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Introduction

Concerning the economic upswing of the nation, the most relevant thing is the financial inclusiveness, for which
the paramount role players are banks. In simple terms, financial inclusion refers to the process that ensures
accessibility, availability and usage of formal banking products and services to all the members of an economy
without discrimination!. It will be impossible to think about financial inclusive economy if banks do not link the
governmental schemes with the end users. No doubt banks are the nervous system of every financial system that
covers the gap between banks and unbanked population by extending suitable financial products and services to
the people when expected to pursue the vision of financial inclusion. India has been acknowledged the social and
economic obligations of financial inclusion since independence and has made immense contributions. The
government of India and the Reserve Bank of India has been making combined efforts to foster financial
inclusion as one of the primary national aims of the country. Since last decade hard efforts have been made by the
government to cover the unbanked population under the formal financial sector. A lot of important schemes have
been introduced by the government from time to time for the benefit of the people on one hand and to
strengthen the economy on the other but the load of execution of the schemes on the ground level was on the
shoulders of banks2. Hence it is mandatory that bank should not confront any obstacle while executing these
schemes, as if they face any hurdle, it may reduce the productiveness of the scheme. Therefore, the study has been

undertaken to explore the major factors that bank employee’s face in Himachal Pradesh while implementing
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financial inclusion schemes so that policy makers can take corrective measure considering those factors and
smooth implementation of financial inclusion schemes can be ensured.

Review of literature

Birla, A. (2016)3conversed about the portrayal of commercial banks in financial inclusion and measures initiated
by the government of India and Reserve Bank of India to extend financial inclusion in the nation. According to
this study the convictions of the inaccessibility of banking services in rural areas is basically ignorance,
detachment, and non-literacy, shortfall of bank branches and dearth of saving habits. Based on this our
government has already carried out manifold schemes with the aim of involving unbanked into banking sector.
Igbala, B.A., & Sami, S. (2017)* states that banks are the powerful support system of an economy, strong pillars
of progress and sustainable development of an economy. Quotient of the paper observed positive relationship
between bank branches, credit deposit ratio on GDP of the country. Chabbra, N., & Thangaraj, V. (2018)5
explained that prominence on globalization has curtailed new opportunities as well as threats for Indian banks.
Banks are dealing with many challenges with respect to scanty capital, lack of upgraded technology, extreme
competition and many operational and workforce challenges. Maity, S. (2020)¢ endorsed to evaluate technical
efficiency of public sector banks towards financial inclusion with respect to pre and post implementation of
PMJDY in India and argued that we cannot measure the level of financial inclusion by counting number of
accounts opened but deposits made in those accounts and credit generated by banks out of such deposits must be
studied. This study depicts that when there is increase in deposits and credits, banks pursuance also upgrades
because of the enlargement of their activities. Meghana, P.S., & Supriya, R. (2020)7 the target of this study was
to differentiate the contributions of Canara bank and Corporation bank in attaining financial inclusion in India.
The study concluded that commercial banks have done magnificent job to implement above mentioned
approaches and suggested that to gain more fruitful results from these practices government should supervise
banks activities. The demand of today is home based banking services and for this government should let banks
and mobile companies to join hands to provide banking products via mobile services at an economical price.
Karunakaran, N. (2020)8 narrated that rural bank are opened by the government to work as engine to run the
vehicle of dispersal of banking services in villages with the aim to uplift agriculture, industry and trade over there.
Despite of these, when rural banks applicable possibilities have been cross examined it was found unsatisfactory
because of its work culture like restricted area, small amount of loans with high risk.

Objective of the study

e To analyze the challenges confronted by banks in implementing financial inclusion schemes in Himachal

Pradesh.

Research methodology

The present study covers the challenges faced by the banks in implementing financial inclusion schemes based on
the primary data collected with the help of questionnaires to be filled by branch’s manager or assistant manager by
64 selected banks of the state. With respect to data collection from banks three banks have been purposively
selected namely PNB, SBI and UCO banks as these three banks are having maximum number of branches and
these three also act as lead banks in our state. An effort has been made to study the financial inclusion schemes
offered by a selected bank, method opted by the banks to provide information to public about newly introduced
schemes, main hurdles confronted by banks while executing schemes. The 64 respondents from 64 selected banks
from two districts of the state identified through proportionate sampling method. In order to assess the
challenges, the data has been collected from the bankers on 5-point Likert scale ranging from 5 points for to great
extent to 1 point for not at all. To test the reliability and internal consistency of questionnaire cronbach’s alpha
technique was applied. An effort has been made to extract the factors which put maximum hurdles in the financial
inclusion efforts of banks in the state. The data archived has been appropriately classified and analyzed with the
help of exploratory factor analysis. The appropriateness of analysis was determined by the Kaiser-Meyer-Olkin
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measure of sampling adequacy and Bartlett’s test of sphercity. The extraction of factors was done using varimax
rotation method of data normalization.

Analysis and findings

1. Classification of banks on the basis of districts

Table 1 is presenting the classification of banks on the basis of district and reveals that major bank operating in
the state is Punjab National bank followed by State Bank of India and United Commercial Bank.
Table 1 Classification of banks on the basis of districts

District Name of banks | Total
PNB SBI uco
Kangta 20 (47.6) 17 (40.4) | 05 (11.9) 42 (100)
Mandi 13 (59.0) 08 (36.3) | 01 (4.5) 22 (100)
Total 33 (51.5) 25(39.1) | 06 (9.37) 64 (100)

Note: The figures in the parentheses indicate the percentage of row total.

The above table is highlighting that 42 banks covered under the study has been selected from district Kangra and
rest 22 banks has been taken up from district Mandi.

2 Classification of bank officials on the basis of demographic features
The demographic features of bank officials have been depicted through table 2

Table 2 classification of bank officials on the basis of their demographic features
N Percentage

Gender Male 54 90

Female 06 10
Age Below 35 33 55

36 to 50 years 18 30

51 & above 09 15
Qualification Graduate 20 33.3

Post graduate 31 51.7

Professional degree 09 15
Experience Less than 10 years 18 30

11 to 20 years 35 58.3

More than 20 years 07 11.7

Source: Data collected through questionnaires

Table 2 is presenting the distribution of respondents on the basis of their gender and reveals that a large segment
of respondents is male i.e. 90% and only 10% females are working as managers in the banks. Further majority of
respondents fall in the age group of below 35 years i.e. 55%. About 30% respondents belong to the age group of
36 to 50 years and remaining 15% respondents are of 51 years and above. Educational qualification of
respondents has been also analyzed which shows that majority of respondents are post graduate followed by
33.3% respondents are graduate and 15% respondents are having professional degree. On the basis of their
experience most of the bank managers 58.3% are having experience of 11 to 20 years followed 30% are having
less than 10 years of experience and few of them only 11.7% are having work experience of more than 20 years in
banking line.

3. Respondent’s opinion about financial inclusion schemes offered by banks

Major eight national level financial inclusion schemes were selected and banks were asked to provide information
about which of the selected schemes have been offered by them. The data collected shows that maximum
schemes have been offered by all the selected bank branches of the state fully except Pradhan Mantri Vaya

Vandana Yojna which is not operative in 60% banks of our state.
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Table 3 Respondents opinion about financial inclusion schemes
Financial inclusion schemes Nature of response Total
Yes No N =60

PM]DY 60 (100) - 60 (100)
PMJJBY 60 (100) - 60 (100)
SSY 60 (100) - 60 (100)
SUIS 60 (100) - 60 (100)
PMMY 60 (100) - 60 (100)
PMSBY 60 (100) - 60 (100)
APY 60 (100) - 60 (100)
PMVVY 24 (40) 36 (60) 60 (100)

Source: Data collected through questionnaires
Note: The figures in the parentheses indicate the percentage of row total.

4. Respondent’s opinion about method of spreading information about the schemes

Table 4 furnishes the information regarding how banks manage to spread information to the public about newly
introduced financial inclusion schemes and found that majority 95% of the banks organize financial inclusion
programs then 90% also uses pamphlets and brouchers followed by 76.7% use services of business
correspondents to aware people about the schemes at their door steps. 73.3% responded that they also directly
approach customer when they visit bank branch. The least used method from the list is mass media as only 35%

banks responded yes for mass media as a source of spreading information to the public.

Table 4 Respondents opinion about method of spreading information about the schemes
Methods of spreading information Nature of response Total N = 60
Yes No
Pamphlets and brouchers 54 (90.0) 06 (10.0) 60 (100)
Financial awareness programs 57 (95.0) 03 (5.0) 60 (100)
Business correspondents 46 (76.7) 14 (23.3) 60 (100)
Directly approaching customers 44 (73.3) 16 (26.7) 60 (100)
Mass media advertisements 21 (35.0) 39 (65.0) 60 (100)
Bank employees 47 (78.3) 13 (21.7) 60 (100)

Source: Data collected through questionnaires

Note: The figures in the parentheses indicate the percentage of row total.

5. Analysis based on factors that act as main hurdles of financial inclusion efforts of banks
The current analysis has been planned to scrutinize the problems that come across banks while implementing

financial inclusion schemes.

Table 5 Descriptive analysis

S.No. | Statements Mean Std. deviation

1 Lack of staff 3.2881 1.65103
2 Lack of infrastructure 2.3729 1.59631
3 Lack of automation 2.4915 1.60143
4 Lack of proper network facilities 2.4915 1.70570
5 Lack of branch approachability 1.7966 1.06317
6 Lack of faith of people in banks 1.3559 94253
7 Account dormancy 3.2881 1.14547
8 Lending money to the poor people is attracting NPA 3.4237 1.23461
9 Long processing time 2.8305 1.00263
10 Influence of informal sector 3.3390 1.09245
11 Economic backwardness of people 2.6441 1.47113
12 Illiteracy of people 3.5932 .98469
13 Indifferent attitude of people 3.4068 1.23342

Source: Data collected through questionnaires.
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The descriptive analysis of problems confronted by banks while implementing financial inclusion schemes has
been exhibited in table 5. It reveals from the table that illiteracy of people, indifferent attitude of people, lending
money to poor people is attracting NPA, influence of informal sector, account dormancy and lack of staff are the
most important factors which negatively effects the bank officials as these variables has the highest mean score
3.5932, 3.4237, 3.4068, 3.3390, 3.2881 and 3.2881 respectively. However, lack of faith of people in banks has the
lowest mean 1.3559 with standard deviation 0.94253.

5.1 Factor analysis: Data suitability test

Factor analysis is a procedure used to lessen the multivariate data into fewer interpretable components. This is an
efficient way to extract most common variances from all the variables and place them in a common carton. This
technique is considered because it does not need any prior operational relationships and is a commonly applied
technique of data reduction.

5.1 (a) Reliability test: First of all, the reliability of scale is determined by computing the coefficient of cronbach,
alpha which confirms the intrinsic consistency of the scale. The value of coefficient alpha 0.7 or higher is
acceptable.’

Table 5.1(a) Reliability statistics
Cronbach’s alpha Number of items
919 13

Table 5.1(a) summed up the cronbach’s alpha for given items in the scale. The outcome specifies that scale is
having good reliability with alpha value 0.919 for 13 statements in the scale.

5.1 (b) KMO and Bartlett’s test of sphericity

The subsequent table is conveying the results of two tests namely KMO measure of sample adequacy and
Bartlett’s test of sphericity. Kaiser’s Measure of statistical adequacy is a measure of degree to which each variable
can be predicted by all other variables. KMO gives values between 0 and 1. For reference, Kaiser put the
following values on the results: from 0.00 to 0.49 unacceptable, from 0.50 to 0.59 miserable, from 0.60 to 0.69
mediocre, from 0.70 to 0.79 middling, from 0.80 to 0.89 meritorious and from 0.90 to 1.00 marvelous. Bartlett’s
test of sphericity measures the correlation of variables and is another piece of information of the strength of
relationship among variables. A significance level below 0.05 suggests that there is substantial correlation in the
data. A value greater than .10 indicates that the data is not suitable for factor analysis.1

Table 5.1 (b) KMO and Bartlett’s test
Kaiser’s Measure of statistical adequacy .683
Bartlett’s test of sphericity Approx. Chi square 728.386
Df 78
Sig. .000

Here, value of KMO = .683 which indicates that the sample is adequate and we can proceed with factor analysis.
With regard to Bartlett’s test, the approximate of chi square is 728.386 with 78 degree of freedom which is
significant at 0.05 level of significance i.e. sig = .000, consequently there is considerable correlation in the data.
Therefore, factor analysis is observed as a relevant technique of further analysis of data.

5.2 Factor analysis; Total variance explained The Eigen values, variance percent and cumulative vatiance
description for our factor solution has been illustrated in table 5.3 The first panel depicts the initial eigen values,
the second panel depicts the extraction sums of squared loadings and the third panel presents the rotation sum of
squared loadings.
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Table 5.2 Total variance explained

Components Initial eigen values Extraction Sums of Squared Rotation sum of squared
Loadings loading
Variance | Cumulative Variance | Cumulative | Total | Variance | Cumulative
Total | Percent percent Total | Percent percent Percent percent

1 6.983 53.714 53.714 | 6.983 53.714 53.714 | 3.775 29.042 29.042

2 1.351 10.393 64.108 | 1.351 10.393 64.108 | 3.676 28.276 57.318

3 1.219 9.377 73.484 | 1.219 9.377 73.484 | 1.857 14.283 71.601

4 1.078 8.293 81.777 | 1.078 8.293 81.777 | 1.323 10.176 81.777
5 720 5.536 87.313
6 473 3.642 90.955
7 408 3.136 94.091
8 243 1.867 95.958
9 197 1.512 97.470
10 147 1.133 98.603
11 125 959 99.562
12 .040 .306 99.868
13 017 132 100.000

Extraction Method: Principal Component Analysis

Eigen value constitutes the total variance defined by each variable. Eigen value more than 1 will be chosen as
components. In the present study only 4 components are extracted by collaborating the material variables. The
total column furnishes the quantity of variance of each variable. In a good factor analysis, there are few
components that explain a lot of variances and few explain small amount of variance. Only those variables are
considered whose eigen value is more than 1 and the remaining variables whose amount of variance is very small
are not considered by the analysis. In the present study 4 factors have been obtained from 13 wvariables,
representing major problems faced by banks while implementing financial inclusion schemes in the state. The first
component explains 53.714 percent of variance, second factor 10.393 percent and third factor 9.377 percent of
variance and the fourth factor explain 8.293 percent of variance. All the remaining variables are not remarkable.

The extraction sum of squared loading provides details about extracted factors. These values are always same as
displayed under initial eigen values. Further rotation sum of square loadings is also displayed. This column
emerged when we choose the rotation of factors. In the current study varimax rotation solution has been used.
The percentage of variance displayed by the rotated sum of square loadings are different for the selected
components but the cumulative percentage for the group of three factors are always same i.e. 81.777.

5.3 Scree plot
The graphical representation of factor analysis is known as scree plot. The scree plot exhibits the association
between number of variables and their respective eigen value as is portrayed in figure 1

Scree Plot

Eigenvalue

T T T T T T T
1 2 = 4 s [} 7 E] a 10 11 12 13

Component Number
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The scree plot portrays the eigen value against each variable. This graph is helpful to determine number of
variables to be retained. The point of concern is where the curve starts to flatten. We can see in the graph that
after 4 components, there is change in the arch of the scree plot and it is going downward. This shows that after
fourth component the variance accounts for smaller and smaller.

5.4 Rotated component matrix

The rotated component matrix usually referred to as the loadings, is the crucial findings of principal component
analysis. It covers the extent of the correlation between individual variable and the extracted components.

Table 5.4 Rotated component matrix
S.No. Variables Components
1 2 3 4
1 Lack of staff .840 321 190 .008
2 Lack of infrastructure .826 .386 177 -127
3 Lack of proper network facilities .786 326 357 127
4 Lack of automation .697 113 239 -.258
5 Lack of branch approachability .644 216 -.043 518
6 Long processing time .081 .882 164 .026
7 Illiteracy of people .253 .835 A71 -.029
8 Influence of informal sector .529 725 124 -.024
9 Economic backwardness of people .507 .703 034 246
10 Indifferent attitude of people 334 .697 .296 -.057
11 Account dormancy 217 144 953 .001
12 Lending money to the poor people is attracting NPA 301 .504 731 .044
13 Lack of faith of people in banks -119 | -.030 038 942

Extraction method: Principal component analysis; Rotation method: Varimax with Kaiser Normalization.

The objective of rotation is to reduce the number of variables on which the statement under investigation has
high loadings. Actually, rotation does not make any difference but facilitates the interpretation. The above table
presents rotated component matrix and intimates the factor loading for each variable after rotation. The
correlation between the items and the rotated factors is represented by each number. This correlation assists us to
simplify the association between variables and factor. With the help of above rotated component matrix various
variables have been clubbed in four factors.

Factor 1: Infrastructure inadequacy: This factor measures the bankers’ opinion about problems associated with
implementation of financial inclusion schemes in rural areas with respect to infrastructure. Infrastructure is the
basic structure, facilities and systems that ensures the smooth functioning of any department. It is directly
associated with the productivity and quality of work. With respect to banking sector, if there will be inadequate
infrastructure it will significantly hamper the efficiency and outcomes of a particular branch. The key variables
extracted under this factor are “lack of staff” (840 factor loading), “lack of infrastructure” (.826 factor loading),
“lack of proper network facilities” (786 factor loading), “lack of upgraded technology” (.697 factor loading), and
“lack of branch approachability” (.644 factor loading). Hence the highest rating has been given to the variable lack
of staff. In order to achieve complete financial inclusion as one of the commanding agenda of Indian government,
branches are opening in each and every corner of the country; there is growing need of business correspondents,
sale executives and other bank professionals to reach out the rural people; banks have become target oriented
nowadays. Thus, there is abundance of growth opportunities in the banking sector, but the staff shortage is one of
the major issues confronting by banks to achieve their targets and expectation of Government with respect to the
implementation of financial inclusion schemes. Further proper network coverage is another major issue in the hill
states due to its geographical and climatical conditions. More over lack of upgraded technology and
approachability of branch by the rural women are the significant concern in front of bankers to achieve their
targets smoothly.
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Factor 2: Illiteracy: This factor is the sum of those variables which are indicating that lack of literacy and
economic backwardness are the supreme issues that become hindrance in the way of banks to implement financial
inclusion schemes completely and efficiently. The key variables extracted under this factor are “long processing
time (.882 factor loading), “illiteracy of people” (.835 factor loading), “influence of informal sector” (.725 factor
loading), “economic backwardness of people” (703 factor loading) and “indifferent attitude of people” (.697
factor loading). Rural women have been usually considered as deprived segment of society since life because they
are less educated and less aware that is why they do not understand what change formal financial services
especially loan services can bring to their life. Moreover, life spent by them on doing domestic work is
unrecognized as well as unpaid because of which they are economically backward. This backwardness and
unawareness are the main cause of their indifferent attitude towards banks and still made them to choose informal
sources of finance to fulfill their credit needs. Thus, due to ignorance and poverty choosing to informal sources
over formal sources don’t let banks to achieve the target of complete financial inclusion till date.

Factor 3: Increasing unproductivity: Banker’s perception is that somehow due to the influence of financial
inclusion scheme, account opening has been enormously increased but the major concern for banks officials is
that account of rural women remained unused for long time and become dormant. More over under lending
schemes, when loans are given to poor people, NPA is increasing due to poor recovery hereby enhancing
unproductivity in terms of achievement of targets and profit in the bank branch. This is why factor has been
named as unproductive. The key variables extracted under this factor is “account dormancy” (953 factor loading)
and “lending money to the poor is attracting NPA” (753 factor loading). According to Reserve Bank of India a
saving account will be treated as dormant if there is no transaction over a period of two years. The account
dormancy is actually contradicting and paralyzing the essence of financial inclusion schemes. Government is
claiming complete financial inclusion on the ground of account opening by the people but what if those accounts
remained unused. People are not saving anything in their accounts, they are not lending money from banks and
not using basic financial services then the essence of financial inclusion becomes worthless. Moreover, people
who are taking financial help from bank are not repaying and this causes banking NPA which is harmful for
bank’s financial position.

Factor 4: Lack of trust: The fourth factor is named as “Trust’ containing the variable ‘Lack of faith of people in
banks’ (.942 factor loading). If rural women are not having faith in banks, then the major reason behind this is

again lack of literacy and awareness.

Conclusion

From the above analysis we come to the conclusion that goal of financial inclusion cannot be realized without the
active participations of banks as well as the participation of the people for which the schemes are designed and
efforts are made. Despite of the hard efforts made by banks to implement the financial inclusion schemes there is
still gap between the banking services and unbanked populations especially rural women. From the above analysis
it is clear that major challenges which banks are still confronting includes four major factors namely infrastructure
inadequacy, illiteracy of rural people, increased unproductivity due to NPA and moreover lack of faith of rural
people in banks. The study has recorded four factors explaining the problems faced by rural banks to implement
financial inclusion schemes effectively namely inadequate infrastructure especially lack of staff, network
connectivity. Thus, government need to ensure the recruitment of staff in the rural banks and high-speed broad
band should be made available. Second is the illiteracy of people, thus stress should be given on strengthening the
educational base of rural women. Third factor is increasing unproductivity in the form of account dormancy and
NPA is enhancing somehow because of lack of income, if rural women will be provided with income
opportunities the issue of account dormancy and increasing NPA will be resolved. The study also advocated that
the policymaker should study the psychology of rural women and their specific needs so that need based financial
products and policies can be introduced. More holistic approach is needed to motivate the rural people to
understand the worth of various financial inclusion schemes so that they prefer to subscribe the schemes, can co-
operate banks in effective implementation and can get superlative benefits out of it.
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