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Abstract

To better understand Jharkhand’s challenges in achieving financial inclusion and economic
growth, this study gathers a wide range of perspectives on the status and future potential of
expanding the outreach of financial services in both the banking and non-banking sectors in
the state. We include the perspectives of apex institutions, public and private banks,
microfinance institutions (MFIs) and NGOs. We hope, in aggregate, to provide an overview
of who is working towards poverty alleviation in the state and what are the challenges they
face.



Albino, Subramanian: Reaching Out to the Unbanked in Jharkhand State

Contents

R 012 (T L1 13 T ) s B OO STRPRSPRR 1
1.1.  What is Financial INCIUSION?.........ccciiiiiiiiiiiiieiet et 1
1.2.  Context: Background on the State of Jharkhand.............c..ccceoeeiiiiiiiiiiniiiicee, 1
1.3, The Purpose of this StUAY .......ccoeeriiriiriiiiiicee s 3
2. APEX INSITULIONS ...eeieiiiieiiie ettt et ettt e e et e e st e e sibeeesnbeeesabeeenseeenseeenseesnnns 4
2.1, RBITNIAIVE coueiiiiiiiiiiciiee ettt ettt ettt ettt e e bt e snbeenbeeenseenee 4
2,110 Adopting @ VIHLAZE ......cocuiiiiiiiieieece ettt ettt et et eeaeenee e 5
2.1.1.1. Adoption Profile: Saparam Village..........cccooeriiniiiiiniiniiiinieneceeceeeeeeene 6
2.1.2.  Other Bank INItIAtIVES ......ceouerieriieiieieiieieeeseee ettt st 7
2.1.3. ComMmON SEIVICE CENLIES .....eeeeiiiiiieiieeiiieiie et tte ettt e ste et eeeteesbeesbeesbeesnseenseesneeas 8
2.1.3.1. Pilot Program in RanChi...........cccoooeiiiiiiiiiiiiiiiccecccece e 8
2.1.3.2. Technology Service Providers ..........ccoeevieriiiiiiiniinicicnicseceecseee e 9
2.1.4. Role of State GOVEINIMENLS .........coiiiiiiiiiiiiierieeieete e 9
2.2, NABARD ...ttt ettt te et e etaenaeenteenaeneas 10
3. Microfinance and Service Providers..........coocoeierieiiiiinieiieieee e 11
3.1.  Professional Assistance for Development ACtion...........ccocceeviieiieniiiiiienieeiiesie e, 11
3.2, NEEDS ettt ettt et na e 13
3.3 AJIWIKA e ettt ettt e b et eaeen 14
S ) S OO ETSRPSRPR USSR 15
T T = 7N 0 GRS SS 16
3.6.  Kalanga Bazar Educational Trust (KBET) .......ccccccveiiiiiiiiiiiieiecieceeeeeee e 17
3.7, LOCAI INGOS ..ttt ettt et et e st e bt e et e e beesabeebeeenneeneen 19
3.8.  The Post Office: Postal Saving Banks .........ccccceeviiiiiiiiniiiiniieee e 19
4. Hindrances to Increasing INCIUSION...........c.ooiiiiiiiiiiiiiieeee e 21
4.1.  The Banking Sector: Myopic ASpects Of APPFrOACH..............cccccvueevveeeeeceieiieecirenneaanes 21
4.1.1.  Weighing Benefits of Public versus Private Banks ..........ccccoceeniiiiiniiniiieen. 21
4.2.  The Non-banking Sector: Small Scope & Little Hope for Scaling Up..........c..cu........ 22
4.3.  Tensions between the Banking and Non-banking Actors: Potential for Partnerships.23
4.4.  Jharkhand’s Inherent Barriers to Increasing Financial Participation.............c.ccc......... 25
4.4.1. INFTASTIUCTUTE ... ettt et et 25
4.4.2.  High Concentration of Tribal Populations & The Tribal Land Laws...................... 25
4.4.3.  Limited Agricultural Options..........coceeveriirieniiriiniereeeeeeeete st 26
4.4.4.  Political INStability ....c.cccveiiieiiiiiieiieciece e e 27
4.45. Weak Financial Culture ............ccooiiiiiiiiiiiiiicee et 27
5. CONCIUSION ..ttt ettt ettt st e bt e et e bt e s abeesbeesabeesbeesaneens 27

BIDLIOZIAPNY ..ot ettt e b e eanas 29



Albino, Subramanmian: Reaching Out to the Unbanked in fharkhand State

Acknowledgments

The authors would like to thank Dr. Rabi Mishra at the Reserve Bank of India in Ranchi for
his time, enthusiasm and generosity; Suvojit Chattopadhyay of the Centre for Micro Finance
(CMF) for his practical knowledge and expertise; Theresa Chen of CMF for her careful

review of an early draft; and Lakshmi Krishnan of CMF for support and guidance at every
stage.



Albino, Subramanian: Reaching Out to the Unbanked in Jharkhand State

Acronyms

AB
B2C
BCs
BDO
BFs
CBS
CMF
CSC
DDC
DRDA
FI
GCC
IFAD
KCC
KYC
LDM
MFI
NABARD
NeGP
NGO
NREGA
NSSO
PRA
PRADAN
RBI
REDP
RRB
SAA
SBI
SC/ST
SCA
SGSY
SHG
SIDBI
SKS
TSPs

Allahabad Bank

Business to Consumer Services Model

Business Correspondents

Block Development Officers

Business Facilitators

Core Banking System

Centre for Micro Finance

Common Service Centres

District Development Commissioners

District Rural Development Agencies

Financial Inclusion

General Credit Cards

International Fund for Agriculture Development
Kisan Credit Cards

“Know Your Customer”

Lead District Managers

Microfinance Institutions

National Bank for Agriculture and Rural Development
National e-Governance Plan

Nongovernmental Organizations

National Rural Employment Guarantee Act
National Sample Survey Organization
Participatory Rural Appraisal Technique
Professional Assistance for Development Action
Reserve Bank of India

Rural Entrepreneurship Development Programme
Regional Rural Banks

Service Area Approach

State Bank of India

Scheduled Castes and Scheduled Tribes
Special Central Assistance

Swarnjayanti Gram Swarozgar Yojana
Self-Help Group

Small Industries Development Bank of India
Kalanga Bazar Educational Trust

Technical Support Providers






Albino, Subramanian: Reaching Out to the Unbanked in Jharkhand State

1. Introduction

1.1. What is Financial Inclusion?

“Financial inclusion” (FI) is one of the emerging frameworks for addressing poverty
alleviation and economic development. In broad terms it is defined as the process of ensuring
access to financial services for all segments of society, particularly vulnerable populations, at
an affordable cost. For the purposes of this paper, FI includes everything from providing
training to promote sustainable livelihoods to opening bank accounts to offering small loans.!
Implicit in the FI approach is the idea that having access to the formal banking system is a
necessary part of improving one’s livelihood through increased income.? Furthermore,
research in the last decade has shown that a well-functioning financial system is linked to
faster and more equitable growth.? Campaigns for better rates of financial inclusion among
the unbanked are currently taking place around the world, particularly in regions where

microfinance and pro-poor banking is well established.

In 2006, the Government of India launched a nationwide campaign to bring India’s
millions of unbanked poor into the formal banking system. With only 35 percent of its
population engaged in the formal financial sector, India has the highest number of financially
excluded households in the world—135 million.* The campaign has highlighted the need to
simultaneously expand the country’s banking infrastructure so that poor people can be more
easily included. A central part of India’s economic development strategy, therefore, is to
extend the benefits of formal banking to all of its citizens and to eventually attain 100 percent

inclusion rates.

However, the proliferation of banking facilities for the poor in pursuit of this goal has
been uneven across India. Where some regions boast high rates of financial inclusion, others

lag behind. One of these slower-to-progress regions is the state of Jharkhand.

1.2. Context: Background on the State of Jharkhand

!Instead of providing an exhaustive list of activities that the term “FI” encompasses, we have chosen to list a
few of the prevalent products offered in the industry.

? Demetriades & Luintel, p. 318.

3 Honohan, 2004.

* Boston Consulting Group. The Next Billion Consumers: A Roadmap for Expanding Financial Inclusion in
India, p. 6.
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After the Jharkhand Party agitated for a state dedicated to tribal interests, “South

Bihar” became the independent state of Jharkhand in 2000, with self-drawn borders and a
clearly articulated political vision. Jharkhand poses a unique development conundrum
insofar as it remains remarkably poor despite possessing an abundance of natural resources,
which should, in theory, increase its prospects for growth. The state boasts 40 percent of
India’s mineral reserves including iron ore, coal, kyanite, and copper, as well as the country’s

three largest steel plants.
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While Jharkhand’s economic and social indicators are higher than those in Bihar, the
state from which Jharkhand won independence, by almost all accounts they are still far from
reaching their potential. Jharkhand has low average income levels, very high incidences of
poverty and inequality, and low levels of social development in certain districts. Indeed, at
40.3 percent, Jharkhand has one of the highest rates of poverty in all of India.t It also has
high levels of inequality between the urban and rural areas: the urban areas have a lower
poverty rate than many developed countries (at 23 percent) while the rural population has the
highest rate of poverty in the country (at 49 percent). Education levels, literacy rates and

access to health care are also all well below the national average.

> The map is from India National Family Health Survey Fact Sheet 2005-06
And can be found at: http://luke.asmallorange.com/~a2zorg/files/map-india-jharkhand-051408.jpg
® Statistics from 2004-05.
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The financial infrastructure in Jharkhand is, as one might expect, notoriously
underdeveloped. The World Bank’s baseline study shows that between 2005 and 2006, only
20 percent of loans were being used for productive purposes, while the rest were used for
consumption. Additionally, rural Jharkhand is characterized by lack of access to credit. Only
17 percent of rural households had taken credit from any source in the year preceding the
survey. Of those loans, 39 percent came from non-institutional, informal sources, 1.e. money
lenders. Lack of access might be a function of the small number of banks in these regions.
According to the 2002 survey carried out by the National Sample Survey Organization
(NSSO), banks are present in only 5 percent of villages in Jharkhand, compared to 11 percent
in Orissa, and 80 percent in Kerala and the Indian overall average of 24 percent.” Further,
local nongovernmental organizations (NGOs) are present in only 3 percent of villages. Sixty
percent of these villages are located at a distance of 5 km or above from the nearest bank,

with 27 percent at a distance of more than 10 kilometers.?

1.3. The Purpose of this Study

To better understand Jharkhand’s challenges in achieving financial inclusion and
economic growth, this study gathers a wide range of perspectives on the status and future
potential of expanding the outreach of financial services in both the banking and non-banking
sectors in the state. We include the perspectives of apex institutions, in their dual roles as
drivers and regulators of the financial inclusion campaign, public and private banks,
microfinance institutions (MFIs) and NGOs.? We hope, in aggregate, to provide an overview

of who is working towards poverty alleviation in the state.

First, we describe the initiatives in which prominent institutions are engaged, as well
as the challenges they face and the potential solutions they suggest. The second section will
cover the banking sector and the third section will cover the non-banking sector. The
penultimate section four examines some of the overarching challenges faced by the two
sectors, provides the authors’ insights as third-party observers in Jharkhand, and gives an

overview of the geographical, cultural and historical barriers to improving financial inclusion,

"NSSO0, 2003 quoted in World Bank, “Jharkhand: Addressing the Challenges of Inclusive Development”, p. 51.
¥ World Bank, “Jharkhand: Addressing the Challenges of Inclusive Development”, p. 51.

? Apex institutions are mechanisms that channel funds to MFIs and banks without necessarily supporting
technical services.
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which we accept to be largely beyond the impact of the current initiatives. We conclude the

paper with final thoughts.

2. Apex Institutions

2.1. RBI Initiative

Under the guidance of General Manager and Officer-in-Charge Dr. Rabi N. Mishra,
Reserve Bank of India (RBI) Ranchi launched an initiative in January 2008 towards 100
percent financial inclusion in Jharkhand. Although RBI only set up operations in Jharkhand
in November 2007, it shortly thereafter began soliciting banks and government officials to

join the FI drive, with the help of the State Level Bankers Committee (SLBC).

Dr. Mishra has coined the term “T'eam Jharkhand” to encompass the various
members of the state government of Jharkhand, bankers and regulators who are working

together in the FI drive. The Team includes:

* Members from the government of Jharkhand, such as
- the District Development Commissioners (DDCs) of the five target districts
- the Secretary of Rural Development
- the Secretary of Institutional Finance, Officer on Special Duty
" Lead District Managers (LDMs) and Zonal Managers from Jharkhand’s most
prominent public banks (State Bank of India, Bank of India, Vananchal Gramin Bank,
Allahabad Bank, and Union Bank), and
* Prominent RBI and National Bank for Agriculture and Rural Development (NABARD)
staft members, including the Chief General Manager of NABARD.

On July 14, 2008, Team Jharkhand convened at the RBI headquarters in Ranchi to
discuss (1) the progress of the FI drive in each of five districts, (2) the challenges that lie ahead,
and (3) the potential for partnerships with Technical Support Providers (T'SPs). RBI outlined

the three separate stages of FI:

Stage 1:  All households without at least one bank account must be identified and

targeted. They should be educated about financial services and open an account, usually
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a “no-frills account”—mno-minimum balance accounts that offer basic deposit and
withdrawal services, with a limited number of transactions allowed per month.
Stage 2:  Remittances should be processed.

Stage 3:  Loans can be disbursed.

RBI has decided to focus on the first stage for now, and has set a goal of attaining 100
percent FI in five target districts in Jharkhand by December 2008. The five districts are:
Ranchi, Hazaribagh, Dumka, Jamtara and Pakur. They were selected based on the likelihood
for success and presence of financial culture.!” The initiative is about 70 percent complete,
and members of Team Jharkhand hope to achieve 100 percent FI by September, at which

time they plan to start surveying households to get a sense of how effective the drive has been.

To ease the process of opening new accounts for Jharkhand residents, RBI has
allowed for a relaxation of the “Know Your Customer” (KYC) requirements in rural areas for
opening accounts with a balance of less than Rs. 50,000 or for loans of less than Rs.
1,00,000.1! This allows most rural clients who do not have enough identification to open a
regular bank account under the normal KYC guidelines, to open a no-frills account. Having
a no-frills account also enables villagers to receive payments more quickly through the
National Rural Employment Guarantee Act (NREGA), which guarantees each rural

household 100 days of government work per year.!2

2.1.1. Adopting a Village

Perhaps the largest and most ambitious RBI initiative is the adoption of villages and
the launch of a door-to-door campaign to promote financial literacy and disseminate
information. The RBI has asked all branches of commercial banks and the two regional rural
banks (RRBs) to “adopt” three villages. Most of the public banks have already begun this
initiative, and some private banks are in incipient stages. The interventions in unbanked

villages include:

' Other districts were cited as having a larger number of inherent barriers i.e. tribal populations or were hard to
access.

" Report of the Working Group on Improvement of Banking Services in Jharkhand, p. 83

12 There has also been a restriction on the original RBI mandate of April 1, 1989 which said that when public
banks expand into rural areas they must use the Service Area Approach (SAA). As per SAA, each bank is
designated a particular district in the area and is responsible for providing banking services for all villages
within its jurisdiction. These rules were relaxed in 2004 in order to encourage the activities of public banks in
the rural areas.
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* Opening at least one no-frills account per household
*  Offering General Credit Cards (GCGCs) or Kisan Credit Cards (KCCs) to farmers '3
* Forming SHGs and determining their eligibility under the Swarnjayanti Gram

Swarozgar Yojana (SGSY) scheme

2.1.1.1. Adoption Profile: Saparam Village

Allahabad Bank (AB), Ranchi’s lead bank, chose to adopt Saparam, a village in the
Kidri block, about 30 km from Ranchi. In Saparam, bankers used the Participatory Rural
Appraisal (PRA) technique to target potential beneficiaries. The PRA is an increasingly
popular technique used by development organizations in the process of devising and
implementing new schemes and interventions. It hinges largely on local knowledge to
generate a list of potential beneficiaries. The Bank started the initiative in June 2008 and
hopes to teach farmers how to cultivate tea, roses, and medicinal plants. AB selected Saparam
as the trial district because, despite its proximity to Ranchi, farmers in the area still engage in
traditional styles of farming. There i1s great potential for alternative farming projects in
Saparam such as lac cultivation. This farming process involves the rearing of the insect
Laceifer Lacca, which feeds off the sap and resin of trees, and is lucrative for the pharmaceutical

and food industries.

Furthermore, as formal bankers acknowledge, if banks fail to provide services to the
rural poor then they may migrate to urban areas, resulting in even more abject poverty. The
goal of the program is to promote sustainable development by forming an “ideal” village, one
in which extra income can be earned to ultimately bolster the standard of living. Eventually
the village will become self-sustainable and will no longer need bank loans for livelihood
promotion. In the short term, AB 1s focused on cultivating short-duration crops so that
villagers can earn a higher income in just three months. If the program is successful, AB will

encourage villagers to cultivate long-duration crops.

13 KCCs are offered to farmers to fulfill their short-term credit needs to purchase agricultural equipment or
products (such as fertilizer). A small portion of the loan can also be used for consumption purposes
(http://www.rbi.org.in/scripts/BS _CircularIndexDisplay.aspx?1d=1962).

' Under the SGSY scheme, the government subsidizes loans to SHGs. To qualify for the scheme, at least
80percent of the SHG members must be identified as “Below Poverty Line” (BPL) through the BPL census, and
the remaining members must be only marginally above the poverty line. Furthermore, the group must meet the
Minimum Skill Requirement, which includes bookkeeping, cost evaluation, as well as skill in the key activity
for which the loan is taken. Additional training expenses will often be covered by the local District Rural
Development Agencies (DRDAS). The funds are distributed through Block Development Officers (BDOs), who
are state government employees. (http:/rbi.org.in/scripts/BS_CircularIndexDisplay.aspx?1d=3697#the).
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As part of the inclusive process of drawing on local knowledge and abilities, AB held a
meeting in Saparam in July 2008, inviting NABARD’s Chief General Manager, Mr. KC
Shashidhar, AB bank officials, and a local NGO. Mr. Shashidhar told the residents of
Saparam that for the project to be sustainable, they must take action and make action plans
themselves. He also clarified that NABARD and AB’s role would extend to facilitation but
not decision making. The reason for this limited role was that, in his experience,
development projects often fail due to decision-maker turnover rather than inherent flaws in
the project. Therefore, to ensure the continuity and uniformity of the program’s goals, only
the villagers should make decisions. Mr. Shashidhar used the word “shramdan” (work
yourself) to urge villagers to be active participants in the development process. He argued that
development cannot happen with money alone; otherwise, it would have been successful
already. Along those lines, he requested that villagers form a committee of about 15 members
which will decide what economic activities will be undertaken. Since most villagers desired to
cultivate wheat and dairy, AB vowed to help to establish these schemes. AB will determine
the costs and potential income of each scheme and subsequently determine the loan

characteristics. The villagers will receive revolving loans, contingent upon timely repayment.

2.1.2. Other Bank Initiatives

In addition to the aforementioned initiatives, bank branches have been instructed to:

*  “Adopt” two girls per village and pay their school fees through twelfth standard;

* Encourage SHG linkage. SHGs are linked to banks either directly or, after they’ve
matured and established a good credit history, through the help of NGOs. In the
meantime, branch managers sometimes help them to manage their ledgers. Some banks
may give SHGs grades to determine whether they will be offered credit. SBI, for
example, grades SHGs on various dimensions, such as how often they meet, how they
manage their ledgers (whether they use outside help) and their lending activities
(repayment, etc); and

* Form at least two farmer’s clubs—groups formed to market the benefits of SHG
formation and inform others that microcredit can improve their livelihoods. Each

farmer’s club receives a sum, generally around Rs. 3,000 a year for five years, to market

SHG formation on behalf of NABARD. One branch manager of a rural branch of State
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Bank of India (SBI) near Ranchi has even started a campaign making free life insurance

compulsory for all KCC holders so that they learn the importance of insurance.

2.1.3. Common Service Centres

Given that the bank network is not expansive enough to financially include everyone,
RBI is encouraging banks to use Common Service Centres (CSCs) as nodes through which
Business Correspondents (BCs) or Business Facilitators (BFs) can operate. The CSC scheme 1s
part of the National e-Governance Plan (NeGP) which involves the establishment of 100, 000
CSCs across the country—one per every six villages—at the cost of US$1.4 billion over four
years. The NeGP 1s a plan developed by the Government of India’s Department of
Information Technology to bring basic government services to all areas through centres
where the “common man” can affordably access them. !> It uses the public-private
partnership model and will provide funding for each CSC for four years. The CSC is locally
known as a Pradya Kendra (knowledge centre). There are over 4,500 CSCs in Jharkhand,

with each serving 7 villages, on average.

RBI suggests that banks should utilize the Business to Consumer Services model
(B2C), which brings banking to everyone at local-level CSCs using I'T solutions. Under the
B2C model, the GSC is established at the local level of government and is overseen by a local
villager. Services include opening bank accounts, managing micro-deposits, promoting the
formation of SHGs, and collecting loan repayments. Since the person who operates the CSC
1s a member of the community, and is often chosen by a bidding process, he/she has a high
stake in the community. Therefore, using CGSCs as BFs is attractive to banks because it
reduces the flight risk inherent in using other parties who do not have any preexisting social

ties to the community.

2.1.3.1. Pilot Program in Ranchi

HDFC has already begun a pilot program in the Ranchi district using Social
Infrastructure, a Jharkhand-based NGO, as its BC (NeGP had also identified Social
Infrastructure as a potential BC). HDFC approached the organization because of its large
network of CSCs in the state. In Ranchi, Social Infrastructure has identified 15 CSCs for its

pilot program. Initially, HDFC is using its own technology, a debit card reader, but it will

' For more on this plan visit: http: mit.gov.in/default.aspx?id=115.
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eventually implement a biometric system once the pilot proves successful. In an initiative that
began in mid-July, approximately 50-60 no-frills bank accounts were opened in a two-week
period. Due to the KYC requirements, the account paperwork is still being processed at
HDFC’s headquarters, but HDFC hopes to be able to process deposits and withdrawals very
soon. Since Social Infrastructure is responsible for handling HDFC’s money, it has a
“runner” who collects cash from each CSC at the end of each day and also brings cash to
each CSC every morning. In this way, HDFC is simultaneously able to minimize security

risks in terms of theft as well as avoid processing counterfeit currency.

2.1.3.2. Technology Service Providers

Dr. Mishra convened the July 14™" meeting of Team Jharkhand to facilitate the
partnership of banks with Technology Service Providers (T'SPs). He had no intention of
endorsing any particular company, but to simply introduce them to the bankers. The four
TSPs that attended the meeting were FINO, A Little World, HCL Infosystems, and Integra
Micro Systems. Each one explained their systems and Dr. Mishra personally requested that
they offer banks a “no profit/no loss” cost structure to implement a pilot program as a BF in
the five target districts. All four TSPs agreed. All of the TSPs except for FINO already have
projects in Jharkhand. A Little World has the largest presence, servicing Vananchal Gramin

Bank in Dumka and providing Smartcards for SBI in their partnership with the Post Office.

2.1.4. Role of State Governments

The District Rural Development Agencies (DRDAs) promote SHG formation as well
as marketing efforts to link SHGs with distributors outside of their region. For example, the
local DRDA aided a SHG linked to Jharkhand Gramin Bank with its marketing of wooden
handicrafts in Patna and Delhi. The DRDA also coordinates its efforts with NABARD (please
see the NABARD section below for more details).

According to RBI, the role of the state government should be to facilitate banks’

efforts to expand outreach in the following ways:

* The government can identify potential beneficiaries by surveying households. This data

can then be provided to banks.
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* (Circulars can be distributed to block development officers (BDOs) to inform them of

bank initiatives.

* The government can provide sites for banks to open branches, so that banks can
achieve the RBI goal of opening 500 new branches in three years. For example, rural
development projects can improve the quality of road conditions and make travel to
unbanked populations possible.

* Local governments can identify BFs to help open no-frills bank accounts and help cover
the initial costs that banks would normally incur. This can be done in two ways:

- The government can launch pilot programs for banks to use CGSCs as BFs. The
government should be willing to pay the fees to CSCs. These costs should be
covered until banks feel comfortable using BFs.

- The government can encourage banks to use TSPs as BFs to offer improved
technology to clients, such as Smartcards. The Smartcard fees should initially be
paid by the government.

* The DDCs should prioritize financial education and account opening, and should
evaluate their BDOs’ performance based on their fulfillment of these goals.

* Local governments should facilitate meetings of all bank branch managers in each of the

five target districts. DDCs and BDOs should also attend these meetings.

2.2. NABARD

NABARD has played a prominent role in promoting SHG formation in Jharkhand.
By working with NGOs, ranging from nationwide or statewide NGOs to grassroots NGOs,
NABARD has worked to rate SHGs and to link them to banks. NABARD also ensures that
the NGOs with which it works have been registered as a Trust/Society for at least three
years. Finally, NABARD has undertaken some unorthodox techniques in Jharkhand, such as
bringing SHG members to observe well-developed, progressive farms in Maharashtra and
Karnataka. By inculcating a culture of empowerment, NABARD has worked to improve the

efficiency of farming techniques in Jharkhand.

In Jharkhand, NABARD has focused on marketing, through farmer’s clubs and rural
marketing outlets, to promote FI. The organization cites its greatest challenge in Jharkhand as
creating awareness about FI among have-nots, thus farmer’s clubs help to educate

newcomers. Furthermore, it is working in conjunction with local DRDAs to set up rural

10
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marketing outlets in Deoghar and Hazaribagh, where SHGs can sell the handicrafts that they
make. NABARD also fosters the growth of entrepreneurship, which is especially deficient in
Jharkhand. Through its Rural Entrepreneurship Development Programme (REDP),
NABARD canvasses villages to identify potential training opportunities, provides training to
entrepreneurs and then if necessary, links entrepreneurs with banks for access to credit. It also
provides incentives for NGOs by offering Rs. 2,000 for each entrepreneur that is linked to a
bank.

3. Microfinance and Service Providers

Simultaneous to the aforementioned initiatives, non-banking entities in Jharkhand,
including MFIs, national, regional and local NGOs, and the Post Office, have been working
In various ways to increase financial participation among the poor and marginalized

populations.

In general, non-banking entities focus on livelihood improvement and therefore
encourage financial activities as one component of improving well-being. While the strategy
of banks 1s to launch financial inclusion in stages, first by opening accounts then later by
offering more comprehensive financial services, the NGO/MTFT strategy tends to be to offer
comprehensive livelihood products at the same time. This includes income-generating project
ideas, skills training, business training, bank accounts, loans, insurance policies, partnership
opportunities and sometimes funding or grants. Therefore, the FI drive launched by the RBI
in the last year was not relevant to, or inclusive of, the framework of the non-banking entities

n the state.

The following section outlines the activities of many of the larger non-banking entities
active in Jharkhand, highlighting their motivation for working in the state, the nature of their

products, any partnerships they have and the main barriers they see to scaling up.

3.1. Professional Assistance for Development Action

Professional Assistance for Development Action (Pradan) has been active in FI
initiatives in Jharkhand since 1983, when the region was still part of Bihar. Jharkhand was

targeted by Pradan, along with regions in six other Indian states, because of its significant
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tribal population, a historically financially excluded population. Pradan’s primary goal is to

improve livelihoods by fostering sustainable income-generating activities among the rural

poor.

Pradan works with more than 83,000 families through the SHG network to provide
training and financing. It promotes livelihoods through three intertwining strands: livestock
rearing, natural resource management and building rural micro enterprises. Pradan’s main
objective 1s to build the capacity for credit absorption through microloans. The main strategy 1s
to improve productivity of agriculture by encouraging better practices (such as poultry
cooperatives), providing better quality inputs (such as seeds), and introducing alternative crops
to rice patty. One of its best known projects is tasar silk production, a unique type of silk
grown from the Antheraea mylitta worm and specific to certain parts of the world. With
financial and technical support from the Central Indian Silk Board, Pradan offers training

and start up materials to many SHGs.

Pradan’s funding stems mainly from government programs, including the
Government of Jharkhand’s Special Central Assistance (SCA) and the International Fund for
Agriculture Development (IFAD)-aided Integrated Tribal Development Programme.
NABARD is also funding watershed development in Petarbar, Bokaro, West Singhbhum and
Banka districts.!6 Despite these resources, however, Pradan’s biggest barrier to scaling up is

funding.

Pradan has had mixed success in terms of developing partnerships with other
organizations. Although it does not partner with other, smaller NGOs, it does hope to share
ideas based on its own success in Jharkhand. In this regard, Pradan has worked with NEEDS
on two occasions: to offer training for tasar silk production and to introduce a system for rice
intensification. Conversely, although banks such as SBI, Bank of India, and AB have been
operating in the area since 1995, Pradan says it has had little success in linking SHGs with
banks in Jharkhand due banks’ indifference. In an effort to combat this mindset Pradan
organized workshops on the bankable poor during the late 1990s with NABARD to attract
bankers. It faults the nationalized attitude of bank staff for the lack of a pro-business culture in

the banking