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Abstract

In an Index of Financial Inclusion, India has beanked 50 out of 100 countries. Only 34% of thedrsd
population has access to basic banking servicesobjective of the paper is to study financial irsobn in
rural areas, reasons for low inclusion, satisfactével of the rural people toward banking serviaed to
assess the performance of the banks which are mgikithe rural areas which mainly include the co
operative banks and regional rural banks. Strudtqreestionnaire designed on the basis of literature
review was used to collect data from 200 peoplilireg in Ambasan, Jotana and Khadalpur villages of
Guijarat. The paper first describes in detail thariicial inclusion status in India and Gujarat faka with
a review of scenario at the global level. The tlsiedtion analyses the data with the help of Chasgtest
and Tabulation followed with the discussion of ge&, recommendations and conclusion indicating tha
there is lot of opportunity for the commercial bari& explore the rural unbanked areas. ThoughdReagi
Rural Banks (RRBs) and Primary Agriculture Creditigties (PACS) have good coverage but most of
them are running into losses. Commercial banksldsrize this opportunity rather than looking atsta
social obligation.
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1. Introduction

The Committee on Financial Inclusion was constiig the Government of India (Chairman Dr. C.
Rangarajan) on June 26, 2006 to prepare a strafdgancial inclusion. The Committee submitted its
final Report on January 4, 2008. The Report viefirghcial inclusion as a comprehensive and holistic
process of ensuring access to financial servicdgiarely and adequate credit, particularly by vuaide
groups such as weaker sections and low income gratugn affordable cost. Financial inclusion, tfanee
according to the Committee, should include acaessdinstream financial products such as bank a¢spun
credit, remittances and payment services, finarmdaisory services and insurance faciliti®sveral steps
have been taken by the various banks, NGOs andmymest to bring the financially excluded people to
the fold of the formal banking services. The 100qant financial inclusion drive is progressingaler
the country. The financial inclusion in rural aréagsecessary and profitable for banking sectothiso
researcher has studied the financial inclusion antbe rural people with the help of sample survay for
that have taken three villages of Gujarat for redepurpose. Mainly the focus is on the finanamalusion
in rural areas and what are the problems facedabitdand reasons of financial exclusion of ruraipte

2. Financial Inclusion in India

In India, the focus of the financial inclusion aépent is confined to ensuring a bare minimum acteea
savings bank account without frills, to all. Intetionally, the financial inclusion has been vievied
much wider perspective. Having a current accosatings account on its own, is not regarded as an
accurate indicator of financial inclusion. 'Finaadnclusion' efforts should offer at a minimumcass to a
range of financial services including savings, lamgl short term credit, insurance, pensions, mgega
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money transfers, etc. and all this at a reasoradge Out of 19.9 crore households in India, on826crore
households have access to banking services. Asfamral areas are concerned, out of 13.83 croad ru
households in India, only 4.16 crore rural housdfiblave access to basic banking services. In respec
urban areas, only 49.52% of urban households hesesa to banking services. Over 41% of adult
population in India does not have bank account.

The RBI recently came up with a State-wise Indextfancial Inclusion. RBI considered three basic
dimensions of an inclusive financial system -- bhagkpenetration, availability of the banking seegscand
usage of the banking system. In the group of 2&stior which a 3-dimensional IFI (Index of Finaadci
Inclusion) has been estimated by using data orettimensions of financial inclusion, Kerala leadthw
the highest value of IFI followed by Maharashtra &arnataka. Gujarat lagged behind af place.

In an Index of Financial Inclusion, India has beamnked 50 out of 100 countries. At present, onl363#
the India’s population has access to basic bardgémgices. The latest National Sample Survey
Organisation survey reports that there are ovenfiibon poor people living in the cities and towokIndia
and they lack access to the most basic bankingcesivThe Report Committee on Financial Inclusion
headed by Dr.C.Rangarajan (2008) has observedithacial inclusion must be taken up in a mission
mode and suggested a National Mission on Finahuiélision (NMFI) comprising representation of all
stakeholders for suggesting the overall policy gesrrequired, and supporting stakeholders in theadto
of public, private and NGO sectors in undertakingnpotional initiatives.

A sample study carried out by the Banking Codes&taddards Board of India in Mumbai revealed the
poor awareness about ‘no-frills’ accounts and el Y C norms amongst the bank staff itself, a gainer
unwillingness by the bank staff to open ‘no-frilecounts for persons of small means, the accqenting
forms were not simplified and did not contain anfprmation about the required documents under
simplified KYC norms and none of the branches tiaé svere in a position to offer any guidance isea
the prospective customer was not in a positiorréalppce required documents in proof of identity and
address. As a result, the weaker sections of Imeltitate to take part in financial inclusion antptie
increase economic growth of the country.

3. Literature Review of Financial Inclusion

Cole et al. (2009) concluded that financial litgracogram has no effect on the likelihood of opgrin
bank savings account, but do find modest effegtsifi@educated and financially illiterate households.
contrast, small subsidy payments have a largetedfethe likelihood of opening a savings accouhiese
payments are more than two times more cost-effecttian the financial literacy training.

Increasing proliferation of mobile services and AT M rural areas of India has created a new oppibytu
to attain financial inclusion and thus an effectivel to provide financial services to the un-bahkeeas
with reduced overheads with providing access t&ingnservices in remote rural destinations of India
(Gupta and Gupta, 2008).

Pal and Sura (2006) concluded that the overaltiposdbf RRBs in India is not quite encouraging. Fusr
credit-deposit ratio is still making dent on thesided functioning of RRBs. Since the RRB is suppdse
be a bank for poor people, government should spreatiranches of RRBs at grass root level to peovid
such banking service to the really needy rural feeapd to take corrective measures to raise trditere
deposit ratio of the bank that would make RRBswvah¢ in the rural India.
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According to Ravichandran and Alkhathlan (2009yyvfew people have access to banking services.eTher
are number of factors affecting access to finarsgavices by weaker section of society in Indiae Ttk

of awareness, low incomes and assets, social éxg|ubiteracy are the barriers from demand sitlee
distance from bank branch, branch timings, cumlmeesbanking procedure, over requirement of
documents for opening bank accounts, unsuitablgib@mproducts/schemes, language, high transaction
costs and attitudes of bank officials are the kasrirom supply side. Bank-SHG, bank-MFI, MFI-NBFC
and bank- post office linkage models were discussetinew models like rural students banking model,
RBI-Education institute linkage models were progbse

Reddy (2010) suggested a new approach to banksth wider population in rural areas by establighin
mobile-banks/representatives/agents who operat®mmercial basis rather than just by self-help gsou
These agents/representatives work on commissias &ag hence self-motivated and cost effective in
assisting banks in service provision/deposit maéilon.

Ghosh (2007) suggests that the Post Office SavankBPOSB) can be used to cater the financial néed
rural India where Microfinance Institutions (MFIsve very little presence in total demand of fireanc

To boost micro financing initiatives and finandiatlusion program banks are deploying Biometric ATM
solutions to its rural customers helping illiteratebarely literate folks to become part of theliag user
community (Biswas, 2010).

4. M ethodology and Findings

The objectives of the study are as follows:

1) To study financial inclusion in rural areas.

2) To find out the reasons for the low inclusionrinal areas.

3) To find out the satisfaction level of the rupalople toward banking services.

4) To assess the performance of the banks whictvaridng in the rural areas which mainly include tto
operative banks and regional rural banks.

Sample size is 200 people residing in Ambasanndatad Khadalpur villages of Gujarat. Primary data
was collected through structured questionnaireeguof villagers. Secondary data was collected from
internet, magazine, articles of RBI, Bank circulars

Chi-square test, ANOVA and Tabulation are usedhdyae the data and hypothesis testing.

4.1 Findings from the primary survey
*  From the sample 83% have bank accounts and 17 %tdore account.

» There is no significance impact of the rural publigender on their having the bank account.

» There is significance impact of occupation on hguime bank account. It was observed that that
farmers, those who are doing job and those who bawe business they have bank account but
those who are land labors and are doing lower |l do not have accounts.

* There is significance impact of the rural publieducation on the having the bank account. All
respondents with HSC and graduation degree hadladszount.

e There is significance impact of annual income oékpublic on their having a bank account.

* From the sample 73% people have saving account$&dd have current account 21 % have
fixed deposits. Thus rural people use more seniddbe saving account and fixed deposits but
they don’t prefer current account for their occlgad.
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Initial deposit is the first step to attract thealucustomers, so bank has to offer the bank ad¢coun
as per their needs and situations. From 83% haaibgnk account only 22.3% have a no frills
account whereas the rest opened it with an irdéglosit ranging from 50 to 500 and more.
Farmers take loans from co operative societiesoooperative’s bank from the village. All the
farmers have taken the loan from the banks ashearland and get the benefits of the government
schemes. And people who are engaged in labour warely get loan because they have less
income to repay loan so bank does not trust themthey get the benefit of government scheme
like poverty alleviation.

There is significant impact of occupation of rupalblic on the amount of loan availed from the
bank. The business men need the loan of higher mt:i@nd the farmer need for the purpose of
farming so the amount is comparatively low thanifessmen.

There is significance impact of annual income oékpeople on the loan amount.

62% of the respondents visit the bank branch josedn a month and only 2.4% visit it more than
5 times.

People who have accounts mainly use the servicdemdsiting money, withdrawing money and
entry in passbook. Number of people visiting baak depositing cheque, obtaining loans and
repayments is quiet less.

Out of the respondents who have taken a loan, 25% &availed it from money lenders.

People avoid taking loan from banks because oftlgndegal procedure and insistence of
collateral. The language is not a problem becauseadays the banks provide information in
vernacular language also.

The main reason for not opening an account injtial requirement of documents for opening
account, the rural people do not have the any deatiproof and bank has to open the account on
the basis of gram panchayat details. Banking proeedilliteracy and language problem,
knowledge of banking services, low income and asseé other reasons.

Rural people having bank accounts are aware daheultank services like cheque book, loans and
interest rate, overdraft, credit card/ kisan CCMAGards but they don’t have that much potential
to use the services.

No one is strongly satisfied with the services [ed by the bank, product satisfaction and
NGO'’s and government’s efforts for financial inctus

4.2 Structure of Rural Cooperative Banks

(i) Short Term Structure of Rural cooperative banks
« State Coop Banks (StCB)
» District Central Coop Banks (DCCB)
 Primary Agri Coop Societies (PACS)
(ii) Long Term Structure of Rural cooperative banks
« State Coop Agriculture and Rural Development Baf8CARDB)
* Primary Coop Agriculture and Rural DevelopmentB& CARDB)

4.3 Findings from Financial Analysis of Rural Cooperative Banks

[Insert Table - 1 here]

Short term co operative banks prefer to utilizertdeposits in investment rather than sanctioning
loans and advances because of the risk of NPA.

The coverage of Primary Agricultural Cooperativeci8ties (PACS) in western region is 100%
means in western region each PACS cover 1 vill&gdn western region the financial inclusion is
higher than other regions.

Among the all long and short term co operative Isathie number of PACS is high in loss making.
The NPA to loan outstanding ratio is also higheg?ACS. So their sustainability is doubtful.
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*  While the asset quality of StCBs and DCCBs improgednd-March 2009 over the previous year
that of PACS deteriorated during the same period.

» Deposit mobilisation picked up during the year iagdto an increase in District Central Co-
operative Banks (DCCBs) total liabilities. Howevas, in the case of SCBs, the increased deposit
mobilisation was reflected in increased investmeattser than an increase in loans and advances.

*  While the SCARDBs reported overall net profits aerad-March 2009, PCARDBs reported lower
overall net losses at end-March 2009 as compartdtivé previous yeait is interesting to note
that PCARDBs reported overall operating profits estd-March 2009, however, due to the
provisioning requirement, they reported overalllostes.

« SCARDBs(State Co-operative Agriculture and Ruravé&epment Bank) Loans and advances
declined while investments witnessed a growth adaath 2009 over the previous year. This may
be due to the increased risk averseness of theks baused by the general economic meltdown.

» PCARDBs depend heavily on borrowings for their tgses as deposit mobilisation by these
banks are quite low. Deposits constituted only alspercentage of total liabilities of PCARDBS,
while borrowings constituted a major chunk of togl liabilities at end-March 2009.

» Deposits of long-term cooperative credit institndicsuch as SCARDBs and PCARDBs were very
low as compared with their borrowings. This indésatthat long-term cooperative credit
institutions need to improve their deposit mobtiiza efforts.

5. Recommendations

e The Indian households can be broadly divided itwo main groups, rural and urban. To have
effective financial inclusion, the banks have tova}s keep in mind these target-groups and bring
them to banking fold in such a way that it is a winin situation for both. Commercial banks can
step in to augment financial inclusion in two wayg: Providing banking and other related
services and (ii) Providing non-banking servicesl anpport. To ensure banking services are
attractive to those with low incomes, banking prtdumust have features that meet the needs of
this group of consumers.

 The commercial bank has the opportunities in rirahking sector because the coverage of
commercial bank in rural areas is lower and the BAGverage is all over but mostly they are
running with loss. The main reasons for untappedketaof commercial banks are Information
Asymmetry, Low Ticket Size, High cost to serve, g risk of credit, High Non-performing
Loans (NPL)

To cover the untapped market of rural areas cidifferent channels by

* Modifying existing channels byharing branch infrastructur&TMs and phone banking.
e Introduce New Channel8usiness correspondents (NGOs, MFIs, Societies,gffises).
» Determine the Combination of Channels like
0 Branches and Satellite Branches— In addition toviging regular banking operations,
providing backend support to manage and audit theeraions of business
correspondents.
o A low-cost, custom-made ATM— managed by a busimessespondent to bring down
the operating cost.
o0 E-kiosk—managed by a business correspondent widrnet banking, ATM and POS
terminal in relatively large rural areas.
0 A business correspondent—Using manual ledgers oB/P&mtop to act as deposit
collector and remitting agent in smaller rural area
« Bank should try to increase the frequency of \isithe branches so that the customers know the
different services offered by the banks and caa takvantage of the same.
« Banks will have to take steps to reduce the legatqdure and insistence of collateral while
lending to increase the number of customers.
» Toimprove rural inclusion through different banleabervices like low cost loans to BPL peoples,
to provide micro insurance with the bank accountcihincrease the willingness of using bank
services.
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As at March 2009, PACS covered around six lakHagéls with a total membership of around
13.2 million. This wide penetration of PACS acreikges as well as across small
depositors/borrowers would act like a catalyst eipilirsuing the objective of 100 per cent
financial inclusion. It is necessary to revive thientake advantage of their geographical spread.

6. Conclusion

There is lot of opportunity for the commercial bar& explore the rural unbanked areas. Though RRBs
and PACS have good coverage but most of them arermy into losses. Again, the number of kisan dredi
cards issued and the amount of credit granted uhidealso showing a declining trend. Commerciahks
should seize this opportunity rather than lookihi as a social obligation.

Going with Mahajan and Laskar (2010), let us enabkry Indian to conduct a financial transaction, a
deposit or a withdrawal, a payment or a receiptypfo Rs 1000, in a secure and convenient wagoiyg
less than 1000 metres away from home or work pktcan all-in cost, including authentication, traction
authorisation, cash-in/cash-out and non-repudidtising printed paper receipts), for less than 1t4i6e,
or Rs 10. At a transaction size of Rs 1000, thisldide one percent. Let us all in the financiaksetake a
pledge to usher Universal Financial Inclusion fibfradians by 2020.
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Table 1. Performance of Rural Cooperative Bankat &darch 2009 (Rs. In crore)

Rural Cooper ative Banks

[tem Short-Term Long-Term Total
StCBs | DCCBs| PACS | SCARDBs|PCARDBs
1 2 3 4 5 6 7

No. of

A.|Cooper ative 31 37¢ 95,631 20 697 96,751
Banks
Balance Sheet
‘|l ndicators
i) Owned Funds 11,72¢ 29794 11,806 4,008 5007 62,334
(Capital +
Reserves)
lii) Deposits 68,6991,27,62] 26,24% 710 400 2,23,688
liii) Borrowings 20,874 27,66/ 48,938 15,849 12,365 1,25,690
Iv) Loans and 93,883 90,104 58,787 2,585 1,195 2,46,555
Advances Issued*
v) Loans and
Advances 48,079 99,424 64,044 16,421 11,268 2,39,241
Outstanding
Vi) Investments 45,230 64,70¢ - 2,941 1,12p 1,14,002
vii) Total 1,06,321 1,95,684 94,585+ 25,386 24,846 4,46,822
Liabilities/Assets
Financial

C.
Perfor mance
i) Institutions in
Profit
a) No. 26 32¢ 37,291 11 308 37,951
b) Amount of Profit 385 1,603 843 398 17 3,406
il) Institutions in
Loss
a) No. b 50 45,869 8 300 46,241
b) Amount of Loss -71 287 -1,91F% -349 376 -2,997
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iif) Overall Profit /
(+)/Loss (-) 314 1,314 -1,072 4&) -19“3 408
iv) Accumulated 459 5,213 1,108 3,678 10,458
Loss i
b “)I:on-performing
"|Assets
li) Amount 5,764 17,92437,937+¢ 4,938 4,393 70,961
l) As Percentage § 1,4 18d 593 30.1 39p 297
Loans Outstanding
iii) Recovery of - -
Loans to Demand 92 72 49 34
(Per cent)
*. April — March, ‘-‘:Not available, +: Workin@apital, ++: Total Overdues

Note: 1) Data are provisior
2) Data for StCBs in Bihar, West Bengal and Tripara repeated for the year 2008-09.
3) Data for DCCBs in Bihar, Jharkhand, West Beragal Kerela are repeated for the year 2008-09.
4) During 2008-09, 12,473 PACS were in no-profitloss position.
5) Data for SCARDBSs in Maharashtra are repeate@®8-09 from the year 2007-08.
6) SCARDB in Manipur is defunct.
Source: NABARD and NAFSCOB.
Source: Available ahttp://rbidocs.rbi.org.in/rdocs/Publications/PDFEAR81110FL.pdf
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Iem Short-Term LongTerm Testal
SICBs DCCBs PACS  SCARDEBs PCARDESs
1 2 3 4 5 B 7
A, No, of Cooperative Banks 31 370 85,633 20 6a7 06,751
B. Balance Sheet Indicators
il Owmed Funds
[Capital + Reserves) 11.726 20,792 11.806 4.003 5007 62,334
i) Deposits BE.650 1,27.623 26,245 Til 400 2.23.638
) Bormowings 20874 27,664 48,938 15849 12,365 1.25.690
Ivli Loams and Advances ssued® 93 883 a0, 105 58,787 2.585 1,185 246555
vl Loans and Advances Cutsianding 48,079 99,429 64,044 16.421 11,268 238,241
vil Investmenis 45.230 64,708 " 2941 1,122 1, 16&,002
vil] Total Liabilites/Assets 1.06.321 1,95,684 094 585+ 25,386 24,846 446,822
C. Financial Performance
1l Instituiions in Profil
al  No. 26 320 47,201 1 303 37.951
by Amaount of Profic 385 1.603 843 308 177 3,406
Al Institutions n Loss
a]  No 5 50 45,860 B 309 46,241
bl Amount of Loss =71 “287 =1.815 348 375 =2.997
nij  COwerall Prafit |+ )V Loss (-] HEE] 1.316 -L072 40 -198 408
vl Accumulated Loss 458 5.213 - 1.108 3678 10,458
. Non-performing Assets
I Amount 5.764 17.928 A7.83T++ 4838 4.383 709461
il As Pereentage of Loans Outstanding 12.0 18.0 59.2 30.1 39.0 29.7
il Recovery of Loans o Demand (Per cent) B2 T2 - 49 39 -

5iCBs: State Cooperative Banks, DCCBs: District Ceniral Cooperative Banks, PACS: Primary Agriculiural Credit Societies, SCARDBs:
State Cooperative Agviculiure and Rural Development Banks, PCARDBx Primary Cooperative Agriculture and: Rural Development

Banks.
*: April- March, *-* : Not avallable. +: Working capital. ++: Total overdues
Note: 1) Data are provisbonal,
2) Data for SICBs in Bihar, West Bengal and Tripura are repeated for the year 2008-09,
3) Data for DCCBEs of Bihar, Jharkhand, West Bengal and Kerala ore repeated for the vear 2008-09.
4) During 2008-09; 12,473 PACS were in no-profit no-Jdoss position.
5) Data for SCARDEBs In Maharashira are repeated for 2008-00 from the vear 2007-08.
B SCARDB in Manipur is defunct
Source: NABARD and NAFSCOR.

Source: Available at: http://rbidocs.rbi.org.in/rdocs/Publications/PDFEAR®81110FL.pdf

Questionnaire

Name:

Gender: Male/Female

Occupation: Farmer / Job / Own Busirdsand Labor / Others
Education: Below SSC / SSC / HSC /dbede

Annual Income: Less than Rs. 25000 / Rs. 256@s. 50000 / greater than Rs. 50000

1. Is there any bank in your village? Yes/No
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2. Which type of bank is there in the village?

oPublic Sector Bank  oCo-operative Bank oPrivate Sector Bank
3. Do you have any account in the bank? Yes/No

4. Which type of Bank Account do you have?
oCurrent Account oSaving AccountaoFixed Deposit Account

5. Type of the bank in which you have an account?

6. You opened your account with how much initigbaoigit?
No frill /Less than Rs. 50/ 50-100/100-500/>500

7. What documents you have been asked for openimg@ount?
a. Electoral card b. Ration card c. Any Oth&mse(cify)

8. What are your approximate monthly savings, wiyich are depositing in your bank?
oLess than 500 o500-1000 01000-5000 oAbove 5000

9. Whether your bank branch provides you instrungticegarding loan schemes and other details in
vernacular language (Gujarati)? (Yes/No)

10. Also whether other instructions in pass bobksik forms and other receipts too have been prdvide
vernacular language (Gujarati)? (Yes/No)

11. Why you initially did not possess a bank act@un

Reason Disagreg Indifferent Agree

Lack of financial knowledge

Low incomes and assets

llliteracy/language

Branch timings

Banking procedure are cumbersome

Documents required for opening

Unsuitable banking products/schemes

Transaction costs
Attitude of bank officials

12. Are you aware and have you availed any of teeséces?

Services Aware Availed
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Depositing/Withdrawing cash

Passbook

Cheque Book

Loans

Overdraft

General credit card/ Kisan CC

ATM Card

13. How many times do you visit the bank branch month to obtain the above facilities?
Once / Twice/ Four-Five / More than 5 times

14. For what reasons do you visit the bank?

Deposit money / withdrawing money / entry in passk/ depositing cheque / obtaining loans /
repayment /others (specify) )

15. Have you availed any loan? (Yes/No) If yesiifnohom? The bank / The money lender

16. Why you preferred moneylender other than bank?
a. Lengthy legal procedure b. Language c. delayeditad. insistence of collaterals
e. others

17. What is the amount of loan that you have got?
Less than 10000/10k — 20k / 20-50k/>50k

18. Purpose of taking a loan:
Agriculture/ animal husbandry / start own businesafriage /health/ others

19. Please kindly rate the below expectations @hesof 1 — 5:

Customer Expectations Rating 1-5

Are you satisfied with the services provided byybank?

Is the SHG/NGO doing a good work for financial eahimn of the villagers?

Is Government doing satisfactory work for finanéradlusion?

Are you satisfied with the products which are déféby your bank?
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