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ABSTRACT

Financial literacy isameans to tackle theproblemoffinancialexclusion. It isacombinationof
awareness,skills,knowledge,attitude,andbehaviorsnecessarytomakesoundfinancialdecisionsand
achievefinancialwellbeing.Theobjectiveofthisstudyistoanalyzecurrentpolicy,practices,and
evidenceonfinancialliteracy.Thestudyhasbeencarriedoutonthebasisofreviewofliteratureand
secondarydatacollectedfromarangeofsources.ItisfoundthattheGovernmentofIndia,RBI,and
otherregulatorybodiesarerunningfinancialliteracycampaignsthroughdiversemediums.Financial
literacycenters(FLCs)arecontributingforenhancementoffinancialliteracy.However,theyneed
tobestrengthenedbyenhancingresources.Inclusionoffinancialeducationinschoolandcollege
curriculumhasalsobeenrecommended.ScopeofthestudyislimitedtoGhaziabaddistrictofUttar
PradeshinIndia.Thestudymightbevaluableforpolicymakersinenhancingfinancialinclusion.

KEywoRDS
Commercial Banks, Financial Capability, Financial Education, Financial Inclusion, Financial Literacy, Financial 
Literacy and Credit Counseling, Ghaziabad, Policies

INTRoDUCTIoN

Financialexclusionisaglobalproblem;estimatesshowthataroundone-thirdoftheworldpopulation
doesnothaveaformalbankaccount.AccordingtoWorldBankdata,althoughthenumberofpeople
withaformalbankaccounthasincreasedfrom61percentin2014to67percentin2017,butmore
than80percentofthecurrentincreaseismadeupofsuchbankaccountswhichhavebeeninactive
foroverthepastyear.Intermsofactiveaccounts,theportionofthebankedraisedfrom52percent
to53percent(WorldBank,2018)wheretheterm‘banked’meansapersonhavingaformalbank
account.Assesstoformalfinancialsystemisimportantasitprovidessignificantfinancialservices
tohouseholdsandbusinessenterprisewhichincludesafesavingsandrangeofrisk/returntrade-off
services-ithelpsbuildupoffinancialassetswhichcanprovideacushionagainstunforeseenevents;
bywayofcreditandinsuranceithelpsinabsorptionofshocksduetounanticipatedcircumstances;it
reducesdependenceoninformalfinancialresourcessuchaspawnshops,moneylendersorinformal
groupsrelatingtosavingsandcreditassociations;itfacilitatespaymentbetweendifferentparties
andmakesthemsafertoacashtransaction.Theformalfinancialsystemalsomobilizessavingsinto
formalsystemwhichbenefitsthewholeeconomy.

Financial inclusion isamulti-dimensionalconcept,as it focusesonnot justaccess tobetter
andaffordablefinancialproductsandservices,butalsobetterusageofthoseproductsandservices
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(Mani,2018).Hereinliesthechallenge-betteraccessandbetterproductsareofnoworthwithout
betterusage.Increasedavailabilitydoesnotautomaticallytranslateintoeffectiveuse.Effectiveuse
isheldbackduetoasymmetriesofinformationbetweeninexperienced-consumersandpowerful-
financial-institutions.Theimbalanceexistsastheconsumersfeeluninformedtotakedecisionsabout
sophisticatedfinancialproductsandservices.Thisimbalanceoftenbringsnegativeoutcomesdueto
ignorantconsumerdecisionsorinstitutionalabuses.

Financialliteracyisameanstotacklethisimbalanceandhelpconsumersdeveloptheskillsto
understand,compareandselectthebestproductsaspertheirrequirement.Itempowerstheconsumers
to protect their rights in case of conflicting situations. Organisation for Economic Co-operation
andDevelopment(OECD)highlightedseveraldirectandindirectbenefitsoffinancialliteracyfor
unbanked:improvedunderstandingofformalfinancialproductsandservices;betterunderstanding
ofriskandreturnsrelatedtofinancialproducts;reducedcostofinformationandmoneytransfer;high
householdsavingsintoformalfinancialproductsandprotectionagainstunfairpractices(OECD,2005).

Financial literacy is defined as a combination of awareness, knowledge, skills, attitude and
behavioursnecessarytomakesoundfinancialdecisionsandultimatelyachieveindividualfinancial
wellbeing(Atkinson&Messy,2012).Itisoftenconfusedwithfinancialeducationalbeitfinancial
education is a tool to achieve financial literacy. Financial education is the process of creating
knowledge,skillsandattitudetobecomefinanciallyliterate.Introductiontogoodmoneypractices
related to earnings, borrowing, spending, saving, and investing is thebasicpremiseof financial
education.Financialeducationmighthavedifferentmeaningtodifferentpeople-inthealreadybanked
sectionsofsociety,financialeducationmightmeanknowledgeoftaxrules,insurancerequirement
andcreditcards,whileforunbankedsectionsitismoreaboutbasicconceptsofsafesaving,budgeting
andwiseborrowing.Theaimof financialeducation is toachieve financial literacywhich is the
abilitytomakeinformedjudgementsandtakeeffectiveactionsregardingcurrentandfutureuseand
managementofmoney.

Financialliteracyisnotanabsolutestatebutitiscontinuousprocessoflearningandresponding
effectivelytochangingfinancialrequirementsasperage,family,incomeandeconomicconditions.
Financialliteracytargetsbehaviouralchangestowardsmoreeffectivemanagementofscarcefinancial
resources.Itsstrengthliesinitspossibilitytoberelevanttoanyoneandeveryone,fromapoorperson
whojugglesmoneyduetoirregular,insufficientincomeandunpredictableexpenditures,tothesaver
whotriestocomparedifferentchoicesoffinancialproductsforhisretirementsavings.Thoughit
is relevant for everyone, it ismore relevant for emergingeconomies like Indiadue to its strong
relationshipwithfinancialinclusion.Financialinclusionthroughfinancialliteracyplaysasignificant
roleinpovertyalleviationandupliftofweakersectionsofsociety.InIndiathelevelsoffinancial
literacyaremeagre.AsperStandard&Poor’sGlobalFinancialLiteracySurvey,thepercentageof
financiallyliterateadultsinIndiaislessthan25percent(Klapper,Lusardi,&Oudheusden,Financial
LiteracyAroundtheWorld:InsightsfromtheStandardandPoor’sratingsservicesglobalfinancial
literacysurvey,2014).ThegovernmentofIndia,recognizingtheneedforfinancialliteracyhastaken
manyinitiativesforitsenhancement.

Inaccordancewiththis,theobjectiveofthisstudyistoanalysecurrentevidencesonfinancial
literacyandfinancialinclusioninGhaziabaddistrictofIndia.Thestudyalsohighlightscurrentpolicy
andpracticesrelatedtofinancialliteracy.ThescopeofthisstudyislimitedtoGhaziabaddistrictof
India,asitispartofafundedresearchprojectbeingcarriedoutinthesaidgeographicalarea.

LITERATURE REVIEw

Financial Education, Financial Literacy and Financial Capability
CohenandNelson(2011)discussedthreerelatedterms-financialeducation,financialliteracyand
financialcapability.Thesethreetermsaresimilaryetdifferentaseachoneisapartofawholepuzzle
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