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There is consensus about the importance of financial inclusion. This has translated into efforts to
increase the level of financial access from the financial sector firms as well as through policy
initiatives. Among the financial sector initiatives, the most visible has been the growth of the
FinTech platforms. Technology has been seen as a disruptive instrument in the domain of finance
over the last three decades, with digital lending being a very visible and pervasive element. It is
useful and important to ask about the impact that it has had. In India, the government has led
several policy efforts towards accelerating financial inclusion. Some of the prominent policies
include- universalising bank account ownership through the Pradhan Mantri Jan Dhan Yojana
(PMJDY), expanding the outreach of social security through the ‘Jan-Dhan se Jan-Suraksha’
program, strengthening the digital public infrastructure based on its three pillars of digital
identification (through Aadhaar), payments infrastructure (through Unified Payments Interface),
and data-exchange solutions (through the account aggregator framework), and enhancing last
mile service delivery through agent networks and Business Correspondent Sakhis. In all this, the
aim has been to increase access to formal finance for low-income households.

However, there is not a similar consensus on what financial inclusion means, or how it is to be
measured. For example, the UN defines an inclusive financial sector as one providing financial
access, across deposits, credit, and insurance. In India, the RBI emphasised the delivery of
‘appropriate financial products and services.’ In implementation, financial inclusion measures tend
to report access to banking, typically as the fraction of the population with bank accounts (an
example is the Global Findex database on financial inclusion of the World Bank). But there is a
growing recognition that financial inclusion is broader than access to banking alone and has to
cover access to a larger base of financial products and services (Gupta & Sharma, 2021; Palta et
al., 2022). Recently, the UN has proposed adopting the concept of financial well-being (often used
interchangeably with the term financial health) as a part of what financial inclusion means, where
the outcome of financial access should be the ability to sustain the needs of an individual, through
normal times and through shocks. This definition has become part of the development agenda of
the United Nations Capital Development Fund (UNCDF) and the United Nations Secretary-
General's Special Advocate for Inclusive Finance for Development (UNSGSA).
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The DVARA-XKDR financial inclusion measurement system was created incorporating the three-
part ‘input-output-outcome’ framework of measuring the impact of an intervention (an example is
what Banerji et al., 2013 implemented in the domain of education). The measurement of financial
inputs is similar to the financial access measurement implementations in other efforts. What is
novel is the explicit attempt at measuring financial outputs or how financial products and services
are being used once they have been purchased and measuring the outcome for the buyer.
Further, there is an explicit focus on the household as the unit of observation for the outcome.
This is because the financial product or service is purchased by an individual, but the impact is
best seen by the household. This can be implicitly the case for deposits or mutual funds, but
explicitly so in the case of insurance. What the DVARA-XKDR financial inclusion measure thus
captures is the access of the household to all available products, how these are being used and
the impact that they have on the well-being of the household, whose members access the formal
financial system (Ghosh & Thomas, 2022). The method used for this measure is implemented
through a household-level survey®.

An impact assessment of digital lending — in collaboration with FACE

Fintech Association for Consumer Empowerment, or FACE®, is a self-regulatory industry body of
fintech lenders in India. Its membership accounts for 80% of digital lending business volumes and
is therefore a crucial player in the growing digital lending industry serving the credit requirements
of retail customers. The pace of expansion that unsecured retail credit is witnessing can be
perceived as positive in terms of expanding access to and reach of collateral-free formal credit to
millions of Indians. At the same time, there is a prevailing sentiment of the need to tread with care
due to the dual nature of credit and potential customer harm that can arise from overuse of credit
resulting in financial distress and over-indebtedness.

The Dvara Research-XKDR Forum method is applied to customers associated with digital lending
member companies of FACE to gauge the level of financial inclusion and perception of financial
well-being at the household level. The information provided through this tool can provide useful
communication to both the policy and the investor communities about how Financial Service
Providers can improve the financial well-being of their customers.

FACE members surveyed customers representing 1300 households from thirty geographies
within India’ post-COVID. The sample surveyed comprises largely of salaried, urban male
graduates earning forty thousand per month, on average. The features of the sample are
summarised in Table 1.

® The questionnaire can be accessed here: Measuring-Financial-Inclusion-A-project-report.pdf (dvara.com)
® The authors are grateful to the FACE team for their collaboration and support throughout the study.
7 Except Ladakh, Nagaland, Manipur, Mizoram, Lakshadweep and Andaman & Nicobar Islands.
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Variable NotMNA Mean
Gender 1343
Fernale 129 9.6%
Male 1213 90.3%
Unspecified 1 0.1%
Age group 1343
18-25 341 25.4%
26-30 276 20.6%
31-40 486 36.2%
40+ 240 17.9%
Occupation type 1343
Unemployed 28 2.1%
Wage-earner 5 0.4%
Self-employed 245 18.2%
Salaried 1065 79.3%
Education 1343
Undergraduate 222 16.5%
Graduate 797 59.3%
Postgraduate 324 24.1%
Income group 1343
1. <31L 242 18.0%
2.3-51L 402 29.9%
3.5-10L 426 31.7%
4, 10- 15 L 164 12.2%
5. 15 4+ L 109 8.1%
Region type 1343
Rural 372 27.7%
Urban 971 72.3%
Input score 1343 0.338
Outcome score 1343 0.682

Table 1: Summary statistics®
Results of the DVARA-XKDR Financial Inclusion measurement survey

The sample surveyed had an inputs score of 0.338 on average, and an outcomes score of 0.682
on average. In comparison, the financial inclusion score reported in (Ghosh & Thomas, 2022)
based on the in-house data collected for validation of the framework was 0.22 (inputs), 0.21
(outputs), and 0.54 (outcomes). When we apply the World Bank’s Global Findex data to the
Dvara-XKDR method, we find the input, output, and outcome scores to be 0.78, 0.19, and 0.30,
respectively (Ghosh & Thomas, 2022). Therefore, when comparing the scores from the FACE
survey to the benchmarks listed above, we find that FACE customer households appear to be at
higher levels of financial well-being. This suggests that, more often than not, they are able to meet
their current financial obligations and are confident about their financial future. Moreover, the
sample households with greater ownership of financial instruments (inputs) reported higher levels
of financial well-being (outcomes).

8 we categorize individuals who have completed their education up to Class 12 as "Undergraduates," those holding a
bachelor's degree as "Graduates," and individuals who have completed a master's degree as "Postgraduates."
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Financial inclusion also correlates with certain household features in this sample. There is an
income effect: sample households who earn more, tend to have a higher number of financial
instruments, and are at a commensurately higher level of financial well-being. Similarly,
households with more educated members have higher participation in finance as well as feel more
financially healthy when compared to households with less educated members. On the other
hand, financial inclusion does not appear to have a strong link with the type of occupation of the
individual who was surveyed. This suggests that financial access has positive implications
regardless of where and how the individual is earning income. These results are presented in
Table 2.

Dependent variable:
Input score Outcome score
(1) (2) (3) (4) (5)

Income group 2. 3-51L 0.034% 0.096%%* 0.086%%* 0.088%%*
(0.019) (0.019) (0.019) (0.019)
Income group 3. 5-10 L 0.088"%* 0.182%** 0.163*%* 0.161%%*
(0.019) (0.019) (0.019) (0.019)
Income group 4. 10 - 15 L 0.143%%% 0.225%%% 0.192%%* 0.191%%*
(0.024) (0.024) (0.024) (0.024)
Income group 5. 15 + L 0.172%%* 0.255%* 0.220%%* 0.214%*%*
(0.027) (0.028) (0.027) (0.027)
Occupation type Wage-earner 0.023 -0.187 -0.193*
(0.112) (0.114) (0.111)

Occupation type Self-employed 0.008 0.020 0.018
(0.046) (0.047) (0.046)

Occupation type Salaried -0.002 -0.020 -0.019
(0.045) (0.046) (0.044)

Education Graduate 0.065%** 0.058*%* 0.043*%
(0.018) (0.018) (0.018)

Education Postgraduate 0.110%%* 0.074%%% 0.047%%
(0.021) (0.021) (0.021)
Input score 0.319%%* 0.248%%* 0.237%%*
(0.027) (0.027) (0.027)
Constant 0.204%%* 0.508*"* 0.575%%* 0.481°%%* 0.460%%*
(0.046) (0.047) (0.011) (0.016) (0.046)

Observations 1,343 1,343 1,343 1,343 1,343

R2 0.087 0.130 0.094 0.168 0.177

Adjusted R2 0.0BO 0.124 0.093 0.165 0.171

Note: “p<0.1; = p<0.05; *° " p<0.01

Table 2: Regression results

Way forward

The DVARA-XKDR financial inclusion measurement survey is designed to capture the journey of
a household's interaction with formal finance. This survey, of the financial customers of a set of
Digital Lending firms associated with FACE, provides policymakers and practitioners an
independent tool to assess households’ participation in and usage of formal finance, along with
households’ perception of financial well-being. The objective of conducting this exercise in
collaboration with FACE has been to bring in an element of independent enquiry towards
addressing the question of access to digital lending and its implications on the financial well-being
of households.
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FACE has played an instrumental role in persuading its member companies to contribute to the
discourse of financial inclusion and its links with financial well-being, through this survey. This
also aligns with FACE's roles and responsibilities of identifying customer harms and promoting
customer protection, as laid out in RBI's draft framewaork for fintech self-regulatory bodies. This
serves to demonstrate that such a data collection effort regularly can help to identify changes in
the financial well-being of households who engage with financial products of different kinds. Such
a tool also establishes benchmarks that can help to compare and contrast the evolution of
financial access and well-being over time, and across different types of financial models (such as
micro-credit, self-help group-based financing, digital lending, or other new forms of lending) that
can emerge in the industry. This requires that more FSPs administer this survey on a regular
basis at periodic intervals such that the efforts can become more systematic and standardised.
The information emerging from this exercise can, in turn, be a valuable input into communication
by these firms with the wider ecosystem of their customers, as well as with their investors and
their regulators.
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