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Two Pager  Br ief: Financial Literacy Based Financial Inclusion                          
(A Sewa UNDP Initiative ) 

Backdrop: Financial Inclusion agenda has been pursued both by the Central Bank (RBI) and the Central and 

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

recently, the banking inclusion under the PMJDY has brought many a poor closer to the bank and their 

accounts have been opened yet, people still shy away from banking activities for various known and 

unknown reasons. While 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 be observed. 

Current Study: Sewa has 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 Pradesh. The study not only 

captures the secondary information and data about the two states on inclusion, but also has gone one step 

ahead and performed primary survey by testing at the ground the existing structures and demand side of 

financial inclusion. The primary survey included institutional surveys to understand the Ψsupply sideΩ of 

financial inclusion and ran a structured questionnaire on a stratified random sample of 600 respondents in 

one district of each state (Khandwa in MP and Katihar in Bihar). Using a structured questionnaire the data 

was collected with different occupational groups practicing varied livelihoods and receiving incomes at 

different frequency of intervals through a variety of modes like cash, cheques, bank transfers etc. The study 

was focused on three aspects of financial inclusion that could lead to financial deepening viz. existing 

structures and level of financial literacy bringing out the need and necessity for it; existing level of financial 

or banking inclusion including usage of banking and other regulated products at an optimal cost and; use 

and understanding of different financial products profile including SCRIPT (Savings, Credit, Remittances, 

Insurance, Pensions and Transfers).  

Results from Study: The primary survey at the field revealed that in both the states the respondents were 

savings (237/300 in Katihar and 145/300 in Khandwa), most of the savings were done by stacking cash at 

home rather than institutional savings despite having bank accounts. The savings in institutional 

mechanism including banks and post offices witnessed a low of one third (54/145) proportion in MP 

despite more than 91% of respondents having bank accounts and about one fourth (66/237) in Bihar where 

more than 50% of respondents had banking accounts. Thus Savers in MP and Bihar were not saving in 

regulated mechanism despite having access.  

As a corollary of the field work both in the form of qualitative and quantitative surveys, it emerges that 
there is a strong need for creating awareness by means of financial literacy in a various areas. While 
financial literacy would generate interest amongst the masses, it would also help to convert the latent 
need into demand for various regulated financial products and services. Study suggests that the following 
grey areas are required to be covered under various financial literacy modules and a comprehensive 
financial inclusion program is mentioned below:   

a. Opening up of Banking Accounts with Proper Understanding of its usage and KYC. 
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 Procuring Credit at Low Cost. 
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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, Remittances, Insurance, Pension 
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 Products and Services 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 Lives including Risk 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 Agriculture (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 resolve such issues. 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 the 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 serve a limited purpose as it largely 

caters to the walk-in customers rather than holding regular camps et al in the field. Even where the camps 

ǿŜǊŜ ƘŜƭŘΣ ƛǘ ōŜŎƻƳŜǎ ƛƳǇŜǊŀǘƛǾŜ ǘƻ ƛƳǇŀǊǘ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ƭƛǘŜǊŀŎȅ ƛƴ ǘƘŜ ΨǘŜŀŎƘŀōƭŜ ƳƻƳŜƴǘǎΩ ǊŀǘƘŜǊ ǘƘŀƴ ƛƴ 

a class room mode. 

Recommendations: The study recommends that while financial literacy modules should be customized to 

the need and requirements of various occupational groups and for states or regions that are at different 

levels of financial inclusion, it also suggest financial inclusion models at different levels of deepening. While 

states like Bihar requires the basic first level model where basic FI and FL interventions are necessary so 

that every household has a bank account and that they understand the need and application of these 

accounts, the second level of financial inclusion pays greater emphasis on shielding and safeguarding 

against financial frauds and consumer protection. This is most necessary but neglected  so far since with 

G2P and banking accounts more and more money would be saved and invested that would attract money 

sharks like the unregulated chit fund companies and fraud insurance companies. This is a preventive level 

and state governments will have to take action and protect its FI model. For, financial regulators like the 

RBI, IRDA, SEBI and PFRDA have no bandwidth to control them in the micro sector. The third level of FL 

based FI graduate itself to financial deepening where doorstep services should be provided within the 

vicinity of 5 kms so that people have access to a variety of regulated financial products and services. This 

level should ideally emanate from a comprehensive plan for financial literacy based deepening where 

people understand the difference between regulated and unregulated products and are free to take an 

informed and concerted decision to pick up products related to their life cycle needs. This level of financial 

deepening provides for liquidity in the system through the G2P and use and access of regulated financial 

products. 
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SEWA recognizes that Financial Education is an important tool to address this imbalance and help 

consumers both ΨŀŎŎŜǇǘΩ and ΨǳǎŜΩ the products to which they increasingly have ΨaccessΩ as a consequence 

of the multipronged efforts of Government and the Central Bank. Sewa clearly understands that the 

challenge in states like MP and Bihar is that without the third elementΣ ΨǳǎŜΩ, the first two, despite the best 

efforts of the Central Bank as well as the Governments, shall fail to leave an impression in financial 

inclusion space.  
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Executive Summary  

A. Backdrop  
General: While the initial traces on financial inclusion owe to the United Nations initiativesthat broadly 

described the main goals of inclusive finance as access to a range of financial services including savings, 

credit, insurance, remittŀƴŎŜ ŀƴŘ ƻǘƘŜǊ ōŀƴƪƛƴƎ κ ǇŀȅƳŜƴǘ ǎŜǊǾƛŎŜǎ ǘƻ ŀƭƭ ΨōŀƴƪŀōƭŜΩ ƘƻǳǎŜƘƻƭŘǎ ŀƴŘ 

enterprises at a reasonable cost, the Dнл ¢ƻǊƻƴǘƻ {ǳƳƳƛǘ όWǳƴŜΣ нлмлύ ƻǳǘƭƛƴŜŘ ǘƘŜ άtǊƛƴŎƛǇƭŜǎ ŦƻǊ 

LƴƴƻǾŀǘƛǾŜ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴέ. It serves as a guide for policy and regulatory approaches aimed at fostering 

safe and sound adoption of innovative, adequate, low-cost financial delivery models, help provide 

conditions for fair competition and a framework of incentives for the various bank, insurance, and non-

bank actors involved in the delivery 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 incorporation of RRBs, Post Offices, Service Area 

Approach and formation of Self-Help Groups - all these were initiatives aimed at taking banking services to 

the masses. A more focused and structured approach towards financial inclusion was followed since the 

year 2005 when the Reserve Bank of India (RBI) 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 products. The objectives of financial inclusion, in the 

wider context of the agenda for inclusive growth, was pursued by Financial Stability and Development 

Council (FSDC), which was 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 Committee was constituted by RBI. Financial sector regulators including RBI are fully committed to 

the Financial Inclusion Mission. The Prime aƛƴƛǎǘŜǊΩǎ ƛƴƛǘƛŀǘƛǾŜ ƻƴ ǘƘŜ tǊŀŘƘŀƴ aŀƴǘǊƛ Wŀƴ 5Ƙŀƴ ¸ƻƧŀƴŀ 

(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 benefit transfer 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 its regulations including products and services. A paradigm shift is 

ƴŜŎŜǎǎŀǊȅ ƛƴ ǘƘŜ ƳƛŎǊƻ ǎǇŀŎŜ ǘƘŀǘ ŘǊŀǿǎ ƻƴŜΩǎ ŀǘǘŜƴǘƛƻƴ ŦǊƻƳ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴ ΨōŀŎƪ ǘƻ ǘƘŜ ŎƭƛŜƴǘΩΦ  

Financial Literacy as a Tool to Inclusion:  Government have started recognized financial inclusion and 

consumer protection as integral to achieving financial stability and integrity as a multidimensional, pro-

client concept, encompassing ΨƛƳǇǊƻǾŜŘ ŀƴŘ ƛƴŎǊŜŀǎŜŘ ŀŎŎŜǎǎΩΣ ΨōŜǘǘŜǊ ǇǊƻŘǳŎǘǎ ŀƴŘ ǎŜǊǾƛŎŜǎΩΣ and ΨōŜǘǘŜǊ 

ǳǎŜΩ. The challenge in states like MP and Bihar is that without the third element, ΨǳǎŜΩ, the first 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 into ΨŜŦŦŜŎǘƛǾŜ ǳǎŜΩ. The path from uptake (i.e. opening an 

ŀŎŎƻǳƴǘύ ǘƻ ǳǎŀƎŜ ƛǎ ǎǘƛƭƭ ŀƴ ǳƴŎƘŀǊǘŜŘ ŎƻǳǊǎŜΦ CƻǊΣ ΨŜŦŦŜŎǘƛǾŜ ǳǎŜΩ ƛǎ ƘŀƳǇŜǊŜŘ ōȅ ŀǎȅƳƳŜǘǊƛŜǎ ƻŦ 

information / literacy and power between financial institutions and poor consumers, an imbalance which 

grows as 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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ƘŜƭǇ ŎƻƴǎǳƳŜǊǎ ōƻǘƘ ΨŀŎŎŜǇǘΩ ŀƴŘ ΨǳǎŜ ǘƘŜ ǇǊƻŘǳŎǘǎΩ ǘƻ ǿhich they increasingly have access. As it facilitates 

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 their needs and 

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 behavior. While it is a known fact that financial literacy stimulates demand side of 

financial inclusion ς making people aware of what they can and should demand ς the study also found a 

strong co-relation between level of awareness of processes and availability of mainstream financial 

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 older respondents. 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 habits, and 

less awareness regarding different financial products and instruments are also common place among them. 

These constraints make them ill equipped in using their resources well 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 segment. On the contrary, the study indicates that qualitative interactions even 

with the illiterate respondents revealed that illiteracy was neither a big challenge to operate a savings 

account nor an impediment in money management. However, lack of financial literacy prevented them in 

moving out of the vicious circle of being a non saver as it prevents them to understand the various 

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 taken up more as an on the spot experiential learning 

as there is a strong need for financial literacy that should be targeted towards learning from the ΨǘŜŀŎƘŀōƭŜ 

ƳƻƳŜƴǘǎΩas well as from building up the financial capabilities rather than confining to mere class rooms.  

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 best was half baked that could be extremely 

dangerous. People were unable to differentiate 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 monthly expenditures or 

even accounting for the same. They had absolutely no idea as to how to prepare household budgets and 

keep an account 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. Thus having a bank account does not mean financial inclusion as 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 peer pressure 

brought them. Similarly, the perception about post offices was 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 awareness level about the bank accounts and post office account was 

extremely poor and the usage of such accounts seldom existed in its meaningful and logical efficiencies. 

Unless regular dosages of financial literacy is imparted to the public as teachable moments, the accounts 

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 the ATM / Debit cards and 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 brand ΨwǳtŀȅΩ card, as the utility and application of the same need to be 

concertedly conveyed to the masses by means of the financial literacy. Most respondents did not have the 

basic information about the bank and post office products such as the most basic products of recurring 

deposits (RD) and fix deposit (FD). Unless people park their surplus savings into such regulated products 

there could never be a meaningful inclusion and hence they need to be told about these products as 

ΨǘŜŀŎƘŀōƭŜ ƳƻƳŜƴǘǎΩΦ aƻǎǘ ǊŜǎǇƻƴŘŜƴǘǎ ƘŀŘ ƪƴƻǿƭŜŘƎŜ ŀƴŘ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǘƘŜ taW5¸  ŀŎŎƻǳƴǘ ƻƴ 

zero balance. People in Madhya Pradesh were more aware about it compared to Bihar. However, 

respondents were mostly found to be misinformed about the PMJDY. The level of misinformation was 

huge such as the overdraft facility of Rs. 5000/- was treated as a dole out by the government as free 

deposit. Although the advertisement in print and electronic media is creating awareness but it falls short of 

achieving expected outputs amongst which only financial literacy can achieve. There is a need to bring 

awareness amongst poor who still have little or no information about it and for whom the PMJDY was 

launched.  

The Chit-Fund 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 were found to 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 Frauds in 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 were Underprepared for Exigencies.  More than half of the respondents 

reported that they were not 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 never thought 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 be compelled to borrow money in case of such exigencies, which would again 

lead them to the trap of poverty.  People wanted to mitigate risk by greater savings but lack of information 

/ knowledge prevented them from doing so.  Nearly two-third of the surveyed households possessed 

below poverty cards (BPL cards) but they were lacking information regarding coverage under the Janshree 

Bima Yojana. Amongst 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 claims.  

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 community to ΨǳǎŜΩ  the 

approach to its optimum, despite having the best of structures 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 between the supply and 

demand side and shall generate demand at the community level.  The study also recommends the 

approach by using ΨǘŜŀŎƘŀōƭŜ ƳƻƳŜƴǘǎΩ to be used for financial literacy. Lesser inclusion states like Bihar 

where the structures are yet to be established 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 

quantum of financial inclusion in these states, it should be clearly understood that the challenge in states 

like MP and Bihar is that without the element, ΨǳǎŜΩ, despite 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 and ƘŜƭǇ ŎƻƴǎǳƳŜǊǎ ōƻǘƘ ΨŀŎŎŜǇǘΩ ŀƴŘ ΨǳǎŜ ǘƘŜ ǇǊƻŘǳŎǘǎ ǘƻ ǿƘƛŎƘ ǘƘŜȅ ƛƴŎǊŜŀǎƛƴƎƭȅ 

have access as a consequence of the multipronged efforts of Government and central bank. 

Earmark FL under PMJDY: As the general awareness on the features of PMJDY is also found to be abysmal 
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 the scheme, while popularising it. As we have seen from the past that a 
ƳŀƧƻǊƛǘȅ ƻŦ ǘƘŜ ōŀƴƪ ŀŎŎƻǳƴǘǎ ƻǇŜƴŜŘ ǳƴŘŜǊ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ ŘǊƛǾŜ ǊŜƳŀƛƴ ǳƴǳǎŜŘ ŀǎ ǘƘŜȅ ŘƻƴΩǘ ǎŜŜ 
value or utility of the account. Demand for such services can only be generated if such drives (of bank 
account opening) are ably assisted through financial education programmes. 
Banks to Create Public Goods by Investing into Financial Literacy: Financial inclusion should be treated as 

a multi-dimensional, pro-client concept, encompassing better 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 help consumers 

both accept and use the products to which they increasingly have access. Properly designed, financial 

ŜŘǳŎŀǘƛƻƴ ǎƘƻǳƭŘ ōŜ ǘŀƛƭƻǊŜŘ ǘƻ ǘƘŜ ŎƭƛŜƴǘΩǎ ǎǇŜŎƛŦƛŎ ŎƻƴǘŜȄǘΣ ƘŜƭǇƛƴƎ ǘƘŜƳ ǘƻ ǳƴŘŜǊǎǘŀƴŘ Ƙƻǿ ŦƛƴŀƴŎƛŀƭ 

instruments, formal or informal, can address their daily financial concerns, from the vagaries of daily cash 

flow to risk management. Thus the banks should be advised to take proactive steps in the drive for financial 

education since financial inclusion without imbibing the tenets of financial literacy 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 by merely 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 should have the 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 Impact: Carry out base line survey 
(by NSSO) of financial capability to create a baseline on current levels of financial 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 need to be financially 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 understanding of 
ǿƘŀǘ ǿƻǊƪǎ ŀƴŘ ǿƘŀǘ ŘƻŜǎƴΩǘΣ ƛƴŎƭǳŘƛƴƎ Ŏƻǎǘǎ ŀƴŘ ōŜƴŜŦƛǘǎ ƻŦ ŘƛŦŦŜǊŜƴǘ ǇǊƻƎǊŀƳƳŀǘƛŎ ŀǇǇǊƻŀŎƘŜǎΦ ¢ƘŜ 
baseline data will provide a reference point for impact evaluation. 
Create an oversight mechanism for financial literacy:  The rationale of establishing 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 financial 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 financial institutions and other key stakeholders, 
like, commercial banks, NBFCs, MFIs, insurance companies etc.  
Rejuvenate FLCCs: The financial literacy initiative by Banks through FLCC has remained by and large 

ineffective, as most of the existing centres are actually working as institutions of sponsor banks. They are 

mostly manned by retired bankers and they serve mostly walk-in clients. Moreover, all such centres are 

located in urban and semi-urban areas and seldom in rural areas, where most of the financially excluded 

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 is a strong need to revamp and rejuvenate the FLCCs in view of the 

current changes in the FI sector.   

Post Offices to be Provided with Funding for Financial Literacy:  Post Offices and sub post across India 

offers financial products and services and are an inevitable 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 Development 

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 used for marketing 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 department. This would lead to financial deepening with 

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 programmes: Most of the financial literacy modules currently 
in use cover basic budgeting, 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 properly addressed 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: 

¶ Given the poor level of usage of bank account among poor mass, it prominently highlights the need of 
basic financial education 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 
management at household level aiming at wealth creation among them. One needs to appraise them 
on how bank account is an important tool in improving their financial status and managing risks.  
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¶ Given a lot of misconceptions and poor awareness of features of PMJDY among the segment, the 
programmes should prominently the features of the scheme in their curricula.  

¶ There is a strong need of popularising post-offices among poor mass, as an alternative safe place to 
save. 

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

¶ Considering that the practice of budgeting at household level is almost non-existent 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. 

¶ Given rampant cases of poor being duped of their life time savings by unscrupulous organisations, 
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 channels to keep their investments secure and get 
optimal returns. 

¶ 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 on entire chain 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 FI to take the benefits to the last mile in the 

state.Samruddhi(Prosperity) ςthe MPFI model 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 Committee (SLBC) and Department of Panchayat & Rural 

Development (P&RD) with beneficiaries at the center stage.  The concept of social security integration 

ŎŀƭƭŜŘ άSAMAGRAέ ŎŀǊǊƛŜǎ ŀ Ƴǳƭǘƛ ǳǘƛƭƛǘȅ ŘŀǘŀōŀǎŜ ǘƘŀǘ ǿŀǎ ƛƴƛǘƛŀǘŜŘ ƛƴ ǘƘŜ ȅŜŀǊ нлмлΦ ¢ƘŜ atCL aƻŘŜƭ 

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 practices like the G 

ς 20 Principlesfor Innovative Financial Inclusion1 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 laxities. Samruddhi ς the MPFI model 

constitutes three basic pillars:  

1. Samagra: An Integrated Social Security Mission (SSSM)  

2. Electronic Fund Management System also known as e-FMS for ensuring timely and correct 

payments to the beneficiaries as Government to Person (G2P). 

3. Ultra Small Bank Branches (USBs) / Customer Service Points (CSP) for Opening bank accounts, 

performing transactions and ensuring last-mile connectivity including financial dispensation, and  

                                                           
1
The G20 Principles for Innovative Financial Inclusion bring those experiences together to produce a set of practical 

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 consumers. 
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Three of them together form the MP Financial Inclusion (MPFI) model ς Samruddhi. 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 three 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 small branches / 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 cultivated a broad-based 

government commitment to financial inclusion to help alleviate 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 financial inclusion. The 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 alleviation throughout 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 Federations (CLF) and 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 ICT-based models, including Business Correspondents (BCs) in the villages having a 

population of more than 2000 by March 2012. Accordingly, 9213 villages were identified and allotted to the 

banks for providing banking facilities. Of this, 2124 villages were covered during 2010-11 and by March 

2012, all but 36 of the identified 9213 villages were covered. The remaining 36 villages were to have been 

covered by the end of 2012-13. 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 initiative of the 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 2012-13, a total of 3052 such villages were identified 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 continuing unabated since 2008. Bihar accounted for only 4.6 percent of all the bank branches in the 

country in March2013, though its share in country's population was 8.6 percent. The financial sector in 

India has always been dominated by the Scheduled Commercial Banks (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, the financial sector 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 was performed across the accounts holders and others. It was 

interesting to know that the Non Account Holders reported that Poverty and lack of knowledge on how to 

open savings bank accounts 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 have a savings account in 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 banking products and 

services in MP. Half of the households in Bihar had no bank accounts in 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 needed 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 transactions in one or three months interval by 

either visiting the branches, or the CSP / USB in their own villages. 

Remaining Excluded: Males and females who did not attempt to open savings account owed its reasons to 

ΨtƻǾŜǊǘȅ ŀƴŘ ƭŀŎƪ ƻŦ ƪƴƻǿƭŜŘƎŜΩΦ ¢ƘŜǎŜ ǘǿƻ ƳŀƧor reasons were cited for not attempting to open savings 

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.  in any case, even 

savings could be treated as earnings for which there again is a string need for financial literacy.   

Need for Deepening: ¢ƘŜ ƳŜŀƴ ƴǳƳōŜǊ ƻŦ ǎŀǾƛƴƎǎ ōŀƴƪ ŀŎŎƻǳƴǘǎ ƛƴ ŦŀƳƛƭȅ ǿŀǎ ΨмΩ ƛƴ .ƛƘŀǊ ŀƴŘ ΨнΩ ƛƴ at 

which again revealed that savings accounts were 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 Inclusion: Most of the males and females 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 government 

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 opened included: LPG subsidy, MGNREGA, Widow 

tŜƴǎƛƻƴΣ Wŀƴŀƴƛ {ǳǊŀƪǎƘŀ ŜǘŎΦ ¢ƘŜ ǇǊƛƳŀǊȅ ǇǳǊǇƻǎŜǎόǎύ ƻŦ ƻǇŜƴƛƴƎ ǘƘŜ ǎŀǾƛƴƎǎ ŀŎŎƻǳƴǘ ƛǎ Ψ¢ƻ ŘŜǇƻǎƛǘ ŀƴŘ 
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ǿƛǘƘŘǊŀǿ ƳƻƴŜȅΩΣ Ψ¢ƻ ǊŜŎŜƛǾŜ ƎƻǾŜǊƴƳŜƴǘ ōŜƴŜŦƛǘǎΩ ŀƴŘ Ψ¢ƻ ƪŜŜǇ ƳƻƴŜȅ ǎŀŦŜΩ ǿŜǊŜ ǘƘŜ ǘƘǊŜŜ Ƴŀƛƴ ǊŜŀǎƻƴǎ 

of opening the savings account. As many as 50 percent of respondents of MP opened saving accounts to 

receive the government benefits, followed by one-third to deposit and withdrawal of money. About 70 

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

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

Banking Density: The availability of bank / post office / cooperative and agents was much higher in MP 

than that of Bihar. Thus, the reach of 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 persons per square 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 revisit the models 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 Availability: The availability of appropriate but regulated financial products, 

including at the very least, savings products, emergency 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 customers are 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 Protection: On the evaluation side of the protection 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 normal and 

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 needs under 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 working on the 

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 Service: Monitoring framework needs to be further developed that would 

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 at the 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-root level using the USB / CSP 

channel, there would be a greater role of the supply side stakeholders as well as that of government 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 supply side and for states that are in the process of doing so, the 

ǊŜǎƻƭǳǘƛƻƴ ƭƛŜǎ ƴƻǘ ƻƴƭȅ ŀǘ ǘƘŜ ǎǳǇǇƭȅ ǎƛŘŜΣ ōǳǘ ŀƭǎƻ ƛƴ ŀŎǘƛǾŀǘƛƴƎ ǘƘŜ ΨŘŜƳŀƴŘ ǎƛŘŜΩ ƻŦ ǘƘŜ Cinancial Inclusion. 

There is a strong need to activate the 'demand side' for financial deepening - allow 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 advantage 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 socioeconomics. Supply Seldom 

Creates its Own Demand unless 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 we get the '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. 

/ƻƴǾŜǊǘƛƴƎ ǘƘŜ ΨbŜŜŘΩ ƛƴǘƻ Ψ5ŜƳŀƴŘΩ ōȅ ŦƛƴŀƴŎƛŀƭ ƭƛǘŜǊŀŎȅ ƛǎ Ƨǳǎǘ ǘƘŜ ōŜƎƛƴƴƛƴƎ ƻŦ ƛƴŎƭǳǎƛƻƴ. 

Needless to say that poor need prudent money management more than anyone else. Household cash-flow 

planning and budgeting is stepping stone towards it. Unfortunately, the survey found that such practice is 

almost non-existent, as they are mostly unfamiliar with 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 allocating investments 

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, financial literacy 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 people aware of 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 has been 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 literacy customers 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 / CSP. There is clear evidence that wherever financial literacy efforts had 

been initiated by 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 Evaluation: The 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 MP. There is a strong 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 

ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴΣ ŜǘŎΦ ŀƴŘ ǊŜǎƻƭǾŜ ǘƘŜƳ ōŀǎŜŘ ƻƴ ǘƘŜ ƭƻŎŀƭ ǊŜǉǳƛǊŜƳŜƴǘǎ ǊŀǘƘŜǊ ǘƘŀƴ ΨƻƴŜ ǎƛȊŜ Ŧƛǘǎ ŀƭƭΩ 

approach. 

Financial Deepening of the Samruddhi:  Financial deepening is the improvement or increase in the pool 

of financial services that are tailored to the requirement of all levels in the society. The model in MP has 

developed a framework for financial inclusion and has taken into account various aspects of the supply side 

issues; assessment of enabling environment; issues in penetration, barriers to financial inclusion, etc., 

however evidence for demand side shall be reflected in terms of opening of accounts, volumes of 

transactions, increase in bank balance and saving schemes etc. 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 attain sustainability. 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 demand. Promoting well-managed financial 

deepening in low-income states like MP can enhance resilience and capacity to cope with shocks, improve 

macroeconomic effectiveness, and support solid and durable inclusive growth. Financial deepening fosters 

inclusive growth as more varied and accessible financial services support growth and reduce poverty and 

inequality. Financial deepening supports the view that development in financial sector leads to 

development of the economy as a whole. However from the point of view of the Welfare State, it also plays 

an important role 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 reduction. Financial system in low income statelike MP is growing and becoming more 

inclusive, but they still remain relatively small and undiversified. Encouragingly, although they have much 

lower levels of financial depth than high- and middle-income states, MP is likely to be experiencing 

financial deepening at rates far faster than higher income states. Access to finance is as pivotal as the 

depth of the financial system. Here again, there are encouraging signs, but more has to be done. In the 

state of MP and specially in the past couple of years 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 financial inclusion, it is 

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 demand side, 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 pensions2. According 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 communications 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, Samruddhi is yet to reach a level where it could implement policy approaches that 

would promote competition and provide market-based incentives for delivery of sustainable financial 

access and usage of a broad range of affordable services (savings, credit, payments and transfers, 

insurance) as well as a diversity of service providers. The GoMP has to encourage a comprehensive 

approach to consumer protection that would recognize the roles of government, providers, and consumers 

in clear terms. Again, it still has to develop a well defined and targeted financial literacy and financial 

capability. It has to 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. For G2P, accountability line is clearly devised in the SSSM directions issued by the 

Finance Department as well as the parent department. MP has so far not used its FI model to 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 sector institutions to conduct research, innovate and pilot test new 
approaches to financial literacy. The fund could support activities such as:  

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

¶ To explore alternative delivery channels and produce alternative financial education toolkits that use 
other engaging 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; 

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

¶ Promote technology solutions to reinforce positive financial behaviour, like, SMS reminders to encourage 
regular savings. 

 

  

                                                           
2
 ¢ƘŜ Dƻat ŀƴƴƻǳƴŎŜŘ ŀ Ŏƻ ŎƻƴǘǊƛōǳǘƻǊȅ ǇŜƴǎƛƻƴ ǎŎƘŜƳŜ Ψ{ƘǊƛ YǳǎƘŀōƘŀǳ ¢ƘŀƪǊŜ ¦ƴƻǊƎŀƴƛȊŜŘ {ŜŎǘƻǊ /ƻ 
/ƻƴǘǊƛōǳǘƻǊȅ tŜƴǎƛƻƴ ǎŎƘŜƳŜΩ ƛƴ нллу ŦƻǊ ǘƘŜ ƛƴŦƻǊƳŀƭ ǎŜŎǘƻǊ ƛŘŜƴǘƛŦƛŜŘ ƎǊƻǳǇ ƻŦ ǾǳƭƴŜǊŀōƭŜ ǇƻƻǊΣ ōǳǘ ǘƘŜ ǎŎƘŜƳŜ 
could not be rolled out for want of implementation partner and lack of financial outreach. 
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Chapter 1. Introduction and Backdrop  
 

Annotation: This chapter opens with a short discussion on the conceptual definition and utility of the 

ecosystem of financial inclusion and provides a global and Indian perspective of financial inclusion. It 

briefly discusses the G ς 20 Global Best Practices on FI.  It also cites certain global data on financial 

inclusion with reference to Indian data. It briefly discusses the historicity of FI in India and the efforts of 

different stakeholders including the Central Bank. Some of the indicators of FI in India are also provided 

at the penultimate 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 of disadvantaged and low-income segments of society. In Indian context it is defined as άǇǊƻŎŜǎǎ ƻŦ 

ensuring access to appropriate financial products and services needed by all sections of the society in 

general and vulnerable groups such as weaker sections and low income groups in particular, at an 

ŀŦŦƻǊŘŀōƭŜ Ŏƻǎǘ ƛƴ ŀ ŦŀƛǊ ŀƴŘ ǘǊŀƴǎǇŀǊŜƴǘ ƳŀƴƴŜǊ ōȅ ǊŜƎǳƭŀǘŜŘΣ ƳŀƛƴǎǘǊŜŀƳ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ǇƭŀȅŜǊǎέ.Access to 

financial services plays critical part in development by facilitating economic growth and reducing income 

inequality.  

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 spread of 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 country. Besides, it is important to note that the 

defining principles of financial inclusion, coverage, role and responsibilities of institutions and assessment / 

monitoring requirements have been evolving over the years. 

Origination: The origins of the current approach 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 / payment services to all 

ΨōŀƴƪŀōƭŜΩ ƘƻǳǎŜƘƻƭŘǎ ŀƴŘ ŜƴǘŜǊǇǊƛǎŜǎ ŀǘ ŀ ǊŜŀǎƻƴŀōƭŜ ŎƻǎǘΦ ¢ƘŜ Dнл ¢ƻǊƻƴǘƻ {ǳƳƳƛǘ όWǳƴŜΣ нлмлύ ƻǳǘƭƛƴŜŘ 

ǘƘŜ άtǊƛƴŎƛǇƭŜǎ ŦƻǊ LƴƴƻǾŀǘƛǾŜ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴέΣ ǿƘƛŎƘ ǎŜǊǾŜǎ ŀǎ ŀ ƎǳƛŘŜ ŦƻǊ ǇƻƭƛŎȅ ŀƴŘ ǊŜƎǳƭŀǘƻǊȅ 

approaches aimed at fostering safe and sound adoption of innovative, adequate, low-cost financial delivery 

models, helping provide conditions for fair competition and a framework of incentives for the various bank, 

insurance, and non-bank actors involved in the delivery of a full range of affordable 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 Access: Access to financial services plays a critical part in development by facilitating 

economic growth and reducing income inequality. Inclusive financial systems allow poor to smoothen their 

consumption and insure themselves against economic vulnerabilities τfrom illness and accidents to theft 

and unemployment. It enables poor to save and to borrowτallowing them to build their assets, invest in 

education and entrepreneurial ventures, 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 improve the lives 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 with small-value loans to the poor, is now increasingly used to refer to a broad array of 

products tailored to meet the particular needs of low-income individuals. Recent empirical evidence 

highlights that access to basic financial services can make a substantial positive difference in improving 

ǇƻƻǊ ǇŜƻǇƭŜΩǎ ƭƛǾŜǎΦ !ŎŎƻǊŘƛƴƎƭȅΣ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ ǊŜŦƻǊƳǎ ǘƘŀǘ ǇǊƻƳƻǘŜ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ ŀǊŜ ƛƴŎǊŜŀǎƛƴƎƭȅ 

ŀǘ ǘƘŜ ŎƻǊŜ ƻŦ ǇƻƭƛŎȅƳŀƪŜǊǎΩ ŀƎŜƴŘŀǎΦ 

Financial Inclusion Ecosystem 

 

Source: Frost & Sullivan 
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It may be argued that as banking services are in the nature of public good; the availability of banking and 

payment services to the entire population without discrimination ought to be the prime objective of 

financial inclusion public policy. 

1.2 Global Perspective on Fi nancial 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 comprehended3. In response to policymakers promoting financial inclusion and the 

stakeholders demand for rationalization of resources towards Financial Inclusion, CGAP (Consultative 

Group to Assist the Poor) and the World Bank Group, recently launched the Financial Access project, 

including a cross-country database on financial inclusion topics and an annual report to inform the policy 

debate.4 According to its database, still 56% of the adults are unbanked globally.  

1.2.1 The World Bank on Financial Inclusion  

World Bank is 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 support includes policy advice, data and 

diagnostics, technical assistance for legal and regulatory reforms, institutional development, risk-sharing, 

and financing.   

Led by the Financial Inclusion and Infrastructure Global Practice and its international network of over 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 through:  

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, including through 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 inclusion and 

provides data, technical assistance, financing, and capacity building to support the implementation and 

ǎǳǎǘŀƛƴŀōƛƭƛǘȅ ƻŦ ǘƘŜǎŜ ǎǘǊŀǘŜƎƛŜǎΦ ¢ƘŜ ²ƻǊƭŘ .ŀƴƪΩǎ Ǝƭƻōŀƭ ǎǳǊǾŜȅǎ ǇǊƻǾƛŘŜ Řŀǘŀ ŀƴŘ ƛƴǎƛƎƘǘǎ ƻƴ ŦƛƴŀƴŎƛŀƭ 

                                                           
3
 An estimated 2.5 billion working-age adults globally have no access to the types of formal financial services delivered 

by regulated financial institutions. 
4
 It analyzes the state of access to deposit and loan services as well as the extent of retail networks, and discusses the 

state of financial inclusion mandates around the world. 



34 
 

inclusion, including the Global Financial Inclusion Database, Global Findex5. ¢ƘŜ ²ƻǊƭŘ .ŀƴƪΩǎ Dƭƻōŀƭ CƛƴŘŜȄ 

ǊŜǇƻǊǘǎ ǘƘŀǘ ǘƘǊŜŜ ǉǳŀǊǘŜǊǎ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ǇƻƻǊ ƭŀŎƪ ŀ ōŀƴƪ ŀŎŎƻǳƴǘ ōŜŎŀǳǎŜ ƻŦ ǇƻǾŜǊǘȅΣ ŎƻǎǘǎΣ ǘǊŀǾŜƭ 

distances, and the often burdensome requirements involved in opening an account. Only 25% of adults 

ŜŀǊƴƛƴƎ ƭŜǎǎ ǘƘŀƴ Ϸн ŀ Řŀȅ ƘŀǾŜ ǎŀǾŜŘ ŀǘ ŀ ŦƻǊƳŀƭ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴΦ .ŜƛƴƎ άǳƴōŀƴƪŜŘέ ƛǎ ƭƛƴƪŜŘ ǘƻ 

income inequality: the richest 20 percent of adults in developing countries are more than twice as likely to 

have a formal account. 

World Bank's FINDEX - Select Indicators on Financial Inclusion   

(Proportion of Population of Age 15+) 

Indicator Name USA UK Germany 
Russian 

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 3.5 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 31.9 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, top 
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 15+) 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 make 
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 year 66.8 56.7 67.3 22.7 21.1 38.4 22.4 

                                                           
5
 A Bill 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 year, 
income, bottom 40% 51.5 56.2 67.1 18.9 12.1 23.3 19.4 

Saved any money in the past year, 
income, top 60% 80.2 57.7 68.1 25.4 27.1 48.9 25.8 

NA: Not Available 

Source:The World Bank 

1.2.2 The United Nations  

The United Nations defines the goals of financial inclusion6 as follows: 

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

¶ sound and safe institutions governed by clear regulation and industry performance standards;  

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

¶ competition to ensure choice and affordability for clients. 
Pacific Financial Inclusion Program (PFIP): UNCDF, together with UNDP, AusAID and the EU, has created 

the Pacific Financial Inclusion Programme (PFIP) where the strategy involves finding new ways of serving 

hard-to-reach populations, while fostering greater commitment and cooperation to build inclusive financial 

systems throughout the region. At the 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 government-to-person (G2P) payment project, in which social welfare recipients are able to receive their 

stipends electronically, rather than through a voucher and cash-based system.  

1.2.3 Global Partnership for Financial Inclusion (GPFI)  

Global Partnership for Financial Inclusion (GPFI) is an inclusive platform for all G20 countries, interested 

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.7 

Spearheading the implementation are the five 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 Economic Co-operation and Development (OECD) and the World Bank. Another 

group namely, Sub-Group 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 Sub-Groups on activities specifically related to consumer protection and 

financial literacy in their work programs. 

1.2.4 The Alliance for Financial Inclusion  (AFI)  

AFI is a knowledge network of central banks and other financial regulatory bodies in developing countries. 

As a key player for global financial inclusion efforts, AFI serves as one of the five implementing partners for 

the G20 Global Partnership for Financial Inclusion (GPFI). It is the world's largest and most prominent 

network of financial inclusion policymakers from developing and emerging economies who work together 

                                                           
6
 In partnership with the National Bank for Agriculture and Rural Development (NABARD), the UN aims to increase 

financial inclusion of the poor by developing appropriate financial products for them and increasing awareness on 
financial services and strengthening financial literacy, particularly amongst women in India. 
7
 The GPFI was officially launched on 10 December 2010 in Seoul, Korea. 
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to increase access to appropriate financial services for the poor. The G20 Financial Inclusion Experts Group 

όCL9Dύ ǳǘƛƭƛȊŜŘ Ƴŀƴȅ ƻŦ !CLΩǎ ƻƴƎƻƛƴƎ ǇǊƻƎǊŀƳǎΣ ƛƴŎƭǳŘƛƴƎ ŘƛŀƭƻƎǳŜǎ ŀƴŘ ƳŜŜǘƛƴƎǎ ǿƛǘƘ ŘŜǾŜƭƻǇƛng country 

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 regarding the development of FI policy made by 

a group of developing nation regulatory institutions during the AFI 2011 Global Policy Forum held in 

Mexico. The Maya Declaration is broad in nature, focusing on creating the right environment;  

implementing the correct framework and ensuring consumer protection measures are taken and using 

data to inform and track financial inclusion efforts. This declaration8 was made through the Alliance for 

Financial Inclusion network of regulatory institutions and although no vote was taken, 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 access 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 usage of 

financial services from central banks and other financial regulators around the world on an annual 

basis. The key FAS indicators are: 

a. Identify knowledge gaps and set priorities for policies on broadening financial access;  

b. Monitor the effectiveness of these policies over time; and 

c. Advance research and analysis to strengthen understanding of the determinants and 

implications of financial access and usage. 

d. The newly-expanded FAS (2014) is also capturing indicators on access to and use of mobile 

money services. 

 

The FAS is the most comprehensive global source of data on access to, and use of, basic consumer financial 

services by households and nonfinancial corporations. 

IMF's FAS Database - Select Indicators on Financial Inclusion 

Parameters 
Brazil USA Germany China India 

2005 2013 2005 2013 2005 2013 2005 2013 2005 2013 

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

2005 2013 2005 2013 2005 2013 2005 2013 2005 2013 

Commercial bank branches 
per 1,000 km NA 8.5 8.5 9.3 40.9 29.9 NA 9.32 23.2 35.7 

Commercial bank branches 
per 100,000 adults NA 47.7 33.1 33.9 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 5.9 38.9 

ATMs per 100,000 adults 109 131 169 NA NA NA NA 46.94 2.3 13.3 

                      

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 

Household loan accounts 
with commercial banks per 
1,000 adults NA 1981 NA NA NA NA NA 961.38 7.5 29.8 

Loan account with all MFIs 
per 1000 adults NA 0.27 NA NA NA NA NA NA NA NA 

                      

 Outstanding deposits with 
commercial banks(Percent of 
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 of 
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 (FAS) Data extracted from http://data.imf.org/  

1.2.7 International Finance Corporation (IFC)  

LC/ ƛǎ ²ƻǊƭŘ .ŀƴƪ DǊƻǳǇΩǎ ƭŜŀŘ ƛƴǾŜǎǘƻǊ ƛƴ ƳƛŎǊƻŦƛƴŀƴŎŜ ƛƴ ǘŜǊƳǎ ƻŦ ǾƻƭǳƳŜ ŀƴŘ ƛǎ ƻƴŜ ƻŦ ǘƘŜ ƭŜŀŘƛƴƎ 

multilateral investors in terms of reach to microfinance institutions, working with 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 led innovation in microfinance, using technology, financial products, and policy to help financial 

institutions reach a greater numbers in a more cost-effective way.  

1.2.8 Consultative Group to Assist the Poor (CGAP) 

The CGAP works toward a world in which everyone 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. Established in 1995 
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and housed at the World Bank, CGAP combines a pragmatic approach to market development with an 

evidence-ōŀǎŜŘ ŀŘǾƻŎŀŎȅ ǇƭŀǘŦƻǊƳ ǘƻ ŀŘǾŀƴŎŜ ǇƻƻǊ ǇŜƻǇƭŜΩǎ ŀŎŎŜǎǎ ǘƻ ŦƛƴŀƴŎŜΦ Lǘǎ Ǝƭƻōŀƭ ƴŜǘǿƻǊƪ ƻŦ 

members includes over 35 development agencies, private foundations, 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 information through 

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 poverty. 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 better regulation.  

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 government 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 100 countries to 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 accountability 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 financƛŀƭ ƛƴŎƭǳǎƛƻƴ ŀƎŜƴŘŀΣ ǘƘŜ ²ƻǊƭŘ .ŀƴƪΩǎ 

Development Research Group, has constructed the Global Findex database. The Database provides 506 

country-level indicators of financial inclusion summarized for all adults and disaggregated by key 

demographic characteristicsτgender, age, education, income, and rural or urban residence. As the first 

ǇǳōƭƛŎ ŘŀǘŀōŀǎŜ ƻŦ ƛƴŘƛŎŀǘƻǊǎ ǘƘŀǘ ŎƻƴǎƛǎǘŜƴǘƭȅ ƳŜŀǎǳǊŜ ǇŜƻǇƭŜΩǎ ǳǎŜ ƻŦ ŦƛƴŀƴŎƛŀƭ ǇǊƻŘǳŎǘǎ ǘƘŜ CƛƴŘŜȄ 

database fills a major gap in the financial inclusion landscape. Covering 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 exclusion 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 populace remains 

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 East are financially 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 opportunity to 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 model - have achieved tepid results. It is 

becoming increasingly clear that new technologies 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 on customer 

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 services9. As an information and technical 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 a boom. After 

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 Francophonie, has established this forum as a platform for dialogue on 

postal financial inclusion between governments, postal operators, central banks, private sector players and 

international organizations. The Forum's objectives are to: 

¶ Raise awareness on the role of Posts in financial inclusion 

¶ Bring together decision-makers to exchange best practices in the area of postal financial inclusion 

¶ Provide a forum for discussion between central banks and postal operators 

1.3.2 From Protection to Inclusion: Shifting t 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 financially-inclusive 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 multi-ǎǘŀƪŜƘƻƭŘŜǊ ŀƭƭƛŀƴŎŜ ŎŀƭƭŜŘ Ψ.ŜǘǘŜǊ ǘƘŀƴ /ŀǎƘΩ. These stakeholders, such as USAID, 

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 efforts. According 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 opportunity to cross-sell new products to this new 

client base. Beneficiaries, even when they could, do not always choose to save any portion 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 
disaster. 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 institutions have been established, new products devised and 
new technologies harnessed to reach un/ under - served markets. Behind the scenes, changes in legislation 

                                                           
9
 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 
consumers and the financial system. The Principles were developed in 2010 by the Access Through 
Innovation Sub-Group (ATISG) of the G20, Financial Inclusion Experts Group (FIEG).   

1.4.1 Principle 1: Leadership  

Cultivate a broad-based government commitment to financial 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 

leadership 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 development 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: 

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

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

¶ supporting inclusion programs with financial education and / or by developing payment systems 
and infrastructures, and  

¶ collecting data to support proportionate and evidence-based 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 market-based incentives for delivery 

of sustainable financial access and usage of a broad range of affordable services (savings, credit, 

payments and transfers, insurance) as 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 the development of market structures that promote entry. One 

key aspect is the design of appropriate market-based incentives for all parties τ from traditional banks to 

ǇǊƻǎǇŜŎǘƛǾŜ ΨŀƎŜƴǘǎΩ ǘƻ ǘŜƭŜŎƻƳǎ ŎƻƳǇŀƴƛŜǎΣ ƳƛŎǊƻŦƛƴŀƴŎŜ ƛƴǎǘƛǘǳǘƛƻƴǎ ŀƴŘ ŎǳǎǘƻƳŜǊǎ ǘƘŜƳǎŜƭves τ that 

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 this can 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 methods 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 excluded populations, 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 delivered cost-effectively 

to a wide population. 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 need to address 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, new 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 therefore vital 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:  

¶ establishing regulations that promote transparency in pricing and services  

¶ creating a dispute resolution mechanism for consumers  

¶ identifying an appropriate authority to enforce this protection  

1.45 Principle 5: Empowerment  

Develop financial literacy and financial capability. 

 For consumers to make the most of new financial services, it is important that they have:  

ω Financial Literacy τability to understand basic information about financial products and services  

ω Financial Capability τability to apply that understanding to make informed choices about their 

finances  

ω Redress Mechanisms τability 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 protect consumers, 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 initiatives focus on providing practical, easy-to-understand and impartial 

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 new delivery channels is that they span multiple public 

institutions and regulatory agencies τ as well as a range of different private sector organizations. While 

there is an understandable desire to provide adequate policy across the value chain, this needs to be 

coordinated across the different institutions involved, to avoid conflicting or inconsistent approaches. To 

achieve this, coordination and increase global partnership, countries that have successfully increased 

financial inclusion have identified a lead agency to coordinate among government agencies and manage 

the consultative process with stakeholders. One essential consideration in developing coordinated policy is 

to understand the incentives of each player in the value chain, and how these could be affected by 

regulation. 

1.4.7 Principle 7: Knowledge  

Utilize improved data to make evidence-based policy, measure progress, and consider an incremental 

άǘŜǎǘ ŀƴŘ ƭŜŀǊƴέ ŀǇǇǊƻŀŎƘ ōȅ ōƻǘƘ ǊŜƎǳƭŀǘƻǊǎ ŀƴŘ ǎŜǊǾƛŎŜ ǇǊƻǾƛŘŜǊǎΦ !ǎ ǿƛǘƘ ŀƴȅ ŀǊŜŀ ƻŦ ǇƻƭƛŎȅƳŀƪƛƴƎΣ 

appropriate and reliable data are needed to support the design of financial inclusion policy and to 

monitor and measure the impact of policy over time.  

Currently, few countries have sufficient data on financial inclusion. This is changing fast, and many 

governments are seeking to improve the data available. A lack of data however, need not necessarily delay 

the introduction of new services and business models. A number of countries have overcome this by 

adopting ŀ άǘŜǎǘ ŀƴŘ ƭŜŀǊƴέ ŀǇǇǊƻŀŎƘ ǘƘŀǘ Ƙŀǎ ŜƴŀōƭŜŘ ǘƘŜƳ ǘƻ examine new services and untried business 

models under carefully controlled conditions. As a result, they are better able to strike an appropriate 

policy-regulatory balance between safety and soundness on one hand, and growth and development on 

the other. In order to increase the role of monitoring and assessment in this 'test and learn' approach, data 

and knowledge management 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 understanding of the gaps 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 service-providers from entering the market. To strike the right balance, 

existing regulations should be carefully analyzed to establish whether their demands on service-providers 

and customers are proportionate to the risks. This diagnostic 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, of course, important 

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, flexible, riskbased 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 9 draws 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 international financial 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 financial standard 

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 / CFT (Anti- Money Laundering / 

Counter Terrorist Financing) recommendations 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 an active role 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 empowerment 

of the vulnerable groups. Financial Inclusion denotes delivery of financial services 

at an affordable cost to the vast sections of the disadvantaged and low-income 

groups. The various financial services included credit, savings, insurance and 

payments and remittance facilities. The objective of financial inclusion is to 

extend the scope of activities of the organized financial system to include within 

its ambit people with low incomes. Through graduated credit, the attempt must 

be to lift the poor from one level to another so that they come out of poverty." 

Dr. C Rangarajan Committee on Financial Inclusion ς 2008  

 

Financial inclusion and inclusive growth are no longer just policy choices, but are policy imperatives, which 

determine the long-term financial stability and sustainability of the economic and social order. India need 

to ensure that all stakeholders in its drive are collectively willing to walk that extra mile to ensure that the 

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 well-being. Financial Inclusion has been an important agenda of the Central Bank 

as well as the Government of India in the recent past. Over the last decade, RBI et al have resolutely pursed 

the agenda of financial inclusion and achieved discernible progress in improving access to financial services 

for the masses. However, the progress is far from satisfactory as evidenced by the World Bank Findex 

Survey (2012).10 

1.5.1 Historicity  

The Reserve Bank of India, India'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 bank or branch 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 

Řŀƛƭȅ ƭƛŦŜ ƻŦ ŀƭƭ LƴŘƛŀƴǎ ŀƴŘ ƘŜƭǇ ŎƘŀǊǘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŎǳǊǊŜƴǘ ŀƴŘ ŦǳǘǳǊŜ ŜŎƻƴƻƳƛŎ ŀƴŘ ŦƛƴŀƴŎƛŀƭ ŎƻǳǊǎŜΦ 

The history of financial inclusion (FI) in India dates back to the nationalization of banks, Lead Bank Scheme, 

Expansion of Cooperatives incorporation of RRBs, Post Offices, Service Area Approach and formation of 

Self-Help Groups - all these were initiatives aimed at taking banking services to the masses. The brick and 

mortar infrastructure expanded the branch network ten-fold - from 8,000+ in 1969, when the first set of 

banks were nationalized, to 99,000+ today. Despite this wide network of bank branches spread across the 

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

extent of financial exclusion is staggering. Of the 600,000 habitations in India, only about 36,000+ had a 

commercial bank branch with just about 40% population having bank 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 State Bank of India (SBI) was the only nationalized bank in 1950s under the SBI Act of 1955 while the 

Nationalisation of Seven State Banks of India (formed subsidiary) took place on 19th July, 1960.11 The 

Government of India issued an ordinance ('Banking Companies (Acquisition and Transfer of Undertakings) 

Ordinance, 1969')) and nationalised the 14 largest commercial banks12 with effect from the midnight of 19 

July 1969.13 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 formally in last 12 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 
financial system, reap benefits and improve their financial well-being. 
11

 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. 
12

 These banks contained 85 percent of bank deposits in the country. 
13

 The Parliament passed the Banking Companies (Acquisition and Transfer of Undertaking) Bill and it received the 
Presidential approval on 9 August 1969. 
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Nationalization and Impetus to Inclusion: The 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 has happened. But the fact remains that despite a very 

focused expansion of branches in the rural and semi-urban 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. 

¶ 1935: Reserve Bank of India formed 

¶ 1955 : Nationalisation of State Bank of India. 

¶ 1959 : Nationalisation of SBI subsidiaries. 

¶ 1969 : Nationalisation of 14 major banks. 

¶ 1980 : Nationalisation of seven banks with deposits over 200 crore 

1.5.3 Social Banking  

While tƘŜ ΨǎƻŎƛŀƭ ōŀƴƪƛƴƎΩ ǇƻƭƛŎƛŜǎ ōŜƛƴƎ ŦƻƭƭƻǿŜŘ ōȅ ǘƘŜ ŎƻǳƴǘǊȅ ǊŜǎǳƭǘŜŘ ƛƴ ǿƛŘŜƴƛƴƎ ǘƘŜ ΨƎŜƻƎǊŀǇƘƛŎŀƭ 

ǎǇǊŜŀŘ ŀƴŘ ŦǳƴŎǘƛƻƴŀƭ ǊŜŀŎƘΩ ƻŦ ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪǎ ƛƴ ǊǳǊŀƭ ŀǊŜŀ ƛƴ ǘƘŜ ǇŜǊiod that followed the 

nationalization of banks, the problems in the beginning of 1990s 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 difficult. The co-

operative structure occupies an eminent position in the institutional framework of agricultural credit. It 

showed that without a strong primary unit at the base, effective organization, mobilization of resources 

and operational efficiency cannot be built in the 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 of The All-India Rural Credit Survey Committee Report, 1954 that 

recommended an integrated approach to cooperative credit and emphasized 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, though 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 end of the 19th 

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 Consolidation: During 1960s, further efforts were made to consolidate the cooperative 

societies by their re-organisation.  With the emergence of national federations of cooperative societies in 

various functional areas and to obviate the plethora of different laws governing 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 

DŜƴŜǎƛǎ ƻŦ [ŜŀŘ .ŀƴƪ {ŎƘŜƳŜ Ŏŀƴ ōŜ ǘǊŀŎŜŘ ǘƻ ǘƘŜ {ǘǳŘȅ DǊƻǳǇΣ ƻƴ ǘƘŜ ΨhǊƎŀnisational Framework for the 

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 Approach: The Study Group recommended 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 responsibilities, 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 instruments of 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 and credit agencies.   

Role and Responsibilities: The 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 among the 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 estimated commitments of individual financial 

institutions.  

1.5.6 Roadmap of FI under Usha Thorat Committee  

Subsequent to the announcement in the Mid-term Review of the Annual Policy Statement for 2007-08, a 

High Level Committee known as Smt. Usha Thorat committee was 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 Inclusion: A Sub-Committee of the District Consultative Committee (DCC) 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 least once a week on a regular basis.   

Role of State Governments: State 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 

social security payments and extend support to banks in the recovery of their dues.  

Preparation of State Level/District Level Plan: A one-time comprehensive State Level/District Level 

Development Plan should be formulated for all the districts that should identify the enablers and impeders 

for banking development and indicate the specific actions to be taken by banks. 

Strengthening SLBC and DCC Machinery: The Chief Secretary of the State concerned may co-chair the 

meetings of the State Level Bankers' Committee (SLBC), 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 appropriate may be 

set up to work intensively on specific issues and submit reports to the DCC for its consideration.  

Financial Literacy and Credit Counseling: Each Lead Bank should open a Financial Literacy and Credit 

Counseling centre in each district by following the guidelines issued by the Reserve Bank. 

Greater Role for Private Sector Banks: Private sector banks should involve themselves more actively by 

bringing in their expertise in strategic planning and leveraging on information technology. The Lead Banks, 

on their 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 (SAA) was 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 co-ordination 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 development of 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, there are 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 cost. However, 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 of Regional Rural Banks (RRBs) is to mobilize financial resources from rural / semi-urban 

areas and grant loans and advances mostly to small and marginal farmers, agricultural laborers and rural 

artisans. RRBs are created with a view to develop rural economy and were established to take the banking 

services to the doorsteps of rural masses, especially in remote rural areas with no access to banking 

services. However, RRB's may have branches set up for urban operations and their area of operation may 

include urban areas too. These banks were originally intended to provide institutional credit to those 

weaker sections of the society who depended on private money-lenders at concessional rates. The banks 

were also intended to mobilize and channelize rural 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 till 1st week of June 2013. The RRBs were originally 
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conceived as low cost institutions having a rural ethos, local feel and pro-poor 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 belied. This 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 loans to the members 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 the members. 

4. Disseminating knowledge of the latest improvements in agriculture, handicraft, etc. 

5. Encouraging thrift, self-help and co-operation among the members. 

Primary Agricultural Credit Society (PACS) has a significant role to extend credit to farmers. This unit 

abstracts the vitality and service potential of the co-operative movement in the country. Such societies are 

the kernel of the co-operative movement and were started not only with the objective of providing cheap 

credit but also to teach principles of co-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 the clutches 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 collateral-free small loans. The RBI has now modified the guidelines on 

opening of ōŀǎƛŎ ǎŀǾƛƴƎǎ Ψƴƻ ŦǊƛƭƭǎ ŀŎŎƻǳƴǘΩ ǿƛǘƘ ŀ Ψ.ŀǎƛŎ {ŀǾƛƴƎǎ .ŀƴƪ 5ŜǇƻǎƛǘ !ŎŎƻǳƴǘΩ which will offer 

ƳƛƴƛƳǳƳ ŎƻƳƳƻƴ ŦŀŎƛƭƛǘƛŜǎ ǘƻ ŀƭƭ ǘƘŜ ŎǳǎǘƻƳŜǊǎΦ ¢ƘŜ Ψ.ŀǎƛŎ {ŀǾƛƴƎǎ .ŀƴƪ 5ŜǇƻǎƛǘ !ŎŎƻǳƴǘΩ ǿƻǳƭŘ ōŜ 

subject to RBI instructions on Know Your Customer (KYC) / Anti-Money 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 

ŀŎŎƻǳƴǘ ǿƻǳƭŘ ŀŘŘƛǘƛƻƴŀƭƭȅ ōŜ ǘǊŜŀǘŜŘ ŀǎ ŀ Ψ{Ƴŀƭƭ !ŎŎƻǳƴǘΩ ŀƴŘ ǿƻǳƭŘ ōŜ ǎǳōƧŜŎǘ ǘƻ ŎƻƴŘƛǘƛƻƴǎ ǎǘƛǇǳƭŀǘŜŘ 

for such accounts.  

Progress of Banks in Financial Inclusion Plan in India 

SR Particulars 

Year 
ended 
Mar 10 

Year 
ended 
Mar 11 

Year 
ended 
Mar 12 

Quarter 
ended 
June 12 

Progress 
April 11-
March 12 

1 Total No. of Branches 85457 91145 99242 99771 8097 

2 No. of Rural Branches 33433 34811 37471 37635 2660 

3 No. of CSPs Deployed 34532 60993 116548 120098 55555 

4 
Banking outlets in Villages with 
population >2000 37791 66447 112130 113173 45683 
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Progress of Banks in Financial Inclusion Plan in India 

SR Particulars 

Year 
ended 
Mar 10 

Year 
ended 
Mar 11 

Year 
ended 
Mar 12 

Quarter 
ended 
June 12 

Progress 
April 11-
March 12 

5 
Banking outlets in Villages with 
population <2000 29903 49761 69623 74855 19862 

6 
Banking Outlets through Brick & Mortar 
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 billions) 55.02 76.12 120.41 119.35 44.29 

13 No Frill A/Cs with OD (No. in 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 KCCs-Total-No. In million 24.31 27.11 30.23 30.76 3.12 

16 KCCs-Total-Amt In billion 1240.07 1600.05 2068.39 2094 468.34 

17 GCC-Total-No. in million 1.39 1.7 2.11 2.29 0.41 

18 GCC-Total-Amt In billion 35.11 35.07 41.84 43.21 6.77 

19 
ICT Based A/Cs-through BCs (No. in 
millions) 13.26 31.65 57.08 62.77 25.44 

20 
ICT Based A/Cs-Transactions (No. In 
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 inclusion (Khan Commission 2004) by exhorting the banks with a 

view to achieving greater financial inclusion to make available a basic "no-frill s" banking account14. In 2005, 

RBI simplified the KYC procedure for opening accounts for those persons who intended to keep balances 

not exceeding rupees fifty thousand (Rs. 50,000/-) in all their accounts taken together and the total credit 

in all the accounts taken together was not expected to exceed rupees one lakh (Rs. 1,00,000/-) in a 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 commercial banks to make use of the services of non-

governmental organizations (NGOs/SHGs), micro-finance institutions, and other civil society organizations 

as intermediaries for providing financial and banking services. These intermediaries could be used as 

business facilitators or business correspondents by commercial banks.  

w.LΩǎ Ǿƛǎƛƻƴ ŦƻǊ нлнл ƛǎ ǘƻ ƻǇŜƴ ƴŜŀǊƭȅ слл Ƴƛƭƭƛƻƴ ƴŜǿ ŎǳǎǘƻƳŜǊǎϥ ŀŎŎƻǳƴǘǎ ŀƴŘ ǎŜǊǾƛŎŜ ǘƘŜƳ ǘƘǊƻǳƎƘ ŀ 

variety of channels by leveraging on IT. However, illiteracy and the low income savings and lack of bank 

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

                                                           
14

 In India, financial inclusion first featured in 2005, when 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 no-frills accounts and GCCs for small deposits and credit. Some of these steps 

are: 

1. Opening of no-frills accounts 
2. Relaxation on know-your-customer (KYC) norms 
3. Engaging Business Correspondents (BCs) 
4. Use of technology  
5. Adoption of Electronic Benefit Transfers (EBT) 
6. General Credit Card (GCC) 
7. Simplified Branch Authorization 

One District One Bank Model: To begin with around 2010 -11, Electronic Benefit Transfer (EBT) for 

servicing low value accounts and extending banking infrastructure to underserved low income areas was 

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 District ς One Bank" Model. 

Difficulties have been expressed by stake holders in scaling the model. The experience gained suggested 

that the "One District ς One Bank" Model was unable to achieve the objective of financial inclusion. 

Allocation of villages amongst banks under the Financial Inclusion Plan (FIP), i.e. Roadmap 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 at various platforms by the State Governments and banks.  

w.LΩǎ ¢ƻƻƭǎ 

The RBI continues its developmental role, while specifically focusing on financial inclusion. 

Key tools in this on-going effort include: 

Directed credit for lending to priority sector and weaker sections: The goal here is to 

facilitate/enhance credit flow to employment intensive sectors such as agriculture, micro 

and small enterprises (MSE), as well as for affordable housing and education loans.  

Lead Bank Scheme: A commercial bank is designated as a lead bank in each district in the 

country and this bank is responsible for ensuring banking development in the district 

through coordinated efforts between banks and government officials. The RBI has assigned 

a Lead District Manager for each district who acts as a catalytic force for promoting 

financial inclusion and smooth working between government and banks. 

Sector specific refinance: RBI makes available refinance to banks against their credit to the 

export sector. In exceptional circumstances, it can provide refinance against lending to 

other sectors.  

Strengthening and supporting small local banks: This includes RRBs and cooperative banks  

Financial inclusion: Expanding access to finance and promoting financial literacy are a part 

ƻŦ w.LΩǎ outreach efforts. 
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ρȢφȢς )ÎÄÉÁȭÓ !ÐÐÒÏÁÃÈ ÔÏ &ÉÎÁÎÃÉÁÌ )ÎÃÌÕÓÉÏÎ 

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 viability, profitability and 
competitiveness with tall claims of 58.7% households availing bank accounts. However, a significant 
proportion of the households15, especially in rural areas, are still outside the formal fold of the banking 
system. To extend the reach of banking to those outside the formal banking system, Government and 
Reserve Bank of India (RBI) have taken various initiatives from time to time such as: 

¶ Opening of Bank Branches 

¶ Each household to have atleast one bank account 

¶ Business Correspondent Model 

¶ Swabhimaan Campaign 

¶ Setting up of Ultra Small Branches (USBs) 

¶ Banking Facilities in Unbanked Blocks 

¶ Unstructured Supplementary Service Data (USSD) Based Mobile Banking 

A Snapshot of LƴŘƛŀΩǎ !ǇǇǊƻŀŎƘ ǘƻ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ 

ω !ŘƻǇǘŜŘ ŀ ōŀƴƪ-led model for FI, but have permitted non-bank entities to partner banks in FI initiatives. 

ω !ǎ ŀ ǇƘƛƭƻǎƻǇƘȅΣ LƴŘƛŀ Ƙŀǎ ŀƭǿŀȅǎ ŜƴŎƻǳǊŀƎŜŘ ōŀƴƪǎ ǘƻ ǇǳǊǎǳŜ CL ŀǎ ŀ ŎƻƳƳŜǊŎƛŀƭ ŀŎǘƛǾƛǘȅ ŀƴŘ ǘƻ ƴƻǘ ǾƛŜǿ 

it as social service or charity. The self-sustainability and commercial viability of the FI initiatives are 

important if banks have to scale up their operations to cover more unbanked areas. 

ω 9ƴŎƻǳǊŀƎŜŘ ōŀƴƪǎ ǘƻ ƭŜǾŜǊŀƎŜ ǘŜŎƘƴƻƭƻƎȅ ǘƻ ŀǘǘŀƛƴ ƎǊŜŀǘŜǊ ǊŜŀŎƘ ŀƴŘ ǇŜƴŜǘǊŀǘƛƻƴ ǿƘƛƭŜ ƪŜŜǇƛƴƎ ǘƘŜ Ŏƻǎǘ 

of providing financial services to the minimum. While it remains technology neutral, it also require banks 

to seamlessly integrate whatever technology they choose, with the CBS architecture. 

ω !ŘǾƛǎŜŘ ōŀƴƪǎ ǘƻ ŀŘƻǇǘ ƛƴƴƻǾŀǘƛǾŜ ōǳǎƛƴŜǎǎ ƳƻŘŜƭǎ ŀƴŘ ŘŜƭƛǾŜǊȅ ŎƘŀƴƴŜƭǎ ǘƻ ŜȄǇŀƴŘ ǘƘŜƛǊ CL ŜŦŦƻǊǘǎΦ 

There is a need for banks to develop new products and design new delivery models that are customized to 

the unique needs of the financially excluded population, both in the rural and urban areas. 

ω /ƻƴǎƛŘŜǊƛƴƎ ǘƘŀǘ ŦƛƴŀƴŎƛŀƭ [ƛǘŜǊŀŎȅ ƛǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŀŘƧǳƴŎǘ Ŧor promoting financial inclusion, consumer 

protection and ultimately financial stability, RBI has adopted an integrated approach wherein efforts 

towards Financial Inclusion and Financial Literacy would go hand in hand. Besides the various initiatives 

taken by RBI individually to encourage financial literacy, a National Strategy for Financial Education (NSFE) 

has also been finalized under the aegis of the Financial Stability and Development Council (FSDC) to co-

ordinate efforts of various stakeholders involved in this process. 

ω ¢ƘŜ wŜǎŜǊǾŜ .ŀƴƪ Ƙŀǎ ōŜŜƴ ǇƭŀȅƛƴƎ ŀ ǎǳǇǇƻǊǘƛǾŜ ǊƻƭŜ ƛƴ CL ōȅ ŎǊŜŀǘƛƴƎ ŀ ŎƻƴŘǳŎƛǾŜ ǊŜƎǳƭŀǘƻǊȅ 

environment and providing institutional support to banks in their FI efforts. Importantly, it has provided 

banks the freedom and the space to determine its own strategies for rolling out FI and have encouraged 

them to identify their own goals and targets through their respective Financial Inclusion Plans. 

                                                           
15

 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 semi-urban areas, only 63% branches in semi-urban and rural areas . 
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1.7 Indian Banking Trends and Financial Inclusion  
India on the Index of Financial Inclusion: On the first-ever 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 this number, the RBI made the 

GoI take innovative steps. One of the reasons for opening new branches of RRBs was to make sure that 

ōŀƴƪƛƴƎ ǎŜǊǾƛŎŜ ƛǎ ŀŎŎŜǎǎƛōƭŜ ǘƻ ǘƘŜ ǇƻƻǊΦ ²ƛǘƘ ǘƘŜ ŘƛǊŜŎǘƛǾŜ ŦǊƻƳ w.LΣ ǘƘŜ ōŀƴƪǎ ŀǊŜ ƴƻǿ ƻŦŦŜǊƛƴƎ άbƻ CǊƛƭƭέ 

Accounts to low income groups. 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 institutioƴǎΣ ǎƛȄ Ƴƛƭƭƛƻƴ ƴŜǿ Ψbƻ CǊƛƭƭΩ 

accounts were opened in the period between March 2006-2007. Banks are now considering FI as a 

business opportunity in an overall environment that facilitates growth. 

The Financial Access Survey (FAS) for India (2012) 

Access to & Use of Financial Services 

Commercial bank branches per 1,000 km
2
 33.17 Commercial bank branches per 100,000 adults 11.38 

ATMs per 1,000 km
2
 32.67 ATMs per 100,000 adults 11.21 

Outstanding deposits with commercial banks (% 
of GDP) 

68.64 
Outstanding loans from commercial banks (% of 
GDP) 

54.24 

Deposit accounts with commercial banks per 
1,000 adults 

1042.48 
Loan accounts with commercial banks per 1,000 
adults 

151.06 

Household deposit accounts with commercial 
banks per 1,000 adults 

892.49 
Household loan accounts with commercial 
banks per 1,000 adults 

23.54 

Source: LaCΩǎ ¢ƘŜ CƛƴŀƴŎƛŀƭ !ŎŎŜǎǎ {ǳǊǾŜȅ όC!{ύΣ нлмн 

Trends in Banking Parameters in India 

Items 
 

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 )ÎÄÉÁȭÓ Financial 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 7.89 crore urban households, 5.34 crore (67.68%) households were availing 

banking services.  

In the year 2011, Banks covered 74,351 villages, with population more than 2,000 (as per 2001 census), 

with banking facilities under the "Swabhimaan" campaign with Business Correspondents. However the 

programme had a very limited reach and 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%) and 23,334ATMs (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 basic Bank accounts, Cashdeposits, Cash withdrawals, transfer of funds, 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 RRBs have estimated that 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 area needs 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, according to a data from 

the Global Financial Inclusion (Global 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 database can be used 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 extend financial access to all its citizens. Both the 

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

outreach of banks to rural areas and promote rural banks and priority sector lending, to more recent 

efforts to expaƴŘ ǘƘŜ ǇǊƻǾƛǎƛƻƴ ƻŦ άƴƻ ŦǊƛƭƭǎέ ŀŎŎƻǳƴǘǎ ŀƴŘ ǊŜǎƻƭǾŜ ƻƴƎƻƛƴƎ ŘŜōŀǘŜǎ ƻǾŜǊ ƳƻōƛƭŜ ǇŀȅƳŜƴǘ 

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 financial servicesτboth formal and informalτin 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% 

Account 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 the past year (% 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% 

Source: The World Bank 2011 
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1.8.1 Basic Data 

IƴǘŜǊƴŀǘƛƻƴŀƭ aƻƴŜǘŀǊȅ CǳƴŘΩǎ .ŀǎƛŎ {ǘŀǘƛǎǘƛŎǎ ŀōƻǳǘ LƴŘƛŀ 

 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 adults 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 branches 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 

 Source: Financial Access Survey (FAS) Data 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 banks 
per 1,000 adults 610.98 622.19 717.35 872.91 1,035 1,198 

Household deposit accounts with 
commercial banks per 1,000 adults 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 non-financial 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 

 Source: Financial Access Survey (FAS) Data 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 cooperatives 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 42.91 47.93 55.14 

Outstanding SME loans from commercial 
banks as percent of GDP 2.2 2.36 3.79 4.65 5.27 6.83 

Outstanding 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 and 
financial cooperatives as percent of GDP 7.45 6.38 4.95 4.84 5.15 5.78 

 Source: Financial Access Survey (FAS) Data extracted from http://data.imf.org/  

Banking services are essentially for welfare of the public and providing access to basic banking services is 

the first phase of the financial inclusion process, but is not the end in itself. The issue that has been 

highlighted here is not banking inclusion or penetration of banking accounts alone, but 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 account holders. 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 fact that most 

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 the account and keep waiting for transactions to 

happen. 

1.9  Pradhan Mantri Jan Dhan Yojana  
The Objective of "Pradhan Mantri Jan-Dhan Yojana (PMJDY)" is ensuring access to various financial services 

like availability of basic savings bank account, access to need 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 idea is to provide 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,  
ii.  Cash Withdrawal and Deposits,  
iii. Transfer,  
iv. Balance Enquiry and 
v. Mini Statement.  

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 provide these banking services banking outlets to be provided within 5 KM distance of 

every village. Necessary infrastructure also needs to be placed to enable e-KYC for account opening and 

AEPS for withdrawal of cash based biometric authentication from UIDAI data base. 
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Hon'ble Prime Minister, Sh. Narendra Modi on 15th  August, 2014 

announced "Pradhan Mantri Jan-Dhan Yojana (PMJDY)" which is a National 

Mission for Financial Inclusion. The task is gigantic and is a National 

Priority. 

This National Mission on Financial Inclusion has an ambitious objective of 

covering all households in the country with banking facilities and having a 

bank account for each household. It has been emphasised by the 

Hon'ble PM that this is important for including people left-out into the 

mainstream of the financial system. 

The Pradhan Mantri Jan-Dhan Yojana was launched on 28th  August, 2014, 

across the nation simultaneously. It was launched formally in Delhi with 

parallel functions at the state level and also at district and sub-district 

levels. Camps were also organized at the branch level. The Pradhan Mantri 

Jan-Dhan Yojana lies at the core of development philosophy of "Sab Ka Sath 

Sab Ka Vikas". With a bank account, every household would gain access to 

banking and credit facilities. This will enable them to come out of the grip of 

moneylenders, manage to keep away from financial crises caused by 

emergent needs, and most importantly, benefit from a range of financial 

products.  

 

Putting the PSBs and RRBs numbers together implies that about 5.92 crore 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 account 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 are estimated at 2.55 crore as per Censusare 2011. However, the exact number 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 I (15 Aug, 2014 - 14 Aug, 2015): The first phase of the PMJDY is dedicated to 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 Programme that shall be imparted to the banking population towards making efficient use of their 

banking account. 

Phase II (15 Aug, 2015 - 15 Aug, 2018): The second phase beginning August 2015 shall be providing an 

Overdraft facility of upto Rs 5000/- after  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 Micro-Insurance and the 

¦ƴƻǊƎŀƴƛȊŜŘ ǎŜŎǘƻǊ tŜƴǎƛƻƴ ǎŎƘŜƳŜǎ ƭƛƪŜ ǘƘŜ bt{ [ƛǘŜ ǿƛǘƘ Ψ{ǿŀǾŀƭŀƳōŀƴΩ ōŜƴŜŦƛǘǎΦ 

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 focus on coverage of remaining adults in the households and students. All the 

rural and semi-urban areas of the country are proposed to be mapped into Sub Service Area (SSAs) 

comprising 1000-1500 households with an average 3-4 villages with relaxation in NE / Hilly 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 fledged 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 catering to 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. 

Branchless 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 same to cover 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 

Correspondents (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 incurred for banks and no benefits to the 

beneficiaries. The plan therefore proposes to channel all Government benefits from Centre / State / Local 

body) to the beneficiaries to such accounts and pushing the Direct Benefits Transfer (DBT) scheme of the 

Union Government including restarting the DBT in LPG scheme. MGNREGS sponsored by Ministry of Rural 

Development (MoRD, GoI) 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, it would 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 with banks. A 

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 web-portal would be 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 proposed as Business 

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 are not 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 e-KYC 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 products like USSD 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 facilities: 

Mapping of each district into Sub Service Area 
(SSA) catering to 1000-1500 households in a 
manner that every habitation has access to 
banking services within a reasonable distance 
say 5 km by 14th  August, 2015. Coverage of 
parts of J&K, Himachal Pradesh, Uttarakhand, 
North East and the Left Wing Extremism 
affected districts which have telecom 
connectivity and infrastructure constraints 
would spill over to  the Phase II of the 
program (15th  August, 2015 to 15th  August, 
2018) 

2. Providing Basic Banking Accounts with 

overdraft facility and RuPay Debit card 

to all households: 

The effort would be to first cover all uncovered 
households with banking facilities by August, 
2015, by opening basic bank accounts. Account 
holder would be provided a RuPay Debit Card. 

Facility of an overdraft to every basic banking 
account holder would be considered after 
satisfactory operation / credit history of six 
months. 

3. Financial Literacy Programme: 

 Financial literacy would be an integral part of 

the  Mission in order to let the beneficiaries 

make best use of the financial services being 

made available to them. 

4. Creation of Credit Guarantee Fund: 

Creation of a Credit Guarantee Fund would be 

to cover the defaults in overdraft accounts. 

5.Micro Insurance:  

To provide micro- insurance to all willing and 

eligible persons by 14th August, 2018, and 

then on an ongoing basis. 

6. Unorganized sector Pension schemes 

like Swavalamban: 

By 14th August, 2018 and then on an ongoing 

basis. 

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

ρȢρπ #2)3),ȭÓ )ÎÃÌÕÓÉØ ɉFinancial Inclusion Index ) 
Credit Rating and Information Services of India Limited (CRISIL), India's leading credit rating and research 

company recently (June 25, 2013) launched an index to measure the status of financial inclusion in India.16 

CRISIL Inclusix is a comprehensive index for measuring the progress of financial inclusion in the country, 

down to the district-level. A pro bono initiative 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 services to the bottom 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 

services τ branch penetration, deposit penetration, and credit penetration τ 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. CRISIL Inclusix is a one-of-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, state-wise, and district-

wise assessments of financial inclusion ever published, and the first analysis of trends in inclusion over a 

three-year timeframe.  

  

                                                           
16

 The index- Inclusix- 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 Study of 632 Districts 

¶ The all-India CRISIL Inclusix score of 40.1 (on a scale of 100) is relatively low. It is a reflection of 

under-penetration of formal banking facilities in most parts of the country. The bottom 50 

scoring districts have just 2 per cent of the country's bank branches.  

¶ Deposit penetration (DP) is the key driver of financial inclusion in India. The number of savings 

bank accounts, at 624 million, is close to four times the number of loan accounts at 160 

million.  

¶ Focused efforts to enhance branch presence and availability of credit are extremely critical. 

The bottom 50 scoring districts in India have only 2,861 loan accounts per lakh of population, 

which is nearly one-third of the all India average of 8,012. 

¶ There are clear signs of improvement in the CRISIL Inclusix score over the past three years. The 

CRISIL Inclusix score at an all-India level has improved to 40.1 in 2011, from 37.6 in 2010 and 

35.4 in 2009. Improvement in deposit penetration score is the key driver of this improvement.  

¶ 618 out of 632 districts reported an improvement in their scores during 2009-2011. 

¶ Wide disparities exist across India and within states in terms of access to financial services. 

India's six largest cities have 11 per cent of the country's bank branches. At the other end of 

the scale, there are four districts in the North-Eastern region with only one bank branch each.  

¶ The key driver for the continued high performance of the top 50 districts is the significant 

increase in deposit and branch penetration (BP). The DP score for these districts increased by a 

significant 9.3 in 2011, over 2009. Also, these districts saw an addition of 2,824 branches in this 

period, nearly one-fourth of the total branches added in the country. 

¶ Even in the districts at the bottom of the list, there is an encouraging improvement in branch 

efficiency. For the bottom 50 districts, the number of savings deposit accounts per branch has 

improved by 20 per cent to 6,073 as on March 2011 from 4,919 as on March 2009. 

¶ Improvement in credit penetration (CP) is the key driver that enabled the improvement in 

score of 50 most-gaining districts 

¶ The top three states and Union Territories are Puducherry, Chandigarh, and Kerala while the 

top three districts are Pathanamthitta (Kerala), Karaikal (Puducherry), and 

Thiruvananthapuram (Kerala). 

 

1.11 Chapter Construction  
This report is primarily aimed at identifying areas where intervention for financial literacy as well as 

inclusion and or deepening might be required at different levels the Financial Inclusion models. It explores 
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the existing structures and models globally as well as that in India in general states of MP and Bihar in 

particular. While this Chapter One captures the introduction and backdrop to financial inclusion it also 

highlights international and Indian efforts towards it. Chapter Two discusses the various aspects including 

the need and necessity of financial literacy. It also 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 the existing status and ideologies of two different states, Chapter Four 

capture the efforts so far and the existing inclusion status of Bihar while Chapter Five does that for Madhya 

Pradesh. Chapter Sixcaptures the Qualitative aspects of the field work including the report on the FGDs. 

Chapter Seven reports the results of the primary survey including the quantitative results from the 

questionnaire. It discusses Findings from Quantitative Survey on Financial Literacy and Inclusion in Two 

Districts. Finally,Chapter Eight concludes the discussion and provides recommendations for future so as to 

take the financial inclusion to its natural corollary.It also discusses the modality of designing different 

models for states at different stages of financial inclusion ranging from mere inclusion to financial 

deepening. 
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Chapter 2. Financial Literacy as Prerequisite of Inclusion  
 

This chapter brings out the conceptual understanding on financial literacy. It starts with 

an essential prerequisites for financial inclusion that most governments and agencies 

tend to ignore due to higher concentration and focus on FI drive and then links as to 

how and why financial literacy should be treated as an essential prerequisite to financial 

inclusion. The chapter also provides for need for customization and strategizing 

financial literacy, it also details the initiatives action taken by the Central Bank in 

India.The chapter describes financial literacy and aligns its goal with that of inclusive 

financing. It also introduces the concept of financial capabilitythat has recently been 

developed by GiZ and NABARD. Last part of the chapter also provides for a detailed note 

on micro insurance and insurance education in India. 

2.1 Backdrop  
Financial literacy is the ability to understand how money works 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 resources. Financial 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 financial crisis. Success in dissemination of financial literacy has been identified as 

key to meeting the critical objectives of financial inclusion and consequently, financial stability. The 

absence of financial literacy can lead to making poor financial decisions that can have adverse effects on 

the financial health of an individual. The advantages or disadvantages of variable or fixed rates area typical 

example of an issue that will be easier to understand if an individual is financially literate. Similarly, 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 often uses three terms ς financial literacy, financial education, and financial capability -- 

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. Financial literacy 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 attitudes. Financial 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 and demand, 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 defines it as άŀ ŎƻƳōƛƴŀǘƛƻƴ ƻŦ ŦƛƴŀƴŎƛŀƭ 

awareness, knowledge, skills, attitude and behaviours necessary to make sound financial decisions and 
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ǳƭǘƛƳŀǘŜƭȅ ŀŎƘƛŜǾŜ ƛƴŘƛǾƛŘǳŀƭ ŦƛƴŀƴŎƛŀƭ ǿŜƭƭōŜƛƴƎΦέ Financial literacy is expected to impart the wherewithal 

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 banking and most 

importantly, about being άCƛƴŀƴŎƛŀƭƭȅ {ƳŀǊǘέ. 

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 money for or 

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 education?)  

¶ 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 learned 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. 

The Organisation for Economic Co-operation and Development (OECD, 2005) defines financial education as 

άǘƘŜ ǇǊƻŎŜǎǎ ōȅ ǿƘƛŎƘ ŦƛƴŀƴŎƛŀƭ ŎƻƴǎǳƳŜǊǎκƛƴǾŜǎǘƻǊǎ ƛƳǇǊƻǾŜ their understanding of financial products 

and concepts and, through information, instruction and/or objective advice, develop the skills and 

confidence to become more aware of financial risks and opportunities, to make informed choices, to 

know where to go for help, and to take other effective actions to improve their financial wellbeingέ 

¢ƘŜ tǊŜǎƛŘŜƴǘΩǎ !ŘǾƛǎƻǊȅ /ƻǳƴŎƛƭ ƻƴ CƛƴŀƴŎial Literacy (PACFL-2008 USA)17 defines; 

Financial education ŀǎ άthe process 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 help and take other actions to improve their present and long-term financial well-ōŜƛƴƎέ  and 

Financial literacy as άǘƘŜ ŀōƛƭƛǘȅ ǘƻ ǳǎŜ ƪƴƻǿƭŜŘƎŜ ŀƴŘ ǎƪƛƭƭǎ ǘƻ ƳŀƴŀƎŜ ŦƛƴŀƴŎƛŀƭ ǊŜǎƻǳǊŎŜǎ ŜŦŦŜŎǘƛǾŜƭȅ for 

a lifetime of financial well-beingέ 

2.3 Financial Capabili ty of Rural Low Income Households  
Financial Capability is the ensemble of abilities related to making informed financial choices, managing 

ƳƻƴŜȅ ŜŦŦŜŎǘƛǾŜƭȅΣ ŀƴŘ ǳǎƛƴƎ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ŦƻǊ ƻƴŜΩǎ ƻǿƴ ōŜƴŜŦƛǘΦ  ¢ƘŜ ŎƻƴŎŜǇǘ ǾŜǎǘǎ ƻƴ ǘƘŜ ŀǎǎǳƳǇǘƛƻƴ 

that Financial behaviour is not only defined by access to finance but is significantly shaped by an 

ƛƴŘƛǾƛŘǳŀƭΩǎ ŜƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ǇŜǊǎƻƴŀƭ ŀǘǘǊƛōǳǘŜǎΦ IǳƳŀƴ ŎŀǇƛǘŀƭΣ ƛƴŎƭǳŘƛƴƎ ƪƴƻǿƭŜŘƎŜΣ ǎƪƛƭƭǎ ŀƴŘ ŀǘǘƛǘǳŘŜǎ 

                                                           
17http://www.rand.org/pubs/working_papers/2009/RAND_WR708.pdf 
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as well as physical, cultural and economic properties such as health, 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 an add-on to existing Financial Inclusion 

concepts. 

2.3.1. Conceptual Understanding  

The concept visualises factors influencing financial behaviour and its impact. 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 Development (NABARD) on behalf of the Indian Government.  
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It aims at increasing access to sustainable and demand-oriented 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 one cross-cutting theme:  

- Strengthening the Short-term Cooperative Credit Structure (CCS) and its institutions to provide 

sustainable financial services,  
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- Promoting needs-based and sustainable microfinance services, especially through self-help groups 

and community-based 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 a pre-requisite for effective and 

sustainable financial inclusion.  

The RFIP has developed an innovative approach towards Financial Capability of Rural Low-Income 

Households which aims at making financial 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 services are able 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 capability 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, family planning, 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 rural low-income households. These tools will help the stakeholders to 

improve the financial capabilities of the households by providing household-level assessment and support.  

In a piloting phase, the RFIP will implement the Financial Capability in selected regions 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 holistic approach. Policy makers have to rethink financial inclusion strategies in order to create impact on 

the target group and make their efforts more client centred ς the financial capability concept therefore 

provides an ideal ground. Providers of financial services 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 civil societies 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 stumbling block 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 the available 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 FI should be Financial Literacy which is a prerequisite to 

make FI meaningful and sustainable. 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 demand thus created 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 

centers acrƻǎǎ ǘƘŜ ŎƻǳƴǘǊȅΦ  ¢ƘŜ ōǊƻŀŘ ƻōƧŜŎǘƛǾŜ ƻŦ ǘƘŜ ΨFinancial Literacy and Credit Counselling Centres 

(FLCCs) - Model SchemeΩ ǿŀǎ ǘƻ ǇǊƻǾƛŘŜ ŦǊŜŜ ŦƛƴŀƴŎƛŀƭ ƭƛǘŜǊŀŎȅκŜŘǳŎŀǘƛƻƴ ŀƴŘ ŎǊŜŘƛǘ ŎƻǳƴǎŜƭƭƛƴƎΦ  

The specific objectives of the FLCCs were: 

a. To provide financial counselling services through face-to-face interaction as well as through other 

available media like e-mail, fax, mobile, etc. as per convenience of the interested persons, including 

education on responsible borrowing , proactive and early savings, and offering 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 make the 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 ; 

e.  To take up any such activity that promotes financial literacy, awareness of the banking services, 

financial planning and amelioration of debt-related distress of an individual; 

2.4.2 Revamping Financial Literacy Centers  

In the year 2012, the RBI had amply realized 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 the country. Accordingly, 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 efforts in the desired manner.  

Some of the findings of the study are given below: 

¶ 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. 

¶ Awareness of existence of FLCC among local populace was limited.  

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

¶ The literacy material available at FLCCs was generally the publicity material pertaining to various 
products of sponsor banks.  



69 
 

¶ 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, FLCCs were not in a position to maintain arms- length 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 Scheme. 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 would lead to opening 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 rural 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 financially 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 responsibility of the 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 behaviour orientation so as to 

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

products and services. 

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 using stories 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 details, whether 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 random on-site 

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 under their jurisdiction 

ςȢυ 2")ȭÓ 'ÕÉÄÅ ÔÏ &ÉÎÁÎÃÉÁÌ ,ÉÔÅÒÁÃÙ 
The RBI has 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 understanding of 

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 financial diary 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 planning. Financial 

Literacy creates demand for financial products and services, thereby accelerating the pace 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 large 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 personal finance. 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 that has been 

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 common man. 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, scalable and 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 at their doorstep 

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, other facilities provided by banks and benefits of borrowing from banks. 

The guide is a ready-reckoner for trainers involved in Financial Literacy and Financial Inclusion and is used 

as a standard text to be imparted to financially excluded people during the monthly financial 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 of accounts. 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 involvement of 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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RBI to be followed by the banks are used as a standard text to be imparted to exclude people during the 

monthly financial literacy camps. 

 

 

Source: wŜǎŜǊǾŜ .ŀƴƪ ƻŦ LƴŘƛŀΩǎ CƛƴŀƴŎƛŀƭ [ƛǘŜǊŀŎȅ DǳƛŘŜ 

2.6 Strategy for Expanding Financial Literacy  
Promotion of financial 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 should be customized 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 

campaigns/websites 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 Cooperation and Development (OECD) created the 

International Network on Financial Education (INFE) in 2008 to promote and facilitate international co-

operation between policy makers and other stakeholders on financial education issues worldwide. 

Currently, more than 200 institutions from 90 countries have joined the OECD/INFE. 
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Financial Stability and Development Council (FSDC) In view of the sheer magnitude of the task at hand, it 

is beneficial to have a strong institutional architecture guiding and coordinating the efforts of 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 authorities 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 literacy, both 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 awareness 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 understand their 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 and State. 

School Curriculum: The 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 aimed to 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 setting bodies 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 Outreach: Simultaneously, 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 awareness 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. As a 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 by the RBI and other stakeholders to promote financial literacy in India 

are as under: 

1. Outreach visits by Top Executives of RBI to remote villages: The objective of these visits is to 

understand the ground level position, spread awareness about benefits of being connected to the 

formal financial system and disseminate information about the functioning of RBI. 
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2. RBI Website: Provides a link on Financial Education in the RBI website, containing material in English, 

Hindi and 11 vernacular languages, which includes comic 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 stalls in local 

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 (FLCs) have been opened by various banks 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 across the country, including in Tier II 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 financial literacy 

coalescing at a common forum at each centre. 

6. Setting up of a monetary museum by RBI to create awareness about money and banking among 

general public and spread knowledge about the history of money. 

7. Use of mobile Financial Literacy vans by banks in the North Eastern States and elsewhere  

8. Awareness programmes on various Governments sponsored self employment schemes involving bank 

loans and subsidy by Government agencies like KVIC, DICs and SC/ST corporations. 

9. Mass media campaign tie ups with educational 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 missions have large number of field functionaries for proper 

handholding support to large number of Self Help Groups. 

11. Large number of websites/portals of banks/ State Level Bankers Committees disseminating 

information on banking services 

12. Conduct of Financial Literacy programmes by Rural Self Employment Training Institutes 

Lƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ΨŎŀǘŎƘ ǘƘŜƳ ȅƻǳƴƎΩ ǎǘǊŀǘŜƎȅ ŦƻǊ ƻǳǊ ŦƛƴŀƴŎƛŀƭ ŜŘǳŎŀǘƛƻƴ ƛƴƛǘƛŀǘƛǾŜǎΣ ǘƘŜ w.L ƭŀǳƴŎƘŜŘ ǘƘŜ 

RBIQ, an all India inter school quiz competition, in 2012. The quiz seeks to be an effective platform for 

disseminating financial education by creating awareness and sensitization about the history and role of the 

w.LΣ ŀōƻǳǘ ōŀƴƪƛƴƎ ŀƴŘ ŦƛƴŀƴŎŜΣ ŜŎƻƴƻƳƛŎǎΣ ŎǳǊǊŜƴǘ ŀŦŦŀƛǊǎΣ ŜǘŎΦΣ ōŜǎƛŘŜǎ ǎŜŜƪƛƴƎ ǘƻ ōǳƛƭŘ ŀ ΨŎƻƴƴŜŎǘΩ 

between the RBI and the young student community enrolled in schools across the country. 

w.LΩǎ Cinancial Inclusion and Literacy 

Expanding Access; Encouraging Education, Expanding access to and knowledge about 
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ŦƛƴŀƴŎŜ ƛǎ ŀ ŦǳƴŘŀƳŜƴǘŀƭ ŀǎǇŜŎǘ ƻŦ ǘƘŜ w.LΩǎ ƻǇŜǊŀǘƛƻƴǎΦ ¢ƘŜǎŜ ŜŦŦƻǊǘǎ ŀǊŜ ŎǊƛǘƛŎŀƭ ǘƻ ŜƴǎǳǊƛƴƎ 

that the benefits of a growing and healthy economy reach all segments of the population. 

w.LΩǎ ǿƻǊƪ ƘŜǊŜ ƛƴŎƭǳŘŜǎΥ 

Encouraging provision of affordable financial services like zero-balance Basic Savings Bank 

Deposit Accounts, access to payments and remittance facilities, Pure savings account viz. 

Recurring Deposit, credit and insurance services. 

Expanding banking outreach through use of technology, such as banking by cell phone, 

smart cards and the like. 

Encouraging bank branch expansion in parts of the country with few banking facilities. 

Facilitating use of specified persons to act as agents to perform banking functions in hard-to-

ǊŜŀŎƘ ǇŀǊǘǎ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅ w.LΩǎ ǿƻǊƪ ǘƻ ǇǊƻƳƻǘŜ ŦƛƴŀƴŎƛŀƭ ƭƛǘŜǊŀŎȅ ŦƻŎǳǎŜǎ ƻƴ ŜŘǳŎŀǘƛƴƎ 

people about responsible financial management. Efforts here include: 

Information and knowledge-sharing:  User-friendly website includes easy-to-understand tips 

and guidance in multiple languages; brochures, advertisements and other marketing 

materials educate the public about banking services. 

Credit counseling: The RBI encourages  commercial banks to set up financial literacy and  

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, the RBI, in 

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 and Education 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 income generating 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 ɀ A Tool for Financial Inclusion  
Embracing the related goals of financial capability and financial inclusion requires a multi-stakeholder 

framework built around consumers, the financial services industry and government. Financial education is 

the nexus linking their interests in these common goals. Non-governmental and community-based 

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, business-development 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. Central bankers 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 literacy helps households to use scarce resources more 

effectively, choose the financial products that best meet their needs and become pro-active decision 

makers. At the institutional level, informed consumers make better clients, lowering institutional risk and 

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. With multiple stakeholders, financial education is beginning to fill a 

hitherto empty space in the movement towards financial inclusion. 

Case Study1. Financial Inclusion as a Corollary of Livelihoodsɀ Santosh Kumar, Rickshaw Puller  

A resident of Khagaul, Patna, Santosh Kumar, 35 years, is a Rickshaw Puller. His father was labourer and 

in search of regular work and shifted along with family to Patna (City) when Santosh was young. Since 

then, they are living in a small rented house at a slum in Patna. Santosh studied till standard eight but 

once moved to Patna, he had to discontinue his studies. He got married at the age of 25 and since then 

he took rickshaw pulling as main occupation to support his family. Apart from his wife, he has two sons 

and a daughter in his family that he supports from his earning. His wife works as housemaid to 

ǎǳǇǇƭŜƳŜƴǘ ŦŀƳƛƭȅΩǎ ƛƴŎƻƳŜ 

In the initial days of his rickshaw pulling, he used to hire rickshaw on daily rent of Rs 20-25 from 

rickshaw fleet owners. In those days, he had no savings account in any bank or post office and did not 

have any safe place to even park his money or save, so he used to deposit part of his daily earnings with 

the fleet owner himself. The daily deposits were made without receiving any receipt or recording in any 

book. Once when he needed the money and asked the fleet owner to return his deposits, the fleet 

owner returned him the sum, which, according to Santosh, was about Rs 1000 less than his estimated 

deposits, leave alone the interest. He felt cheated bǳǘ ŎƻǳƭŘƴΩǘ Řƻ ŀƴȅǘƘƛƴƎΣ ŀǎ ƴƻǘƘƛƴƎ ǿŀǎ ƻƴ ǊŜŎƻǊŘ 

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 found 

that by keeping money at home, he was not able to save much, as his family often indulged in wasteful 

expenditure due to ease of liquid cash at their disposal. He was aware that he could open his savings 

account in bank but was wary of doing so, as he had seen numerous cases of private companies 

running away with deposits of slum-dwellers and villagers. He had no idea of the difference between a 

regulated (bank) and unregulated financial institutions and hence he had chosen not to take chance 

with any of them. 

Lƴ WǳƴŜ нллтΣ ƘŜ ŎŀƳŜ ƛƴ ŎƻƴǘŀŎǘ ǿƛǘƘ ά{ŀƳƳŀŀƴ CƻǳƴŘŀǘƛƻƴέ ς an NGO working in Bihar for welfare of 

unorganised sector workers, especially with rickshaw pullers. They helped rickshaw pullers of Bihar to 

get organised and imparted basic financial literacy to them. They also liaisoned with Banks to open 
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savings account of rickshaw pullers, as they often are migrants and carry no local residence proof. 

Santosh became an active member of the rickshaw-ǇǳƭƭŜǊǎ ǳƴƛƻƴ ŀƴŘ ǎƻƻƴ ƘŜ ōŜŎŀƳŜ ΨtǊŜǎƛŘŜƴǘΩ ƻŦ ǘƘŜ 

union.  

With financial support from Sammaan Foundation, he managed to buy rickshaw of his own. He also 

opened a savings bank account (joint account along with his wife) with Dena Bank at Patna with the 

help of Sammaan Foundation. He now deposit Rs 20 daily from his earning at the co-operative of 

rickshaw-pullers, promoted by Sammaan Foundation and at end of month, he gets back his deposit in 

lump-sum which he then deposit them again in his bank account. 

!ǇŀǊǘ ŦǊƻƳ Ƙƛǎ ōŀƴƪ ŀŎŎƻǳƴǘΣ ƘŜ ŘƻŜǎƴΩǘ ǳǎŜ ŀƴȅ ƻǘƘŜǊ ǎƻǳǊŎŜ ǘƻ ǎŀǾŜΦ IŜ ŦŜŜƭǎ ǘƘŀǘ ŀŦǘŜǊ ǇǳǘǘƛƴƎ Ƙƛǎ 

savings in bank account, his money is now safer than ever before and also he used to save more than 

what he could do earlier as he was able to cut down in wasteful expenditures. He also wants to open a 

ǊŜŎǳǊǊƛƴƎ ŀƴŘ ŦƛȄŜŘ ŘŜǇƻǎƛǘ ŀŎŎƻǳƴǘǎ ƛƴ ōŀƴƪ ǘƻ ǎŜŎǳǊŜ ǎƻƳŜ ǎŀǾƛƴƎǎ ŦƻǊ Ƙƛǎ ŘŀǳƎƘǘŜǊΩǎ ƳŀǊǊƛŀge. He still 

has no insurance or pension cover. He learnt that Sammaan Foundation is helping the co-operative to 

get life insurance to all its members. He is not aware of health insurance scheme (RSBY) or 

Swavalamban Pension Scheme, however, after being told about the NPS lite he now wants to open a 

pension account for himself.  

According to him, availing credit from banks is still a distant dream. He had to borrow from friends or 

relatives or even money lender at the time of emergency, especially during medical emergencies. He is 

aware of PMJDY but feels that unless KYC norms are relaxed by banks, it will be difficult for the 

rickshaw-puller community to open bank account. He wants to spread financial awareness among the 

rickshaw-puller community so that they 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 to youth is 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 the various 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 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, skills, attitudes and practices, and how 

financial education can be combined with other opportunities to reinforce long-term behavior change. 

Target groups for financial education can be defined by age, gender, employment status or relationship to 

a specific financial product. Financial education 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 it is on investing. 

Migrant workers may need help budgeting new income sources and managing expenses as they 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 this field 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, skills, attitudes and practices, and how 

financial education can be combined with other opportunities to reinforce long-term behavior change. 

2.7.1 Factors Affecting Quality of Financial Literacy  

The two elements of effective financial education discussed in the previous sections above ς ΨrelevanceΩ 

and ΨuseΩ are also the defining criteria of its Quality. Yet, the quality of financial education also depends on 

good trainers who can facilitate two-way 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 on one-way communication whereby 

the teacher / expert delivers the content to the passive recipient. 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 local currencies, common 

businesses, place names and actual products offered by local financial institutions, etc.) 

Do It Yourself Approach: Research has have found that a good investment in the quality of financial 

education is to offer it to trainers themselves. Realizing 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 the process. 

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 themselves own the product. 

Quality education also requires attention to the mundane ς logistics, location, schedule. Getting these 

ŘŜǘŀƛƭǎ ǿǊƻƴƎ Ŏŀƴ Ŝŀǎƛƭȅ ǎƛƴƪ ŀ ǇǊƻƎǊŀƳΦ !ƭƭ ŀǎǇŜŎǘǎ ƻŦ ŀƴ ŜŘǳŎŀǘƛƻƴ ǇǊƻƎǊŀƳ Ƴǳǎǘ ǊŜŦƭŜŎǘ ǘƘŜ ǇŀǊǘƛŎƛǇŀƴǘǎΩ 

priorities. 

The Camp Approach: 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 i.e. literacy and easy access. It 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 awareness 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 enhancement of 

their economic security aided by use of banking services. 

Banking Services through Banking Literacy: The banks as providers of financial services have an inherent 

gain in the spread of financial inclusion and financial literacy, as it would help them capture 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 must 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 transactions 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 

banks as 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 have seen enormous progress and growth in the past decade. While the growth story and 

financial inclusion drive has been impressive, there are still causes for concern on the dimensions of credit 

and lower utilization of capital. Low-income MP 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 resources in unexpected circumstances 

such as illness, property damage due to man-made /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 even the 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 and/or support 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 a one-time effort. 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 preliminary 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 independent credible 

agency for Community Mobilization and awareness meetings that would make people aware about DBT 

and its process and banking processes and the process of opening accounts on one 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 respond to risks in 

different ways right from the beginning. Hence the history of risk handling techniques also could be as 

old as risk itself.  

i. Avoidance is the first reaction of any human being to a risk. In fact even a cursory look at 

mythology will reveal that man has tended to worship virtually everything that appeared 
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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 options (if at 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 amouƴǘǎ ǘƻ ŜǎŎŀǇƛǎƳ ŀƴŘ ƘŜƴŎŜ ƛǘ Ŏŀƴ ƘŀǊŘƭȅ ōŜ ǘŜǊƳŜŘ ŀǎ ŀ ΨƳŀƴŀƎŜƳŜƴǘΩ ǘŜŎƘƴƛǉǳŜΦ 

Despite this argument, there are certain types of risks that have to be avoided, as we shall see 

later. 

ii. Control is the first risk handling technique that involves positive action. The 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 are pre-loss measures 

aimed at reduced frequency of losses due to sickness. 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 low-lying areas in case of floods, etc. are directed towards loss minimization.  

iii. Retention takes 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 development is passive retention since it has major 

implications on poverty aggravation, as we shall see later. 

iv. Transfer is a contractual arrangement by which the risk, to which a person is exposed, is 

transferred to a counter-party. Insurance is the most common form 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 economics. The 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.  

2.9.2 Vulnerability of Poor  

a. Vulnerability of poor to cope 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 aimed at managing 

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

b. 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 year causing 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 direct costs 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 the river to 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 technique 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 of a loss producing event 

which would again involve cost. Active retention of risks pre-supposes 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 handling risks more 

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 ultimate 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) becomes significant. 

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 of at least 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 risks ς pure as well as speculative ς to which 

the particular community 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 understanding the overall 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 financiaƭ ƭƻǎǎΦ άtƻǎǎƛōƛƭƛǘȅέ ŘŜƴƻǘŜǎ ǘƘŜ ŎƘŀƴŎŜ ƻŦ ŀ 

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 

could be quite complex. A simpler way of expressing possibility of an event is to express the same in 

ǘŜǊƳǎ ƻŦ ΨŦǊŜǉǳŜƴŎȅΩΦ ¢Ƙƛǎ Ŏŀƴ ōŜ ŘŜǊƛǾŜŘ ŦǊƻƳ Ǉŀǎǘ ŜȄǇŜǊƛŜƴŎŜ ƻǊ ōȅ ŀǇǇƭȅƛƴƎ ǇǊƻōŀōƛƭƛǘȅ ŦŀŎǘƻǊǎ ƛƴ 

relation to a time period. Severity on the other hand implies the quantum of loss the risk is capable of 

inflicting. It is a measure of financial impact of a loss producing event. This 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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exposure (vulnerability) of the community.  While such 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.  

d. 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. 

e. [ƻǿ ŦǊŜǉǳŜƴŎȅ ƭƻǿ ǎŜǾŜǊƛǘȅ Ǌƛǎƪǎ ŀǊŜ ǘƘƻǎŜ ǊŀǊŜ ŀǎ ǿŜƭƭ ŀǎ ƭƻǿ Ŏƻǎǘ ŜǾŜƴǘǎ ǘƘŀǘ ƘŀǇǇŜƴ ƛƴ ƻƴŜΩǎ ƭƛŦŜΦ 

Some small things like items of crockery getting broken in a household are example of such risks. 

Similarly in the context of health risks, out-patient 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 are quite low 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 insurance is available 

for such risks it is bound to be cost-ineffective. 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
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f. High frequency low severity risks are those events that occur quite frequently but result in small 

expense whenever they occur. Medical treatment (mostly out-patient0 for chronic ailments like 

bronchitis, seasonal infection, allergy, etc. are examples of such risks. Such disorders are more 

prevalent among children. Water-borne or air-borne 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 falls under high 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 ORS or fumigation 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 become too 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 recently witnessed 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 a speculative 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 no rain or 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 more 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 instrument only in respect of the fourth part of the quadrant which encompasses 

ƭƻǿ ŦǊŜǉǳŜƴŎȅ ƘƛƎƘ ǎŜǾŜǊƛǘȅ ǊƛǎƪǎΦ !ƴ ŜǾŜƴǘ ƭƛƪŜƭȅ ǘƻ ƻŎŎǳǊ ΨǉǳƛǘŜ ǊŀǊŜƭȅΩ ōǳǘ Ƙŀǎ ǘƘŜ ǇǊƻǇŜƴǎƛǘȅ ǘƻ ƛƴŦƭƛŎǘ 

substantial financial loss to the exposure unit (individual, family, society, 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 risks. Insurance would be effective only if the risk falls in the fourth part of the risk 

quadrant. 

2.10 Drivers of micro -insurance in India  
a. After the opening-up of the insurance sector to private players in the year 2000, the focus on micro-

insurance or insurance for the rural and social sectors has increased significantly. 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 by the mainstream 

insurers. This has been done mainly through some supply side interventions. Firstly the IRDA 

(Obligations of Insurers to Rural and Social Sectors) Regulations were notified in the year 2000. These 

Regulations make it mandatory for insurers to procure 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 percentage of the total 
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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 insurer. Moreover, the rural and social sector targets prescribed by the 

regulations are progressive in nature. They keep 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.  

b.  In the year 2005, IRDA came out with IRDA (Microinsurance)Regulations 2005, which introduced the 

ŎƻƴŎŜǇǘ ƻŦ ΨƳƛŎǊƻƛƴǎǳǊŀƴŎŜ ǇǊƻŘǳŎǘΩ ŀƴŘ ΨƳƛŎǊƻƛƴǎǳǊŀƴŎŜ ŀƎŜƴǘΩ ŦƻǊ ǘƘŜ ŦƛǊǎǘ ǘƛƳŜ ƛƴ ǘƘŜ LƴŘƛŀƴ ƳŀǊƪŜǘΦ 

These regulations laid down the broad contours of various life and non-life insurance products that 

could qualify as 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, they could be sold by a dedicated distribution 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 to take-up insurance 

distribution as one of their activities. The purpose was to develop voluntary uptake of microinsurance 

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

c. Supported by these two regulatory initiatives, the penetration of microinsurance products in the 

market increased significantly 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 microinsurance 

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 cooperatives and 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.  
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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 emerging 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 ArogȅŀǎƘǊŜŜ ό!ƴŘƘǊŀ tǊŀŘŜǎƘύΣ ¸ŀǎƘŀǎƘǿƛƴƛ όYŀǊƴŀǘŀƪŀύ ŀƴŘ /ƘƛŜŦ aƛƴƛǎǘŜǊΩǎ IŜŀlth 

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 Scheme (NAIS) has been 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 has thus been 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 growth in microinsurance outreach across Asia.18 

2.11 Evolution of Models  
Amidst this action, three distinct models have emerged at the sector level (see Figure 3). The compulsory 
model emerged out of piggybacking of insurance with a fast moving micro-credit product. 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 the benefits of insurance are not quite felt by the 
borrowers and hence such products often enjoy a low client value. To some extent, this also happens on 
account of lack of transparency and education. In order to overcome this criticism, many MFIs started 
ƻŦŦŜǊƛƴƎ ΨŎǊŜŘƛǘ ƭƛŦŜ ǇƭǳǎΩ ŎƻǾŜǊǎ ǿƘŜǊŜ ŀ ǇŀǊǘ ƻŦ ǘƘŜ ōŜƴŜŦƛǘ ŀƭǎƻ ŀŎŎǊǳŜs to the nominee of the deceased 
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 
dependent on micro-credit outreach, limits its potential to the credit clientele. This model will eventually 
reach its culmination once micro-credit markets start approaching their saturation levels. The fact however 
remains that this model currently commands a sizable share in the microinsurance market.  
 

                                                           
18

 The Landscape of Microinsurance in Asia and Oceania ς Munich RE Foundation and GIZ 2013. 
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¢ƘŜ ŀŎǘƛǾŜ ƛƴǾƻƭǾŜƳŜƴǘ ƻŦ ƎƻǾŜǊƴƳŜƴǘǎ ƛƴ ǘƘŜ ǎƻŎƛŀƭ ǎŜŎǳǊƛǘȅ ǎǇŀŎŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ŜƳŜǊƎƛƴƎ ƳŀǊƪŜǘǎ Ƙŀǎ 
given birth to the subsidised model. Again this model comprises mainly of term life, health and agriculture 
insurance covers offered to the ultra-poor 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 time. Huge and quick volumes also come with their due share of 
problems at the service delivery level. Lack of information and facilitation at the ground level and absence 
of effective monitoring mechanisms are some of the challenges this model is grappling with. It will 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 macro-economic suitability and financing 
plans of these schemes and their long term sustainability also remain.  
Last comes the ΨǾƻƭǳƴǘŀǊȅΩ ƳƻŘŜƭ that promotes microinsurance through hard-selling, much like the 
mainstream insurance and which currently commands only modicum proportions in the sector. The 
sacrifice in insurance is real 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 only if people continue to remain insured for longer 
periods  Voluntary model by its very nature contains an in-built Imperative to promote sustained insurance 
purchase, thus offering better chances of positive impact on vulnerability. Due to these features, voluntary 
microinsurance is likely to remain an area of interest in the years to come, notwithstanding its inherent 
problems of scalability, financial viability and mis-selling besides the inability to offer inorganic growth. 
Expanding outreach among the low income 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 social 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 the other 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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Given this state of affairs, the coming 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 public-private-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 cost-efficient manner.  
 

2.12 Role of Consumer Education in Microinsurance Development  
a. The biggest challenge 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 consumers. The 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 consumers. Insurance 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 insurance19. 

Accordingly. There are several behavioral anomalies that preclude consumers from buying 

appropriate and adequate insurance products. Some of these behavioral anomalies are discussed 

hereunder 

i. Loss Aversion: People become risk-averse when it comes to choosing between possible gains but 

become risk-ǘŀƪŜǊǎ ǿƘƛƭŜ ŎƻƴǎƛŘŜǊƛƴƎ ΨōŀŘΩ ƻǇǘƛƻƴǎ ƛƴǾƻƭǾƛƴƎ ǇƻǘŜƴǘƛŀƭ ƭƻǎǎŜǎΦ Lƴ ΨōŀŘΩ ŎƘƻƛŎŜǎ ǿƘŜƴ 

                                                           
19

 CƻǊ ŦǳǊǘƘŜǊ ƛƴǎƛƎƘǘǎ ƻƴ ǘƘŜ ǎǳōƧŜŎǘ ǇƭŜŀǎŜ ǊŜŀŘ ΨLƴǎǳǊŀƴŎŜ ŀƴŘ .ŜƘŀǾƛƻǊŀƭ 9ŎƻƴƻƳƛŎǎΩΣ YǳƴǊŜǳǘƘŜǊΣ tŀǳƭȅ ϧ 
McMorrow, Cambridge University Press. 
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a large but rare loss is pitted against a small but certain expense, diminishing sensitivity causes risk-

seeking, thus preventing people from buying insurance.  

ii. Status Quo Bias: Every 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 

ƻƴŜΩǎ ǊŜŦŜǊŜƴŎŜ ǇƻƛƴǘΦ {ǘŀǘǳǎ ǉǳƻ ōƛŀǎ ǇǊŜǾŜƴǘǎ ǇŜƻǇƭe from changing their reference points unless 

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 result, the cost people are ready to pay (premium) for 

reduction / mitigation 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.  

iii. Availability Bias: Generally, people tend to under-estimate high probabilities and over-estimate 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 perceptions. People assess probabilities based on the ease with which instances 

of occurrence can be brought to mind. As a result, people rush-in to buy insurance once a natural 

calamity strikes, only to drop-out at a later stage once the memories of devastation start fading.  

iv. Mental Accounting: ¢ƘŜǊŜ ƛǎ ŀ ǘŜƴŘŜƴŎȅ ƛƴ ŜǾŜǊȅōƻŘȅΩǎ ƳƛƴŘǎ ǘƻ ƪŜŜǇ ΨƳŜƴǘŀƭ ŀŎŎƻǳƴǘǎΩ ƻŦ Ǝŀƛƴǎ 

and losses. Typically, we would like to close every account with a gain. Paying premium without any 

ƛƳƳŜŘƛŀǘŜ ΨōŜƴŜŦƛǘΩ ƎŜƴŜǊŀǘŜǎ ŀ ƭƻǎǎ ƛƴ ǘƘŜ ƳŜƴǘŀƭ ŀŎŎƻǳƴǘΦ !ǎ ŀ ǊŜǎǳlt there is a reluctance 

towards buying insurance.  

v. Cognitive Dissonance: Many 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 dropping-out after 

continuing with insurance for a few years.  

c. All these factors make consumer education an imperative for sustainable development of 

voluntary microinsurance. Building the right risk 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 

compared to compulsory and susbsidized approaches.  

d. /ƻƴǎǳƳŜǊ ŜŘǳŎŀǘƛƻƴ ƛǎ ŀ ǇǊƻŎŜǎǎ ŀƴŘ ƴƻǘ ŀ ǇǊƻŘǳŎǘΦ IŜƴŎŜ ƛǘ ōŜŎƻƳŜǎ ŜǎǎŜƴǘƛŀƭ ǘƻ ΨǇŜǊŦƻǊƳΩ ǘƘŜ 

process effectively in order to achieve impact. The process of consumer education typically follows 

the path of education, awareness and information (see Figure 5). While education is aimed at 

creating an understanding and changing attitudes towards the concept of risk and risk 

ƳŀƴŀƎŜƳŜƴǘΣ ŀǿŀǊŜƴŜǎǎ ŎǊŜŀǘŜǎ ǘƘŜ ƳǳŎƘ ƴŜŜŘŜŘ ƪƴƻǿƭŜŘƎŜ ǘƻ ŜƴŀōƭŜ ƻōƧŜŎǘƛǾŜ ŀƴŀƭȅǎƛǎ ƻŦ ƻƴŜΩǎ 

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 components.  
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e. Insurance education is a time-consuming 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 insurance education 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 and skills 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 end-users and also provide information on various available products 

so that consumers can actually exercise choice.  

 

 

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 taken-up financial education agenda 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 financial education campaigns at best, only end-up 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 and tools like 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. But due to 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 

education needs of the population at large.  
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b. 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 number 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 shows a highly diverse picture 

among the states. The difference in utilization rate is more vividly depicted in Figure 6.  

c. Thus while states like Andhra Pradesh are demonstrating high enrollment to the tune of 8.43 million 

lives and a decent utilization rate of 0.248%, other bigger states like Bihar and Madhya Pradesh are 

showing lower enrollments 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 ground-level 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 

LIVES 

COVERED 

CLAIMS 

PAID - 

NO 

ANDHRA 

PRADESH 

84,34,213 20,915 

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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0.248% 

0.131% 

0.000% 

0.035% 

0.083% 

0.052% 
0.019% 

0.015% 

0.050% 
0.049% 

0.036% 

0.113% 

0.178% 

0.030% 

Figure 6: Utilization Rate 
KERALA 15,25,605 230 

MADHYA 

PRADESH 

53,92,581 2,695 

MAHARASHTRA 61,30,487 2,975 

ORISSA 7,09,760 256 

RAJASTHAN 23,64,287 2,666 

TAMIL NADU 6,45,897 1,152 

U.P 41,01,818 1,251 

Source: Open Government Data (OGD) 

Platform India 



91 
 

Chapter 3. Research Methodology  
 

Annotation:  This chapter is dedicated to the Research Methodology used during 

the project. It includes both, the primary as well as secondary research on one hand 

and qualitative and quantitative study on the other. The chapter also includes a note 

on the sample, field work as well as data analysis and methods and techniques used 

for the same. 

 

3.1 Backdrop to Research  
hƴŜ ǇŀǊǘ ƻŦ ǘƘŜ ǊŜǎŜŀǊŎƘ ǎǘǳŘȅ Ƙŀǎ ŎŀǇǘǳǊŜŘ ǘƘŜ ΨǎǳǇǇƭȅΩ ǎƛŘŜ ƻŦ ǘƘŜ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ ƳƻŘŜƭ ƻŦ ǘƘŜ ǘǿƻ 

states of MP and Bihar, wherein it brought out in bold relief the design, evolution and the tenets of the 

model including 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 part of the 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 

manufacturers 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 the nuts and 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 capture thŜ ΨŘŜƳŀƴŘ 

ǎƛŘŜΩ ǾƛŜǿǎ ƻŦ ǘƘŜ ƳƻŘŜƭΦ  IŜƴŎŜ ǇŀǊǘ ƻŦ ǘƘŜ ǊŜǇƻǊǘ ŀƭǎƻ ŘŜŀƭǎ ǿƛǘƘ ǘƘŜ ƻōǎŜǊǾŀǘƛƻƴǎ ƳŀŘŜ ŀƴŘ ŜǾŀƭǳŀǘŜŘ ŀǘ 

the field including running a questionnaire based quantitative survey. While the scope of evaluation and 

the observations thereof are also covered in the subsequent chapters, this chapter briefly describes the set 

of activities taken up and the methodologies adopted for taking up this evaluation at the field level. 

As the study captures both financial inclusion as well as financial literacy, part of of the assignment and the 

report thereof is focused on the evaluation of the models in MP and Bihar. It is supposed to field test the 

hypothesis generated in the research questions proposed at the proposal stage. It begins with the premise 

and assumptions of what has been available at the secondary sources including the level of intervention in 

the inclusion and literacy space and is purely based on and appurtenant to the models described by the 

stakeholders. While a detailed set of tools and techniques used to evaluate the model have subsequently 

been discussed, thebroad set of activities was involved at two broad levels. 

3.2 Research Questions, Hypothesis and Strategy Involved  
There were four Research questions that were posed for the study. While two of 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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σȢςȢρ 4ÈÅ Ȭ!Ó )Óȭ ɉÅØÉÓÔÉÎÇɊ ÓÔÁÔÕÓ ÏÆ &ÉÎÁÎÃÉÁÌ ,ÉÔÅÒÁÃÙ 

SpeciŦƛŎŀƭƭȅΣ ǇǳǘΣ ǘƘŜ ǊŜǎŜŀǊŎƘ ǉǳŜǎǘƛƻƴ ƛƴŎƭǳŘŜŘ ŀǎ  ǘƻ ²Ƙŀǘ ƛǎ ǘƘŜ Ψ!ǎ LǎΩ όŜȄƛǎǘƛƴƎύ ǎǘŀǘǳǎ ƻŦ ƛƴǘŜǊǾŜƴǘƛƻƴǎ 

and understanding on financial literacy in two states namely, Madhya Pradesh and Bihar in general and 

people of Khandwa and Katihar districts in particular 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 the tools 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, State Level Banking Committee  
ii. Relevant Departments of Government ς Panchayat 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 Literacy 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 / Source: 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 workers, 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 basis respectively. 
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: PI and FGDs Conducted towards Testing the Following: 
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. Assessment of Knowledge 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 
Protection etc. 

vii. Their version on the roadblocks in their comprehensive access and use of financial 
systems 

Impact: This would help design the different areas on Financial Literacy and provide an idea as to what kind 

of FL interventions/financial modules are required in the state and districts for individuals with different 

earning patterns and how UNDP-SEWA 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, post 2015. 

σȢςȢς 4ÈÅ Ȭ!Ó )Óȭ ÓÉÔÕÁÔÉÏÎ ÏÆ &ÉÎÁÎÃÉÁÌ )ÎÃÌÕÓÉÏÎ ÉÎ 4×Ï 3ÔÁÔÅÓ 

This research question is targeted to explore as to what is the current status of financial inclusion (FI) in the 

states of MP and Bihar including efforts of State Governments, the SLBCs, DLBCs, FLCC, LDMs and that of 

RRBs and its Impact of the Ground? Answer to the current status of FI was found using the primary and 

secondary surveys. This was accomplished in three ways as follows incorporating the views of the policy 

makers and testing the same at the field level using the tools and techniques mentioned hereunder:  

1.Testing the Level of Intervention and Financial Inclusion from the perspective of policy makers 
and execution side ς Its status and coordination within 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. Relevant Departments of Government ς Panchayat 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 II and inclusion  
vi. DDMs of NABARD 
vii. Lead Bank Manager (LDM) of the District 
viii. District Officials like the DM and CEO Zilla Panchayat 

 
2.Testing the level of financial inclusion with Banks and Post Offices at Ground Level (District / 

Block / Village) ς 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 PIs 

b. Stakeholders: Perspectives of Banks, its BCs and Post Offices ς Supply Side  
i. Number of Banks, Bank Branches including  RRBs and Cooperative Banks 
ii. Number of Bank Accounts opened under the Financial Inclusion drive so far 

including accounts opened for cash transfers, fI accounts and those at branche 
iii. Availability of Banking Correspondents  and Ultra Small Branches (BCs/USBs) and 

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 pension companies 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 / Village) ς The Demand 
Side Perspective.  Understanding from 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:  Focused Group Discussion (FGD) and In Depth Interviews (IDI) 
ii. Quantitative Tools: Survey based Structured Questionnaires and PIs 
iii. Stakeholders: This will include perspectives of Community Members ς Demand 

Side  
iv. Understanding, Suitability and Need for Banking Accounts 
v. Ease of Opening and Operating Banking Accounts 
vi. Turn- Around-Time for Processes  
vii. Issues related with KYC et al 
viii. Purposes and Use of Banking accounts 
ix. Need Versus Demand for Social Security Products ς Insurance and Pensions  
x. Demand side view of understanding the 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 Inclusion ς Its Status in State 
and Districts  

a. Type of Research: Secondary 
b. Tools Used: Literature Review and Desk Review 
c. Stakeholders / Source : Secondary 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.LΩǎ ŘƻŎǳƳŜƴǘǎ ƻƴ ōŀƴƪƛƴƎ ǎǘŀǘǳǎ ƛƴ {ǘŀǘŜǎ 
Impact: This would help design the type and level of intervention required for each state in order to 
gear up for Financial 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 and help UNDP/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 literacy that 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 the micro pensions and insurance 
where the GoI 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 research which 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 different instruments and covering 

various risks.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 Diversified Portfolio of securities under a regulated environment.  

The purpose of this research was the testing the level of intervention required to create a strategy towards 
an ecosystem for implementing practices for micro wealth for  women and promote the compliance of SHG 
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 that the 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 
ƻŦ b!.!w5Ωǎ {IDнΦ aƛŎǊƻ ǿŜŀƭǘƘ ƳŀƴŀƎŜƳŜƴǘ ŦƻǊ ǿƻƳŜƴ ǎƘŀƭƭ ŀƭǎƻ ƘŜƭǇ ƛƴ financial deepening and take 
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 in 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 for pitching the literacy based inclusion at different levels or a 

universal model of literacy and inclusion be fit for all. Solution to such questions are purely exploratory in 

nature and shall depend on the capacity requirement and literacy level for different states. 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 one hand 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 implementing financial 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 including field level 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 need of 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 FI 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 and designed 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 

SCRIPT as mentioned 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 state/ district 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 and other implementation documents to get an idea of 

current level of the implementation. Since 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 fruition were 

also studied.  5ƻŎǳƳŜƴǘƛƴƎ Ψ!ǎ LǎΩ ǎƛǘǳŀǘƛƻƴ ŦƻǊ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ ŀƴŘ CƛƴŀƴŎƛŀƭ [ƛǘŜǊŀŎȅ ǊŜǉǳƛǊŜǎ 

both the secondary as well as primary research. It would involve both the quantitative as well as 

qualitative research in the field. As mentioned above, the first Output shall be a mere 

documentation of facts which would be entirely based on  

3.3.1 Literature Review  

A complete review of available Literature including generic literature on financial inclusion, 

various circulars and orders issued by the Government 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. The documented minutes of the SLBCs of MP 

and Bihar were also studied and analyzed for understanding the past and current status. 

Specifically, the desk study included but not limited to the following: 

1. wŜǎŜǊǾŜ .ŀƴƪ ƻŦ LƴŘƛŀΩǎ 5ƻŎǳƳŜƴǘǎ 
a. wŜǎŜǊǾŜ .ŀƴƪ ƻŦ LƴŘƛŀΩǎ Ǿƛǎƛƻƴ ƻƴ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ ǾƛȊΦ hōƧŜŎǘƛǾŜΣ !ǇǇǊƻach, 

Institutional Mechanism etc.  
b. Pradhan Mantri Jan Dhan Yojana 
c. w.LΩǎ tƻƭƛŎȅ LƴƛǘƛŀǘƛǾŜǎ ǘƻ CƻǎǘŜǊ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ ƛƴŎƭǳŘƛƴƎ wŜƭŀȄŜŘ Y¸/ bƻǊƳǎ 

and Roadmap for Banking Services in Unbanked Villages including 
i. Reach 
ii. Access 
iii. Products 
iv. Transactions (DBT) 

d. RBLΩǎ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ tƭŀƴǎ ŦƻǊ .ŀƴƪ ŦƻǊ ǘƘŜ C¸ нлмл ς 2013 and 2013 ς 2016  
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e. w.LΩǎ CƛƴŀƴŎƛŀƭ [ƛǘŜǊŀŎȅ DǳƛŘŜ  
2. DƻǾŜǊƴƳŜƴǘ ƻŦ LƴŘƛŀΩǎ Ǿƛǎƛƻƴ ŀƴŘ ǾƛŜǿǎ ƻŦ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ 

a. Circulars issued by the Department of Financial Services (DFS), Ministry of 
Finance (MOF), Government of India on Financial Inclusion 

b. Circulars issued by the UIDAI of India and its correspondence with the DFS and 
w.L ƻƴ ōŀƴƪƛƴƎ ŀŎŎƻǳƴǘǎ ǘƻ ōŜ ƭƛƴƪŜŘ ǿƛǘƘ ǘƘŜ Ψ!ŀŘƘŀǊΩ ŦƻǊ ŀŎƘƛŜǾƛƴƎ ŜŦŦƛŎƛŜƴǘ 
transfers 

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

3. [ƛǘŜǊŀǘǳǊŜ wŜǾƛŜǿ ƻŦ DƻǾŜǊƴƳŜƴǘ ƻŦ .ƛƘŀǊ ŀƴŘ aŀŘƘȅŀ tǊŀŘŜǎƘΩǎ Ǿƛǎƛƻƴ ŀƴŘ ǾƛŜǿǎ ƻŦ 
Financial Inclusion 
a. atΩǎ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ aƻŘŜƭΩǎ tŀǊŀŘƛƎƳ {ƘƛŦǘ  

i. Geographical Norms for Installation of Ultra Small Banks (USBs)  
ii. Concept of Shadow Area Villages 
iii. Universal Opening of Bank Accounts 

b. aŀŘƘȅŀ tǊŀŘŜǎƘΩǎ {ŀƳŀƎǊŀ {ŀƳŀƧƛƪ {ǳǊŀƪǎƘŀ aƛǎǎƛƻƴ ό{{{aύ ǘƻǿŀǊŘǎ ōǳƛƭŘƛƴƎ ǳǇ ŀ 
common data base 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 
4. Central Bank of India and State Bank of India as 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. Enrollments and New Account Opening 
vi.  Following KYC Norms 
vii. Transactions 
viii. PMJDY and its implementation  

b. /ŜƴǘǊŀƭ .ŀƴƪ ƻŦ LƴŘƛŀΩǎ aŀŘƘȅŀ tǊŀŘŜǎƘ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ 5ƻŎǳƳŜƴǘ ƛƴŎƭǳŘƛƴƎ 
Updated Statistics on FI and FL 

c. {ǘŀǘŜ .ŀƴƪ ƻŦ LƴŘƛŀΩǎ .ƛƘŀǊ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ 5ƻŎǳƳŜƴǘ ƛƴŎƭǳŘƛƴƎ ¦ǇŘŀǘŜd 
Statistics on FI and FL 

d. aƛƴǳǘŜǎ ƻŦ .ƛƘŀǊ ŀƴŘ atΩǎ {ǘŀǘŜ [ŜǾŜƭ .ŀƴƪƛƴƎ /ƻƳƳƛǘǘŜŜ ό{[./ύ  
e. Bankers Leveraging on FLCCs and R-SETIs Platform for Greater Financial Deepening 

5. bŜǿǎ .ǊƛŜŦǎ ƻƴ .ƛƘŀǊ ŀƴŘ aŀŘƘȅŀ tǊŀŘŜǎƘΩǎ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴ aƻŘŜƭ 
6. Sundry Publications 

a. ¦b5tΩǎ wŜǇƻǊǘ ƻƴ {ŀƳǊǳŘŘƘƛ 
b. Reportage on Round Table Conference on SMARUDDHI 
c. SEWA UNICEF Conference Report on Unconditional Cash Transfers (UCTs) in MP 
ς Two Pilot Studies of Indore District  
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3.4 Primary Data Gathering  
While, the evaluation did involve interactions with the state level teams as well, the first-hand feel and the 

realities of the model implementation was obtained through the visits to a set of sample districts, Janpads 

and villages. At the district level, it involved meetings and interaction with the district level officials of the 

banks, Zila Panchayat and the Janpad Panchayats. It also involved visits to villages and in turn to the 

USBs/CSPs to understanding the functioning and the rollout of FI model and the PMJDY. It also involved 

collection and analysis of various status, progress and monitoring reports at the district and village levels. 

The visits to villages and USBs involved interactions with BCAs, CSP Operators, Panchayat level officials and 

also with the MGNREGA and Pensions beneficiaries and customers of the CSP / USBs etc. the target  

The states have a 3-tier system of Panchayati Raj and consists of: 

¶ Village-level Panchayats 

¶ Block-level Panchayats 

¶ District-level Panchayats. 
It was therefore necessary to visit at each of this tier at the 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 survey was performed 
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 consultants have met the various officials as mentioned earlier and documented the 

deliberations with them. It is being produced in the current report along with the secondary 

literature review. During the field visits to the districts, the consultants have also probed further 

the responsibilities and role of a range of banks / institutions ς Public 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 literaŎȅΦ ¢ƘƻǳƎƘ ǘƘƛǎ ǿƻǳƭŘ ŜƴŎƻƳǇŀǎǎ ǘƘŜ ΨǎǳǇǇƭȅ ǎƛŘŜΩ 

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 

ΨŘŜƳŀƴŘ ǎƛŘŜΩΦ 

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 safe place 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, easy-to-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 study has also 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 the ΨǎǳǇǇƭȅ ǎƛŘŜΩ ŀƴŘ ǘƘŜ ǊƻŀŘōƭƻŎƪǎ ǘƘŀǘ ǘƘŜȅ Ƴǳǎǘ ƘŀǾŜ ŦŀŎŜŘ ƛƴ ŘǳŜ 

course to reach to a decision. 

3.4.3 Individual and Group Survey  

Within the primary research a mixed methods approach was adopted for the survey that involved 

both quantitative and qualitative measures. Qualitative research was conducted to identify and 

explain the variations in figures reaching through primary survey or secondary research. 

Qualitative research included Focus Group Discussions (FGD) and In-depth Interviews (IDI) with 

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

3.4.4 Quantitative Research / Survey  

As mentioned elsewhere the secondary research output of the study would be performed purely 

ŦǊƻƳ ǘƘŜ Ψ{ǳǇǇƭƛŜǊΩ ǎƛŘŜ ƻŦ ǘƘŜ ǇƻƭƛŎȅ Ƴŀƪers and implementers and would be confined to the 

versions of the stakeholders engaged in manufacturing and distributing the product and processes 

including the government agencies. However, the issues of financial inclusion and the level of 

financial literacy including the need for any further intervention were also to be tested at the 

ground. Individual separate interviews were taken with a sample of Users and Non-users of 

various services of the financial inclusion model. As mentioned elsewhere, a more structured 

questionnaire was developed and administered while taking these interviews. The 

Interview/questionnaire had similar checklist as that of the FGDs. However, the responses to the 

checklist items were more personal and individual as against group responses in the FGDs. The 

data and information obtained from this tool was analyzed and provides an empirical base to the 

evaluation of the level and understanding of financial literacy as well as level of inclusion in the 

financial system. 

The conclusions of the institutional survey phase namely, field visits and deliberations including 

the institutional surveys swiftly precipitated as a hypothesis for the second phase namely, primary 

research with the community members that would be required to be tested at the ground using 

various research based tools and techniques and a pre defined sample size. 

3.4.5 Target Group  

While the institutional entities have already been defined elsewhere in the report, this sub section 

pertains to the quantitative survey that was conducted amongst the informal sector workers 

specially targeting women workers. This was accomplished by running a structured questionnaire 

amongst a pre decided sample size that was selected on a stratified random sampling basis.  

Essentially the focus of the primary survey was on those who either did not have a bank account 

or those who did not have active bank accounts.  It is important to recognize that demand can be 

sustainably generated after understanding multiple realities of the clients.  The client in our case 

was informal women workers who had varied types of payment schedules for their meager 
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earnings.  Some like domestic workers received payments on a monthly basis, the home-based 

workers receive payments on a weekly basis and the street vendors on a daily basis et al. The 

construction workers were 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 women were 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 almost impossible for them.  Demand could only be created if financial products and 

services were catered to the multiple realities of the clients.  Similarly coverage of different 

occupational groups helped in disaggregating the data. Finally, 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 hundred was considered sufficient more on a convenience basis rather 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 samplingwas used to select the sample households as well as the individuals 

within the household for the survey purpose. The method of sampling therefore involved the 

division of a population into smaller groups as strata. Typically, in stratified random sampling, the 

strata are formed based on members' shared attributes or characteristics and in this case, it would 

be women engaged in different occupation including house wives. A random 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 district. These subsets of the strata were 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 

Male 53 36 89 

Female 247 264 511 

Total 300 300 600 
 

However, since the focus of the UNDP Sewa study 

is on women and the fact that Sewa Bharat largely 

works with women, it was considered that at least 

80% of the sample size shall comprise women 

workers from the informal sector. 
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Sample Distribution  

Type of workers 
Bihar MP Total 

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 the banking and 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 occupations20: 

a. Agricultural Laborers 
b. Agriculture Owner Workers 
c. Building and Other Construction Workers 
d. Home Based Workers (Beedi, Stitching, Agarbatti etc.) 
e. Street Vendors and Petty Shopkeepers 
f. Housemaids working in other houses for wages 
g. Forest Workers 
h. Workers engaged in Animal Husbandry, Looking after Animals, Arranging Fodder 

etc. 
i. Paid Employment / Jobs / Service 
j. Tailor, Barber, Carpenter, Blacksmith, Potter, Mechanic etc. 
k. Home Maker / House wife  
l. Others  

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

                                                           
20

 The list is not exhaustive and shall vary 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 work began on 8th of October and started with the training of the supervisors and 

surveyors on the research, design and 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 effort was been 

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 every question 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. They were 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 from the field. In 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 revised 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 zero after the testing of the 

questionnaire and training of the staff. 

Manpower Requirement for Each District: In 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 day for contingency) 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 were able 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 FGDs as well as taking 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 at both the 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 Khandwa 

and Khalwa blocks of East Nimar district (Khandwa district). 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 

areas were already selected. 

The supervisor had gone in the 

field along with respective 

surveyor's team and ensured 

that whether each surveyor 

was getting responses properly.  

The supervisors ensured that 

filled in questionnaires were 

complete in all respect, and on 

the same day they used to 

check each and every 

questionnaire of their respective team, and in case of any doubt in the responses given by the 

respondent, supervisors marked with pencils and sent again to surveyors to correct it. After 

getting questionnaires from the surveyors, the supervisor selected randomly and used to go 

with the questionnaire to the same households and respondents and asked same questions 

for back checking on the same day. About 30-40 percent back checked was done by 

supervisors on the same day with the respondent to ensure the quality of questionnaire.  

 

3.5 Qualitative Research / Focused Group Discussions (FGDs) 

For the purpose of conducting the FGDs, the same location of blocks and villages were identified 

and chosen as were selected for the purpose of quantitative survey. However, the villages were 

kept different between the two as the locations selected was based on certain characteristics like 

higher concentration of occupational women workers, remote areas, high incidence of migration 

(Bihar), prevalence of tribal traditional norms (Khandwa), low literacy rate etc. In each location 

FGDs were conducted with all the target groups separately to understand the issues related to 

access to banking accounts, financial products, financial literacy, traditional norms on savings and 

banking, gender difference in perception of financial inclusion and literacy, factors influencing 

financial literacy and retention of money in G2P accounts, and family factors regarding 

understanding of risk perception and contributing to budgeting and savings on a sustainable basis. 

FGDs were organized in each of the identified Blocks and villages under the study. At least one 

FGD was organized with the group of Users and Non-Users of the services, separately, in each of 

the identified blocks.  
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a. With Users: The kinds of services available to them through the existing or 

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 quick comparison of the costs (monetary and 

otherwise) involved in availing these services ς presently and earlier, response 

system and response mechanism of the service providers, instances of disruption of 

the promised services, reasons quoted for such disruptions ς 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 scope of improvement 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 risk perception 

against non savings, risk of death and risk of longevity as perceived for insurance 

and pension products. 

b. With Non-Users: What are the reasons of still being/remaining the Non-users of 

these financial services, are these supplies side issues, demand side issues, the 

costs related issues, eligibility related issues, or other issues, what is the awareness 

about the services on offer ς banking, remittance, payments, e-FMS, availing of 

SSSM services in MP, what is the feeling about these services on offer in the 

villages/locality, what else should be done to bring the Non-Users 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 models and approaches on Financial Literacy 

ōŀǎŜŘ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴΣ ǘƘŜ ŦƛǊǎǘ ƳƻŘŜƭ ƴŀƳŜƭȅΣ Ψŀƴ ŀŘǾŀƴŎŜ CL ƳƻŘŜƭ ǘƘŀǘ ǊŜǉǳƛǊŜǎ ŦƛƴŀƴŎƛŀƭ 

ƭƛǘŜǊŀŎȅ ŀƴŘ ŎŀǇŀŎƛǘȅ ōǳƛƭŘƛƴƎ ǘƻ ŀǘǘŀƛƴ ŦƛƴŀƴŎƛŀƭ ŘŜŜǇŜƴƛƴƎΩ ŎƻǳƭŘ ōŜ ǘŜǎǘŜŘ ŀƴŘ ƘŜƴŎŜ ǿŀǎ 

proposed for MP.  

The hypotheses behind 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 

LƴŎƭǳǎƛƻƴ ƳƻŘŜƭ Ψ{ŀƳǊǳŘŘƘƛΩ ƛƴ WŀƴǳŀǊȅ нлмп ǘƘŀǘ ƛǎ ƭŀǊƎŜƭȅ ŦƻƭƭƻǿƛƴƎ ǘƘŜ D ς 20 Global Best  

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 country.  The 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 and 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 the process of financial 

inclusion.  

Field Visit to Madhya Pradesh 

Project wŜǎŜŀǊŎƘ hǊƛŜƴǘŜŘ {ǘǳŘȅ ƻƴ Ψ[ƛǘŜǊŀŎȅ .ŀǎŜŘ ¢ƻǘŀƭ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴΩ 

Client UNDP / SEWA 

Dates of Visit  22
nd

 September 2014 ς 26
th
 September  (Five Days) 

Places Visited Bhopal,  

Khandwa 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: Bhopal 

1. Meetings at the State Government Level with Additional Chief Secretary (ACS) of 

Department of Rural Development and Department of Finance. These meeting were 

ǘŀǊƎŜǘŜŘ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ tƻƭƛŎȅ ŀƴŘ {ǘǊŀǘŜƎȅ ƻŦ ǘƘŜ w5 5ŜǇŀǊǘƳŜƴǘΩǎ ƛƴƛǘƛŀǘƛǾŜǎ ƻƴ 

Financiaƭ LƴŎƭǳǎƛƻƴ ŀƴŘ ǘƘŜ C5Ωǎ ǊƻƭŜ ƛƴ ǘƘŜ taW5¸ ŀƴŘ ƛǘǎ ǎǘǊŀǘŜƎƛŜǎΦ  

2. Meeting with the Additional Secretary ς Panchayat and Rural Development 

Department who is in charge of monitoring and mapping of un-banked villages. 

Technical integration of NREGAsoft with CBS platforms and SANCHAY Post and the 

inter agency coordination like bank, post office and NIC etc. 

3. Meeting with the Mission Director, Financial Inclusion ς Pradhan Mantri Jan Dhan 

Yojana (PMJDY) and the officials of the Commissioner Institutional Finance (CIF) as well 

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 Officials 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 banking linkages etc. 

5. .ŀƴƪŜǊǎΩ aŜŜǘƛƴƎǎ ǿƛǘƘ ǘƘŜ /ƻƴǾŜƴŜǊ ƻŦ ǘƘŜ {ǘŀǘŜ [ŜǾŜƭ .ŀƴƪƛƴƎ /ƻƳƳƛǘǘŜŜ ς Central 

Bank of India. This was targeted to understand the perspectives of the various Banks 

including their achievements, role and future strategy.  

6. Officials of the 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 FI in 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 bankers through the LDM as well as NABARD 

2. Meeting at Bank level - Lead District Manager ς 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 status and the strategy involved with opening banking 

accounts under the recently launched PMJDY. 

3. Meeting with NABARD official ς District 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 II 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 perspective 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  

¢ƘŜ ǎŜŎƻƴŘ ƳƻŘŜƭ ƴŀƳŜƭȅΣ Ψŀ ōŀǎƛŎ CL ƳƻŘŜƭ ǘƘŀǘ ǊŜǉǳƛǊŜǎ ŦƛƴŀƴŎƛŀƭ ƭƛǘŜǊŀŎȅ ŀƴŘ ŎŀǇŀŎƛǘȅ building 

ǘƻ ƻǇŜƴ ŀƴŘ ƻǇŜǊŀǘŜ ōŀǎƛŎ ōŀƴƪƛƴƎ ŀŎŎƻǳƴǘǎ ōȅ ǿƻƳŜƴΩ ŎƻǳƭŘ ōŜ ǘŜǎǘŜŘ ŀƴŘ ƘŜƴŎŜ ǿŀǎ ǇǊƻǇƻǎŜŘ 

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 the area of financial inclusion. In this connection and 

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 

Katihar 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 level or at execution level.  

Field Visit to Bihar 

Project wŜǎŜŀǊŎƘ hǊƛŜƴǘŜŘ {ǘǳŘȅ ƻƴ Ψ[ƛǘŜǊŀŎȅ .ŀǎŜŘ ¢ƻǘŀƭ CƛƴŀƴŎƛŀƭ LƴŎƭǳǎƛƻƴΩ 

Client UNDP / SEWA 

Dates of Visit 15
th
 September 2014 ς 19

th
 September  (Five Days) 

Places Visited Patna City,  

Katihar District Headquarter and  

Katihar Rural 

Approvals  Sewa Bharat 

Persons Dr. Kavim V Bhatnagar, Mr. Niraj Kumar and  

Sewa Bharat Team ς  

Maushmi, State Coordinator Sewa Bihar 

Swati, District Coordinator Katihar  

 

3.7.1 Institutional Survey in Bihar  

A series of meetings 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 5ŜǇŀǊǘƳŜƴǘΩǎ ƛƴƛǘƛatives on Financial Inclusion.  

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 RD including the inclusion on 

SHGs and banking linkages etc. 
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4. .ŀƴƪŜǊǎΩ aŜŜǘƛƴƎǎ ǿƛǘƘ ǘƘŜ /ƻƴǾŜƴŜǊ ƻŦ ǘƘŜ {ǘŀǘŜ [ŜǾŜƭ .ŀƴƪƛƴƎ /ƻƳƳƛǘǘŜŜ ς State 

Bank of India. This was to targeted to understand the perspectives of the various Banks 

including their achievements, role and future strategy.  

5. 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 perspective, strategy, achievements 

and their role in the overall FI in Bihar. 

6. Meeting with officials of relevant Civil Societies ς Samman Foundation, an organization 

which initiated a need based financial inclusion almost a decade back and displayed a 

precedence to bankers et al as to why and how the FI should be need based and not 

merely for sake of FI. 

B. Meetings at the District Level  

1. Workshop with all Bankers of the District at the auspices of the District Magistrate. This 

was at the invitation of the DM Katihar and was organized by the Lead District Manager 

(LDM ς Central Bank of India). While the DM Katihar introduced the team of UNDP Sewa  

project there were intense discussions on the PMJDY as well. 

2. Meeting at Bank level - Lead District Manager ς Central Bank of India. 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. 

3. Meeting with NABARD official ς District 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 II of the NABARD that pertains to individual bank accounts and 

savings. 

4. Regional Rural Bank ς Uttar 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 RRB towards financial 

inclusion. 

5. Field visit to the Financial Literacy Center (FLC) ς owned, 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 in 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 actual grass 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 the 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 at different locations 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 data received from the individual respondents belonging to different household and 

community questionnaires one software package shall be developed in MS-Access. The package shall be 

tested with a small set of completed questionnaires and the errors that shall be identified shall be rectified. 

Data entry operators and supervisors shall be trained during October 2014 before the data entry work 

starts. Data entry and cleaning shall be completed during early November 2014 and analysis shall be 

completed by mid November after 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 was found relevant. Analysis was carried out using SPSS. The findings are presented 

through charts and tables in Chapter 7. 

  


































































































































































































































































































































