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Executive Summary

India has been growing rapidly for the past couple of decades. The growth rate is
supposed to be one of the fastest in the world. This has led to an enormous growth
in economy. However, there are vast areas, especially the rural areas, which are
untouched by this growth. Inclusive growth has therefore become very important
for the government to pursue vigorously. Financial Inclusion is an important tool
for ensuring inclusive growth. Various approaches like expanding the SHG-Bank
linkage Programme, Using technology for extending financial services, Using the
BC-BF model amongst others has been pursued in expanding the financial outreach,
especially in the remote areas like North East. However, given the diversity of the
region and its hilly terrain, the progress has been slow and tedious. The region is
also home to traditional institutions which are part of the community and are
involved in governing and providing community services including financial
services to its constituents. The potentiality of engaging with them and expanding
outreach to the rural and remote areas is immense. The study therefore looks at
these institutions closely so as to understand their processes and inform the formal
sector either in developing linkages or modify products and processes in the latter.
In order to capture the information more vividly, the study has restricted itself to
looking at only six districts covering Lower Assam.

The study was conducted using both primary and secondary data. The primary
survey covered samples from the households, traditional institutions, Xonchois®.
Participatory Rural Appraisal Techniques were used to elicit responses on financial
behaviour from households. The study area was confined to Lower Assam.

This area is the most economically backward region of Assam. It is also low in the
Human Development indices. The picture is the same as regards the banking
parameters. The branch network is sparser here than the other parts of the state.
Consequently, it is also the most financially excluded area of the state. Except for

the district of Kamrup which has the capital city of Guwahati, almost of the districts

! Traditional Groups offering savings and credit services to the rural households

10



shows very low savings and credit A/Cs per 100 adult population. Similarly, the per
capita deposit mobilized or per capita credit disbursed is also very low. Thus, the
financial exclusion is very high. The rural financial market is therefore dominated
by the informal sector institutions, offering financial services to the area, especially
the poor.

The credit markets of the study area is characterized by requirements which are
small and mostly for household expenditure. The data also reveals that the Life
Cycle lumpsum needs of households were mostly used for Diseases, Education for
Children, Marriages, Social functions and House building and Repair. Besides the
above, another set of requirements is generated from the seasonality of income and
expenditure and the mismatch that occurs between them over the entire year. Given
the lack of availability of financial instruments to meet their needs, they often seize
opportunities available to them, mostly in the informal sector through either savings
or credit. Whatever may be the product, the poor would use it only if it is flexible,
reliable and convenient. It should be easily accessible with minimum transaction
cost. Most of these set of requirements are fulfilled by the informal sector
institutions and hence they dominate the rural financial landscapes in Lower Assam
Among the various informal institutions Xonchois are the most used informal
institution. Xonchois are ASCAs (Accumulated Savings and Credit Associations)
which are concentrated in the districts of Nalbari, Kamrup, Barpeta . ASCAs are
commonly found in other parts of the world. In some parts of Africa it is also being
actively promoted as Village Savings and Lending Associations in areas where they
are absent so as to provide an option to the people living in these areas. In Nalbari,
they are ubiquitous and cover as much as 90% of the households as compared to
only 39.2% by banks and only 43.2% by SHGs. In terms of usage, Xonchois are
used extensively by households. In Nalbari, on an average, 100 households have
481 saving accounts with these institutions as compared to 55 savings bank account
for every 100 households. Similarly, SHGs have only 53 savings bank accounts for
every 100 households. In other words, there are only 53 households which have

membership in SHGs. Assuming 10 members per SHGs, there are 5.3 SHGs per
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100 households. Despite its near absence in districts of Kokrajhar and Dhubri, the
average saving accounts with these institutions were still at 162 for every 100
households as compared to only 68 bank accounts for every 100 households.
Nearly, 70% of the all the savings accounts in Nalbari are in Xonchois. Only 8% of
the savings accounts are in banks. Moreover, a large number of the savings account
in banks are also dormant and very irregularly used (nearly77%). In comparison,
the Xonchois are used extensively (mostly on a monthly basis).

In terms of its depth, it is seen that it is used extensively by all the classes of
households i.e. the rich, not-so-poor and the poor. Amongst the poor, there are 82
savings accounts per 100 households as compared to only 14 accounts in banks by
them and 42 saving accounts with the SHGs. Despite the use of banking services by
the rich, they still use Xonchois extensively. For instance, on an average the rich
had 167 savings bank accounts for every 100 households compared to 332 savings
accounts with Xonchois which is almost double. Similar is the case with credit
accounts. In fact, it is so popular that in the districts of Nalbari and Kamrup that
they have displaced the moneylender here. There is a strong correlation of the
presence of Xonchois and the displacement of money lenders and it is significant at
99%.

Although the Xonchois break after a period and distribute the corpus as dividends
and the SHGs do not do so, the average amount saved in the Xonchois, by the poor,
are still much more than in the SHGs. Overall, the poor save much more in
Xonchois than in the banks. Thus, the Xonchois are the most extensively used
institutions for financial services by the rural households especially in the districts
of Nalbari, Kamrup and Barpeta. They offer their services cutting across class,
community and gender. In Nalbari, male groups are equally common as women
groups. This makes them perhaps the most financially inclusive of the all the
institutions including the SHGs.

Xonchois are popular amongst all segments primarily because of certain features
which endear them to the people. They are looked upon as secured instruments as

default rates has been low due to strong member control as all of them are either
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their neighbours, friends and relatives. Similarly, high returns on their savings,
easy, flexible and simple and friendly process, physical and perceptual proximity
and loan facility integrated with savings are attributes that Xonchois rank very high
as compared to banks or other financial intermediaries. All of these make it a
financial institution which is used extensively by all classes of people and by all the
communities in the districts.

The range of membership in Xonchois usually varies from 8 — 60. However, in the
districts where they are concentrated, the sizes are much larger ranging from 20 -60.
Although most of them consist of female members, in Nalbari, where it is
concentrated, it is dominated by males suggesting that it also plays an important in
economic activity.

Xonchois, by design, has fixed tenureship. This is their strength. However,
Xonchois in the study area have extended their tenureship and thereby expanded the
savings product range to seven different types of savings product - much more than
a typical ASCA offers in other parts of the world. The households therefore have
multiple memberships in them to avail the different benefits associated with them.
In addition to savings they also offer credit. The multiple memberships are also to
ensure that they have an access to a larger sum as and when they require it. They
use the Xonchois as their credit card, drawing from it when required and
replenishing back when they are in surplus. Xonchois are extremely flexible in their
operations with contribution amounts varying based on the seasonality of income
and expenditure. All of the above makes Xonchois a preferred institution to save
and borrow money from.

In comparison with SHGs, Xonchois score higher in the following points.

Firstly, there are no start-up costs in Xonchois, as the norms and process are known
to all the members; they therefore do not need to be trained in its operations. They
leverage on the knowledge which is available. This is very unlike an SHG where
large investments are needed in capacity building and training of members.

Knowledge has to be transmitted from outside. This can be costly and hence
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prohibitive. Xonchois on the other hand, because of its low costs can be started up
by anyone with some members.

Secondly, Xonchois are easy to manage. The cash collected is disbursed every
cycle, thus reducing the scope for fraud. The books are very simple (often just in a
single sheet) and the accounting is kept within manageable limits as the group
breaks after a fixed period and disburses the entire corpus. On the other hand, a
large number of books have to be maintained in a SHG. This means that at least
some members has to be trained in book keeping quite well for ensuring that the
books are well maintained and updated. The absence of this has been a serious issue
in the SHG management and consequently has lead to delinquency in them.

Thirdly, the benefits of Xonchois are clearly marked out. Members are aware of the
date of termination of the Xonchois and the amounts that they are likely to get at the
end of the term. This ensures members interest in the group and thus effective
control. In an SHG however, since they do not have fixed tenureships, members
cannot link the savings and the benefits from it. The fund generated is looked up as
only a conduit to access loans from external agencies like banks. Once this is
achieved, members gradually loose interest if the banks are not responsive enough
in providing repeat loans. Consequently, the members drop out of the group and it
defuncts.

Fourthly, Xonchois offer the households the flexibility to contribute more when
there is surplus in the house and allows them to draw down from it when their cash
position is tight. It also provides the access to the larger lumpsum when they need
it. All of these ensure that Xonchois are viewed as essential coping mechanism and
hence being part of it is very natural and also essential. The members in a SHG,
however, save only small amounts and the inflexibility of its mechanism does not
allow the households to use it effectively as an instrument of coping with their crisis
and other needs. It therefore remains outside the ‘financial ecosystem’ of the
household unlike the Xonchois.

There are however, two weaknesses in Xonchois. The over reliance on the manager

could lead to problems especially in a group where most of the members are

14



illiterate. And in most of the cases, Xonchois are able to meet only the basic
requirements of the households. They have mostly failed to meet long term savings
needs or larger loans for production related needs etc.
Besides, the Xonchois, there are other types of traditional institutions which provide
financial services only partially. These are village level institutions which provide
community services to the community. They differ in scale and scope in different
areas and within the different communities. These are fairly powerful and hence can
censure individuals/households if they violate the norms of the group. They also
provide financial services but in a limited manner and also to the most needy. They,
therefore provide some sort of a social net to the most underprivileged and needy in
the villages.
Traditional institutions therefore play a major role in the rural areas of the study
area. Some of them, like the Xonchois, provide crucial financial services to
households. They have an enviable outreach, surpassing all the other intermediaries
including money lenders in their area of concentration. It is truly one of the most
inclusive of all the financial institutions in the area. Their excellent track record due
to their good governance and transparency ensured by strong member control
makes it a highly trustworthy institution where the household can park their
savings.
Some tentative suggestions for linkages of Xonchois with banks have been made.
These suggestions however need to be taken up only after a detailed product
development work including piloting is undertaken. The suggestions are as follows;
) A recurring deposit scheme for a longer term upto 7 yrs or so. This
would help the members to build up a larger lumpsum which most of the
Xonchois are currently not offering.
i) A term deposit (or fixed deposit) scheme for a period of 7 years or so.
This product is also not being offered by most Xonchois.
iii) A credit linkage for a larger amount with the Xonchoi offering a
guarantee for its members. A part of the corpus of the group could also

be kept as security by the banks till the closure of the loan.
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For the other traditional institutions involved only partially with offering financial
services, the role could be that of providing assistance to the banks as Business
Facilitators. This could start initially with the Dong Committees of Bodo areas and
the Kuchis of Barpeta.

However, the study also recommends a thorough change in the mechanism of
communication between the two set of institution from two different worlds. The
formal institutions are a product of the literate world and hence emphasize on text
and documented records. The informal institutions on the other hand conducts most
of its business orally. This ensures effective participation of its members and
therefore is its strength. Effective, meaningful and sustainable communication can
take place between the two only if the principal and processes of these informal
institutions are more carefully understood and an appropriate architecture of
engagement be built up between the two. Some steps towards that has been
recommended including using of pictures and symbols rather than texts and also
using of IT for recording sounds and visuals etc. Further research work in terms of
building up the tools and piloting it could help engage with these institutions and
help making these remote communities financially inclusive in a low cost and

sustainable manner.
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