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BEFORE THE DRIVE

HH with bank accounts 12%

DURING THE DRIVE

HH who opened a bank accounts during the drive 17%

8%

HH who opened a bank account during the drive + reported 0 minimum balance 6%

3%

AFTER THE DRIVE

HH with bank accounts 29%

HH who do not have access to any kind of formal/semi-formal savings account 36%

HH who did not have access to any other form of 

savingsaccounts before opening a bank account

HH who did not have access to any other form of 

savings accounts before opening a bank account

(1)  Savings Accounts refers to any one of the following: Bank Accounts, Post Office Accounts, SHG Accounts, Neighbourhood Groups, 

Chit Funds, Savings with MFIs
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Research in the last decade leads us to believe that a well-functioning and financially inclusive system is linked to faster and more equitable growth
. Specifically, financial depth plays a role in lowering inequality and increasing the income of the bottom 80% of the population (Li et al, 1997).
 Further, a seminal study into India’s banking system found that the rural bank expansion programme, mandated by the Indian government from 1977 – 1990, helped to explain approximately half of the drop in poverty from 61% in 1967 to 31% in 2000.
 
However, despite the current focus on financial inclusion and policies devoted to enhancing access to finance in India, there is a shortage of information regarding actual access to finance. Additionally, there is a dearth of evidence proving that access leads to usage. This knowledge gap poses a significant challenge in designing effective policy interventions.
Measurement of financial inclusion has largely been limited to assessing access to bank accounts. This approach assumes that access to bank accounts naturally leads to usage of various financial services, including savings, credit, and transfers. Based on the above measure, this study was conducted to assess the implementation of the financial inclusion drive and usage of banking services by households in Gulbarga district in Karnataka, one of the locations designated as having achieved 100% financial inclusion. 
Indian Context

Despite having over 32,000 rural bank branches in India, a substantial majority of India’s rural poor still lack access to formal finance. And though a large proportion of households save
, only about 30% of Indian households have a savings account. Under this backdrop, RBI introduced a financial inclusion drive with the ultimate objective of opening a “no frills” savings account for every household in the country. As a result, the opening of No Frills Accounts has fast emerged as a crucial policy initiative. As of September 2008, approximately 1.58 billion bank accounts have already been opened as part of the drive. 5.84 billion additional accounts remain to be opened before the country can claim to be 100% financially included. Given the scale of this exercise and the resources being devoted to it, this a study seeks to examine its feasibility and efficacy.    

In July 2006, Gulburga district in Karnataka was chosen to be one of the first districts to undergo the financial inclusion drive. Less than six months later, in January 2007, Gulburga was declared 100% financially included. 
Research Design and Results
This study concentrated on three broad areas:

1. Process of Financial Inclusion: Namely, this study documented the process by which households acquired savings accounts, including the means by which banks identify ‘un-banked’ households, the manner in which accounts were opened, and the marketing and dissemination strategies utilized by banks to spread awareness about the drive. For those that remained ‘unbanked’, we tried to understand the reasons behind this exclusion from banking services.
2. How do Households Experience Financial Inclusion?: This study looked at how households and banks influence the process of becoming ‘banked.’ In other words, we looked at the ways in which the drive for financial inclusion shaped the financial lives of households in the district, if at all.
3. Role of Financial Inclusion in Financial Behavior: Finally, we wanted to examine whether access to a savings account leads to usage of that account and of other formal financial services.
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Total Population 

245,147              279,536            

Literacy Rate

22% 19%

Female to Male Ratio

962 981

No. of BPL Families as of 1-4-2000

19,113                23,293              

No. of BPL Families as % of all households 

52% 45%

Small and Marginal Holdings as % of all 

land holdings

13% 38%

Source: http://www.kar.nic.in/rdpr

The survey for this study was conducted in 2 of Gulbarga’s 11 blocks. It focused on low-income households, that is, households identified as Below Poverty Line (BPL). We surveyed 999 BPL households from 50 randomly selected villages on logistics and awareness levels regarding the drive, opening and usage of accounts, availability and perceptions of formal and informal finance for households, and the financial habits of the respondents.  Additionally, in-depth interviews were conducted with various stakeholders, including bank officials of both the RBI and district-level banks to understand the definitions that banks attached to this drive as well as the procedures by which households were included, such as marketing or operational changes. Unstructured interviews were conducted with households, both banked and unbanked.
We found that awareness of the drive was extremely low. Only 10% of individuals interviewed knew of the drive. Of those, an overwhelming majority learned of the drive through their village Panchayat rather than through the bank’s marketing efforts. This may be due to the bank’s marketing efforts (which advertised in newspapers and with posters assuming a literate audience) and partly due to the fact that NGOs were assigned with opening accounts without accompanying awareness training. Target accountholders must be made aware of the benefits and uses of No Frills Accounts.

Of our survey respondents, access to bank accounts increased from 12% to 29%, leaving two thirds of households without bank accounts. Further, half of those that did open accounts had already been financially included. 
Table 1: Bank Accounts - Before, During and After the Drive
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Already had an account 15%

Did not need an account 10%

Did not know about banks opening 

accounts

8%

Was never approached to open an 

account

6%

Why have you not opened an account?


During the course of the survey, it was found that the financial inclusion drive was being implemented alongside the NREGP. As such, 68% of accountholders acknowledged having opened the account to receive NREGP payments, and 56% admitted that they only use their accounts to receive the same.
Table 2: Opening No Frills Accounts
[image: image2.emf]Yes 76% Receive govt. payments from NREGP 68%

No 24%

Receive govt. payments from

schemes other than NREGP

For receiving remittances 5%

Village Panchayat Officials 84% For saving money 4%

Neighbour 6% To request a loan 3%

Bank Officials 4%

Relative 2%

Did someone help you open the account?

Who helped you open the account?

23%

What were the reasons that your household opened 

the account?


A ledger of No Frills Accounts in one regional RRB branch showed that out of 422 accounts opened, only 20 contained more than 2 lines of transactions. The balance in the majority of accounts had remained zero for most of their existence. Further, almost all transactions involved withdrawal of money from cheque deposits in the accounts. 
This is not to say that formal savings account would be of no use to those surveyed, however. 93% of respondents indicated saving on a regular basis through informal mechanisms such as chit funds, SHGs, or at the home. Although households indicated that savings are important to them, they told us that they believed formal savings accounts to be for wealthier clients. Additionally, travel costs of up to half the respondents’ average daily wage and loss of work time (an entire working day, for most) make travel to a formal bank prohibitive. 

Table 3: Savings Account Usage
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Bank Accounts

Accounts 1yr & 

less

All Accounts Accounts 1yr & 

less

All Accounts Accounts 1yr & 

less

Average Balance

Rs. 189 Rs. 234 Rs. 92 Rs. 2438 Rs. 1682

% of respondents making 

regular deposits

5% 6% 2% 99% 92%

Frequency of deposits

(as a % of those making 

regular deposits)

36% No fixed 

schedule/ 

weekly

67% Monthly -

57% monthly

42% weekly

54% weekly

44% monthly

Amount of last deposit

Rs. 474 Rs. 118 Rs. 94 Rs. 50 Rs. 50

% of hh who never made a 

deposit

57% 71% 56% 0% 0%

Top reason for not 

making regular deposits

56% Use 

account only to 

receive govt. 

assistance

78% Use 

account only to 

receive govt. 

assistance

64% Use 

account only to 

receive govt. 

assistance

83% make 

regular deposits 

in other 

accounts

100% make 

regular deposits 

in other 

accounts

% of hh who make regular 

withdrawals

51% 19% 31% 53% 50%

Frequency of withdrawals

(as a % of those making 

regular withdrawals)

55% As and 

when govt. 

assistance is 

deposited

61% As and 

when govt. 

assistance is 

deposited

73% As and 

when govt. 

assistance is 

deposited

86% As 

required

85% As 

required

Typical withdrawal

78% Irregular 

Amounts

83% Irregular 

Amounts

100% Irregular 

Amounts

 50% Iregular 

Amounts 

42% Irregular 

Amounts

Post Office Accounts SHG Accounts


The diversity of districts in India implies that the problems encountered in other areas may be quite different from those encountered in Gulbarga. However, this study points towards a few critical areas for further research. Firstly, given the large transaction costs involved in using bank accounts, it is important to explore other alternatives which could improve access to formal finance for excluded individuals. The Business Correspondence model, implemented in Brazil, shows promise. Secondly, while this study provides a cursory overview of how No Frills Accounts are being used, it would be worthwhile to look more profoundly at the nature and frequency of transactions that take place in these accounts. It may also be fruitful to look at the cost of No Frills Bank Account to banks.  
Consequently, future policy measures to increase financial inclusion must specify incentives and the means by which these measures are to be adopted by those targeted.   
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	This study was conducted as part of a CMF project.  The following CMF RAs managed this project: Kalyan Neelamraju, Theresa Chen, Shwetambara, and Anvesha Khandelwal.  For more information, see http://ifmr.ac.in/cmf/?page_id=447
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