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ABSTRACT  
 Financial Inclusion may be defined as “The process of ensuring access to 
financial services and timely and adequate credit where needed by vulnerable groups 
such as weaker sections and low income groups at an affordable cost” (Rangarajan, 
2008) in the report of the Committee on financial inclusion in India. A country like 
India which has the second largest population of about 1.3 billion after China need to 
introduce and execute all kinds of financial inclusion programs to increase the per 
capita income of each citizen which in turn will develop the quality of life of every 
human beings.. 
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I. INTRODUCTION 

 

 Financial Inclusion may be defined as “The process of ensuring access to 
financial services and timely and adequate credit where needed by vulnerable groups 
such as weaker sections and low income groups at an affordable cost” (Rangarajan, 
2008) in the report of the Committee on financial inclusion in India.  The financial 
services include the entire gamut - savings, loans, insurance, credit, payments etc.  
The financial system has to provide its function of transferring resources from 
surplus to deficit units but both deficit and surplus units are those with low 
incomes, poor background etc.  By providing these services, the aim is to help them 
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come out of poverty.  To comprehend financial inclusions in India, one has to have 
a clear understanding of structure of Indian financial system. 

INDIAN FINANCIAL SYSTEM 

 Indian financial system is made of different intricate and complex models 
that link financial institutions and markets to provide financial services for various 
stakeholders operating in the financial system like depositors, lenders, borrowers, 
government, and others.  Indian financial system basically deals with the financial 
transactions between savers, investors, lenders and borrowers. Indian financial 
system is inherent in nature towards integrating all these stakeholders together in 
one direction so that smooth financial flow is ensured for the economic 
development of the country. 

 The components of Indian financial systems can be classified into four 
major segments namely financial institutions, financial markets, financial 
instruments, and financial services. Financial institutions in India can be broadly 
classified into banking institutions and nonbanking institutions. Banking institutions 
play a vital role in the economic development of India as they are well organized 
and systemically controlled by Reserve Bank of India.  

 Commercial banks, cooperative banks, public sector banks, private sector 
banks, regional rural banks, foreign banks all fall into this category.  Nonbanking 
financial institutions exist both in organized sector or unorganized sector.  NBFCs 
are also controlled by Reserve Bank of India.   

 Financial Market consists of money market and capital market. Money 
market deals with short-term financial requirements whereas capital market deals 
with long-term financial requirements. Call money market, treasury bills, and 
commercial bills fall under the category of money market. Primary market, 
secondary market, and financial derivatives fall under the category of capital market. 

 Financial instruments are nothing but financial assets that can be traded 
among the financial institutions.  Financial liabilities and assets can be contracted 
among the business units and it can be freely transferable in the financial markets.  
Financial instruments provide the basic services of converting liabilities or assets 
into short-term, medium-term and long-term loans among the corporate units.  Hire 
purchase, leasing, factoring services provided by commercial banks, credit rating, 
merchant banking, and mergers fall under the category of financial instruments. 

 Integrating and proper channelizing of these four financial players are the 
key factors for achieving sustainable growth and development in India.  Providing 
proper training and environment for lower income group people and economically 
weaker sections of India to comprehend the basics of Indian financial system is the 
first step in Financial Inclusion Program.  More than eighty percent of Indian 
population still lives in the rural areas and depend on agricultural income for their 
primary source of existence.  Providing financial literacy about Indian Financial 
System is one of the challenging tasks in India. 
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 Indian Financial system has excluded the poor and lower income group 
people from the above markets.  Financial inclusion broadly means to bring all the 
downtrodden and deserted people towards financial institutions, financial markets, 
financial instruments, and financial services.  Educating and encompassing of poor 
and rural people in „Indian Financial System‟ is the primary objective of financial 
inclusion programs.  

FINANCIAL INCLUSION IN INDIA 

 India‟s financial inclusion history begins with nationalization of banks in late 
1960s.  Before nationalization of banks, the banking transactions were affordable 
only to one-fourth of people in India.  The important event in the history of 
financial inclusion is the nationalization of banks when the Government of India 
issued the Banking Companies (Acquisition and Transfer of Undertakings) 
Ordinance 1969 and nationalized 14 largest commercial banks with effect from the 
midnight of July 19, 1969.  These banks contained 85 percent of bank deposits in 
the country.  The following 14 banks were nationalized in 1969 -  Allahabad Bank, 
Bank of Baroda, Bank of India, Bank of Maharashtra, Central Bank of India, Canara 
Bank, Dena Bank (Now Bank of Baroda), Indian Bank, Indian Overseas Bank, 
Punjab National Bank, Syndicate Bank, UCO Bank, Union Bank, and United Bank 
of India. 

 The second round of nationalizations of six more commercial banks 
followed in 1980s. The following banks were nationalized in 1980 - Punjab and Sind 
Bank, Vijaya Bank (Now Bank of Baroda), Oriental Bank of India, Corporate Bank, 
Andhra Bank, New Bank of India. With the second round of nationalizations, the 
Government of India controlled around 91% of the banking business in India. 

 This made the way for India to become the leading economies of the world.  
Due to the nationalization of banks, the efficiency of the banking system in India 
improved.  This also boosted the confidence of the public in banks. The sectors that 
were lagging behind like small-scale industries and agriculture developed to a certain 
extent.  This led to an increased flow of funds and thus increased the economic 
growth of India.  The nationalization of banks also increased the penetration of 
banks to the common and poor people. This was mainly seen in the rural areas of 
India. 

 The next stage of financial inclusion started, when the Government initiated 
the National Mission for Financial Inclusion (NMFI), namely Pradhan Mantri Jan 
Dhan Yojana (PMJDY) in August 2014 to provide universal banking services for 
every unbanked household, based on the guiding principles of banking the 
unbanked, securing the unsecured, funding the unfunded, and serving the un-
served.  A digital pipeline has been laid for the implementation of PMJDY through 
linking of Jan-Dhan account with mobile and Aadhaar [Jan Dhan-Aadhaar-Mobile 
(JAM)]. 
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 In order to move towards creating a universal social security system for all 
Indians, especially the poor and the under-privileged, three ambitious Jan Suraksha 
Schemes or Social Security Schemes pertaining to Insurance and Pension Sector 
were announced by the Government in the Budget for 2015-16. The schemes were 
launched on May 9, 2015 for providing life and accident risk insurance and social 
security at a very affordable cost namely (a) Pradhan Mantri Suraksha Bima Yojana 
and (b) Pradhan Mantri Jeevan Jyoti Yojana and (c) Atal Pension Yojana.  

 Pradhan Mantri Vaya Vandana Yojana to protect elderly aged 60 years and 
above was initially opened for subscription for a period of one-year i.e. from May 4, 
2017 to May 3, 2018. 

 Promotion of Aadhaar-based biometric authentication and digital payment 
solutions was another digital revolution in making with more than 100-crore Indians 
to have digital identity through Aadhaar and mobile seeding, enabling them to 
authenticate, and carry out financial transactions.  Using biometric ID, highly cost-
effective payments solutions have been created both for banking services and for 
retail payments. 

 There has been significant growth in digital transactions - UPI, AePS, RuPay 
Card.  In the financial year 2018-19, there were 535 crore transactions amounting to 
Rs. 8710 crores through UPI, 112 crore transactions amounting to Rs. 1172 crore 
through RuPay Debit card at POS and E-Commerce and 169 crore transactions 
amounting to Rs. 680 crore through AePS at Banking Correspondent points. 

 Jan Dhan Darshak, a geographic information system (GIS) mobile 
application, has also been launched to provide a citizen centric platform for locating 
financial service touch points across all providers such as banks, post office, ATMs, 
CSC, etc.  These services could be availed as per the needs and convenience of the 
common people.  The web version of this application is Find my bank 
(findmybank.gov.in). 

 In another round of boosters for the economy, recently the government of 
India announced amalgamation of 10 public sector banks into four big banks.  After 
this the total number of Public Sector Banks in the country has come down to 12 
from 27 banks in 2017.  Apart from this, the government announced Rs 55,250 
crore upfront capital infusion in the public sector banks to enhance financial 
inclusion.   
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Progress Made Under Financial Inclusion Plans in India As On 31st March 
2017 (Scheduled Commercial Banks Including Rrbs) Reveals The Following 

S.NO PARTICULARS 
2009-
2010 

2015-
2016 

2016-
2017 

1 
Banking outlets in Rural locations – 
Branches 

33378 51830 50860 

2 
Banking outlets in Rural locations – 
Branchless mode 

34316 534477 547233 

3 Banking outlets in Rural locations – Total 67694 586307 598093 

4 
Urban locations covered through business 
correspondents 

447 102552 102865 

5 
Basic Savings bank deposit accounts -  
Through branches (no in millions) 

60 238 254 

6 
Basic Savings bank deposit accounts – 
Through branches (amount in billions). 

44 474 691 

7 
Basic Savings bank deposit accounts – 
Through Business Correspondents (No in 
millions). 

13 231 280 

8 
Basic Savings bank deposit accounts – 
Through business correspondents 
(amount in billion). 

11 164 285 

9 
Basic Savings bank deposit accounts – 
Total (amount in millions). 

73 469 533 

10 
Basic Savings bank deposit accounts – 
Total (amount in billion). 

55 638 977 

11 
Overdraft(OD) facility in basic Savings 
bank deposit accounts (No in millions) 

0.2 9 9 

12 
Overdraft(OD) facility in basic Savings 
bank deposit accounts (Amount in 
billions) 

   

13 Total Kisan Credit Cards (No in millions) 24 47 46 

14 
Total Kisan Credit Cards (Amount in 
billions) 

1240 5131 5805 
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15 
Total General Credit cards (No in 
millions) 

1 11 13 

16 
Total General Credit cards (Amount in 
billions) 

35 1493 2117 

17 
ICT-A/Cs-BCs – Total number of 
transactions (in millions) 

27 827 1159 

18 
ICT-A/Cs-BCs – Total Amount of 
transactions (in billions) 

7 1687 2652 

Source: RBI. 

Note: Absolute change could be slightly different as numbers have been rounded 
off to millions/billions. 

ICT-A/Cs-BC: Information and Communication Technology – Accounts – 
Business Correspondents. 

IMPORTANCE OF FINANCIAL INCLUSION IN INDIA 

 The income segment in India may be conveniently categorized into four 
groups namely Higher Income Group (HIGs), Middle Income Group (MIGs), 
Lower Income Group (LIGs), and Economically Weaker Sections (EWS).  Indian 
population consists of largely lower income groups and economically weaker 
sections in the country. HIGs and MIGs in India have access to both banking and 
nonbanking financial institutions as their income level is satisfactory to open an 
account, maintain an account, and enter into transactions both in banking sector 
and nonbanking sector.  LIG‟s in India have moderate access to these financial 
institutions and financial markets.  Economically weaker sections of India are mostly 
illiterate and unemployed people.  They do not have adequate financial position to 
open and maintain an account in banking or financial institutions.  Moreover, 
financial literacy is absent in this category of people.  Both limited financial capacity 
to maintain minimum balance in a bank account and absence of financial literacy to 
understand the financial transactions of a bank are the discouraging factors for 
economically weaker sections in India and so they are still exist as financially 
excluded group in the society.  

 The major segment of Indian population exists without any access to 
financial services; especially low-income group households, people living in rural 
areas, and labor workforces without formal education had no formal access for 
more than five decades. 

 Financial inclusion essentially means that lower-income group people and 
economically weaker sections of the society must be allowed to have free access to 
useful and affordable financial products and services to meet their needs, 



The Need for Financial Inclusion in India 

   
 
 

14 

 
 

transactions, payments, savings, credit and insurance – delivered in a responsible 
and sustainable way. 

 Financial inclusion is an indispensable program for an inclusive and 
sustainable growth of India.  It can provide balanced regional development 
throughout the country and can play a vital role in eradicating poverty.  India can be 
transitioning out of poverty into shared prosperity through financial inclusion.  
Hence, government should be able to figure out methods and strategies to achieve 
high financial inclusion rate in India.  Among many developing countries, India can 
achieve one of the highest levels of financial inclusions in the world. 

II. SUGGESTIONS AND RECOMMENDATIONS 

 One of the survey responses confirms that many financial institutions 
require proof of address, income, or employment, in addition to basic identification 
documents to open an account.  The respondents suggest that the documentation 
requirements in many financial institutions go beyond what is recommended usually.  
Account opening must be made as a simple process in scheduled banks especially in 
rural areas. 

 Being able to have access to a transaction account is the first step towards 
broader financial inclusion since a transaction account allows people to store money, 
send money, and receive payments.  A transaction account serves as a gateway to 
other financial services.  Financial access facilitates day-to-day living and helps 
families and businesses to plan for everything from long-term goals to unexpected 
emergencies.   As accountholders, people are more likely to use other financial 
services, such as credit and insurance, to start and expand businesses, invest in 
education or health, manage risks, and other financial assets which can improve the 
overall quality of life. 

 Educating people and arranging training programs to account usage is the 
next step for a country like India where 80% or more of the population lives in rural 
areas without adequate knowledge in banking transactions.  About half of unbanked 
people in India live in rural areas only.  Mostly women do not possess proper 
knowledge and money and are excluded from the financial transactions.  Women 
should be the primary target of the financial inclusion program to bring prosperity 
and peace to each family.  

 An active deposit account at a financial institution enables accountholders to 
save, withdraw money, access automated teller machines (ATMs), and carry out 
payments through electronic means nationwide.  An agency level arrangement can 
be encouraged to attract more account holders.  Financial incentives may be offered 
for opening an account in scheduled banks in rural areas. 

 It is mandatory for any business concern to use digital transaction for 
payment exceeding twenty-thousand rupees in a day.  This can further be extended 
to all government payments because now only subsidies are paid through digital 
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transactions to the beneficiaries‟ bank account.  This may encourage all people to 
have an electronically operated account in banks and financial institutions. 

 Technological development such as mobile banking services can be further 
progressed to rural areas, so that all people can access all financial services at their 
doorstep.  Women can access mobile banking services without coming out from 
their home and travelling to nearby banks. 

 Safety of online transactions must be ensured through research and 
developmental programs.  The opportunity must be made to welcome new business 
models, such as leveraging e-commerce data for financial inclusion. Researches must 
be extended to develop a strategic approach for national level financial inclusion 
programs which brings together diverse stakeholders including financial regulators, 
telecommunications, business concerns, and education ministries.  

 A holistic approach need to be developed for educating people to pay careful 
attention to consumer protections and financial capability to promote responsible, 
sustainable financial services. 

 It is time to provide some innovative financial products through financial 
institutions using latest technologies such as mobile phone applications, internet 
usage, and other communication devices which will enable financial institutions to 
reach out to customers in remote areas in a secure and cost effective manner. 

 The research and development program must be implemented to achieve a 
sustainable growth of financial system in a successful manner through proper 
planning and execution of administration services.  The government must initiate a 
healthy debate and competition among the media and find answers to questions like 
- How can we achieve a successful financial inclusion?  What specific actions, 
programs, and strategies can contribute to enhance financial inclusion?  What 
methods can be worked out?  What can be done to include middle-income, low-
income, and economically weaker sections? 

 To be successful in achieving financial inclusion, it is essential for a country 
to have a strong political commitment and coordination across relevant public and 
private stakeholders, and be able to create an enabling environment and wide-
reaching policies that promote responsible financial access, financial capability, 
innovative products and delivery mechanisms, and high quality data to inform 
policy-making. 

 Research and Development programs should be able to offer a unique range 
of expertise and knowledge on financial inclusion strategies and reforms, more 
broadly covering areas such as financial education, financial stability, social transfers, 
and rural finance in order to support the design and development of national level 
financial inclusion strategies or action plans. 
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 It should be noted that an indicator to assess and understand how financial 
inclusion affects households‟ and firms‟ outcomes, such as firm level performance 
or human capital investments should be measured. 

 Disclosure and Transparency is needed in banking transactions.  Financial 
consumers can benefit from clear and comparable information about financial 
products and services.  Opening a bank account, saving money in bank account, 
using ATM cards or debit cards for withdrawal of money, electronically transferring 
payments, electronically receiving payments, using mobile phone and internet for 
financial transactions are the key factors in financial inclusion programs.  These 
habits must be inculcated from the very earlier stage of life in a human being.  
Financial literacy should begin at school level.  It can be included in the school 
syllabus itself which can enable future generations to be able to transact in the 
Indian financial system without any hesitation. 

III. CONCLUSION 

 The quest of providing accessibility to financial services at an affordable cost 
to all individuals in the nation is the concept of financial inclusion.  Financial 
inclusion is associated in involving all sections of the society in the economic 
development of a nation.  That is why many developed countries are also 
introducing many innovative financial products to enhance the participation of 
financially deprived people.  Innovation in financial inclusion program is a global 
requirement today.  Financial inclusion methods, strategies and researches coupled 
with technological advancement can advance a country to the balanced regional 
development throughout the country.  A country like India which has the second 
largest population of about 1.3 billion after China need to introduce and execute all 
kinds of financial inclusion programs to increase the per capita income of each 
citizen which in turn will develop the quality of life of every human beings.  
Financial inclusion is not merely a financial scheme; it serves as one of the poverty 
eradication and social protection program in India. 
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