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Executive Summary 

 
Finance is a powerful intervention for economic growth especially in a resource-constrained developing country like 

Bangladesh. Access to finance especially to the poor is essential for promoting inclusive economic growth and 

eradicating poverty in the country. The country’s development strategy recognizes that socioeconomic opportunities 

and development in Bangladesh will be undermined if expanded financial services are not available especially to the 

poor and other disadvantaged groups who are deprived of access to these services and who need these services. An 

inclusive financial system provides a number of benefits to the economy. It makes available more resources for 

investment especially for the promotion of small and medium enterprises (SMEs). It creates employment 

opportunities, ensures economic and financial stability through reducing vulnerability and contributes to poverty 

reduction.  

Access to a well–functioning financial system can economically and socially empower individuals, in particular 

poor people and women, allowing them to better integrate into the economy and actively contribute to development. 

In an inclusive financial system, no segment of the population remains excluded from accessing financial services.  

Access to Financial Services 

In Bangladesh, financial services are provided by a variety of financial intermediaries that are part of the country’s 

financial system. There are three broad types of providers of financial services—formal, quasi-formal and informal, 

the distinction is based primarily on whether there is a legal infrastructure that provides recourse to lenders and 

protection to depositors. Although the formal financial services are provided by financial institutions licensed by the 

government and subject to banking regulations and supervision, quasi-formal financial services are not regulated by 

the banking authorities. These institutions are usually licensed and supervised by other government agencies. On the 

other hand, informal financial services are provided by individuals and institutions outside the structure of 

government regulation and supervision.  

Access to financial services implies the absence of any obstacles (both price and non-price barriers) to the use of 

required financial services. For policy purposes, exclusion can be voluntary which refers to the case where an 

individual or firm has access to financial services but it is in no need to use them. Alternatively, exclusion can be 

involuntary where price and/or non-price barriers prevent the access to these services. Low-income families, 

especially the poor, have multiple and compelling reasons to smooth their income over short-term fluctuations due 

to less stable employment and earnings. For the poor, access to financial services is critical both for investing in 

productive livelihood activities to enhance their incomes and raise resources that can be used to smooth income in 

response to short-term earning fluctuations. 

The poor often lack access to formal financial services that other households may take for granted. There are a 

number of reasons why the poor households tend to be unbanked. Financial institutions frequently require different 

documents to open an account, set high minimum account balances, and have high fees and other requirements that 

are ill-suited to the poor households. The availability of few low-cost and easily accessible savings instruments, 

credit constraints, and higher cost financial products increases the economic challenges of these households. The 

quasi-formal financial institutions and the informal market are among the alternative financial services that 

complement the formal financial sector for the poor households. Though expensive, they are often more convenient 

and easier to use than the formal financial services. The study suggests that existing financial, credit and payment 

systems do not serve the poor well, imposing significant costs and reducing opportunities of these households. Many 

households use both quasi-formal and informal channels to meet their financial service needs which put these 

households at great disadvantages to improve their livelihood.   
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According to available data, while the number of deposit and credit accounts per 1,000 population in the country 

during 2005-2010 increased from 242 to 333 and from 51 to 63 respectively, the increase in the rural areas was from 

127 to 189 for deposit account over the same period. On the other hand, similar number for the credit account 

actually declined from 53 in 2005 to 51 in 2010. This shows that a significant share of the population in Bangladesh 

do not have access to the formal financial institutions who are mostly the poor in rural and urban areas. In recent 

years, the access to financial services has steadily increased. The overall access as a share of total population 

increased from 44 percent in 2005 to 56 percent in 2010. As a share of total adult population, it increased from 71 

percent to 87 percent over the same period. 

 

Despite substantial expansion of bank branches and increase in the membership of MFIs and other financial 

institutions, a significant share of the country’s adult population still remains financially excluded. The access to 

credit for the farmers from the banking system is significantly low relative to their contribution to the GDP. In 2013-

14, the share of the agriculture sector in GDP was around 16 percent while agriculture’s share of advances in total 

advances stood at about 6 percent. In Bangladesh, the financially excluded sections of the population comprise 

different poor and marginal groups including small and marginal farmers, tenant farmers, landless labourers, self-

employed and unorganized sector enterprises, urban slum dwellers, migrants, ethnic minorities and socially 

excluded groups, poor senior citizens and women. While there are pockets of large excluded population in the urban 

areas, the rural areas contain most of the financially excluded population. 

There are a variety of reasons for financial exclusion. From the demand side, lack of awareness, low income/assets, 

social exclusion, and illiteracy act as barriers to accessing financial services. From the supply side, distance from the 

branch, branch timings, cumbersome documentation and other procedures, unsuitable products, staff attitudes are 

common reasons for exclusion. These result in higher transaction cost and lower profitability. On the other hand, 

flexibility, ease of availability, and other attractive features of informal credit make such credit popular and survive 

over time despite the fact that informal credit is costlier than other sources of credit. 

It is likely that the factors which determine whether or not an individual or enterprise has access to finance will 

change over time. In such an event, it may be useful to group the banked and unbanked into segments that reflect 

their current and possible future status as users or non-users of financial services. One approach to such market 

segmentation is the ‘access frontier’ which helps to analyze the development of financial markets over time. The 

access frontier gives the maximum share of the population that has access to a financial service at a given point in 

time. The frontier may shift over time due, for example, to technological and competitive changes in the market. The 

access frontier approach distinguishes between users and non-users of a financial service. Further, the segment of 

non-users may be divided into four groups:  

• Those who are able to use the service but choose not to do so (voluntary non-users) 

• Those who can currently access the service but do not as yet use it (non-users, lying within current access 

frontier) 

• Those who should be able to use the service in future based on likely changes in the features of the service 

and the market (non-users, lying inside the future access frontier) 

• Those beyond the reach of accessing the service in the near future (the supra-market group, lying beyond 

the future access frontier).  

For policy purposes, it would be important to identify the reasons and take appropriate actions for those who can 

currently access the services but do not as yet use the services. On the other hand, the policy needs to be focused 

more on two major groups of non-users: groups who are lying inside the future asset frontier and groups lying 

beyond the future asset frontier.  

The Policy Framework 

Bangladesh’s development strategies treat financial inclusion as a powerful accelerator of economic progress and 

development and an effective means for achieving the goals of reducing poverty and building shared prosperity. 

During the 7
th
 Five Year Plan, the government’s strategy should aim at broadening the reach of the digital payment 

systems, particularly for the poor and in the rural areas, and expanding the range of suitable services for the poor 

available in the digital systems. The approach should involve three mutually reinforcing objectives: 
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(i) Reduce the amount of time and money that the poor people spend to conduct financial transactions; 

(ii) Increase capacity of the poor people to weather financial shocks and avail income-generating 

opportunities;  

(iii) Generate macro-level efficiency by digitally connecting the poor people, financial institutions, government 

service providers, businesses, private sector and other stakeholders.   

The government effort should focus on expanding innovative ways of increasing the poor’s access to financial 

services and motivating and encouraging the financial institutions to offer these services. Since these interventions 

often involve technologies that need to be adapted to the targeted clients, the strategy should support, to address this 

demand-side challenge, product design experiments to specify required design and other features that will encourage 

the poor people to adopt and actively use digital financial services. The government should also develop policies and 

regulations that facilitate these developments.  

One of the major challenges of serving the poor especially the small and marginal households is a lack of adequate 

information on the kinds of financial services they need. While progress has been made on understanding the needs 

of different farmer groups, particularly those with easier access to financial markets, relatively little is known about 

the financial service needs of harder-to-reach segments including the small and marginal farmers. A detailed 

understanding of their needs requires comprehensive analysis of the lives of these farmers as both agricultural 

producers along with participation in other informal sources of income. It is important to understand how the poor 

farmers manage their cash flows, their preferences, attitudes and behaviours to determine the scope of diversifying 

income sources as an effective path out of poverty. The financial service providers must also take an active interest 

in serving these marginalized populations, understand how they access information and adapt existing technologies 

to make that information available and, in doing so, become productive users of financial services. 

Digital Financial Services 

Since the digital payment systems have already taken hold in the rural communities, the government should work 

with banks, insurance companies, and other financial service providers to increase the range of financial services 

that the poor people, especially the small and marginal farmers and women, can access in digital form. As a 

reasonable degree of connectivity in the rural areas of the country is already established, the efforts should be to 

extend the reach of digital payment systems into rural communities and encourage the poor people to adopt these 

systems through digital interface.  

In Bangladesh, digital finance holds an enormous opportunity for greater financial inclusion and expansion of basic 

services. At present, around 115 million people own a mobile phone. As such digital finance can be used as a 

powerful means to expand access beyond financial services to other sectors, including agriculture, transportation, 

water, health, education, and clean energy. Obviously, digital solutions and new technologies will offer great 

potential to overcome the massive challenge of providing access to financial services to the poor and will contribute 

towards achieving the goal of universal access to financial services by 2021. 

It is also likely that the benefits of digital finance will extend well beyond the conventional financial services: This 

will also emerge as a powerful tool and an engine for job creation in Bangladesh. The innovations by bKash and 

other institutions should be further expanded during the 7
th
 Plan for tackling financial access and other major 

development challenges through adopting various innovative approaches to digital finance.  During the Plan period, 

delivering financial services through technological innovations should act as a catalyst for the provision and use of a 

diverse set of financial services including credit, insurance, savings, and financial education. The excluded people 

would come under the purview of expanded access to money transfer services, microloans, insurance and other 

services.   

 

Digital finance can also play an important role for small businesses. This will provide them with access to finance 

along with electronic payment systems, secure financial products and a chance to build a financial history. The 

potential of digital finance is huge especially in developing the rural areas. For example, the government’s plan 

should be to use post offices, most of which are located in the rural areas, in enhancing financial inclusion. These 

post offices can play an important role in effectively delivering a variety of financial services, including banking, 

insurance, and remittances even in the most remote areas of the country. The government should encourage close 

public-private cooperation which will be a key factor in removing such barriers as cost, distance, and regulatory 

complexities. 
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Providing Efficient Financial Services and Products 

For ensuring productive use of financial services, the government should strive for generating more effective 

synthesized knowledge about the products that exist for the poor households, institutions that provide these products, 

understanding the ground level realities for adopting successful and innovative models, and what factors ensure the 

success of promising ideas, and why some were embraced outside the intended target population. This will involve 

both development and piloting of more tailored products and services for the poor households. The government 

should encourage relevant organizations to explore ways to work with mobile network operators (MNOs) and other 

private-sector actors to identify not only how technology can help drive down costs to more effectively reach poor 

families, but also how different types of providers can collectively reach these households in an effective manner. 

Some recent evidence in digital financial services (DFS) for small and marginal farmers suggests that it is important 

to (i) identify pain points in serving small farmers such as the cost and risk of making payments to the farmers and 

delivering subsidized credit; (ii) discuss how DFS are being used to overcome these pain points; and (iii) highlight 

the initial obstacles and successes. Given the rapidly developing state of DFS for the small farmers, it is important to 

realize that while DFS via mobile channels offer great promise for improving the lives of small farmers and their 

families, significant challenges still remain. One key obstacle is the limited penetration of mobile phone among the 

small and marginal farmers suggesting the need to adopt different forms of technology. Moreover, receptiveness to 

DFS via mobile channels among the small farmers would vary depending on their experience with mobile phones in 

general and with mobile money services in particular. This indicates that the success of mobile-enabled DFS would 

depend in large part on factors such as extent of mobile money adoption and experience of small farmers in using 

mobile phones for services such as messaging and agricultural information. In addition, there is also a need to 

complement current DFS innovations with other innovations that are based more solidly on financial needs, 

behaviours and aspirations of small and marginal farming households. 

The fact remains that the specific characteristics of different groups of rural households and their demand for 

financial services are still not well understood and the risk of extending credit to these groups is perceived to be 

higher due in part to the inherent risks of agricultural operations. The small size of most of their transactions have 

also made it very difficult to capture savings, channel remittances, build money transfer systems, and offer 

individual micro-insurance products. On the other hand, significant opportunities of improving access to financial 

services do exist, as shown by positive experiences across a wide range of delivery channels, products, and financial 

service providers. Financial service providers have learned a great deal about how to manage microloans to poor 

households and get regular repayments. With enhanced effectiveness and profitability, the private sector institutions 

have also been steadily expanding their role in providing financial services to the poor along with embedding credit 

within a bundle of other goods and services (e.g. seeds, inputs, weather information, insurance) to secure sustainable 

agricultural production.  

It also needs to be recognized that the challenges of providing financial services that provide effective support to the 

multiple goals of poor rural households are complex. In view of such complexities, it may be useful to characterize, 

as precisely as possible, the demand for financial services of the small farmers related to both farm and nonfarm 

operations within a segmented framework. Now-a-days smart phones and other devices provide useful resources 

made available by the Internet which are yet to be tapped by the poor and rural agricultural communities. Effective 

use of these resources can open up tremendous opportunities to increase farm-level efficiency and empower the poor 

farmers to better use and share data that are critical to their economic and social welfare. More importantly, 

mobilizing such technologies will facilitate the provision of financial services to the small and marginal farmers. 

Developing a broader range of quality, transparent, and affordable financial services, based on informed needs of 

different poor groups,  is an imperative of financial inclusion in Bangladesh society. The government strongly 

believes that all people should have access to: savings, payments, credit, insurance and other financial services as 

required by them. Ensuring the availability of a broader range of services and products will benefit both the 

recipients and the financial service providers. Through effectively responding to the needs of the people with the 

right range of products, the providers would also be able to deepen their relationships with the service recipients, 

broaden their market share, expand their business in a socially responsible manner and reduce their own risks. The 

need for a diverse range of products is not new and the financial institutions in Bangladesh have already started 

exploring ways to offer a full set of services that the recipients would find useful over time. While the government 

should encourage such efforts, new ways of thinking about diverse offering of financial services to the low income 

people should be given priority. In this respect, the relevant strategies should highlight three core requirements for 

unleashing innovations in product development: (i) incentives: encourage the management to invest in research and 
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development for innovation and risk appetite; (ii) organizational capacity: provide necessary support for 

integrating systematic ways to interact and learn from the poor groups of their product development needs and 

management buy-in; and (iii) regulatory environment: bring about required changes, as necessary, in the 

regulatory environment so that it allows for, and encourages, the development of new products and approaches to 

financial inclusion and for product innovation to flourish.  

Barriers and policies to increase access 

Like in most other developing countries, the access to financial services is still limited in Bangladesh. It is estimated 

that about 46 million of the country’s adult population still remain excluded from accessing financial services who 

are mostly the poor individuals. The lack of financial access for the poor has been addressed, to a large extent, by 

rapid developments in the microcredit sector and speedy expansion of the microfinance institutions over the past few 

decades in Bangladesh. These institutions have managed to provide financial services to a significant number of the 

country’s poor including the poorest along with achieving good repayments. However, still significant efforts are 

needed to build inclusive financial systems in the country. This includes, among others, taking full advantage of the 

technological advances in developing financial infrastructure and architecture to lower transaction costs, 

encouraging transparency, openness and competition to encourage the financial institutions to expand service 

coverage to the excluded groups, and enforcing prudential regulations to provide the financial institutions with the 

right incentives to move towards developing an inclusive financial sector.  

Mechanisms of microfinance  

Microfinance supplies small loans and other basic financial services to the poor in recognition of the fact that the 

poor people need these services (e.g. loans, savings, insurance and money transfer services) for improving their 

socioeconomic conditions and moving out of poverty. In Bangladesh, a country which is the mother of microcredit 

and the land for its successful innovation, microfinance has proven to be a powerful instrument for sustainable 

poverty reduction, enabling the poor to accumulate assets, boost their incomes, and reduce their economic 

vulnerability.  

In Bangladesh, several high-performing microfinance institutions, including government agencies and the NGOs, 

have developed innovative methodologies to extend credit, savings and other services to the poor clients. Moreover, 

advances in information technology offer the opportunity to lower the cost and risk of providing microfinance to the 

poor. The overwhelming majority of the country’s microfinance borrowers are women. The microfinance borrowers, 

however, form a diverse group which includes female heads of households, self-employed individuals or small 

businesses, pensioners, displaced people, retrenched workers and small/marginal farmers and other informal sector 

participants all of whom generally remain excluded from the traditional banking system and rely on informal 

delivery systems for their financial services.  

The role of the government should be to assist in improving the functioning of the microfinance sector especially 

through developing institutional and technical capacities especially at the level of retail microfinance financial 

institutions (MFIs). This will contribute greatly towards developing the domestic financial systems that serve the 

poor. The efforts will encourage the microfinance institutions to take on risks that traditional financial institutions 

would not usually share. Such efforts would enable the poor to push the frontier of poverty outreach away and 

extend the supply of financial services to people in remote areas. Such efforts would also include mechanisms for 

adopting digital technologies for improving service delivery and payment systems and further improve the 

microfinance environment having a sound legal and regulatory framework at the macro level. 

Information on Best Practices 

Regulatory authorities in the financial sector should document best practices in mobilizing financial resources and 

providing credit and other financial services especially to the poor and under-served or un-served regions or 

households. Disclosure of such information among the financial and lending institutions will encourage other 

institutions to participate in the process.  

Financial Literacy 

Although intensity of access to financial services is relatively high in the country, it does not necessarily indicate 

that all households, especially the poor, have complete information and knowledge about financial services. In many 

cases, they may not be aware of the available services or how to access these services. For instance, literacy level is 

quite low in the case of insurance services. Awareness about financial services needs to be raised through different 

programmes including advertisement and campaign.  
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Partnership between Formal and Quasi-Formal Institutions 

In the present situation, formal banks and financial institutions have significant limitations in extending financial 

services to the unbanked areas and un-served or under-served households due to the dominant production 

technology they use and the cultural orientation they possess. In this respect, the quasi-formal financial institutions 

have advantages and they have achieved commendable progress. Thus the formal financial institutions have more 

resources while the quasi-formal institutions have higher level of capability and efficiency. Developing partnerships 

between the formal and the quasi-formal financial institutions can create an effective mechanism  to reach out to the 

poor and un-served regions, households and enterprises. 

Transaction Cost of Borrowing 

Transaction cost is one of the major determinants of access to finance. Transaction cost of borrowing matters in 

intensity of access to finance and determining the loan size. For the formal financial institutions, transaction costs 

may be reduced through adopting a number of supply side actions such as increasing bank branch density and 

improving efficiency of their operation through innovation in loan production technology e.g. minimizing waiting 

period for loan sanctioning and focusing on better governance so that efficiency is increased and illegal transaction 

cost is reduced for the borrowers. 

Learnings from MFIs and Informal Market 

Experience of the MFIs and the informal market suggests that credit services can be rendered even to the extreme 

poor households without any collateral and third party guarantee. The reason is that the loans are provided under 

intensive monitoring mechanisms along with appropriate incentive structures. The experience also suggests that loan 

products can be diversified in the formal financial sector. The formal financial institutions (especially the banks) 

may learn lessons from these experiences to adapt their activities accordingly.  The risk on the part of the lending 

institutions can be significantly  reduced through strengthening the Credit Information Bureau and decentralising its 

operation to facilitate quick generation and dissemination of relevant information. 

Promoting a Competitive Financial System 

Bangladesh Bank should develop an enabling environment for creating a competive financial system with 

appropriate incentives and governance system so that banks can provide financial services ensuring a high degree of 

efficiency. In practice, the non-interest cost of borrowing is seen to be higher for the public sector banks relative to 

the private sector ones. In addition, the moral hazard problem is a dominant issue in the public sector financial 

institutions especially in the agricultural development banks (BKB and RAKUB). The government and the BB 

should take prudent action to fix the problem and create a congenial environment so that the borrowers are able to 

receive services at low cost and the depositors can get a fair return.   

In Bangladesh, a number of policies and measures have been taken in recent years for improving the access to 

financial services especially for the poor which have significantly improved the situation. The SCBs and DFIs have 

already opened a total of about 9 million new Tk. 10 accounts for the farmers. These accounts will help the 

government to make direct payments of subsidies or other benefits to the accounts of the recipients. The operation of 

these accounts will also encourage these basic bank account holders to go on to buy other financial products and 

thus stimulate the demand for other financial services. It is likely that the opening of farmers’ accounts will facilitate 

these farmers to move to higher levels of financial transition leading to greater financial inclusion. For the purpose, 

just opening the accounts is not adequate, the challenge is to keep these operational and active.  

In addition, several other issues should also be considered during the 7
th
 Plan period for effectively addressing the 

challenges for promoting adequate access to financial services by the poor. 

• The measures adopted so far for enhancing access of the poor to the formal financial system are mostly 

driven by regulation by the BB or other institutions. These measures seldom reflect the initiatives of the 

banking and other financial institutions. It is important to promote ownership of the initiatives in order to 

ensure their sustainability.  

• Although the situation has improved significantly, the current measures fall short of satisfactorily 

addressing the demand side problems of the financially excluded sections of the population. It must be 

recognized that access to financial services has both demand and supply side dimensions and both need to 

be recognized. 
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• The traditional approach of the formal banks and financial institutions under which the clients come to the 

institutions rather than financial institutions going to the households and firms needs to be reversed with 

pro-active efforts by the banks to expand access to financial services.  

• For improving the access to financial services, the present focus on women needs to be further strengthened 

along with developing women-friendly financial products and services.  

• There is a need to adopt measures to improve financial literacy and establish credit counseling centres 

especially targeting excluded population groups and regions. Similarly, relevant authorities should organize 

regular and extensive training and skill development programmes on different aspects of financial inclusion 

for the financial service providers.  

• The relevant authorities (e.g. BB) should develop financial inclusion programme similar to the mandatory 

agriculture/rural finance programmes. All banks operating in the country would be required to participate in 

the programme and each bank should be assigned specific under-banked districts/areas where promoting 

financial inclusion will be its responsibility which would be monitored by the BB using rational and 

measurable indicators.  

• For promoting access to financial services at the required pace and breadth, BB should develop and adopt a 

comprehensive and detailed guideline for creating inclusive financial system involving the formal banks 

and financial institutions. 

• New strategies and efforts are needed to enhance the role of the postal banking system as a viable and 

efficient alternative financial service provider especially in the rural areas of the country. 

• A strengthened insurance sector can play an important role in providing financial services to the population 

including the poor for which huge potential exists. Although more than 60 insurance companies operate in 

the country, their outreach is quite limited. Efforts are needed to transform the insurance sector into a 

dynamic one through introducing poor-friendly products and proper monitoring of its operations by 

strengthening the Insurance Regulatory Authority (IRA).  

• For improving the access to financial services in remote and disadvantaged locations including char and 

haor areas, a number of policy initiatives are needed such as exploring more viable solutions to the 

problems in char and haor areas, enhancing capacity of the formal financial institutions to serve these areas 

in a flexible and cost-effective manner, creating partnership between formal and quasi-formal institutions 

and developing customized financial products to meet the specific needs of the char/haor dwellers based on 

the experience of the MFIs.       

Overall, a wide variety of policy initiatives are needed for scaling up the delivery of formal and quasi-formal 

financial services to the population. This will help improve the access of the poor and low income families to 

financial services and prevent serious problems related to non-availability of credit such as falling into debt traps or 

losing one’s productive assets. In this respect, the private sector has an important role to play in better serving the 

poor households. For example, bank accounts tailored to the needs of the poor households (e.g. low fees, no 

minimum balance) will expand the poor’s use of formal financial services. A greater presence of formal financial 

institutions in rural areas and low-income neighbourhoods may also be important. Currently quasi-formal and 

informal financial service providers outnumber bank branches in these areas.  

Of course, the public sector can do many things to increase savings and greater use of formal financial services 

among the poor households. A key public sector role should be to work closely with the private sector encouraging 

and incentivizing financial institutions to serve the poor and lower-income populations. Greater financial education 

for these households is a priority. The government and the BB can also play an important regulatory role, which 

includes overseeing financial providers to ensure that they provide a range of poor-friendly financial services and 

implement better protections for the poor financial service receivers. The public sector could also encourage saving 

by low-income families through implementing different incentive mechanisms and matched savings plans. It must 

also be recognized that the country’s formal financial institutions are not well designed to encourage access to 

financial services by the poor and low-income households. To the extent the relevant policies want the poor 

households to have the access to financial services to ensure their economic empowerment and better livelihoods, 

the need would be to create their access to banking, credit, and savings institutions that are available to the rest of 

the society. 


