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INCLUSIVE GROWTH AND SERVICE
SECTOR
WITH SPECIAL REFERENCE TO
BANKING INDUSTRY IN INDIA

HITHA K ABRAHAM
Associate, State Bank of India

Abstract

Financial sector act as a facilitator and
multiplier for overall economic stability and
growth of a nation. Financial inclusion has been
identified as a priority sector by the government
towards achieving the goal of inclusive growth. It
is one area that has the ability to service the whole
economy. India being a fastest growing nation, it
is very vital to ensure that every section of the
county grows together with its nation. Banking
sector has already set its route map in ensuring
financial inclusion in every part of the country. Lot
many programs and schemes have been introduced
towards achieving this goal this paper studies the
main changes that have taken place in the banking
sector over the last few decades, towards ensuring
inclusive growth in the country. This paper also
checks the major schemes and policies of the
government which has a major impact on the
economy. Also an analysis of the areas that still
need to be tackled of is made in the paper.
Keywords:  Financial Inclusion, Economic
development

I. INTRODUCTION

Income inequality is one of the biggest
challenges facing the world today. It has the
potential to destabilise the economies and damage
future economic progress. We often think that
education and redistribution are the only ways to
overcome this. But there are many other ways also

to ensure social inclusion and encourage growth a

the same time. The inclusive growth report
identifies seven key areas that need to be
concentrated in order to make a difference.
e  Generating employment opportunities
e  Giving people the tool of education
e Assisting then in financial services
e Infrastructure and workforce for health
connection of workforce
e  Tackling corruption
e  Asset building and entrepreneurship
e Transparency in taxes and transfers
Growth and inclusion go hand in hand
economic growth increases production, push
businesses and create jobs. But too few are
benefitting from the wealth, the growth generates.
It is the whole society that suffers when the gap
between the rich and the poor widens. When the
benefits are shared by all, the nation flourishes.
Financial inclusion is imperative for
achieving inclusive growth. With more than 25% of
its population below poverty line, it is a huge
burden on the government to balance growth and
development with improving the social indicators.
Financial inclusion is one major measure, which if
targeted and achieved in the right manner can bring

improvement in poverty and unemployment.
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1. OBJECTIVE
The present study aims the following
objectives
1. Tostudy the need and importance of inclusive
growth

2. To study the role of financial inclusion in
inclusive growth

3. To observe the progress of financial inclusion
programs over the years

Financial Inclusion

Financial inclusion in short means
including the excluded in the financial system of
the country. The Rengarajan Committee (2008)
viewed financial inclusion 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
affordable costs.”

Most poor people rely on unpredictable
jobs or at the mercy p.f their whether for their
harvest; which often provides them with money
once or twice a year. Yet they do not have savings
account or a means to borrow. Poor people sent
their children to far away cities, in the hope that
they will send money. Financial inclusion means
having access or, using one or more form of
financial services.

Two billion adults worldwide do not have
a bank account. It is also estimated that around 200
million micro and medium enterprises all over the
globe lack access to affordable financial services
and credit. The whole world is working towards
programs that tackle the situation and make growth
an inclusive one. The World Bank has made an
ambition vision of making universal access to
financial services by 2020. The group has rolled
out many financial inclusion programs to achieve

this goal.

Financial inclusion mainly focuses on four
main areas
e Banking: mobilising of savings and promotion
of payments through ATMs, cheques,
e-transfer etc.

e  Credit: provide loans at affordable rates.

e Investment: make investments in mutual funds,
equity funds etc known to the common man.

e Insurance: provide them with both life and
general insurance.

Indian scenario

Inclusive growth in the banking sector
started with the nationalisation of banks in 1960s. It
made things more transparent. Later on in order to
facilitate banking services especially in the rural
areas, Rural Banks and Co operative societies were
started followed with Business Corresponding
Agents. Later on the government introduced the
Swabhiman scheme in collaboration with the
national pension scheme or NPS. Micro finance
institutions started popping up by and then. People
started realising the importance of banking and
how convenient it is, when used.

Government in order to support the
welcoming attitude of the common man, introduced
many affordable schemes for them, including no
frills account, 25% rural branch rule etc. To
empower the women community, an exclusive
bank, Bharatiya Mahila Bank was also introduced.

Financial inclusion has always been
included in the inclusive growth process by both
reserve bank of India and the Government of India.
Providing universal access to banking services and
improving the forms of credit delivery, especially
for the weaker sections of the population, form the
basis of the Reserve Bank’s financial inclusion
agenda. With a view to achieving sustainable and
scalable financial inclusion, multiple strategies are

being used such as appropriate relaxations in
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guidelines, provision of new products and other
supporting measures.

Following are some important measured
that are taken in the banking sector to bring more
inclusive growth.

Interventions by RBI to ensure inclusive growth

The Reserve Bank has since the last
decade made the following policy interventions in
the area of financial inclusion. Some of them
include
Correspondent banking

The Reserve Bank permitted banks to
utilise the services of intermediaries in providing
banking services through the use of business
facilitators and Business Correspondents (BCs).
The BC model allows banks to do ‘cash in-cash
out’ transactions at a location much closer to the
rural population, thus addressing the problems of
last mile reach.

Providing banking services in villages with
population more than 2,000

In order to provide door step banking
facilities in all the unbanked villages in the country,
a phase wise approach has been adopted. During
Phase-1 (2010-13), all unbanked villages with
population more than 2,000 were identified and
allotted to various banks (public sector banks,
private sector banks and regional rural banks)
through State Level Bankers’ Committees (SLBCs)
for coverage through various modes — Branch or
BC or other modes such as ATMs, mobile vans,
etc. During Phase-I, as reported by SLBCs, banking
outlets have been opened in 74,414 unbanked
villages with population more than 2,000. Such
newly opened banking outlets comprised of 69,589
outlets opened through BCs and 2,332 by other

modes, apart from 2,493 branches.

Opening banking outlets in unbanked villages
with population less than 2,000

After the completion of the first phase of
the roadmap, the second phase (2013-16) to
provide banking services in unbanked villages with
populations less than 2000 was rolled out. About
4,90,298 unbanked villages with population less
than 2000 have been identified and allotted to
various banks (public sector banks, private sector
banks and regional rural banks) through SLBCs
across the country for coverage in a time bound
manner. As on June 30, 2016, as reported by
SLBCs, 4,52,151 villages have been provided
banking services; 14,976 through branches,
4,16,636 through BCs and 20,539 by other modes
viz. ATMs, mobile vans, etc. thereby achieving
92.2% of the target.
Financial inclusion plans

These plans broadly include self-set
targets with respect to: opening rural brick and
mortar branches; Business Correspondents (BCs)
employed; coverage of unbanked villages through
branches/ BCs/ other modes, opening of Basic
Savings bank deposit accounts (BSBDAS)
including through BC-ICT; issuance of Kisan
Credit Cards (KCC) and General Credit Cards
(GCC) and other specific products aimed at the
financially excluded segments. In April 2011,
domestic SCBs were mandated? to open at least 25
per cent of the total branches opened during a year,
in unbanked rural (Tier-5 and Tier-6) centres.
Relaxed know your customer (KYC)
requirements

Recognising that the KYC requirements
and related documentation may potentially become
a hindrance in encouraging sections of the
population in opening bank accounts, KYC for
opening bank accounts was simplified to the extent

possible.
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Revised priority sector lending guidelines
The priority sector lending policy of the
Reserve Bank envisages that banks extend credit to
the priority sector as part of their normal business
operations and not as a corporate social
responsibility. Towards this end, pricing of all
credit has been made free, though with the
expectation that it will not be exploitative.
National Mission for Capacity Building of
bankers for financing the MSME sector
With a view to develop entrepreneurial
sensitivity amongst banks’ field-level functionaries
for lending to the MSME sector, in August 2015,
the Reserve Bank rolled out a capacity building
programme named as ‘National Mission for
Capacity Building of Bankers for Financing the
MSME Sector’ (NAMCABS) in collaboration with
CAB, Pune, which involves:
e Training programme for MSME division in
charges of commercial banks.
e Training the trainers of commercial bank
owned training colleges.
e  Capacity building for in-charges of specialised
branches for MSMEs
Financial literacy initiatives
In India, financial literacy has been
regarded as a process that provides demand side
support for financial inclusion. To assess the extant
level of financial literacy and inclusion, a pan-India
survey is being conducted by the Reserve Bank.
Target-specific content for five target groups’ viz.
farmers, small entrepreneurs, self-help groups
(SHGs), school students and senior citizens is also
being designed for tailored financial literacy
programmes conducted by Financial Literacy
Centres (FLCs). A pilot project for setting up 100
Centres for Financial Literacy (CFL) at the block
level to scale up the existing FLC infrastructure has

been initiated.

Some of the initiatives undertaken under the aegis

of the Technical Group are:

Kiosk project

About 100 kiosks (30 interactive kiosks
and 70 non-interactive LFDs) are being set up in
five states on a pilot basis in public places like
banks, post offices, collector’s offices and primary
health centres to promote financial awareness. The
kiosks will display messages in different languages
controlled from a central location.

Financial education in school curriculum

In collaboration with CBSE, NCFE has
prepared financial education workbooks for classes

VI to X; these are in the process of getting CBSE’s

final approval. Meanwhile, NCFE and the Reserve

Bank are pursuing with state education boards for

the adoption of the financial education workbooks

in the school curriculum in their jurisdictions by
appropriately integrating them with different
subjects. Four state governments viz. Goa,

Meghalaya, Jammu and Kashmir and Mizoram

have agreed in principle to include financial

education topics in state board school curricula.

Talks with other state governments are at different

stages.

Trends Observed

A snapshot of the progress reported by
banks under their FIPs for certain key parameters
as on September 30, 2016 is given below:

e The number of banking outlets in rural
locations went up from 67,694 in March 2010
to 589,849 in September 2016.

e Urban locations covered through BCs went up
from 447 in March 2010 to 91,039 in
September 2016.

e The total number of Basic Savings Bank
Deposit Accounts (BSBDAS) increased from
73.5 million in March 2010 to 495.2 million in
September 2016. The surge in opening of
BSBDAs can be attributed to the push given
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by the Government of India under the Pradhan
Mantri Jan Dhan Yojana.

The total number of KCC issued went up from
24.3 million in March 2010 to 46.4 million in
September 2016.

General credit cards issued went up from 1.4

March 2010, it increased to 550.6 million in
the quarter ended September 2016.

Chart 1.3 Progress in No Frils/ Basic Savings Bank Accounts
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Tablel - Progress made under financial inclusion plans — as on September 2016
(Scheduled commercial banks including RRBs)
Sr. Particulars Year ended Year ended | Half year ended#
No. March 2010 | March 2016 | September 2016
1 Banking Outlets in Rural locations — Branches 33,378 51,830 52,240
5 Banking Outlets in Rural locations — 34.316 534.477 537,609
Branchless mode
3 Banking Outlets in Rural locations -Total 67,694 586,307 589,849
4 Urban Locations covered through BCs 447 102,552 91,039
5 | BSBDA-Through branches 60.2 238.2 247.4
(No. in million)
BSBDA-Through branches
6 (Amt, in 2 billion) 44.3 474.1 537.9
7 BSBDA-Through BCs (No. in million) 13.3 230.8 247.8
BSBDA-Through BCs
8 (Amt. in 2 billion) 10.7 164.0 181.1
9 BSBDA-Total (No. in million) 73.5 469.0 495.2
10 | BSBDA Total (Amt. in % billion) 55.0 638.1 719.0
11 oD fZ_alCIIIt_y _avalled in BSBDAs 02 80 8.4
(No. in million)
OD facility availed in BSBDAs
12 (Amt. in Z billion) 0.1 14.8 18.1
13 KCCs -Total (No. in million) 24.3 47.3 46.4
14 KCCs -Total (Amt. in % billion) 1,240.1 5,130.7 5,543.4
15 GCC-Total (No. in million) 1.4 11.3 115
16 | GCC-Total (Amt. in X billion) 35.1 1,493.3 1,613.2
17 IC_T_-A/Cs-BC- Total number of transactions (in 26.5 826.8 5506
million) *
18 ICT-A/CS-BC- Total amount of transactions (in 6.9 1,686.9 1.199.2
X billion) *

* For the reporting period FY 2009-10/FY 2015-16/Half Year April-September 16. # Provisional.

Financial inclusion and agriculture in India

cent of the population in

As per the 2011 Census, around 60 per
India depends on

agriculture for a living and the agriculture sector

provides employment to 55 per cent of the work

force. The importance of productivity enhancement

in the agriculture sector as a contributor to

economic growth is well established (World Bank,

2007). To this end, access to formal finance is

crucial ~ for

productivity.

achieving

higher

agricultural
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Table 2: Credit flow to agriculture

R billion)
Banking sector Commercial banks
Year | (includes RRBs and co-operative banks)
Target Achievement Target | Achievement
2010-11 3750 4683 2800 3459
2011-12 4750 5110 3550 3686
2012-13 5750 6074 4200 4325
2013-14 7000 7116 4750 5090
2014-15 8000 8406 5400 5997

Although agricultural credit has been
rising every year, as reflected in an increase in the
number of accounts, the extent of financial
exclusion remains large, especially for tenant
farmers, share-croppers and agriculture labourers
who still have limited or no access to the formal
credit system. Additionally, indirect credit has risen
more impressively as compared to direct credit, due
mainly to more and more categories being brought
within the ambit of priority sector lending for
agriculture. It therefore, becomes exigent to find
out ways to reach the small and marginal farmers
for agri-credit, taking due care of risk factors. One
of the primary reasons is the reluctance of
landowners to formally lease out their land for
cultivation for fear of losing their rights over the
land. As a result, banks are reluctant to grant credit
for want of any evidence of cultivation.

MSME Finance

Micro, Small and Medium Enterprises
(MSMES) is the engine of growth and development
and play a major role in employment generation,
next to agriculture. There are an estimated 48
MSMEs in the

employment to 111 million people. The sector

million country, providing
contributes about 45 per cent to the manufacturing
sector output and 40 per cent to the nation's

exports. The Committee feels that MSMEs are the

best vehicle for inclusive growth, job creation and
poverty alleviation. Notwithstanding various policy
support measures for MSMEs, access to adequate
credit still remains elusive for the sector, calling for
innovative solutions.
In order to achieve greater financial inclusion and
financial deepening in a manner that enhances
systemic stability, there is a need to move away
from a limited focus on any single model to an
approach where multiple models and partnerships
are encouraged to emerge. In the specific context of
ensuring greater credit flow to MSMEs, this calls
for the emergence and strengthening of specialised
institutions such as NBFCs and MFIs that focus on
the provision of credit for different types of
MSMEs. The regulatory system needs to ensure
that such institutions, as long as they are able to do
so in a high-quality manner, expand and multiply.
These differentiated institutions have a strong
understanding of individual sector needs, an ability
to assess risk appropriately, typically through
proximity-based strategies, and to customise their
offerings to suit specific needs.

As a ratio to non-food gross bank credit of
%60 trillion, credit to micro and small enterprises
(MSEs) was 16 per cent at end-March 2015, while
credit to medium enterprises (MEs) was over 3 per
cent (Table 4.1).

Table 3. Outstanding credit to MSMEs

( billion)
March-end Micro and small enterprises Medium enterprises
Year Public Private Foreign All SCBs Public Private Foreign All SCBs
2012 3970 1090 217 5277 1363 157 16 1536
2015 6979 2324 308 9612 1547 491 60 2098

Figures reported in the table might not necessarily match those reported elsewhere owing to different sources of data.
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The challenges that MSEs face are two-
fold. First, they are often credit-starved and banks
often do not have the requisite skills and time to
assess their credit-worthiness. Second, even if
banks extend credit to these entities, monitoring of
these entities is often lax, since the presence of a
credit guarantee provides the borrower with back-
up comfort. On the other hand, the credit guarantee
institution does not have the wherewithal to
conduct independent assessment. Consequently, the
‘one size fits all” approach towards risk assessment
of MSEs coupled with the paucity of domain
knowledge perpetuates a cycle of high costs, low
credit and high credit risk.

I11. RECOMMENDATIONS

e The policy action for the MSE sector would
need to consider several possibilities, be it new
institutions or intermediaries who can help
bridge the information gaps that plague these
entities or even innovative ways of providing
finance to this sector.

e The present structure of credit guarantee needs
to be broadened with the participation of
private agencies

e Move to cashless and convenient service
delivery

e  Financial Literacy and Consumer Protection

Eight elements of a successful financial

education program

The guidelines by the United States can be
used by any government or organisation to steer the
development of new programmes or to enhance
existing programme strategies. These eight
elements of a successful financial education
programme, developed by the  Treasury
Department’s Office of Financial Education,
suggest that to be successful programmes need to
be focused, be tailored to intended audiences,

reflect a commitment to public outreach, set

specific goals, and have results that can be

replicated. The eight principles are as follows:

Basic tenets: Focus on one or more of the
four building blocks to achieve financial security:
basic savings, credit management, home ownership
and retirement planning.

Target audience: For greater efficacy, it is
important to take account of the language, culture,
age and experience of the target audience.

Local distribution: Deliver the programme
through a local distribution channel that makes
effective use of community resources and contacts.

Follow up: To reinforce the message and
ensure that participants are able to apply the skills
taught, it is important to follow up with the
participants.

Specific  programme  goals: Establish
specific goals and use performance measures to
track progress towards meeting those goals.

Demonstrable impact: Use testing
surveying and other objective evaluation to
demonstrate a positive impact on participants’
attitudes, knowledge or behaviour so as to prove a
programme’s worth. The demonstrable impact
would be whether participants increased savings,
opened bank accounts or saved for a home, among
others.

Reliability: The programme can be easily
replicated on a local, regional or national basis.

Built to last: Programmes have continuing
financial support, legislative backing or integration
into an established course of instruction.

e Institutional framework on financial literacy
needs to focus on delivery on the ground. The
deposit accounts of  beneficiaries  of
government social payments, preferably all
deposits accounts across banks, including the
‘in-principle’ licensed payments banks and
small finance banks, are seeded with Aadhaar

in a time-bound manner so as to create the
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necessary eco-system for cash transfer. This
could be complemented with the necessary
changes in the business correspondent (BC)
system and increased adoption of mobile
wallets to bridge the ‘last mile’ of service
delivery in a cost-efficient manner at the
convenience of the common person. This
would also result in significant cost reductions
for the government besides promoting
financial inclusion

The Committee believes that this approach
is consistent with the government’s vision. This
would entail increasing the digitisation of
government payments and the consolidation of
various benefits, which could put significant
disposable income in the hands of the marginalised
sections of society at regular intervals.

e Digitisation of government payments and
electronic transfer should be at the heart of
social welfare programmes

IV. CONCLUSION

Inclusive growth attainment depends a
great deal on equitable distribution of growth
opportunities and benefit s. And financial inclusion
is one of the most crucial opportunities which need
to be equitably distributed in the country in order to
attain comprehensive growth. It needs to be
understood by the state that in order to bring
orderly growth, order needs to be developed with
regard to inclusive finance.

Though the situation is changing, it has
not yet reached a safe zone. New schemes and the
proper execution of existing ones are needed in
order to ensure more financial inclusion, leading to
inclusive growth in the county. It calls for
coordination of all the stakeholders like sectorial
regulators, banks, governments, civil societies,
NGOs, etc. to achieve the objective of financial
inclusion. Challenges of financial exclusion are

faced by most of the states of the country and in

order to solve it states have to develop its own

customized solutions drawing upon its own

experiences and features and those of its peers
across the country.
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