial literacy is the ability to understand how momayks in the world: how someone manages to
earn or make it, how that person manages it, how he/she invests it (turn it into more) and how that person
donates it to help others. More specifically, it refers to the set of skills and knowledge that allows an
individual to make informed and effective decisions with all of their financial resouFéeancial Literacy

has emerged as a focus area for policy makers not just in India, but all across the globe, particularly in the
aftermath of the global financialrisis. Success in dissemination of financial literacy has been identified as
key to meeting the critical objectives of financial inclusion and consequently, financial stabiigy.
absence of financial literacy can lead to making poor financial decigiahgan have adverse effects on

the financial health of an individual. The advantages or disadvastafjvariable or fixed rates area typical
example of an issue that will be easier to understand if an individual is financially litSiatéarly, real

rate of return versus nominal (absolute) rate of returns explains why the intelligent and financial literate
prefer a higher real rather than a higher nominal with a high dosage of inflation.

2.2 Financial Literacy Definition and Concept

The literature ofen uses three termg financial literacy, financial education, and financial capabikty
whose overlap can cause confusion. They are, however, distinct pieces of a puzzle, parts of the whole, or
steps towards the goal of financial inclusion. Finandidcy is associated with the consumer who has a
responsibility to inform himself of the products he purchases and to understand the contracts he signs. It
incorporates knowledge, skills and attitudesFinancial education is a key tool to reach this
multidimensional goal. Financial capability, on the other hand, is about the context; it engages the financial
services sector in its responsibility to offer the right products to its various target markets. Financial
inclusion implies an alignment of supply dardemand, where financially literate consumers have
opportunities to apply their knowledge in a marketplace of appropriate product options.

Financial literacy is not a new term in India and while most have heard a number of definitions of financial
literacy, we suggest using the one given by OECD, which definesédittas O2 YO A Y| GA 2y 27
awareness, knowledge, skills, attitude and behaviours necessary to make sound financial decisions and
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dzt GAYI GSt & | OKAS@S Ay Ragthlkedatyfis edpdctéd ty idpait the whedeiwithal S A y 3
to make ordinary individuals into informed and questioning users of financial services. It is not just about
markets and investing, but also about saving, budgeting, financial planning, basics of bankingsand m
importantly, aboutbeingt CAy I yOAL £ £ & { YI NI ¢

It is believed that as much as money or finance, its products and services are needed to be part of the
financial inclusion, so is financial literacy. If a person does not understand what she needs nromey fo
how to use it, to what purpose are the products and services for that person?

More questions would follow (6 Ws and one H) like;

Who are the target people?

Why should they be taught?

What should be taught? (Should it be financial literacy or edon@)

Where and

When should be taught?

Who should impart the knowledge / teach?

How should this information be disseminated?

Financial Capability on the other hand (more of it later) is the ability and opportunity to use the knowledge
and skills learng in financial literacy and education with technology by the individual to utilise the
spectrum of entities of the financial system thus enabling a total financial inclusion leading to Consumer
Empowerment and Protection.

= =4 =4 =4 -8 -8 9

The Organisation for Economic-@geration and Development (OECD, 2005) defines financial education as
GGKS LINRPOS&da o068 6KAOK TFAYI e uridérstatiihy cffidavicaNdodukty @S & G 2
and concepts and, through information, instruction and/oobjective advice, develofghe skills and
confidence to become more aware of financial risks aopgportunities, to make informedchoices, to

know where to go for help, and to take other effective actiottsimprove their financial wellbeing

CKS tNBAARSY( Q4 ! RafliteiaeyNBACROPIILSANIENne’yY CAYE vy O

Financial educatiort athe @rocess by which people improve their understanding of financial products,
services and concepts, so they are empowered to make informed choices, avoid pitfalls, know where to
go for helpand take other actions to improve their present and losgrm financial welko S A yarii

Financial literacyasa 0 KS | oAt AG& G2 dzasS 1y2¢f SR3AS yR farlAffa
a lifetime of financial weltbeinge

2.3 Financial Capabili ty of Rural Low Income Households

Financial Capability is the ensemble of abilities related to making informed financial choices, managing
Y2ySe STFSOGAQGStes yR daAaAy3d FAYIFIYyOAlLf &ASNWAOSa ¥
that Financial behaviour is not only defined by access to finance but is significantly shaped by an
AYRAGARIZ t Qa SY@ANRBYYSY(d FyR LISNB2YFf GGNRKROGdzi Saod

17http://www.rand.org/pubs/working_papers/2009/RAND_WR708.pdf
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as well as physical, cultural and economic properties sagthealth, social status and assets, define
whether a person is willing and able to take financial decisions that are beneficial to him/her. The Financial
Capability approach integrates these aspects and works as aroradd existing Financial Inclusion
concepts.

2.3.1. Conceptual Understanding

The concept visualises factors influencing financial behaviour andmfgact. The financial capability
approach allows to identify more specific features of those influencing factors and shows how they are
developed among households, advancing from low to high financial capability levels. The Rural Financial
Institutions Programme (RFIP) is jointly implemented by the GIZ on behalf of the German Government and
the National Bank for Agriculture and Rural Developm®&®BARD) on behalf of the Indian Government.

65



Focal Area Ability Topics
r hioée many inoome sowurces househalds have
g hivée mary members of the houseshold earn ircome
-E e RS p— hiovey muachi income househelds earn
F how regular income is
E ¥ how time is managed
E E what income mources the howsehold bas
ol ahility to handle money on a daily hizvae househalds balance income and expenditure
-E basis what instruments households use for handling morey
o ability to spend money responsibly | how households spend morey
E [ wisely what households spend an
,! hizvae househalds identdfy and wse invesbmient
¥ E ahility o inwvest cpportunities
TS what households invest in
'E. = ahility to plan for the future degres of planning for the future

hoe much households save
hoe regular houssholdds save

: what households use savings for
E ahility to save wherne households save
! ability to use bank acocounts having a bank account
B ability to use insurance whether households have insurance
'E acessing loars
E ahility to use loans Tapaying laans
using boars
what sources houssholds take lboars from
ahility to coordinate within the hiovae many peocple const#ute the household
family hovar thie family interacts

ahility to gain knowledge and skills | level of education and skilks

what houses houssholds have

what land households have

what other assefs howseholds have
whether households are rich ar poor

ahility to own and use assets

ial capital. & sets
anel competen o e

ahility to participate in community

Bie social relatiors with the community

It aims at increasing access to sustainable and deroaiethited financial services through the institutions
of the rural cooperative credit system, microfinance organizations and banks and their business
correspondents.

Currently, the RFIP consists of the following main components and oneatrihisg theme:

- Strengthening the Shoterm Cooperative Credit Structure (CCS) and its institutions to provide
sustainable financial services,
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- Promoting needsased ad sustainable microfinance services, especially througkhsgf groups
and communitybased organisations,

- Promoting inclusive financial services, including remittances services for domestic migrants,
through banks and their business correspondents, and

- Promoting financial awareness, literacy and capability as aqureisite for effective and
sustainable financial inclusion.

The RFIP has developed an innovative approach towards Financial Capability of Rulatobhuev
Households which aims at makirigancial inclusion more effective for the households. The objective is to
enable the households to use financial services in a way that it benefits them and they can move out of
poverty. Being financially capable implies that users of financial servieedke to make financial choices
which benefit them in reaching their objectives. Only financial systems which allow and enable financial
capability of their clients will be able to be effective and sustainable in the long run. The concept of
financial cpability provides a comprehensive framework for approaching financial inclusion from a holistic
perspective: Financial Inclusion and hence inclusive growth will only happen if a lot of other factors like
culture, region, social status and integration, finplanning, financial education and access to financial
services and many more are considered.

2.3.2 Applications

The RFIP has developed a comprehensive Toolbox combining tools for a broad range of stakeholders in the
area of financial inclusion of rurdbw-income households. These tools will help the stakeholders to
improve the financial capabilities of the households by providing housdbotl assessment and support.

In a piloting phase, the RFIP will implement the Financial Capability in selegteds with local partners.

In order to render financial inclusion strategies more effective, the efforts of key stakeholders such as
policy makers, financial service providers and civil societies need to aim at improving all of these abilities in
a holisic approach. Policy makers have to rethink financial inclusion strategies in order to create impact on
the target group and make their efforts more client centredhe financial capability concept therefore
provides an ideal ground. Providers of finandatvices provider are interested in including also -low
income households into the mainstream banking system and making them viable clients. For this the focus
needs to be on the development of the financial capability level of the clients. Also cigtie®and NGOs

have to sharpen their approaches and apply a holistic approach in order to establish and promote the
welfare of the target group.

2.4 Financial Literacy Centers.

When the banks started with its Financial Inclusion drive one the major stagnblock which the bankers
faced was the lack of knowledge and confidence of the huge unreached population about the financial
services on offer and the formal financial institutions. The banks thus came out with a mandate to make
the masses aware of thevailable services the benefits of those and the benefits of transacting through
banks rather than informal institutions.
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It is an established fact that the first step towards Fl should be Financial Literacy which is a prerequisite to
make FI meaningful andustainable. Financial Literacy is to help the unreached sector realize the
importance of financial services in improving the standard of their living and where and how the services
can be availed, i.e. to basically create a need and synergize the demmasdreated with the supply of
financial services by the formal institutions.

2.4.1 Financial Literacy and Credit Counseling Centre (FLCC)

The Reserve Bank of India issued guidelines in February 2009 regarding setting up the Financial Literacy
centersace aa GKS O2dzy (i NEO® CHih&nciad INtBracyRan® Crezlis @ iinseflird) Cénffes (i K S
(FLCCs)Model Schem@ ¢l & (G2 LINRPGARS FTNBS FAYyFYyOAlf € AGSNF O

The specific objectives of the FLCCs were:

a. To provide financiacounselling services through fateeface interaction as well as through other
available media like-enail, fax, mobile, etc. as per convenience of the interested persons, including
education on responsible borrowing , proactive and early savings, dadngf debt counselling to
individuals who are indebted to formal and/or informal financial sectors;

b. To educate the people in rural and urban areas with regard to various financial products and
services available from the formal financial sector ;

c. To makehe people aware of the advantages of being connected with the formal financial sector ;

d. To formulate debt restructuring plans for borrowers in distress and recommend the same to formal
financial institutions, including cooperatives, for consideration ;

®

To take up any such activity that promotes financial literacy, awareness of the banking services,
financial planning and amelioration of detstlated distress of an individual,

2.4.2 Revamping Financial Literacy Centers

In the year 2012, the RBI had ampéalized that there was a need for revamping the financial literacy
centers. Since the Model Scheme had been in operation for quite some time, it was decided to evaluate it

in terms of its efficacy and impact on the spread of Financial Literacy in thérgofincordingly, a study on

the functioning of the FLCC was conducted through a nationwide sample survey of 30 FLCCs spread across
16 States. The findings of the study indicated the limitations of the model scheme in scaling up the financial
literacy effats in the desired manner.

Some of the findings of the study are given below:

1 All FLCCs were located in Urban and Semi Urban areas. No FLCC was functioning in the rural areas,
where the largest sections of financially excluded population reside.

1 Awarenes®f existence of FLCC among local populace was limited.

1 FLCCs were mostly serving walk in clients, whereas outdoor literacy drives by FLCCs were
exceptions.

1 The literacy material available at FLCCs was generally the publicity material pertaining te variou
products of sponsor banks.
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1 Even though 53% of the FLCCs were run by separate Trusts / Societies formed for the purpose,
these were actually working as institutions of sponsor banks due to their dependence for funding
and administrative support. Thus, BCs were not in a position to maintain arength distance
from sponsor bank as envisaged in the Model Scheme.

In view of the above and with the objective of scaling up Financial Literacy efforts manifold, it was decided

to modify the existing FLCC Soie While the existing FLCCs would continue to function with a renewed
focus on financial literacy, Lead banks were advised to set up Financial Literacy Centres (FLCs) in each of
the Lead District Manager (LDM) Offices in a time bound manner. This wadlddepening of 630 plus

FLCs in all the districts throughout the country. In addition to the above, banks would consider setting up
need based FLCs in other locations as well. Further, financial literacy activities were also to be undertaken
by all the ural branches of Scheduled Commercial Banks including RRBs.

The Financial Literacy Centres (FLCs) would impart financial literacy in the form of simple messages like

Why Save,

Why Save early in your Life,

Why Save with banks,

Why borrow from Banks,

Why borrow as far as possible for income generating activities,

Why repay in time,

Why insure yourself,

Why Save for your retirement etc.

The FLCs and rural branches of the banks would also conduct outdoor Financial Literacy Camps with focus

on financialy excluded people at least once a month. For the purpose, the help of experienced NGOs may
also be taken. As the focus of the FLCs is on simple messages of financial literacy, no risks of misselling
were expected. However, it would be the responsibilifytte officer specifically identified for the purpose

in LDM offices and rural branches of banks to ensure that misselling of financial products and services does
not take place. The officials working at FLCs should be provided training in behaviouataiesb as to

enable them to work as effective trainers along with periodic knowledge up gradation on various banking
products and services.

= =4 -8 a8 -8 _a_°a_2

In order to facilitate effective implementation of the above guidelines, the RBI issued Standard financial
literacy material / training modules, that was distributed to banks for providing awareness and knowledge
of basic banking throughout the country. If necessary, banks were also asked to prepare material on above
illustrative topics in vernacular language usingrigls and pictorial representations to disseminate
information on the four basic banking products i.e.

FLCs and rural branches of banks should maintain record in the form of a register containing details such as
name, gender, age, profession, contact distawhether banked or unbanked, details of services availed

etc. The Head/ Controlling Offices of the concerned banks would monitor the financial literacy efforts
undertaken by their FLCs/Branches through periodic reporting and also by resorting to ramdsite

visits. They would periodically (at least once in a year) undertake impact evaluation of their literacy efforts
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so as to make way for continuous improvement. The SLBCs/UTLBCs would review the financial literacy
efforts undertaken by banks underéir jurisdiction

¢8uv 2")860 ' OEAA O1 &ET AT AEAT , EOAOAAU
TheRBlhas released on its website on January 31, 2013, a comprehensive Financial Literacy Guide, which,
banks have been advised to use as a standard curriculum to impart basic conceptual undegstdndin
financial products and services. The financial literacy guide consists of Guidance Note for trainers,
Operational guidelines for conduct of financial literacy camps, and financial literacy material, including
posters. The guide also contains a finahdiary to be distributed to the target audience, so as to enable
them to keep a record of their income and expenses, as a first step towards financial pldfinamgzial
Literacy creates demand for financial products and services, thereby acceleratingate of financial
inclusion as it enables the common man to understand the needs and benefits of the products and services
offered by the banks. All segments of the society need financial literacy in one form or the other. However,
considering that a lge segment of Indian society is financially excluded, financial literacy programs, should
primarily focus on the individuals who are vulnerable to persistent downward financial pressures due to
lack of understanding in the matters relating to personaafice. The primary challenges in improving the
effectiveness of financial literacy programs was the non availability of standardized basic curriculum to be
conveyed to the target group. In order to address such issues, the RBI has issued a guide thahhas be
prepared to ensure consistency in the messages reaching the target audience from various sources, thus
making them more focused and purposeful. If the same has been delivered well, it is expected to create
huge demand for banking services from the conmmman. The guide is meant to be used by branch
managers of rural branches of banks and Lead District Managers (LDM) for their monthly financial literacy
camps. The guide can also be used with suitable customization for educating various segments of urban
excluded people. Banks need to gear up their machinery for conduct of financial literacy programs and
simultaneously provide their customers affordable and user friendly access. This is the time to upgrade
financial inclusion model as a sustainable, scalalnld viable business opportunity which would enable the
transition from poverty to financial empowerment, while ensuring profitable business opportunity to
banks.

Creating awareness and knowledge about various products and providing these products dotusiep

would be the first step in capturing the accounts. The objective of the Financial Literacy Guide is to create
awareness and educate masses in a lucid manner about management of money, importance of savings,
advantages of saving with banks, othacilities provided by banks and benefits of borrowing from banks.
The guide is a reaelyeckoner for trainers involved in Financial Literacy and Financial Inclusion and is used
as a standard text to be imparted to financially excluded people during thethiyofinancial literacy
camps. In line with the objective of bringing the unbanked people into the banking fold, the strategy of
conducting the literacy programs also incorporates opening of accounts in camp mode followed by close
monitoring of usage ofaounts. In addition, a granular review helps in identifying the factors inhibiting the
frequent use of accounts. The strategy also includes sorting out all such issues at the earliest. Moreover,
while organizing financial literacy events, the involvemerit Local Government officials and other
prominent persons in the villages is also highly recommended. The banks also consider associating NGOs
with proven track record in the field of financial literacy. However the contents of the guide issued by the
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RBIto be followed by the banks are used as a standard text to be imparted to exclude people during the
monthly financial literacy camps.

NON-ESSENTIAL

ESSENTIAL

SourcewSa SNBSS .yl 2F LYRAIQa

2.6 Strategy for Expanding Financial Literacy

Promotion of firancial literacy and the role of key stakeholders and players in it, is as important an area as
the campaign itself. As already argued, financial literacy is required for each player in the economy, albeit
in different degrees, forms and modules and shooddcustomized to target different people at different
stage of inclusion in their lives. World over, countries have targeted programmes for schoolchildren,
teachers, research institutions, among others. Further, they have also launched mass media
campaignavebsites providing simplified information, often in vernacular mediums, which can be used by
the public to learn about the monetary and banking system. A global problem requires a global approach.
Realizing this, the Organisation for Economic Cooperatod Development (OECD) created the
International Network on Financial Education (INFE) in 2008 to promote and facilitate internatienal co
operation between policy makers and other stakeholders on financial education issues worldwide.
Currently, more than @0 institutions from 90 countries have joined the OECD/INFE.
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Financial Stability and Development Council (F$DCGriew of the sheer magnitude of the task at hand, it

is beneficial to have a strong institutional architecture guiding and coordinating tloetsefof various
stakeholders towards spreading financial literacy. India has this advantage through the Financial Stability
and Development Council (FSDC), which is chaired by the Union Finance Minister with heads of all financial
sector regulatory authadties as members. FSDC is mandated, inter alia to focus on spread of financial
inclusion and financial literacy. The RBI, besides its role as a member of the FSDC, has also taken numerous
initiatives for spreading financial inclusion and financial literdmyth in terms of creating an enabling

policy environment and providing institutional support. Under the aegis of the FSDC, the draft National
Strategy for Financial Education (NSFE) for India has been prepared. The Strategy envisages ways of
creating awaeness and educating consumers on access to financial services; availability of various types of
products and their features; changing attitudes to translate knowledge into responsible financial behavior;
and making consumers of financial services undaxstieir rights and obligations. The Strategy calls for
active involvement of individuals, financial sector regulators, educational institutions, NGOs, financial
sector entities, multilateral international players and the Government at both Centre anel. Stat

School CurriculumThe Strategy envisages a time frame of five years for its massive financial education
campaign. It envisages that financial education will be delivered to different target groups through trained
users. Basic financial education is adrio be included in school curricula up to senior secondary level. This

is based upon the premise that the most effective way is to weave financial education into the normal
content of curriculum. Accordingly, India is engaging with the curriculum sditidges like the National

Council of Educational Research and Training (NCERT), Education Boards like the Central Board for
Secondary Education (CBSE), Central and State Governments to try and embed such concepts in the school
curriculum.

Mass OutreachSimultaneously, the Strategy aims at establishing initial contact with 500 million adults,
educating them on key savings, protection and investment related products so that they are empowered to
take prudent financial decisions. It also seeks to create awem® about consumer protection and
grievances redressal machinery available in the country. All the above measures would be undertaken
through various stakeholders including NGOs, civil society and by using all available channels of mass
communication. Asa first step towards increasing financial education, the NSFE envisages conducting a
National Survey on Financial Education to provide a holistic assessment of the need for financial education
in the country.

2.6.1 Initiatives of the Reserve Bank of India

Since the challenge in India is to link large number of financially excluded people to the formal financial
system, the focus of our strategy at the base level is to create awareness of basic financial products. Some
of the steps that have been taken byetiRBl and other stakeholders to promote financial literacy in India

are as under:

1. Outreach visits by Top Executives &Blto remote villages The objective of these visits is to
understand the ground level position, spread awareness about benefits ofj lminnected to the
formal financial system and disseminate information about the functioning of RBI.
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2. RBI WebsiteProvides a link on Financial Education in the RBI website, containing material in English,
Hindi and 11 vernacular languages, which includesic books on money and banking for children,
films, messages on financial planning, games on financial education and link for accessing the Banking
Ombudsman Scheme.

3. Awareness- Distributing pamphlets, comic books, enacting plays and skits, arranging istdbcal
fairs, exhibitions, participation in information / literacy programmes organized by Press. Books on
financial planning for students and new professionals have also been released.

4. Financial Literacy Centres (FL&s\ve been opened by variousatks with focus on the spread of
Financial Literacy, to create awareness about financial products and provision of counseling facilities
for customers of banks. There were 575 FLCs in the country as on September 30, 2012.

5. Conducting Town Hall events acroske country, including in Tier Il and smaller cities, bringing
together commercial banks and other stakeholders. News exhibition on Mint Road Milestones has
become the focal point for financial literacy activities with all activities relating to finalisehcy
coalescing at a common forum at each centre.

6. Setting up of a monetary museunby RBI to create awareness about money and banking among
general public and spread knowledge about the history of money.

7. Use of mobile Financial Literassans by banksithe North Eastern States and elsewhere

8. Awareness programmes on various Governments sponsaell employment schemes involving bank
loans and subsidy by Government agencies like KVIC, DICs and SC/ST corporations.

9. Mass media campaigtie ups with educatinal institutes, financial awareness workshops/ help lines,
books, pamphlets and publications on financial literacy by NGOs, financial market players, etc.

10. National and State level rural livelihood missiottmave large number of field functionaries for per
handholding support to large number of Self Help Groups.

11.Large number of websites/portalsof banks/ State Level Bankers Committees disseminating
information on banking services

12. Conduct of Financial Literacy programmieg Rural Self Employment Trainimgtitutes

Ly tAYyS gA0K (GKS WOIFIGOK (GKSY @&2dzy3Q aidNXdiS3e ¥F2N.
RBIQ, an all India inter school quiz competition, in 2012. The quiz seeks to be an effective platform for
disseminating financial educatidoy creating awareness and sensitization about the history and role of the

w. LY +Fto2dzi oFylAy3a FtYR FAYlIYyOS: S02y2YA0az OdzNNB
between the RBI and the young student community enrolled in schools acsstimtry.

w . Li@gacial@nclusion and Literacy

Expanding Access; Encouraging Education, Expanding access to and knowledg
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FAYFLYyOS A& | FdzyRFEYSydGlrf FaLwLsSod 2F GKS
that the benefits of a growig and healthy economy reach all segments of the populat
w. LQa ¢2N] KSNB AyOf dzRSay

Encouraging provision of affordable financial services like-@al@nce Basic Savings Be
Deposit Accounts, access to payments and remittance facilities, Pure sacocmmt viz.
Recurring Deposit, credit and insurance services.

Expanding banking outreach through use of technology, such as banking by cell
smart cards and the like.

Encouraging bank branch expansion in parts of the country with few bankingedacilit

Facilitating use of specified persons to act as agents to perform banking functionstoh:
NBIF OK LI NGa 2F GKS 0O02dzyiNE w. LQ&a 62NJ
people about responsible financial management. Efforts here include

Information and knowledgsharing: Usefriendly website includes eagg-understand tips
and guidance in multiple languages; brochures, advertisements and other marl
materials educate the public about banking services.

Credit counseling: The RBiomurages commercial banks to set up financial literacy
credit counseling centres, to help people develop better financial planning skills

As part of its efforts to gain from international perspectives on financial literacy initiatives, theénRBlI,
association with the World Bank and the OECD, organizes Regional Conferences on Financial Education.
These Conferences are among the various events organized globally to disseminate the knowledge and
products developed through the Financial Literacy &adication Trust Fund, managed by the World Bank

and the OECD, for strengthening the capacity for planning and implementation of financial education
programs. One of the objectives of the NSFE is to standardize the messages that various stakeholders seek
to disseminate through their financial education initiatives. The draft NSFE document identifies certain
simple messages such as why save; why invest; why insure; why save with banks; why borrow within limits;
why repay loans in time; why borrow for incongenerating purposes, what is interest and how
moneylenders charge very high interest rates, etc. It is a well recognized fact that the standardization will
help in ensuring consistency in the messages reaching the target audience from various sources and
making them more focused and powerful.

2.7 Financial Literacy z A Tool for Financial Inclusion

Embracing the related goals of financial capability and financial inclusion requires astaketnolder
framework built around consumers, the financial servizekistry and government. Financial education is
the nexus linking their interests in these common goals. -jovernmental and communitpased
organizations use it to promote livelihoods and asset building for the poor, integrating it into a range of
activities that includes extension services, health education, busidegslopment training, or mentoring.
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Financial institutions use it to enhance their community profile, increase adoption and use of their products
and ultimately, improve performance. Centrbankers and regulators embrace financial education to
protect consumers from fraud and abuse.

Financial education and the financial literacy build a winning proposition at multiple levels, for multiple
stakeholders. On an individual level, financial &mr helps households to use scarce resources more
effectively, choose the financial products that best meet their needs and becomactike decision
makers. At the institutional level, informed consumers make better clients, lowering institutionalndsk a
contributing to a stronger bottom line. At the market level, financially literate consumers are a key element
in effective consumer protection; placing pressure on financial institutions for services that are both
appropriately priced and transparent. it multiple stakeholders, financial education is beginning to fill a
hitherto empty space in the movement towards financial inclusion.

Case Studyl. Financial Inclusion as a Corollary of Livelihoodsz Santosh Kumar, Rickshaw Puller
A resident of Khagaulakha, Santosh Kumar, 35 years, is a Rickshaw Puller. His father was laboui
in search of regular work and shifted along with family to Patna (City) when Santosh was young.
then, they are living in a small rented house at a slum in Patna. Sasttadibd till standard eight but
once moved to Patna, he had to discontinue his studies. He got married at the age of 25 and sinc
he took rickshaw pulling as main occupation to support his family. Apart from his wife, he has twc
and a daughtemi his family that he supports from his earning. His wife works as housemaid to
adzLJLX SYSy G FLYAftéQa AyoO2YS

In the initial days of his rickshaw pulling, he used to hire rickshaw on daily rent of Fsfi2in
rickshaw fleet owners. In those days, he had aairsgs account in any bank or post office and did nc
have any safe place to even park his money or save, so he used to deposit part of his daily earni
the fleet owner himself. The daily deposits were made without receiving any receipt or recording
book. Once when he needed the money and asked the fleet owner to return his deposits, the flee
owner returned him the sum, which, according to Santosh, was about Rs 1000 less than his estir
deposits, leave alone the interest. He felt cheatetzib O2 dzf Ry Qi R2 | Yy I KAY
to settle his claim.

Since then he use to keep money at home, as he had no other safe place to park his savings. He
that by keeping money at home, he was not able to save much, as his familyraftéged in wasteful
expenditure due to ease of liquid cash at their disposal. He was aware that he could open his sa\
account in bank but was wary of doing so, as he had seen numerous cases of private companies
running away with deposits of sludwellers and villagers. He had no idea of the difference betweer
regulated (bank) and unregulated financial institutions and hence he had chosen not to take char
with any of them.

LY WdzyS wnntI KS OFYS Ay GCayNGOWdrking iBitak for dvélfarerof
unorganised sector workers, especially with rickshaw pullers. They helped rickshaw pullers of E
get organised and imparted basic financial literacy to them. They also liaisoned with Banks ti
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savings account of rickshaw [mik, as they often are migrants and carry no local residence p
Santosh became an active member of the rickstiadzf f SNE dzy A2y | yR a22y
union.

With financial support from Sammaan Foundation, he managed to buy rickshais ofvh. He alsc
opened a savings bank account (joint account along with his wife) with Dena Bank at Patna w
help of Sammaan Foundation. He now deposit Rs 20 daily from his earning at-tiperative of
rickshawpullers, promoted by Sammaan Foundatiand at end of month, he gets back his deposi
lump-sum which he then deposit them again in his bank account.

'L NI FNRBY KAa oyl F0OO2dzyyix KS R2SayQid dza
savings in bank account, his money évrsafer than ever before and also he used to save more -
what he could do earlier as he was able to cut down in wasteful expenditures. He also wants to
NEOdINNAY3I YR FAESR RSLR&AG | O0O2dzy i a Age Hebty
has no insurance or pension cover. He learnt that Sammaan Foundation is helpingaperative to
get life insurance to all its members. He is not aware of health insurance scheme (RS
Swavalamban Pension Scheme, howevderdieing tdd about the NPStk he now wants to open ¢
pension account for himself.

According to him, availing credit from banks is still a distant dream. He had to borrow from friend:
relatives or even money lender at the time of emergency, especially duridicaiemergencies. He is
aware of PMJDY but feels that unless KYC norms are relaxed by banks, it will be difficult for the
rickshawpuller community to open bank account. He wants to spread financial awareness amonc
rickshawpuller community so that tey can avail financial services to build their capital and reduce
vulnerabilities.

Target groups for financial education can be defined by age, gender, employment status or relationship to
a specific financial product. Financial education targeted tatly@si more likely to focus on negotiating

with parents about spending money, the value of saving, and planning for the future than it is on investing.
Migrant workers may need help budgeting new income sources and managing expenses as they move
through thevarious stages of migration, from initial travel and settling expenses to sending remittances
home and eventual return. Some learners are brought together by interest in a specific product like a home
mortgage or insurance. In this field of limitless pb#ies yielding impressive variety in both what is
taught and how, there is still much to learn about which types of financial education are needed by whom,
which methodologies are most effective in changing knowledge, skills, attitudes and practidelsow
financial education can be combined with other opportunities to reinforce 4@mgn behavior change.
Target groups for financial education can be defined by age, gender, employment status or relationship to
a specific financial product. Financialuedtion targeted to youth is more likely to focus on negotiating
with parents about spending money, the value of saving, and planning for the future than itngesting.
Migrant workers mayneed help budgeting new income sources and managing expersésey move
through the various stages of migration, from initial travel and settling expenses to sending remittances
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home and eventual return. Some learners are brought together by interest in a specific product like a home
mortgage or insurance. In thield of limitless possibilities yielding impressive variety in both what is
taught and how, there is still much to learn about which types of financial education are needed by whom,
which methodologies are most effective in changing knowledge, skilitsydes and practices, and how
financial education can be combined with other opportunities to reinforce@ng behavior change.

2.7.1 Factors Affecting Quality of Financial Literacy

The two elements of effective financial education discussed in theigus\sections above Yelevance?

and WseCare also the defining criteria of itQuality. Yet, the quality of financial education also depends on
good trainers who can facilitate twavay dialogue with learners and engaging them actively in the content.
To do this, they need to embrace a pedagogy that is significantly different from the traditional lecture
method that still dominates formal educational systems and relies onveae communication whereby

the teacher / expert delivers the content to the passrecipient. While curriculum is now available to help
trainers navigate through more participatory approaches, most of it needs some adaptation to respond to
specific learners abilities (e.g. literacy levels) and the local context (reflecting locahaiasrecommon
businesses, place names and actual products offered by local financial institutions, etc.)

Do It Yourself ApproachResearch has have found that a good investment in the quality of financial
education is to offer it to trainers themselves. diging its relevance to their own lives, trainers become
motivated to share it with others. However, they have been challenged by the task of curriculum
adaptation cited above, and we have learned by experience not to underestimate this part of thegroces
Experiences of offering micro pensions like the NPS Lite products of the PFRDA regulated entities have
suggested that if the motivators / sellers themselves buy and experience the products they are more likely
to be selling the same as if they themselhavn the product.

Quality education also requires attention to the mundagdogistics, location, schedule. Getting these
RSGFAfa oNBYy3I OFy Slaate aayil | LNRBINIYD ! ff | &LIS
priorities.

The Camp Apmrach: This kind of approach on imparting financial literacy is very common in large
population base countries like India. The objective of conducting of financial literacy camps is to facilitate
financial inclusion through provision of two essentials liwracy and easy accesdt should aim at
imparting knowledge to enable financial planning, inculcate saving habits and improve the understanding
of financial products leading to effective use of financial services by the common man. Financial literacy
should help them plan ahead of time for their life cycle needs and deal with unexpected emergencies
without resorting to debt. They should be able to proactively manage money and avoid debt traps. In order
to ensure that the knowledge provided through awaess results in inculcating banking habits, literacy
inputs need to be synchronized with access to financial services so as to enable the common man to use
the information effectively to gain control over financial matters. It should also result in enhamteoh

their economic security aided by use of banking services.

Banking Services through Banking Literadyie banks as providers of financial services have an inherent
gain in the spread of financial inclusion and financial literacy, as it would haip ¢apture the untapped
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business opportunities. Small customer is the key and banks should harness the business opportunities
available at the bottom of the pyramid. Hence, banks must view the financial literacy efforts as their future
investments. Banks nsti provide a bouquet of banking services comprising of a small overdraft facility,
variable recurring deposit account, KCC, remittance facilities to the account holders in order to make the
accounts transactional. People should be encouraged to make trdosa in these accounts so that the

cost of maintaining the accounts is recovered to make it a viable and profitable business of the banks. The
provision of adequate credit is also important not only in the interest of the customer, but also for the
banksas the income earned through interest would make the exercise a commercially viable proposition.
Banks must provide credit at a competitive though non exploitative rate but certainly not at a subsidised
rate.

2.8 Financial Literacy and Capacity Building i n FI Models

States like MP haveeen enormous progress and growth in the past decade. While the growth astary
financial inclusion drivlas been impressive, there aséll causes for concern atme dimensionsof credit

and lower utilization of capitaLowincomeMP households in the informal or subsistence economy often
have to borrow from friends, family or usurious moneylenders. They have little awareness and practically
no access to insurance products that could protect their financial resouragseixpected circumstances

such as illness, property damage due to rmaade /natural disaster or death of the primary breadwinner.

The state of Madhya Pradesh is low in literacy rate and even lower in its financial literacy and hence one
may doubt that everhe financial literacy programs like the classroom courses, teachable moments due to
cash transfer etc. may or may not work. Hence there is a strong need for building up the capacities of the
stakeholders on financial literacy at all level. The GoMP ansiipport agencies like the UNDP should
ideally take up this initiative separately and independently of the bankers / NABARD efforts on financial
literacy. Since MP requires a specialized and customized financial literacy, it should be more in the form of
capacity building and hand hold support for a medium term plan rather than atioreeffort. On a more
scientific note, the state would do well to pilot such training cum capacity building by mapping a baseline
on traits of financial behavior to get prelinary background information to understand the resources
available, existing intervention, understand the role of each stakeholder, identify gaps in the strategy,
design and plan the intervention. On the demand side, the state could even hire an indepeneidible
agency forCommunity Mobilization and awareness meetirigat would make people aware about DBT

and its process and banking processes and the process of opening acoowre hand and using them

for enhancing their wealth on the other.

2.9 Micro -insurance and Insurance Education in India

2.91. Handling of Risks

a. Risks have confronted mankind since time immemorial. The history of risks could be as long as the
history of life on earth. Because of its ancient character, man has tended to respondgoirris
different ways right from the beginning. Hence the history of risk handling techniques also could be as
old as risk itself.

i. Avoidanceis the first reaction of any human being to a risk. In fact even a cursory look at
mythology will reveal that man d&s tended to worship virtually everything that appeared
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29.2

threatening to him. Sun, sea, rivers, fire, rains and even snakes are few examples. With due respect
to religious sentiments, this in our parlance, means nothing but risk avoidance. However, simple or
amusing as it might seem, there is much more to it, in terms of real life risks. For risks arising out of
actions or events, avoidance implies relinquishing opportunities which has cost factor attached
with it. Avoidance also means pursuing other opti¢ifigt there are any) that may be more risky or
costly. Due to these factors, despite the historical or mythological background, avoidance seems to
be technique that should be used as a last resort (rather than a first reaction). Avoidance in any
case amoyia G2 SaolOlLAAY FyR KSyO0S Al OFy KI NRf @
Despite this argument, there are certain types of risks that have to be avoided, as we shall see
later.

Controlis the first risk handling technique that involves positive actibhe actions are aimed at
reducing the frequency and severity of losses. Loss prevention measures such as appropriate
sanitation in the neighbourhood, taking nutritious diet, regular exercise arelqa® measures
aimed at reduced frequency of losses doesickness. On the other hand once a loss takes place, it

is equally essential to strive for Loss Minimization. Thus measures like installing fire extinguishers,
evacuation from lowlying areas in case of floods, etc. are directed towards loss miniomnzati

Retentiontakes place when the individual decides to finance the risk out of its internal resources
or borrowing. Such an active retention takes place in case of small losses occurring occasionally.
More important to the context of community developmeis passive retention since it has major
implications on poverty aggravation, as we shall see later.

Transfer is a contractual arrangement by which the risk, to which a person is exposed, is
transferred to a counteparty. Insurance is the most commonriio of risk transfer. All risk
handling techniques discussed above probably evolved within the communities over the years of
trying to cope with risks. Transfer on the other hand is a modern day instrument that is based on
concrete principles of economicghe party assuming risk or a part of it, generally charges a price
for the same. While insurance as a risk transfer tool is common for pure risks, for business risks,
other tools like hedging are widely used.

Vulnerability of Poor

Vulnerability of poor tocope with risks mainly due to lack of adequate financial resources, has
been widely discussed in the developmental circles so far. We shall see what this means from the
risk management angle. All the risk handling techniques discussed above are aimedaaimg

risks in some way or the other. However each technique has a cost attached to it.

To start with cost of avoidance refers to the resources required to avoid or to escape risk. Consider
the families lining on river banks that get flooded every yemusing widespread damage to life

and property. In case they decide to move to interior areas away from river bank to avoid flood
losses, there are certain direct costs involved in shifting their household property to the new place.
Apart from these direiccosts there are certain opportunity costs attached with avoidance. For
example moving away from the river banks could also mean foregoing the opportunity of fishing in
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the river or carrying out the activity of transporting people from one side of ther tiv other side.
Lastly if avoidance is still desirable there should be other options available. In our example there
should be land available for occupation far from the river bank which again implies additional costs.

c. Control as a risk handling teclyie also involves cost. Depending upon the context or the risk for
which control is resorted to, it may require additional equipment or materials to control risk.
Nutritious and balanced diet and clean drinking water could be good control techniques for
reducing the incidence of diseases, but there is a cost attached with these measures. In many cases
control also implies availability of information that may again involve cost.

d. Similarly retaining risks would mean bearing the financial consequences s$ areducing event
which would again involve cost. Active retention of risks-gupposes some buffer in the form of
savings that can be use to finance the retained risks.

e. Since the poor communities lack the resources required to meet the cost of hamglkisgmore
often than not they end up retaining all risks by default. Retention as a risk management technique
has to be a result of active financial analysis. Since this not the case with poor communities they
tend to retain all risks passively. The misite effect of such passive retention is that whenever a
risk strikes the family is pushed further into poverty and indebtedness.

2.9.2 Community Risk Management
It is against this backdrop that the role of Community Risk management (CRM) becomesastgnific
Since most of the times various risk handling techniques are beyond the reach of communities
because of affordability and accessibility issues, there is a tendency to think of insurance as a low cost
risk handling technique that would take care ofl@st some of the risks to which poor are exposed.
However, as we shall see, insurance is neither available nor advisable for all risks.

b. The first step in CRM process involves identification of qgksre as well as speculativeto which
the particularcommunity is exposed. In order to be able to do anything about risks they have to be
first identified. As indicated earlier, this depends on a number of external and internal factors
surrounding the community. Risk identification helps us in understanttiegverall risk profile of a
community. Vulnerability of a community in real sense would depend on its risk profile which can be
known only if all the risks to which it is exposed are identified.

c. Technically, risk is nothing but a possibility of finahciat 2 aa ® at 2aaA0Af AlGeé RS
happening of a loss producing event. The statistical concept of probability measures the chance of a
particular event or outcome. Calculating probability involves application of statistical techniques and
couldbe quite complex. A simpler way of expressing possibility of an event is to express the same in
GSN¥Ya 2F WFNBIljdz2SyoeqQod ¢KAa OlFly 06S RSNAOGSR FTNRY
relation to a time period. Severity on the other hand imeplthe quantum of loss the risk is capable of
inflicting. It is a measure of financial impact of a loss producing eVdrig. again could become a bit
technical because of calculations involved. Quantification of risks which is the second step in the risk
management process is nothing but assigning frequency and severity factors to each risk that has been
identified at the earlier stage. The product of frequency and severity factors gives the overall risk
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d.

e.

exposure (vulnerability) of the community. Whiléch a detailed exercise is ideal and not impossible,

it might become too technical for practitioners and hence the simple way out would be to plot all the
identified risks in the relevant area of the Risk Quadrant based on broad parameters of high and low
frequency as well as severity (refer Figure 1). This is called qualitative risk analysis.

Instead of quantifying all risks identified, it will be sufficient to classify them into four categories of
i. Low frequency low severity

ii. High frequency low severity.

iii. High frequency high severity.

iv. Low frequency high severity risks.

[ 26 FTNBIdSyoOe t2¢ aSOSNAGE NARaAla FNB (K2aS NI NX
Some small things like items of crockery getting broken in a household are examplehofisis.

Similarly in the context of health risks, epdtient treatment (OPD) is also a low frequency low
severity risk. From the risk management angle such risks are best to retain. Because of low frequency
as well as severity the expected losses aritegiow and hence it is advisable that they be absorbed

from routine cash flows of the family. Retention of these losses may require some cushion in the form

of savings. Insurance is not the right instrument for handling such risks. Even if insuraraziaideav

for such risks it is bound to be ceaseffective. In other words retention is the best strategy. for
addressing this part of the risk quadrant. Risk retention capacities of the community however need to

be attended.

Figure 1. The Risk Quadrant

High Frequency High Frequency
F Low Sewerity High Sewverity
R
E Control Avoid
Q
U

Low Frequency Low Frequency
E Low Severity High Sewerity
N
C Retain Transfer
Y (Insure)

SEVERITY

High frequency low severityisks are those events that occur quite frequently but result in small
expense whenever they occur. Medical treatment (mostly-patient0 for chronic ailments like
bronchitis, seasonal infection, allergy, etc. are examples of such risks. Such disordensrare
prevalent among children. Watdrorne or airborne bacterial and viral infections due to factors like
use of contaminated water for drinking purposes, lack of sanitation and occupational hazards are
other examples of such risks. When a risk fallseuriigh frequency category, it best to try and control
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the same. Most of high frequency risks can be controlled through appropriate interventions. For
example chronic ailments can be controlled by suitable alternative therapies like ayurveda or
homeopathy.By controlling these risks, we try to reduce the frequency of incidence. If the frequency
of such risks can be reduced they would fall under low frequency low severity risks and can then be
retained. Preventive healthcare measures like distributing ORS8naigation drives during monsoon

or even immunization camps are all loss prevention measures aimed at reducing disease incidence,
and thereby control frequency. Again, here also insurance is not the ideal instrument since the
premium to be paid will becomtoo high on account of high frequency.

g. Instances of high frequency high severity risks are difficult to find in practice. However repeated
patterns of heavy rains and consequent floods in certain parts are such examples. When a calamity
like flood strikes, it can inflict huge damage to the community. If such a calamity becomes regular
feature, the only option is avoidance. The moment a risk starts falling under this category even the
insurers will start declining insurance coverage. This was recenthesgiéd in US where insurers
started declining catastrophe covers in certain states because of repeated and devastating cyclones in
the area. From a business risk angle, agriculture as a business is fast becoming a high frequency high
severity risk. Being apeculative risk agriculture also has a profit element attached to it. The risk
return equation in case of agriculture has become heavily loaded in favour of risk, particularly for small
and marginal farmers. Most often, either there is very little or amror there is too much rain. If the
rain is all right, crops get damaged by pests or untimely rain. If everything goes right the farmer mostly
fetches a low price for the agricultural produce. Risks are too high in comparison to returns and that is
why nore and more people are leaving agriculture. Since the return is largely market driven and
cannot be altered a great deal through external interventions, the only alternative to check avoidance
is to address risks in agriculture.

h. Insurance is an ideal imament only in respect of the fourth part of the quadrant which encompasses
f2¢ FTNBIdzSyOe KAIK aSOSNRAGE Nwxaljaod 'y S@Syid fA]
substantial financial loss to the exposure unit (individual, famidgjety, etc.) can be best handled
with the help of insurance products. We shall look at this aspect in detail while discussing the
economics of insurance but for the moment it would be sufficient to understand that insurance is not
a panacea for all riskénsurance would be effective only if the risk falls in the fourth part of the risk
guadrant.

2.10 Drivers of micro -insurance in India

a. After the openingup of the insurance sector to private players in the year 2000, the focus on-micro
insurance or insurage for the rual and social sectors has increassdnificantly. The Insurance
Regulatory and Development Authority (IRDA) under its developmental mandate started taking steps
to ensure that insurance coverage is made available to low income segments bydimstream
insurers. This has been done mainly through some supply side interventions. Firstly the IRDA
(Obligations of Insurers to Rurahd $cial Sectors) Regulations were notified in the year 2000. These
Regulations make it mandatory for insurerspimcure a part of their total business from rural as well
as social sectors as defined in these Regulations. Failure to achieve the rural and social sector targets
on the part of insurers attract penalties. These stipulations are expressed as a percehtagdotal
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business (lives in case of life insurers and premium in case of general insurers) procured in a financial
year by the concerned inser. Moreover, the rural and sial sector targets prescribed by the
regulations are progressive in nature. Thkeep on increasing automatically with the age of the
insurance company thus ensuring that as the insurance company grows older, it reaches out to more
and more rural and social sector clients.

In the year 2005, IRDA came out with IRDA (Microinsurarge)&ions 2005, which introduced the
O2yOSLIi 2F WYAONRAYadz2NF yOS LINPRdAzZOGQ YR WYAONERA
These regulations laid down the broad contours of various life andlif@msurance products that

could qualifyas microinsurance products under these regulations. Insurers were encouraged to
develop and file products that conform to the contours laid down in the regulations. Once these
products were approved by the IRDA,eth could be sold by a dedicated distrilmsti channel of
microinsurance agents. The recruitment norms for microinsurance agents were kept quite liberal in
order to facilitate a range of entities like SHGs, cooperatives and NGOs teapgakeurance
distribution as one of their activities. The puggswas to develop voluntary uptake of microinsurance

in rural as well as urban areas through a dedicated army of microinsurance agents.

Supported by these two regulatory initiatives, the penetration of microinsurance products in the
market increased sigitantly subsequent to the year 2000. This was also the period when
microfinance sector was registering an inorganic growth across India. Credit life and credit life plus
products offered by MFIs to their borrowers comprised a substantial portion of mguwoance
products distributed in the country. Many MFIs also started offering health and savings linked life
insurance products to their clients on a voluntary basis but the proportion of such products remained
low. Alongside MFIs and NBFCs, some coopesaand NGOs also made significant contributions to
the development of voluntary microinsurance. In addition, some mutual have also done a good job in
offering health microinsurance products to the low income segment in some small pockets of the
country.

Figure 2: Current Status of Microinsurance in India

Social
Microinsurance

Total Coverage — 422.11 mn

Rural & Social Social Ml coverage 311 mn Microinsurance

TR 31% growth in coverage
Sector Obligation Product:
- 49% growth in premium ! >

69.6% - India’s share in Asian growth
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d. On the other hand, the sector is also witnessing an increasing presence of government sponsored
insurance schemes since past few years. In fact, social microinsurance, as it is now better known as, is
becoming more and more prominent in almost all egiag markets of the world. In India, the
Rashtriya Swasthya Bima Yojna (RSBY) has been the most ambitious health insurance scheme rolled
out on a national scale since the year 2008. Even before RSBY was launched certain state level
schemes like Rajiv Ardg 8 KNBS 06! YRKNI t NI RSAK0OX | I aKIl &#KgA YA
insurance Scheme (Tamilnadu) were already in vogue. On the life insurance side the Aam Admi Bima
Yojna (AABY) was launched in 2007. The National Agriculture Insurance Sche®)eh@dAleen in
operation since last many years. All these schemes carry a substantial premium and operational
subsidy element and are aimed to offer insurance protection to the weaker sections of the society.

e. The landscape of microinsurance in India Hagstbeen driven by the above regulatory and market
factors (see Figure 2). As of 2012, more than 422.11 million lives and/or property were insured under
some kind of microinsurance schemes. This figure is largely dominated by social microinsurance with a
coverage of 311 million lives. Between 2010 and 2012, the Indian microinsurance sector grew at a
healthy rate of 31% in terms of lives / property covered and 49% in terms of premium. As a result of
these initiatives, India contributed to almost 70% of grbwi microinsurance outreach across Adia.

2.11 Evolution of Models

Amidst this actionthree distinct models have emerged at the sector Idigele Figure 3)The compulsory
modd emerged out of piggybacking of insurance with a fast moving reiedit praduct. Mainly credit life

and index based weather insurance products are offered under this model. Since the primary aim of this
model is to reduce the credit risk of the MFI / bank thenefits of insurance are not quite felt by the
borrowers and hence shcproducts often enjoy a low client valu€o some extent, this also happens on
account of lack of transparency and education. In order to overcome this criticism, many MFIs started
2TFSNRAYI WONBRAG tAFS LI dzaQ O2 @ $hNEomiges S5INIB dekeased NIi
borrower. Despite its limitations the credit for offering insurance to a large number of people has to go to
this model. It did provide a good firsthand experience of insurance to the poor households. However this
dependenton microcredit outreach, limits its potential to the credit clientele. This model will eventually
reach its culmination once micreredit markets start approaching their saturation levels. The fact however
remains that this model currently commands aabie share in the microinsurance market.

¥ The Landscape of igtoinsurance in Asia and Oceani®unich RE Foundation and GIZ 2013.
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Figure 3: The mergence of Three Models
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given birth to thesubsidised modelAgain this model comprises mainly of term life, health and agriculture
insurance covers offered to the ult@oor households. A substantial part of the premium (if not the full) is
subsidised by the government. Because of this very character subsidised model has succeeded in attaining
sizable outreach in a short span of timduge and quick volumes also come with their dirare of
problems at the service delivery levélack of information and facilitation at the ground level and absence

of effective monitoring mechanisms are some of the challenges this model is grapplindtwiiill be a

while before such schemes settle down and demonstrate tangible impact on the risk profile of the target
population. Moreover, the fundamental questions concerning the masronomic suitability and financing

plans of these schemes and thiing term sustainability also remain.

Last comes theW @2 f dzy G | & @QrométesRnBidroinsurance through hasglling, much like the
mainstream insurance and which currently commands only modicum proportions in the sector. The
sacrifice in insurance ireal and immediate while the benefits are distant and contingent. While this makes
voluntary microinsurance arduous, it also means that the positive impact of insurance on the society will be
apparent only over a period of time. This is possible onpedfple continue to remain insured for longer
periods Voluntary model by its very nature contains ahduiit Imperative to promote sustained insurance
purchase, thus offering better chances of positive impact on vulnerability. Due to these featuresamgolun
microinsurance is likely to remain an area of interest in the years to come, notwithstanding its inherent
problems of scalability, financial viability and realling besides the inability to offer inorganic growth.
Expanding outreach among the lowcome populations beyond the captive catchments of compulsory and
subsidised models will impel a persevered endeavour on the voluntary side.

All the three models have demonstrated a unique combination of strengths and limitations on various
parameters of soial and financial performance (see Figure 4). While the compulsory and subsdised models
have been able to achieve scale and are therefore financially sustainable, their performance on client value
and utilization parameters appears to be lagging. On thieeio hand, while the voluntary models
demonstrate string social performance in terms of client value and utilization, they have been unable to
attain decent scale and are thus vulnerable on the sustainability front.
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Figure 4: Social & Financial Performance
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Given this state of affairs, the congj years may see the emergence of hybrid or fusion models that capture
the strengths of each of these models but at the same time are also able to eliminate their respective
limitations. The sector is fast moving towards an innovative form of ppbl@ate-partnership that can
effectively harness the ability of subsidised model to generate volumes and the capacity of voluntary
models to deliver client value in a cesfficient manner.

2.12 Role of Consumer Education in Microinsurance Development

a. The biggestlallenge in developing voluntary microinsurance is the absence of latent demand for
insurance among the low income segments of the society. Insurance is an intangible service and
therefore does not carry a high perceived value in the eyes of common comsuftee sacrifice
(premium to be paid) in insurance is real and immediate while the benefits (claims) are distant and
contingent. This aleatory and synallagmatic nature of insurance contract makes it difficult to
comprehend, even for the educated consumehssurance contracts are generally loaded with
several conditions and exclusions in legal jargon which creates a lack of transparency and gives rise
to suspicion as regards the real benefits of insurance. Moreover, in societies like India, risk is often
considered to be a function of fate thus reducing the acceptability of financial instruments like
insurance as credible risk management techniques.

b. Behavioral economics today provides useful insights into consumer behavior on instirance
Accordingly. Thereare several behavioral anomalies that preclude consumers from buying
appropriate and adequate insurance products. Some of these behavioral anomalies are discussed
hereunder

i. Loss AversiorPeople become riskverse when it comes to choosing between possgdas but
becomeriski  { SNE S6KAfS O2yAARSNAY3I WolRQ 2LIA2Yya Ay

YC2NJ FAINIKSNI Ayardakida 2y (KS adzoesS0d LI SF&aS NBFR WLyadz
McMorrow, Cambridge University Press.
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a large but rare loss is pitted against a small but certain expense, diminishing sensitivity catses risk
seeking, thus preventing people fromying insurance.

Status Quo BiasEvery one of us tend to create our own reference points as regards our-socio
economic condition. Paying insurance premium without anyapparent benefit amount to changing
2ySQa NBFSNBYyOS LAY i de flom thandndg thigideXereack points W& @ S v
there is a compulsion to do so or there is a big incentive. People are more sensitive towards
increased risk than reducing risks. As a redhié cost people are ready tpay (premium) for

reduction / mitigaton of risks is always lower than the compensation they would expect to assume

an equivalent amount of risk. This tendency makes insurance an unattractive preposition.

Availability BiasGenerally, people tend to understimate high probabilities and ovesstimate low
probabilities. At the same time, people tend to totally ignore very low probability events. The risks
covered by insurance are generally very low probability events that tend to be ignored thus
creating poor risk perception®eople assess phoabilities based on the ease with which instances
of occurrence can be brought to mind. As a result, people-migb buy insurance once a natural
calamity strikes, only to droeput at a later stage once the memaories of devastation start fading.

Mental Accounting:¢ KSNBE Aad | GSyRSyOeé Ay SOSNEO2RE&Qa YA
and losses. Typically, we would like to close every account with a gain. Paying premium without any
AYYSRAFGS WoSYySTAGQ 3ISYSNI (GSa It thefedsiaarelubtghceli KS
towards buying insurance.

Cognitive Dissonanc#lany times a sense of regret creeps in after buying a product. This is more
likely to happen if the product is costly and / or was purchased out of an impulsive action. In
insurance, this tendency of cognitive dissonance persuades people from drogpihgafter
continuing with insurance for a few years.

All these factors make consumer education an imperative for sustainable development of
voluntary microinsurance. Building the rigtisk perceptions among the low income consumers is
essential to create a pull for insurance products. Unlike popular belief, a financially literate
consumer is an asset. Informed purchase of insurance is more likely to sustain for longer periods as
comparal to compulsory and susbsidized approaches.

/| 2yadzyYSNJ SRdzOF GA2y A& | LINROSaa FyR y20 | LNE
process effectively in order to achieve impact. The process of consumer education typically follows
the path of eduation, awareness and information (see Figure 5). While education is aimed at
creating an understanding and changing attitudes towards the concept of risk and risk
YEylF3SySyidsz ¢ NSySaa ONBIFGSa GKS YdzOK ySSRSR
risk exposure and needs. Finally information can enable action in terms of purchase of the right
product. Consequently the time and resources required for the education component of the

process is significantly higher, as compared to the other two compuisne
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e. Insurance education is a tirmnsuming and a costly process. It is therefore essential that
insurance education campaigns are conducted in a holistic manner by a various stakeholders, with
a strong focus on impact. A sample framework for insurarthgcation is provided in Appendix A.
Accordingly, macro level consumer education is aimed at addressing the education component and
has to be done on a national level by regulators and governments. Meso level initiatives are
intended to create knowledge anskills on the part of consumers and are to eb carried out by
industry participants. Micro level insurance education is supposed to carry the tools developed at
macro and meso level to the endgers and also provide information on various available praduct
so that consumers can actually exercise choice.

Figure 5: Consumer Education - Process

Awareness Evalustion Enovwledge

L] LT

2.12.1 Current Status of Insurance Consumer Education in India

a. Unfortunately, insurance education has not received due attention anywhere in the world. Many
countries have takewp financial education genda by developing national strategies on financial
education. Insurance as a subject is supposed to be included in the financial education agenda.
However, the concepts underlying insurance are much different from savings and credit and hence
most finanéal education campaigns at best, only emgl covering the information part of the
insurance education Moreover, the efforts on educating the consumer are fragmented. The insurance
regulators on their part come out with occasional education campaigns aoig tike video films,
comic books, etc. Insurance companies also create some material that aims at imparting information
on the concept. At the micro level some organizations try to do some good work on educating
consumers on the need for insurance. Butedio the absence of a holistic as well as sustainable
approach to insurance education the impact is not apparent. No national or state level studies
assessing the insurance literacy levels, are currently available. Hence it is impossible to assess the
eduation needs of the population at large.
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One possible yardstick for measuring insurance awareness levels among the low income segment
could be the data on enrollment and utilization of susbsidised insurance schemes of the government.
Table 1 shows the nunelp of lives covered and claims paid under AABY as on March 31, 2014 in some
states. Firstly, the wide divergence in lives enrolled among various states is noteworthy. Secondly, a
comparison of lives covered versus the number of claims paid also shoighlg tliverse picture
among the states. The difference in utilization rate is more vividly depicted in Figure 6.

Thus while states like Andhra Pradesh are demonstrating high enroliment to the tune of 8.43 million
lives and a decent utilization rate of @2%, other bigger states like Bihar and Madhya Pradesh are
showing lower enroliments as well as utilization. This goes to show that even after offering free
insurance to masses, its effectiveness relies to a great extent on the awareness created around the
schemes as well as the grouteel facilitation available to communities. This is where the real role of
insurance education lies.

Table 1: AABY Data for the Quarter
ended March 31, 2013
STATES/UTs| NEW CLAIMS
LIVES | PAID-
COVEREI[ NO
ANDHRA 84,34,213| 20,915
PRADHS
BIHAR 2,32,337 | 304
CHANDIGARH| 16,430 0
DELHI 31,291 11
GUJARAT 10,03,086| 828
HARYANA 58,039 30
KARNATAKA | 31,15,480| 598
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KERALA 15,25,605| 230

MADHYA 53,92,581| 2,695
PRADESH

MAHARASHTR 61,30,487| 2,975

ORISSA 7,09,760 | 256

RAJASTAN 23,64,287| 2,666

TAMIL NADU | 6,45,897 | 1,152

Figure 6: Utilization Rate
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Chapter 3. Research Methodology

Annotation: This chapter is dedicated to the Research Methodology used durin
the project. It includes both, the primary as well as secondary research on one
and qualitative and quantitative study on the other. The chapter also includes a
on the sample, field work as well as data analysis and methods and techniques
for the sane.

3.1 Backdrop to Research

hyS LI NI 2F GKS NXaSINOK aitdzRé KFa OF LJAdzZNBR (GKS
states of MP and Bihar, wherein it brought out in bold relief the design, evolution and the tenets of the
model includng its implementation planning from top to bottom as well as at the field. It also described in

brief the concept of financial deepening and rolling out of banking products and benefits under the
inclusion plan including the PMJDY. However, since that gfathe report was based on secondary
research of published data and report as well as institutional meetings with relevant stakeholders it was a
mere documentation of the facts and figures, as made available from the supply side of the products
manufactuers and services providers and is also to certain extend verified at the ground level. While that
only provides an insight into an areal overview of the model it seldom get based on the field experiences
and practical realism. In order to understand thetswand bolts of the financial inclusion model it was
therefore essential to understand the realism from the field perspective including the districts, Janpad,
gram Panchayat and the village level. This also means that there was a strong need to c&pturd¢ RS Y I y R
AARSQ ©OASga 2F GUKS Y2RSt o | SYyOS LI NI 2F (GKS NBLR
the field including running a questionnaire based quantitative surViélyile the scope of evaluation and

the observations thereof aralsocovered in the subsequent chapters, this chapter briefly describes the set

of activities taken up and the methodologies adoptedttking upthis evaluatiorat the field level

As the study captures both financial inclusion as well as financial litgpatyof of the assignment and the
report thereof is focused on the evaluation of theodels in MP and Bihalt is supposed to field test the
hypothesis generated in theesearch questions proposed at the proposal stdgbegirs with the premise
and assmptions of what has beeavailable at the secondary sources including the level of intervention in
the inclusion and literacy spa@nd is purely based on and appurtenant to threodels described by the
stakeholders. While a detailed set of tools and tegeis used to evaluate the model have subsequently
been discussed, thebroad set of activities waslved at two broad levels.

3.2 Research Questions, Hypothesis and Strategy Involved

There were four Research questions that were posed for the study. Wlef them were supposed to
be answered in secondary research and institutional primary survey, the rest were to be investigated
purely into the primary survey that could be run in the field.
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and understanding on financial literacy in two states namely, Madhya Pradesh and Bihar in general and
people of Khandwa and Katihar districts in pautar to be gauged from a sample.

As mentioned earlier, the answer to this question could be found out using primary as well secondary
survey on both qualitative as well as quantitative basis. This would be accomplished in three ways as
follows using theools and techniques mentioned hereunder:

1. Identification of Level of Sensitization, Interventions and Status of Financial Literacy
a. Type of Research: Primary
b. Tools Used: In Depth Interviews (IDI)
c. Stakeholders / Source: IDI Conducted with:
i. Coordinator, Site Level Banking Committee
ii. Relevant Departments of GovernmenPanchayat Rural Development, Social
Justice, Finance etc.
iii. Projects and SPVs of State Government including NRLM etc.
iv. Coordinator, District Level Banking Committees
v. DDMs, NABARD
vi. Financial Liteacy Centers (FLCC)
vii. Lead Bank Manager (LDM) of the District
viii. DM/ CEO Zilla Panchayat

2. Study of Existing Literature on Financial Literacy Relevant to Identified States / Districts
a. Type of Research: Secondary
b. Tools Used: Literature Review
c. Stakeholders / Sgrce: Published Documents on Financial Literacy, research reports and
RBI document on financial literacy.

3. Testing Level of Financial Literacy among Community Members, especially women working in
different categories of informal work including domestic kens, home based workers,
construction workers, agricultural laborers, livestock rearers, MGNREGA workers and street
vendors. As mentioned earlier these three groups have a schedule through which they receive
payment on a monthly, weekly and daily basisgectively.

a. Type of Research: Primary
b. Tools Used:
i. Quantitative Tools: Survey Based Structured Questionnaires
ii. Qualitative Tools: Focused Group Discussion (FGD) and Personal Interviews (PIs)
iii. Case Studies
c. Stakeholders: Pl and FGDs Conducted towards GesinFollowing:
i. Personal Interviews through Structured Questionnaire for Quantitative Assessment
ii. Focused Group Discussions with Women for Qualitative Assessment
iii. Focused Group Discussions on different aspects of Life Cycle Needs and Budgeting
iv. AssessmentftKnowledge of Government Schemes confining to CTs and / or DBT.
v. Understanding on Banking and Other Financial Products like Micro Credit,
Remittances, Insurance, Pensions etc.
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vi. Knowledge, Understanding and Information over Financial Frauds, Consumer
Protecion etc.
vii. Their version on the roadblocks in their comprehensive access and use of financial
systems
Impact: This would help design the differeareason Financial Literacy and provide an idea as to what kind
of FL interventions/financial modules are redad in the state and districts for individuals with different
earning patterns and how UNEFEWA can help the State Governments, the SLBCs, DLBCs and the FLCCs to

intervene using Financial Literacy and gear up for the and Financial Inclusion drive,Jiost 20

c8¢8¢ 4EA O!' O )08 OEOOAOEIT 1T & &ET AT AEAI )1 Al OOEI
This research guestion is targeted to explore as to what is the current status of financial inclusion (Fl) in the
states of MP and Bihar including efforts of State Governments, the SDBBSs, FLCC, LDMs and that of
RRBs and its Impact of the Grounifswer to the current status of Rlasfound using theprimary and
secondarysurveys. Thisvasaccomplished in three ways as follows incorporating the views of the policy
makers and testinthe same at the field level using the tools and techniques mentioned hereunder:

1.Testing the Level of Intervention and Financial Inclusion fileenperspective of plicy makers
andexecutionside ¢ Its status and coordination witin State and Districts
a. Type of Research: Primary
i. Tools Used: Qualitative Tools: Focused Group Discussion (FGD) and In Depth
Interviews (IDIs)
b. Stakeholders: IDI were Conducted with:
i. Coordinator, State Level Banking Committee,
ii. Coordinator, District Level Banking Committees,
iii. Rekvant Departments of GovernmegtPanchayat Rural Development, Social
Justice, Finance etc.
iv. Projects and SPVs of State Government including NRLM etc.
v. NABARD and its associated RRBs including status of SHG Il and inclusion
vi. DDMs of NABARD
vii. Lead Bank Managé€tDM) of the District
viii. District Officials like the DM and CEO Zilla Panchayat

2.Testing thdevel offinancialinclusion with Banks and Post Offices at Ground Level (District /
Block / Villagey, The Supply Side Perspective
a. Type of Research: Primary
i. Qualitative Tools: Focused Group Discussion (FGD) and In Depth Interviews (IDI)
ii. Quantitative Tools: Survey based Structured Questionnaires and Pls
b. Stakeholders: Perspectives of Banks, its BCs and Post Qfoeply Side
i. Number of Banks, Bank Branches inolgd RRBs and Cooperative Banks
ii. Number of Bank Accounts opened under the Financial Inclusion drive so far
including accounts opened for cash transfers, fl accounts and those at branche
iii. Availability of Banking Correspondents and Ultra Small Branches @&&33/ahd
its proximity from villages, sub urban and urban dwellings
iv. Products and Services offered by Bank and POs in the identified areas including
products other than basic banking.
v. Third Party Products offered by Banks / POs like Insurance, Pensions etc.
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vi. Systems available and Processes adopted and set up by Banks and POs for Fi
including Payments and Remittances.

vii. Supply side availability and willingness to offer different regulated products by
various stakeholders including bankers, insurance and pemsimpanies and the
NSSO/PO.

3. Testing the level of financial inclusion with community members (including the category of women
informal workers described earlier. Special focus at Ground Level (Block / \4llage)Demand
Side Perspective. Understandifrgm the active account holders, inactive account holders and
people without a bank account on what are the roadblocks in opening and using the back accounts
and how can they be eased.
a. Type of Research: Primary
b. Tools Used:
i. Qualitative Tools: Focuseddsp Discussion (FGD) and In Depth Interviews (IDI)
ii. Quantitative Tools: Survey based Structured Questionnaires and Pls
iii. Stakeholders: This will include perspectives of Community Mengieesnand
Side
iv. Understanding, Suitability and Need for Banking Accounts
v. Ease of Opening and Operating Banking Accounts
vi. Turn AroundTime for Processes
vii. Issues related with KYC et al
viii. Purposes and Use of Banking accounts
ix. Need Versus Demand for Social Security Prodylctsurance and Pensions
x. Demand side view of understanditite needs, ways and means to transform need
into demand, life cycle needs including SCRIPT (Savings, Credit, Remittances,
Insurance, Pension and Transfers)

4. Assessing Published Reports for understanding the Level of Financial In¢llisiStatus in Stat
and Districts
a. Type of ResearctBecondary
b. Tools UsedLiterature Review and Desk Review
c. Stakeholders / SourceSecondary Research using
1. Reports such as that of CRISIL Findex, and other national level reports
comparing different or all states.
2. Any relevant reports published by the State Governments and / or
independent agencies eg. SAMRUDDHI for MP
3. w. LQa R2O0dzySyida 2y olylAy3 aidliddza Ay
Impact: This would help design the type and level of intervention required for each state in order to
gear up forFinancial Inclusion, post 2015. On the supply side, it shall highlight the issues of capacities
(under / over) and subsequent capacity building and Training Need Assessment (TNA) for the bankers,
especially the under capacitated RRBs on one hand anduielpP/SEWA plan out a strategy to build
up the supply side capacities including offering products like micro insurance and NPS Lite
Swawalamban on the other. On the demand side, UNDP/SEWA can help the stakeholders build up a
strategy for financial literacthat will help build up the Financial Inclusion on a sustainable basis in the
short, medium and long term. It shall also have policy implications as to how and why there is a strong
necessity to convert the latent need into demand for products like theranpensions and insance
where the Gol and few State Governments provide for top ups. This is especially relevant in the light of
upcoming Jan Dhan Yojana.
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3.2.3 Strategies for Possible Micro Wealth Management for Women

This is a purely exploratory reseanshich identifies the need, strategy and planning the strategies for the
possibilities of micro wealth management for women (informal workers from the three categories
described earlier) including savings for different purposes and tenure in differentiimshts and covering
various risk#Answer to this question lies in the theory of Micro Wealth Management where members,
specially poor women could be taught the need and importance of money and savings for short, medium
and long term using a Diversifiedrifolio of securities under a regulated environment.

The prposeof this research was theesting thelevel ofintervention required to create a strategy towards
an ecosystem for implementing practices for micro wealth for women and promote the conpldSHG
2 of NABARD in motivating Individual Savings.
a. Type of Research: Exploratory
b. Tools Used:
i. Qualitative Tools: Focused Group Discussion (FGD)
c. Stakeholders: FGDs Conducted with:
i. Women,
ii. SHGs and Women SHG members
iii. Recipients of G2P
It is assumed thathte impact of this research shall go a long way in helping UNDP/SEWA pilot testing
practices of micro wealth management for women including promoting Individual Savings as per the intent
2F b!.!w5Qa {I DHd aAONR ¢St iK MYihaycialH&epgediyiglandfiakeNd & 2 Y
the financial inclusion drive to its logical culmination.

3.2.4 Designing Different Models for Financial Literacy

This research question further explores if there a need to create separate implementation models for
interventions n the area of financial inclusion depending upon the existing levels of financial literacy and
inclusion. In other words as there are different models of financial inclusion that are at different level of
implementation, hence will there be a need forglitng the literacy based inclusion at different levels or a
universal model of literacy and inclusion be fit for Slblution to such questianarepurely exploratory in
nature and shall depend on the capacity requirement and literacy level for diffstatgs. This can only be
tested with sample being different states at different level of implementation of financial inclusion. It may
lead to a Basic Model of FI where the need of hour could be opening and usage of bank accounts and
encourage G2P on on@hd and a second model on financial deepening where G2P are available and there
is liquidity in the system. This strategy shall supplement the micro wealth management as mentioned
above.

1. Identify the necessity and design different models of implemenfinancial inclusion drive
depending on level of FI in different states.
a. Type of Research: Exploratory
b. Tools Used:
i. Qualitative Tools: Focused Group Discussion (FGD) and In Depth Interviews (IDI)
c. Stakeholders: FGDs and IDI with stakeholders includiftglével workers.
i. Field Intensive Discussions with Governments, Stakeholders and Bankers.
ii. Coordinator, State Level Banking Committee etc.
iii. BCs and USB operators who provide the last mile connectivity.
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Impact: The research would be able to identify the deef at least two separate models of financial
inclusion. The first could be adopted in a state where little or no intervention has been done on G2P, FL
and FI. This would help the state Governments and bankers alike to create basic institutions for Fl and
create the infrastructure required for assessing banking accounts and use the same for G2P. similarly,
state governments should be encouraged to provide for G2P using the last mile connectivity of banking
access. The second model could be identified amdighed to use the existing institutions and
structures that are already created by the State Governments and the bankers alike including optimum
utilization of existing banking accounts and using the G2P for financial deepening including offering
SCRIPTsamentioned above. This model can also work for providing stability and sustainability to the
BCs and USBs.

3.3 Secondary Data Gathering

At the State level it involved meeting and interacting with the statdistrict level officials involved in the
implementation of the entire model. The objective was to discuss the existing level of implementation of
the model and the various issues involved in the implementation of the same. It also involved collecting
and reviewing various kinds of progress reports aither implementation documents to get an idea of
current level of the implementatiorSince there was a need to understand the evolution of the FI model
itself, the relevant documents and letters of correspondence related to its development and frwidion

also studied.5 2 OdzYSYy GAy3a Wl a LaQ aAaddza dAzy FT2N CAyly
both the secondary as well as primary research. It would involve both the quantitative as well as
qualitative research in the field. As mentioned abpwvthe first Output shall be a mere
documentation of facts which would be entirely based on

3.3.1 Literature Review
A complete eview of available Literature including generic literature on financial inclusion,
various circulars and orders issued by thev&nment of India, State Government of MP and

Bihar, Central Bank (RBI), Lead Bank in MP (Central Bank of India), Lead Bank in Bihar (State Bank

of India)etc was performed as part of desk research. ibeumented minutes of the SLBCs of MP
and Biharwere also studied and analyzed for understanding the past and current status
Specificallythe desk studyncluded but not limited to the following:

1. wSaSNBS . Iyl 2F LYRAIFQA 520dzySyida

a. WSASNBS . Iyl 2F LYRAIFIQ&a @AaAirzy &f, CAYI

Institutional Mechanism etc.
b. Pradhan Mantri Jan Dhan Yojana

c.w.LQa t2fA0e LYyAGAIFIGA@Sa G2 C2aiGSN) CAyl

and Roadmap for Banking Services in Unbanked Villages including
I. Reach
ii. Access
iii. Products
iv. Transactions (DBT)
d. RRQa CAYylIYyOALlLf LyOf dza A 29013ahd2¢18 20562 NJ . | y
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2.

e.w. LQA CAYlFYyOAlFf [AGSNY O&8 DdzARS
D2OSNYYSyl 2F LYRAIFIQ& QGA&aA2Y | YR @OASga 27
a. Circulars issued by the Department of Financial Services (DFS), Ministry of
Financg MOF), Government of India on Financial Inclusion

b. Circulars issued by the UIDAI of India and its correspondence with the DFS and
w.L 2y olylAy3 I002dzyia G2 o6S fAY]1SR
transfers

c. Portal developed and managed by then@oller General of Accounts (CGA)
over the Central Plan Scheme Monitoring System (CPSMS) towards transferring
benefits to the end user.

B[ AGSNI GdzNB wS@ASE 2F D2OSNYYSyYyd 2F . AKIF NJ

o o

Financial Inclusion
a. at Qad CMOHy@amMmI2ty a2RStQa tIFNIRAIY { KATI
I. Geographical Norms for Installation of Ultra Small Banks (USBS)
ii. Concept of Shadow Area Villages
lii. Universal Opening of Bank Accounts
b.al RK&l tN}rRSakKQa {FYIF3INI {FYlI2A]l {dzN} ] a
common database of the entire population of MP
c. E Governance Initiative: Electronic Fund Management System (e FMS) under the
Mahatma Gandhi National Rural Employment Guarantee Act
d. E Shakti Project in Bihar and its implications on Financial Inclusion
Central Banlof Indiaand State Banlof Indiaas Lead Banker for Madhya Pradesh and
Bihar respectively and as Convener of SLBC.
a. Statistics under Banking
i.  Performance of Banks on FI
ii. Coverage and Access
iii.  Appointment of BCAs
iv.  Account Opening Process
v. Enroliments and New Accou@pening
vi.  Following KYC Norms
vii.  Transactions

viii.  PMJDY and its implementation
b./ SYiNtt .lFyl 2F LYRAIFIQ& alRKeél tN}RSakK
Updated Statistics on Fl and FL
c. {a4FGS . Fyl 2F LYRAIFIQ& . AKFENJ CAYyldyOALlf

Statistics on Fl and FL
aAydziSa 2F . AKINJIYR atQa {0GFGS [ S@St¢
Bankers Leveraging on FLCCs asERIs Platform for Greater Financial Deepening
bSga . NASTaA 2y . AKFN YR alRKe&l tNIRSaKQa
Sundry Publicatios

a. ! b5t Qa wSLENI 2y { I YNHZRRKA

b. Reportage on Round Table Conference on SMARUDDHI

c. SEWA UNICEF Conference Report on Unconditional Cash Transfers (UCTs) in MP

¢ Two Pilot Studies of Indore District

® o
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3.4 Primary Data Gathering

While, the evaluation did involvateractions with the state level teams as well, the fingind feel and the

realities of the model implementation was obtained through the visits to a set of sample disiacisads

and villagesAt the district level it involved meetings and interactiowith the district level officials of the

banks, Zila Panchayat and tlienpad Panchayats. It also involved visits to villages and in turn to the
USBs/CSPs to understanding the functioning and the rollo& ofiodel and the PMJDN .also involved

colledion and analysis of various status, progress and monitoring reports at the districtiliagklevels

The visits to villages and USBs involved interactions with BCAs, CSP Operators, Panchayat level officials and
also with the MGNREGA and Pensions beizafes and customers of tHeSP / USBs etc. the target

The states have atBer system of Panchayati Raj and consists of:

1 Villagelevel Panchayats

91 Blocklevel Panchayats

9 Districtlevel Panchayats.
It was therefore necessary to visit at each of this @ethe district, block and village level to gather the
primary source of information and data. Similarly, state of Bihar was travelled across the capital city of
Patna, followed by district of Katihar and a few blocks of the district. The primary suasgepesformed
through an Institutional Survey where the team of consultants visited various government and banking
officials and interviewed them to gain an insight into the financial inclusion and literacy space.

3.4.1 Institutional Survey
The team of condtants have met the various officials as mentioned earlier dadumentedthe

deliberations with them. Itis beingproduced in thecurrent report along with the secondary
literature review.During the field visits to the districts, the consultants hawwgirobed further

the responsibilities and role of a range of banks / instituti@nBublic and Private sector bank,
Regional Rural Banks, Cooperative banks and Post offices in the process of FI and any other
activity undertaken by them on financial litébe® @ ¢ K2 dzAK (KA & g2dzZ R Sy O2
of the product and processes, it is proposed that in the embedded cases, there would be study of
Ultra Small Branches, Business Correspondents and also clients / primary stakeholders at the
WRSYlI YR aARSQ®

As mentioned in the proposal itself the consultant have worked towards understanding how did
the state government and banks attain the so called five Ps of inclusion; Product, Place, Price,
Protection, and Profit; "products that address their needs; a pédee to save, a reliable way to

send and receive money, a quick way to borrow in times of need or to escape the clutches of the
moneylender, easyo-understand accident, life and health insurance, and an avenue to engage in
savings for old age."

3.4.2 Process Evolution of Financial Inclusion Model
The studyhasalso capture the various processes and roadmap that ushered Bihar and MP to
evolve such a model. This would be used by means of understanding the thinking of the officials
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and stakeholders from th&?3 dzLJLJt @ &a4ARSQ YR GKS NRFIRof207a
course to reach to a decision.

3.4.3 Individual and Group Survey

Within the primary research a mixed methods approaasadoped for the survey that involved

both quantitative and qualitatie measures. Qualitative researalas conducted to identify and
explain the variations in figures reaching through primary survey or secondary research.
Qualitative esearch includedrocus Group Discussions (FGD) andepth Interviews (IDI) with

key staleholders in financial inclusion ecosystem and the community members including women.

3.4.4 Quantitative Research / Survey

As mentioned elsewhere thgecondary researcbutput of the study would be performed purely
FNRY (GKS W{ dzLJLJX A S NeB3 aril AiniplBmeteFs aiddivduldLide Eoifidedl to Yhk |
versions of the stakeholders engaged in manufactuand distributingthe product and processes
including the government agencieslowever, he issues of financial inclusion and the level of
financial liteacy including the need for any further intervention were also totested at the
ground Individual separate interviewswere taken with a sample of Users and Nosers of
various services of thé@nancial inclusionrmodel. As mentioned elsewhere, more gructured
guestionnaire was developed and administered while taking these interview$he
Interview/questionnairehad similar checklist as that of the FGDs. However, the responses to the
checklist itemswere more personal and individual as against grouppanses in the FGDs. The
data and information obtained from this to@lasanalyzed and providean empirical base to the
evaluationof the level and understanding of financial literacy as well as level of inclusion in the
financial system.

The conclusionsf the institutional surveyphasenamely, field visits and deliberations including
the institutional surveyswiftly precipitatel as a hypothesis for the second phasamely, primary
research with the community membethat would be required to be testedtahe ground using
variousresearch basetbols and techniqgueand a pre defined sample size

3.4.5 Target Group

While the institutional entities have already been defined elsewhere in the reportsthisection
pertains to the quantitative survey thawas conducted amongst the informal sector workers
specially targeting women workers. Thwvasaccomplished by running a structured questionnaire
amongst a pre decided sample size thatsselected on a stratified random sampling basis.

Essentiallythe focus of the primary survey was on those who either diok have a bank account

or those who @ not have active bank accounts. It is important to recognize that demand can be
sustainably generated after understanding multiple realities of the clients. [drw @ our case

was informal women workers who hadaried typesof payment schedules for their meag

99



earnings. Some like domestic workers recdipayments on a monthly basis, the horhased
workers receive payments on a weekly basis anddtieet verdors on a daily basis et alhe
construction workerswvere paid either on daily or weekly basis, the agricultural labourers on a
daily basis, the livestock rearers who sell milk on a daily basis and MGNREGA workers on a
fortnightly basis. Poor womenere also excluded from financial systems is because they often do
not have independent identification papers to satisfy the Know your Customer (KYC) norms
required by the Banks. Moreover, they rarely own assets such as land or a house so getting a
credit is @amost impossible for them. Demand coulthly be created if financial products and
serviceswere catered to the multiple realities of the clientsSimilarly coverage of different
occupatioral groups helgdin disaggregating the dat&inally there are diversified case studieson
different themes as cited above one of them essentially emanating from the need of financial
inclusion precipitated by livelihoods.

3.4.6 Sampling

A sample size of six hundredhsconsidered sufficient more on a convenience baather than a
scientific calculation basis. This has been arrived at under the given time frame and resources
available for the primary research.

A stratified random samplingzasused to select the sample households as well asirideviduals
within the howsehold for the survey purposd@he method of samplingherefore involved the
division of a population into smaller groups as stratgpically,n stratified random sampling, the
strata are formed based on members' shared attributes or characteretiden this case, it would

be women engaged in different occupation including house wivesandom sample from each
stratum was taken in a number proportional to the stratum's size when compared to the
population of the respective block or districilThese sukets of the stratawvere then pooled to
form a random sample.

The main advantage with stratified sampling is how it captures key population characteristics in
the sample. Similar to a weighted average, this method of sampling produces characteristics in the
sample that are proportional to the overall population. Stratified sampling works well for
populations with a variety of attributes, but is otherwise ineffective, as subgroups cannot be
formed.

Sample Size
Gender MP Bihar | TOTAL However, since the focus of the UNDP Sewa si
Male 53 36 89 is on women and the fact that Sewa Bharat larg
Female 247 264 511 works with women, it was considered that at lee
Total 300 300 600 80% of the sample size shall comprise won

workers from the informal sector.
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Sample Distribution

Bihar MP Total
Type of workers
No. Percent No. Percent No. Percent
Agricultural Workers 95 31.7 100 33.3 195 32.5
Farmer 21 7.0 31 10.3 52 8.7
Construction Workers 9 3.0 40 13.3 49 8.2
Street Vendors 3 1.0 12 4.0 15 2.5
HBW 18 6.0 21 7.0 39 6.5
Domestic Workers 34 11.3 22 7.3 56 9.3
Forest workers 0 0.0 5 1.7 5 0.8
Cattle Rearing 19 6.3 4 1.3 23 3.8
Others 101 33.7 65 21.7 166 27.7
TOTAL 300 100.0 300 100.0 600 100.0

The survey also covered users and non users of th&ibgrand financial products so as to create
a diversified mix of inclusion and literacy. However, the survey targeted women workers mainly
engaged in the following major occupatidfis

— —

K.

SQ@ e o0op

Agricultural Laborers

Agriculture Owner Workers

Building and Other Corrsiction Workers

Home Based Workers (Beedi, Stitching, Agarbatti etc.)
Street Vendors and Petty Shopkeepers

Housemaids working in other houses for wages

Forest Workers

Workers engaged in Animal Husbandry, Looking after Animals, Arranging Fodder
etc.

Paid Emloyment / Jobs / Service

Tailor, Barber, Carpenter, Blacksmith, Potter, Mechanic etc.
Home Maker / House wife

Others

Since these were major occupations mentioned, at least a three fourth of the sample was selected
from these occupations. Since the samglze was further subdivided into two districts, each of
the sub set mentioned above almost had of each district.

**The list is not exhaustive and shadry between the ethos and working environment and culture between the two
districts of Khandwa and Katihar. Few occupations may be added based on the local livelihoods opportunities and

occupations.
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3.4.7 Field Work

The field wok began on 8 of October and started with the training of the supervisors and
surveyors on the research, dgsiand the questionnaire for two days, followed by field testing of
the questionnaire for next three days and a wrap up session on the following (fifth) day of the
training session. While the training guidelines were developed separately, every effotiegas
taken to maintain uniformity across both the teams in districts of Khandwa and Katiahar.

Training:The first two days of the classroom training covered the overall concepts, objective and
methodology of the field work on one hand while each and ewgrgstion in the questionnaire

were dealt with separately and explained in details by the Lead and Sr. Researchers on the other.
On the following days which would be day 3 onwards the training each surveyor and their
supervisors took place at the field. @hwere asked to perform and run the questionnaire as a
mock drill. Issues within the questionnaires were noted down by one of the supervisors under the
overall guidance of the Sr. Researcher. At the end of the day a list was compiled at each location
flagged the issues of various questions that required revisiting. The Lead Researcher was in
constant touch with both the senior researchers on a minute to minute basis and between the
three of them improvised the questionnaire based on the feedback fromitid.fln fact, the LR

had visited both the districts personally to supervise the trainings as well as data collection in the
field. Final days were necessary to make the corrections / amendments in the questionnaire as
well as retrain the staff on the résed questionnaire. Few sessions of retraining or repeated mock
drills were also organized by the senior researcher depending on the circumstances and need to
do so. However, it was made clear to the teams that no compromise should be made with this
process. An extra day / spare day was scheduled by the senior researchers in case there is a delay
in tweaking the questionnaire or even re training on the revised questionnaire. Hence a week was
budgeted to take up the training and reach to the ground zercerafthe testing of the
guestionnaire and training of the staff.

Manpower Requirement for Each Districin order to accomplish the tasks, there was a requirement for

12 Surveyors for 14 days (5 days for training and 7 days for survey plus 1 extra dayifgeccy) with a
manpower requirement of 12*14 = 168 Man Days. It was decided that each surveyor shall get 5 forms filled
on daily basis and hence 5 days would be required for 25 forms by one surveyor. Twelve surveyors with 25
forms each in a district werable to get 300 forms filled. There was One Supervisors over a team of Four
Surveyors and hence Three Supervisors were required to accomplish the tasks. In addition, few of the
supervisors also helped the Sr. Researcher in accomplishing the FGDsasstalefig up the case study as

the case may be. The decision of the Sr. Researcher was final in such cases and he would justify the same in
the internal report on the survey. Each Supervisor also checked all 100% forms the very same day and
ensured quality There was also back checking by the Sr. Researcher to the tune of 33.33%. Random
verification of the filled up forms was also performed by the Sr. Researchers. The Lead Researchers visited
both the locations to ensure that uniformity was maintained attbthe districts both in terms of quality

and quantity of the survey as well as following up of the defined processes.
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The survey was conduced from 13 Oct. to 18 Oct. 2014 in urban and rural areas of Khat
and Khalwa blocks of East Nimar district (Khaadigtrict). After training the survey was
started with team of 11 surveyors and 3 supervisors. Each team had 1 supervisor and 4
surveyors (one team had 3 .
surveyors). The urban and rural}
areaswere already selected
The supervisor had gone in the g
field along with respective
surveyor's team and ensured
that whether each surveyor
wasgetting responses properly.

\

The supervisors ensured that
filled in questionnairesvere
complete in all respectand on
the same day theused to
checkeach and every
guestionnare of their respective team, and in case of any doubt in the responses given b
respondent, supervias marked with pencils and seagjain to surveyors to correct it. After
getting questionnaires from the surveyors, the supervisor selected randordlysed to go
with the questionnaire tdhe same households and respondents and asked same questio
for back checking on the same day. About4B0percent back checked was done by
supervisors on the same day with the respondent to ensure the quality cftiqummaire.

3.5 Qualitative Research / Focused Group Discussions (FGDs)

For the purpose of conducting the FGDs, the same locatiditooks and villages welidentified
and chosenas were selected fothe purpose of quantitative survey. However, thdagkeswere
kept different between the two as the locations selecte@sbased on certain characteristics like
higher concentration obccupational women workergemote areas, high incidence of migration
(Bihar) prevalence of tribal traditional norm@handwa), low literacy rateetc. In each location
FGDswere conducted with all the target groups separately to understand the issues related to
access tdanking accounts, financial products, financial literacgditional norms orsavingsand
banking gende difference inperception of financial inclusion and literacfactors influencing
financial literacyand retention of money in G2P accountsand family factorsregarding
understanding of risk perception amintributing tobudgeting and savings on a saistable basis

FGDswere organized in each of the identified Blocksd villagesunder the study. At least one
FGDwasorganized with the group of Users and NOsers of the services, separately, in each of
the identified blocks.
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a. With Users: The kinds ofservices available to them through the existiog
improved model of FI, what is the awareness about the services on offer, broad
timeframe of delivery of the mentioned services, status of the delivery of services
prior to the introduction of model, a qok comparison of the costs (monetary and
otherwise) involved in availing these servicggpresently and earlier, response
system and response mechanism of the service providers, instances of disruption of
the promised services, reassmuoted for such disrptions ¢ exit of the service
provider, failure of the infrastructure (electricity, internet connectivity, etc.), if
known/communicated, other benefits of the newly introduced system, various
other issues and concerns in availing the service, the scopepsbvement in the
system, if any, overall satisfaction level in availing these services through the
recently modified channel, etc. Level of financial literacy in understanding their own
incomes and expenses, preparing budgets and understanding the erskeqiion
against non savings, risk of death and risk of longevity as perceived for insurance
and pension products.

b. With NonUsers:What are thereasons of still being/remaining theoN-users of
these financial services, are these supplies side issues, a®inside issues, the
costs related issues, eligibility related issues, or other issues, what is the awareness
about the services on offeg¢ banking, remittance, payments-eMS, availing of
SSH servicesin MP, what is the feeling about these services offep in the
villages/localitywhat else should be done to bring the Nblsers into User group,
how can these services be made more effective and efficient, etc.

3.6 Field Visit to Madhya Pradesh

As the study proposed to build around Two different modeld approaches on Financial Literacy

0l AaSR CAYylFYyOALf LyOtdzaAzzys GKS TFANRG Y2RSt vy
f AGSNI Oe IyR OFLI OAGE o6dzZAfRAY3I (G2 FOGdFAYy FAy
proposed for MP.

The hypothesebehind the field visit in MP were that much of the efforts have already gone in
developing the Samruddhi model of MP. With the development and appraisal of MP Financial
LyOfdzaazy Y2RSt W{I YNHZRRKAQ AY B0 Glat#iB¥E wHnamn

Practices including the G2P structures, many state governments have come forward to vie and
follow similar institutions. The Central Government has also indicated that it will be using the M.P
model for expanding financial inclusion in the countfihe model envisaged that banking facilities

should be provided to villagers within five kilometres, which resulted in opening of 76.5 lakh bank
accounts in the state. However, there was a huge potential in the state to improve upon financial
deepening ad to discuss the subject matter further, there was a need for the Lead Researcher as
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well as State Researcher and Local Team to visit the state capital Bhopal as well as the district

headquarter Khandwa and meet the relevant officials involved with thecgss of financial

inclusion.
Field Visit to Madhya Pradesh
Project wS&SEFNDODK hNASYGSR {i(GdzReé 2y W[ AGSNI
Client UNDP / SEWA
Dates of Visit 22" September 2014 26" September (Five Days)
Places Visited Bhopal,
Khandva District Headquarter and
Khandwa Rural
Approvals Sewa Bharat
Persons Dr. Kavim V Bhatnagar, Mr. Santosh Malviya and
Sewa Team

3.6.1 Institutional Survey in Madhya Pradesh
A series of meetings were held to different levels:

A. State Capital Level: Bipal

1.

Meetings at the State Government Level with Additional Chief Secretary (ACS) of
Department of Rural Development and Department of Finance. These meeting were

GF NBSGSR G2 dzyRSNRGIYR (GKS t2tA0e |yR {1

Financia Ly Of dzaA2y +FyR (GKS C5Qa NRt{S Ay G(KS

Meeting with the Additional Secretaryg Panchayat and Rural Development
Department who is in charge of monitoring and mapping ofbanked villages.
Technical integration of NREGAsoft with Gigforms and SANCHAY Post and the
inter agency coordination like bank, post office and NIC etc.

Meeting with the Mission Director, Financial InclusigrPradhan Mantri Jan Dhan
Yojana (PMJDY) and the officials of the Commissioner Institutional FindRt@gQvell

as the Banking official. This was targeted to understand the perspective of the Mission
Director, FI and the strategies developed to undertake financial inclusion drive in the
state of MP with special reference to the PMJDY.
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4, Meeting with the Oficials of the State Rural Livelihoods Mission (SRLM). As SRLM is an

SPV created under the aegis of the Rural Development Department, they are
responsible towards implementation of the livelihoods projects of RD including the

inclusion on SHGs and bandilinkages etc.

5. . FY1SNARQ aSSiAy3da sAl0K (GKS /[ 2y @SqCémval 2 F
Bank of India. This was targeted to understand the perspectives of the various Banks

including their achievements, role and future strategy.

l.:.l

6. Officials of te NABARD, the Chief General Manager MP Region NABARD. As NABARD is
a key stakeholder in financial inclusion drive with special emphasis on SHG movement,

it was necessary to pick up their perspective, strategy, achievements and their role in

the overall Fin MP.

B. Meetings at the District Level

1. Meeting with the officials of the District Panchayat and Rural Development Department to
understand their perspective on Financial Inclusion as well as financial literacy and their

level of coordination with the bargts through the LDM as well as NABARD

2. Meeting at Bank levelLead District Managey Bank of India. This was targeted to pick up

the current status of Financial Inclusion in the district of Khandwa with special reference to

their achievements, current stas and the strategy involved with opening banking
accounts under the recently launched PMJDY.

3. Meeting with NABARD officiglDistrict Development Manager, NABARD who is in charge

of all the development activities of the NABARD mandate including the fadanclusion

using the SHG and SHG Il of the NABARD that pertains to individual bank accounts and

savings foe the district of Khandwa.

4. Two separate Meetings with Community Members / Villagers at different locations with an

objective to understand their grspective of financial inclusion and financial literacy and
testing the broad areas of research questions so as to produce the survey tools.

3.7 Field Visit to Bihar
tKS aS0O02yR Y2RSf ylIYStez W o0lF&aAa0 CL bYarmgsSft
G2 2LSY FyR 2LISNI IS o6Farxodo olylAy3a | 002dzyia

in Bihar. The second hypotheses behind the field visit in Bihar was therefore that very little efforts

and hence results, were visible in the state in #rea of financial inclusion. In this connection and

0 K
o)

to discuss the subject matter further, there was thus a need for the Lead Researcher as well as
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State Researcher and Local Team to visit the state capital Patna as well as the district headquarter
Katiha and meet the relevant officials involved with the process of financial inclusion. The
purpose of the first field visit was to meet and pick up the perspectives of different officials
involved in financial inclusion, either at policy and strategy levat execution level.

Field Visit to Bihar

Project wS&SEFNDODK hNASYGSR {i(GdzReé 2y W[ AGSNI
Client UNDP / SEWA

Datesof Visit 15" September 2014 19" September (Five Days)

Places Visited Patna City,

Katihar District Hedggquarter and

Katihar Rural

Approvals Sewa Bharat
Persons Dr. Kavim V Bhatnagar, Mr. Niraj Kumar and
SewaBharatTeamc

Maushmi, State Coordinator Sewa Bihar

Swati, District Coordinator Katihar

3.7.1 Institutional Survey in Bihar
A series of meetigs and workshop were held to different levels:

A. State Capital Level: Patna

2. Meetings at the State Government Level with Secretary of Department of Rural
Development. This meeting was targeted to understand the Policy and Strategy of the
w5 5 S LI NI atives an Bidanchalynkldsibn.

3. Meeting with the Officials of the Bihar Rural Livelihoods Project (BRLP). As BRLP is an
SPV created under the aegis of the Rural Development Department, they are
responsible towards implementation of the projects of RDuithiag the inclusion on
SHGs and banking linkages etc.
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. FY1SNARQ aSSiAy3aa oAGK (GKS /2y@SySig 2 7F
Bank of India. This was to targeted to understand the perspectives of the various Banks
including their achievements, i®and future strategy.

Officials of the NABARD, the Chief General Manager and the DGM Financial Inclusion.
As NABARD is a key stakeholder in financial inclusion drive with special emphasis on
SHG movement, it was necessary to pick up their perspectrnaegy, achievements

and their role in the overall Fl in Bihar.

Meeting with officials of relevant Civil SocieteSamman Foundation, an organization
which initiated a need based financial inclusion almost a decade back and displayed a
precedence to bakers et al as to why and how the FlI should be need based and not
merely for sake of FI.

. Meetings at the District Level

. Workshop with all Bankers of the District at the auspices of the District Magistrate. This
was at the invitation of the DM Katihar andas organized by the Lead District Manager
(LDM¢ Central Bank of India). While the DM Katihar introduced the team of UNDP Sewa
project there were intense discussions on the PMJDY as well.

. Meeting at Bank levelLead District Manageg Central Bank of Ind. This was targeted to
pick up the current status of Financial Inclusion in the district of Katihar with special
reference to their achievements, current status and the strategy involved with opening
banking accounts under the recently launched PMJDY.

. Meeting with NABARD officiglDistrict Development Manager, NABARD who is in charge
of all the development activities of the NABARD mandate including the financial inclusion
using the SHG and SHG Il of the NABARD that pertains to individual bank accdunts an
savings.

. Regional Rural BargkUttar Bihar Grameen Bank (UBGB) which is an RRB jointly promoted
by the Central Bank of India and NABARD towards attaining various banking objectives in
the rural belt of the district. It provided the perspective of the Rie®ards financial
inclusion.

. Field visit to the Financial Literacy Center (Fi-Gyvned, managed and operated by the
RRB located in the interior rural areas of the district. A field visit to the FLC was performed
by the team to understand their activities financial literacy space and was accompanied
by the DDM NABARD and hosted by the UBGB.
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6. Field visit to the Banking Correspondence Agent (BCA) at a remote location in the interior
rural belt of Katihar district. The purpose was to understand the aquass root level
banking activities including processes and benefits that have been reaching the community
members as the last mile connectivity.

7. Field Visit to a group of SHG office bearers being formed by the BRLP district project
support unit team in he district of Katihar. The purpose was to understand the activities of
the various SHGs formed and nurtured by the BRLP and the financial literacy level of their
office bearers and members.

8. Two separate Meetings with Community Members / Villagers atmiffelocations with an
objective to understand their perspective of financial inclusion and financial literacy and
testing the broad areas of research questions so as to produce the survey tools.

3.8 Data Entry and Analysis

To enter the datareceived fron the individual respondents belonging to different househaidd
community questionnaires one software packagj@ll bedeveloped in MSA\ccess. The packagball be
tested with a small set of completed questionnaires and the errorsghatl beidentified shall berectified.
Data entry operators and supervisoshall betrained duringOctober2014 bdore the data entry work
starts Data entry and cleaninghall becompleted duringearly November2014 and analysis shall be
completed by mid Novembeafter the cleaning of the primary data

Raw data was cleaned in the SPSS. Data was analysed by state, urban / rural residence and gender. The
analysis was carried out through frequency tables, crosstabs and mean and Standard Deviation were
presented wherever it as found relevant. Analysis was carried out using SPSS. The findings are presented
through charts and tables in Chapter 7.
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