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Abstract: India as a country presents great diversity in its geography, history, and culture and
population demography. This diversity makes it extremely difficult to suitably categorize the country n
economic, political, religious or demographic grounds. Post-Independence growth has led to overall
development of the country as a whole but it has also divided it into two distinct segments thus
providing a suitable basis of categorization in the form of Rural and Urban India. As per the census of
2001 only 27.78% population of the country lives in the urban segment while the rest are still residing in
the inherently characteristic Rural India. This paper deals with the challenges the diverse nature of India
poses to the overall development of the country and attempts to examine the relationship between
financial inclusion and development by identifying the empirical factors that are associated to the
various levels of financial inclusion. Based on the review of literature to find the best methods to deliver
financial education for financial inclusion, this paper highlights the results of the survey conducted to
understand the inclusion better, solutions found, discusses the main lessons learnt and the potential
way forward. The overall analysis to see how a country is developing would push forward to a path much
needed by people of rural India as it would highlight the changes in the various variables included in
this study and will give feedback and direction to policy makers.

Keywords: Finance, Financial Inclusion, Government Policies and Regulations, Multi-Dimensional
Index.

Definition of Financial Inclusion: GOI (2008) defines Financial Inclusions as the process of ensuring
access to financial services and timely and adequate credit where needed by vulnerable groups such as
weaker sections and low income groups at an affordable cost. The main target for providing and
delivering financial services are the low income groups and to provide them financial services for better
standard of living and income.

Banerjee and Newman (1993) have observed that the way to exit the spiral of poverty is by enhancing the
productivity and access to finance. Beck et al (2009) observed that a well-developed financial system
accessible to all, reduces information and transaction costs, influences savings rates, investment
decisions, technological innovation and long run growth. The importance of Financial Inclusion to
national economies is evident from the support extended by individual governments and international
bodies around the world. (Frost &Sullivan Report, 2009)

According to the National Sample Survey Organization (2003, 59" round) 45.9 million farmer
households in the country (51.4%), out of a total of 89.3 million household do not access credit, either
from institutional or non-institutional sources. Farm household’s not accessing credit from formal
sources as a proportion to total farm households is especially high at 95.91%, 81.26% and 77.29% in the
North Eastern, Eastern and Central Regions respectively. The report of the Committee on Financial
Inclusion constituted by Government of India (Rangarajan, 2008) reports that 73% of farmer households
have no access to formal sources of credit. India alone has 560 million people who are excluded from
formal source of finance and this is in strong correlation with the 41.6% of the population (457 million)
that still lives below the poverty line i.e. US $1.25/day (NCR Whitepaper on Financial Inclusion, 2009).
According to the United Nations for the main goals of Inclusive Finance are as follows (2003):
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Access at a reasonable cost for all households and enterprises to the range of financial services which
are “bankable,” including savings, short and long-term credit, leasing and factoring, mortgages,
insurance, pensions, payments, local money transfers and international remittances

Sound institutions, guided by appropriate internal management systems, industry performance
standards, and performance monitoring by the market, as well as by sound prudential regulation
where required

Financial and institutional sustainability as a means of providing access to financial services over
time

Multiple providers of financial services, wherever feasible, so as to bring cost-effective and a wide
variety of alternatives to customers (which could include any number of combinations of sound
private, non-profit and public providers).

Literature Review:
The level of financial inclusion in India can be measured based on three tangible and critical dimension.
These dimensions can be discussed under the following heads:

1.

Branch Penetration: Penetration of a bank branch is measured as number of bank branches per
one lakh pollution.

Credit Penetration: Credit Penetration takes the average of the three measures: number of loan
accounts per one lakh population.

Deposit Penetration: Deposit penetration can be measured as the number of saving deposit
accounts per one lakh population.

Credit Penetration is the key problem in the country as the All India Average ranks the lowest for credit
penetration, for increasing the level of financial inclusion, the Gol and RBI have taken a few actions
which include the following:

Nationalization of Banks (1969, 1980)

Priority Sector Lending Requirements

Establishment of Regional Rural Banks (RRBs) (1975, 1976)
Service Area Approach (1989)

Self-Help group-bank linage program (1989,1990)

In the recent years, the CRISIL Inclusion Index for 2009-10 also show a very dismal situation (Table 1),
but 2011 report shows some progress in the area of financial inclusion in India. Table 2 depicts the Bank
Group and Population Group wise Number of Functioning Branches as on March 31, 2015

Table 1: Financial Inclusion At Regional Level

Region Inclusix 2011 Inclusiz 2010 Inclusixz 2009
India 40.1 376 354
Scuthern Region 62.2 58.8 549
Westemn Region 382 358 330
Northern Region 37.1 348 333
Eastern Region 286 263 243
North-Eastern Region | 28.5 26.5 138

Source: CRISIL (2013)

Table 2: Bank Group and Population Group wise Number of
Functioning Branches as on March 31, 2015

Bank Group Rural Semi Urban | Urban Metropolitan Total

5Bl & its Associates 8029 6593 4304 3622 22548
Nationalised Banks 21228 16428 12604 11325 61585
Other Public Sector Banks 377 528 479 378 1762
Private Sector Banks 4302 6457 4521 4698 19978
Foreign Banks 8 12 57 247 324
Regional Rural Banks 14613 3748 1071 228 19660
Grand Total 48557 33766 23036 20498 125857
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Source: http://financialservices.gov.in/

Measuring Financial Inclusion - Financial Inclusion Index: To measure the extent of financial
inclusion, the first step is to identify the indicators that measure the level of accessibility of financial
services in a country. Kempson et al (2004) identified six common reasons for financial exclusion even
though the extent varies from country to country. These barriers are identity requirements; terms and
conditions of bank accounts, levels of bank charges, physical access to bank branches, psychological and
cultural influences and ease of use of banking services and to construct the survey, it is important to
explore the existing dimensions and indicators and hence, is divided in two segments:

Segment 1: Mandira Sarma, (2008 a) in her concept note ‘Index of Financial Inclusion’ has considered
three dimensions to measure the extent of inclusion namely:

1) Depth (penetration) of access using a proxy measure of the number of bank accounts per 1000
population 2) Availability to measure proximity of access using the number of bank branches and
number of ATMs per 1000 population 3) Usage to measure the extent and frequency of use by the
customers.

Rashmi Umesh Arora (2010) in her paper ‘Measuring Financial Access’ has calculated the index of
financial inclusion using more variables in the outreach dimension. She also captures geographic
penetration. She added the dimensions of ease and cost of transaction.

Segment 2: Sarma (2008) in her studies looks at only ‘penetration (2 variables)’, ‘availability’ and ‘usage’
(1 variable) for data. Arora (2010) added the dimension of outreach (2 variables), Ease of transaction (12
indicators) and Cost (6 indicators).

Thus, the survey formulated by considering these dimensions and indicators is given below and was
circulated among the class 4 employee such as mess workers and security guards of BITS Pilani.

[

Gender MF

Ocoupation: ________

No. of faumly members: _ aduits _ children.

A SAVINGS.

L your housebold having 3 one bank account? Yes No

2 No. of account: in your household 12 3 4 Mot

Corrent Bank A C
Fexed Deposit A C

3 Which trpe of account do you have® Saving: Bank AC
Recurring Deposit A'C

1f other:. (please specify)
4.1 the bank acconnt with 3 cheque book?  Ye: No

£ Whiat were the reazon: that your houtebold opened the sccount”

1 Teorecerve Govt payment: from NREGP

u Torecere Govt paymests from scheme: otber thas NREGP
m  Forrecerving renuttance:
w

v
n
.
Village Panchayat Offierals Bank Officials
4 Neghbor Friends Relatives
W Wother, (please pecify)
*H

Who belped rou open the sccount”
ow frequently do ou save in your account”

Den'tsave never
W Atleast once s mosth

i Less than once s month

W Iputmmoney 2 and when I can

v Thavepaid money in but not 1n past 12 months

W Thave not added movey cance account wa: opesed
W [Fothers, (please specsfy

9. Reaons for heing refased 2 bank account:
i Neld

Previon: bad credst hustery

No job. unemployed

Had to have » mumumum smount

Had debts

S43Ee

Thought ] wa: not rusworthy

s Not ved bere long enough - no credst Butory - wse pouse’s acsoust
v Dost know - did not say

& Wothers, (plexse specify)

10, Are you aware that bauks are opening zero min. balance accounts for everyoue? YES  NO

B BORROWINGS:

11. Have your housebold ever borrowed or taken 2 loau?
No

yes, from where?  Banks
If other:, (please specify)
1216 borrowed from bauks, which of the following ressons led to this choice”

Relanve: Friead: Moneyiender:

i Lowste of sterest
u Was offered/amanged by the bazke
W I ey (vagse)
& Trustworthy lender
v Wothers, (plexse specify)
13,16 borrowed from ources orher than bank:. which of the following reaon: led to this choice”

Being able to borrom relatvely sumal] cum:
1dsé not need 1o protade secunty or pusrastee:
Trwas svalable Jocally
Tean make repayment: in 2k m -mall weekly or formughtly um:
Ity convenient because thes come % the docr to coliect
@ Itis becawe I know e lendericollector
m Hother, (pleace specify)
14, 1 ever borrowed, what was the type of the creditloan®

PER T

Yer Mo  Notacked for smy credt

19. 1 you were refuted, do you know why you were turned down” Please give deenil

. OTHER FINANCIAL SERVICES
20, Are you uting amy other form of fimascial rervice or product”

i Ne
i Fyes, then whichone Insurance
W [others, (please specify

21 What were the reasont for not availing auy form of insurance”

Credsteud  Debiteard

Too expensive. can't afford #

Just dos't bother. 50 seal ea-on:
Noneed for st

1 dosit have mmch. nothung vahiable
Tam i proces: of downg #

n Nomowance mea comng 1 door sow
i Have to have bank account

i Wothers, (please specefy

21 W already baving insarance, which of the following rype s it”

PR

Life mowance Hoaldsmowance  Velucle smswance
otber:. (pleace specsf)
22, Reason for asing the above said financial service(:®
23 What difficaltie: were faced in the proces: of acces:ing the above fimancial service(:)?
24, In the pact three years, have you been refused sy of the above financial product(s)
L Ye
u Yo
Vot adked for my credit
28,1 you were refused, do you know why you were turned dowa? Pleace give detail:
26, Over the pact couple of sears, have you been auswhere for tahing sdvice about money matter:”
* Ne. nowhere o Fmancial Advser #Socisl worker ¢ Others

* Famuiyfnends *Bank

27, And would you say this advice was

3 Reacon: for not having 2 bask account L S
i Ihaveso moneylirtle money to putin 8 DBumsmslom o Veryhelpfdl  Helpful o Nesther helpfial nor mmbeipfal  © Very uheipfil  » Not sure
u No bank m this area W TrsusgEducation loan
w Ne pount - benefit: received in cach w Velucle loas
& Moyuia giidinseh v U parscaal loss, purpose of the lows X . 25,15 there any fimancial advice center eredit counseling conter in your area” Yoo No
2 DNy e i e T Rrh Rt 29,1 yes, how saifid ave you with ts working and the dvie if provider”
vt Leagthy processes v Ifothers, (please specfy) Completely -an:fied Soncfied  Juwtoh Unsan:fied  Completely unsatiified
“: ::m::-:;::- 17, M loan was availed. what difficulties were faced in the process” 30. 1 you are not satisfied with it: working, thea pleate give reasons.
& Wit Gl quidi) 15, In the pact three yoars, have you boen refused 2 losn or credit” 31 At precent how worried ate you sbout petting into debt”
Results:
Table 3: Respondents having Bank Account
Bank Account No. of Respondents Percentage
Having Bank Account 43 86%
Not Having Bank A/c 7 14%
Total 50 100
Source: Primary Data
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Table 4: Type of Bank Accounts Preferred by the Respondents

Bank Account No. of Respondents Percentage
Savings Bank A/c 48 96%
Time Deposit o o
Recurring Deposit 2 4
Others 0 0
Total 50 100

Source: Primary Data

Table 5: Financial Products and Services Awareness among Respondents

Options Frequency Percentage
Very High 6 12%
High 18 36%
Average 17 34%
Low 9 18%
Very Low o 0%
Total 50 100%

Source: Primary Data

Conclusion: From Table 3, we can conclude that Financial Inclusion, in the case of Pilani, which is a
secluded town on the outer of Thar Desert and on the border of Rajasthan and Haryana, is more on the
good side. This is because, although being a secluded place, we have the access to majority of financial
services, and even the class 4 employees, who even get financial advices from their peers or
subordinates. Along with the access to these services, there is awareness among the people about these
services and the requirement to avail these services.

Although, the indices always have been accepted yardstick to measure performances as it allows the
comparison between countries and establishes a ranking. This ranking can define how inclusive or
exclusive are the financial services of a country While the importance of these indices is extreme, the
interpretation of the same should be made with care because the values of these indices impact the
financial inclusion-exclusion of a country and may not reflect the extent of impact made by the
initiatives of any given country. It is therefore necessary to also measure the extent of financial inclusion
within a country and study the trend without reference to the world’s min-max values such that it will
highlight the absolute performance within a country and also aid comparison over a period of time. Such
an analysis will highlight the changes in the various variables included in this study and will give
feedback and direction to policy makers. Further research could focus on construction of such an index.
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