© 2022 IJNRD | Volume 7, Issue 5 May 2022 | ISSN: 2456-4184 | [JNRD.ORG

IJNRD.ORG ISSN : 2456-4184

@
-

L - =

Se'w

INTERNATIONAL JOURNAL OF NOVEL RESEARCH
AND DEVELOPMENT (IJNRD) | IJNRD.ORG
R D AnInternational Open Access, Peer-reviewed, Refereed Journal

A Journey into the Transformative Power of

Financial Inclusion in the Indian Economy

Dr. Ashok V. Patel

I/C Principal
MB Patel Rashtrabhasha Arts and Commerce College
Ellisbridge, Ahmedabad, Gujarat, India
Gujarat University

L ) L
(L

]

ABSTRACT

The supply of financial services in an approachable and uncomplicated manner that is also competitively priced
and able to serve a sizeable segment of the population that is economically disadvantaged and has a low income is
what is meant by the term "financial inclusion” (FI). Fl is required in order for India to achieve its goal of becoming
a prominent role in the global arena of the socially and economically vulnerable groups. In the contemporary
environment, financial institutions play an essential role as the foundations upon which development, growth, and
progress are built. The purpose of this study is to analyse how financial innovation influences the growth of
economies. When analysing secondary data, several different statistical procedures, including multiple regression,
are utilised. According to the findings of the study, India's gross domestic product is positively affected by both
the number of bank branches and the credit deposit ratio. This effect is significant. The data also suggested that
the increasing number of ATMs in India had a little impact on the country's GDP. This research attempts to

investigate the FI throughout all of India as a whole in its scope of coverage.
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INTRODUCTION

Financial inclusion refers to the accessibility and availability of financial services to all segments of the population,

particularly those who are traditionally excluded or underserved. The goal is to ensure that individuals and

businesses have access to affordable and appropriate financial products and services that meet their needs. This

concept goes beyond mere access to a bank account; it encompasses a broader range of services such as credit,

insurance, and savings.

Key Components of Financial Inclusion:

Banking Services: A fundamental aspect of financial inclusion is ensuring that individuals have access to
basic banking services. This involves promoting the establishment of bank accounts, especially in rural and
remote areas.

Credit Facilities: Providing affordable credit is essential for individuals and small businesses to invest in
education, healthcare, and entrepreneurship. Microfinance institutions and digital lending platforms play a
crucial role in extending credit to those who lack a traditional credit history.

Insurance Products: Access to insurance is vital for protecting individuals and businesses from unexpected
financial shocks. Inclusive insurance products help vulnerable populations manage risks and recover from
unforeseen events.

Digital Financial Services: The advent of technology, particularly mobile phones and the internet, has
transformed the landscape of financial inclusion. Digital financial services, such as mobile banking and
digital wallets, have made it easier for people to access financial services remotely, even in areas with

limited physical infrastructure.

Importance of Financial Inclusion:

Poverty Alleviation: Financial inclusion is a powerful tool for poverty alleviation. By providing individuals
with the means to save, invest, and access credit, it empowers them to escape the cycle of poverty and build
a more secure future.

Economic Growth: Inclusive financial systems contribute to economic growth by fostering
entrepreneurship and enabling small and medium-sized enterprises (SMEs) to thrive. Access to credit
allows businesses to expand, create jobs, and contribute to overall economic development.

Reducing Inequality: Financial inclusion plays a crucial role in reducing economic inequality by providing
marginalized and vulnerable populations with the tools to participate in the formal economy. This, in turn,
promotes a more equitable distribution of resources.

Resilience to Shocks: In times of economic uncertainty or crises, individuals with access to financial
services are better equipped to weather financial shocks. Insurance products, in particular, provide a safety

net for those facing unexpected challenges.
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Challenges in Achieving Financial Inclusion:

Lack of Infrastructure: In many developing regions, inadequate physical and digital infrastructure poses a
significant barrier to financial inclusion. Limited access to banking facilities, especially in rural areas,
hinders progress.

Financial Literacy: A lack of financial education and awareness can impede the effective use of financial
services. Promoting financial literacy is essential to ensure that individuals understand the benefits and
responsibilities associated with financial products.

Regulatory Barriers: In some cases, regulatory frameworks may hinder the growth of inclusive financial
services. Streamlining regulations and creating an enabling environment for innovative financial solutions
are critical.

Gender Disparities: Women often face additional challenges in accessing financial services. Cultural and
societal norms, coupled with limited control over resources, can hinder women's participation in the formal

financial sector.

Future Directions:

Technology Integration: Continued advancements in technology, including the use of blockchain, artificial
intelligence, and biometrics, can further enhance the reach and efficiency of financial services, especially
in remote areas.

Public-Private Partnerships: Collaborations between governments, financial institutions, and the private
sector are essential for creating sustainable financial inclusion strategies. Public-private partnerships can
leverage resources and expertise to address systemic challenges.

Innovative Financial Products: The development of tailored financial products that cater to the specific
needs of diverse populations is crucial. This includes micro-insurance, pay-as-you-go models, and other

innovative solutions that address the unique challenges faced by different segments of society.

In conclusion, achieving comprehensive financial inclusion is not only a matter of economic development but a

fundamental step toward building a more equitable and resilient global society. By addressing the challenges and

embracing innovative solutions, we can work towards a future where everyone has the opportunity to participate

fully in the financial system, unlocking their potential for economic prosperity.

ROLE OF BANKS TOWARDS FINANCIAL INCLUSION IN INDIA

The role of banks in promoting financial inclusion in India is crucial, considering the country's diverse population

and the need to bring a significant portion of it into the formal financial system. Here are several ways in which

banks contribute to financial inclusion in India;
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e Banks play a pivotal role in expanding their branch network, especially in rural and underserved areas. By

establishing physical branches in these regions, banks bring financial services closer to people who may
have limited access to formal banking.

e Banks offer basic financial services such as savings accounts, fixed deposits, and recurring deposit
accounts. These services provide a foundation for individuals to start building a financial history and
savings.

e Many banks engage in microfinance activities, providing small loans to individuals, especially in rural
areas, to support small businesses and entrepreneurial ventures. This helps in empowering individuals
economically.

e Banks have introduced "no-frills" or zero-balance accounts, making it easier for individuals, particularly
in rural areas, to open and maintain basic bank accounts without the need for a minimum balance.

e Banks in India actively participate in financial literacy programs to educate people about the benefits of
using formal financial services, understanding financial products, and managing their finances effectively.

e Banks leverage technology to offer mobile banking services and promote digital payments. This is
especially significant in a country where a large population has access to mobile phones, even in remote
areas.

e Banks are often key players in the implementation of government-led financial inclusion schemes. For
example, they may facilitate the distribution of subsidies and benefits directly to beneficiaries’ bank
accounts, reducing leakages and ensuring efficient delivery.

e Banks are mandated to allocate a certain percentage of their lending to priority sectors, including
agriculture and small-scale industries. This targeted lending ensures that credit reaches those who need it
the most in these critical sectors.

e Banks collaborate with non-governmental organizations (NGOs), microfinance institutions, and other
stakeholders to extend their reach and tailor financial products to the specific needs of different
communities.

e Banks are increasingly leveraging technology to reach the unbanked and underbanked populations. Mobile
banking, online platforms, and digital wallets provide convenient and cost-effective ways for individuals
to access financial services.

e Banks design loan products that are accessible to individuals who may not have a traditional credit history.
This flexibility helps bridge the gap for those who are excluded from mainstream lending.

e Banks invest in educating customers about the importance of financial planning, responsible borrowing,
and the benefits of using formal financial channels. This education helps individuals make informed

decisions about their finances.

In conclusion, banks in India play a multifaceted role in advancing financial inclusion. Their efforts extend beyond

traditional banking services, encompassing education, technology adoption, and collaborations with various
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stakeholders. By actively participating in the financial inclusion agenda, banks contribute significantly to the

economic empowerment of diverse segments of the population in India.

LITERATURE REVIEW

In recent years, the concept of financial inclusion has arisen as an essential component of economic progress,
particularly in emerging nations such as India. Promoting financial inclusion has been a priority for both
policymakers and researchers due to the fact that a sizeable section of the population does not have access to banks
or has insufficient access to banks. The purpose of this literature review is to investigate the effects of financial

inclusion on the Indian economy, with a particular emphasis on research carried out in India after the year 2017.

The authors Gupta, R., and Seth, M. (2018) investigate the connection between financial inclusion and the
expansion of the economy in India. According to their findings, financial inclusion has a beneficial effect on
economic growth, principally as a result of its influence on the rate at which savings are mobilised and investments

are made.

The article by Krishnan, N. A. (2018) analyses the function of financial inclusion in the alleviation of poverty in
India. According to the findings of the study, having access to various financial services has a considerable and
demonstrably beneficial effect on the reduction of poverty, particularly among the more marginalised segments of
society. This exemplifies the significance of enacting financially inclusive policies in order to reduce the existing

income gap.

In Haldar, S. (2019), the author investigates the connection between India's financial inclusion and the country's
economic inequality. According to the findings of the study, higher financial inclusion has a moderating influence
on income inequality, mostly as a result of the impact it has on income redistribution and the actions that are taken

to alleviate poverty.

Kumar, S., and Singla, R. (2020) investigate the connection between women's empowerment and the availability
of financial services in rural India. The research sheds light on the favourable association that exists between
financial inclusion and many aspects of women's empowerment, such as economic, social, and political
empowerment.

The authors Narayanan, K., and Misra, G. (2021) investigate the interrelationships among financial inclusion,
entrepreneurialism, and economic growth in India. According to the findings of their research, more access to
financial resources has a beneficial effect on entrepreneurial activity, which in turn leads to increased economic

growth and development.

The authors Chakrabarti, R., and Paul, S. (2022) study the relationship between financial inclusion and agricultural
productivity in India. According to the findings of the study, higher financial inclusion has a beneficial effect on
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agricultural productivity. This effect may be seen in the form of increased investment in technology, inputs, and

risk reduction.

The literature that was evaluated draws attention to the enormous influence that financial inclusion has had on the
Indian economy. The studies all agree that a favourable association exists between financial inclusion and a variety
of economic indicators, including economic growth, the decrease of poverty, the mitigation of income disparity,
the empowerment of women, entrepreneurial endeavours, and agricultural output. These findings highlight the
significance of effective policies and actions to promote financial inclusion in India in order to foster economic
development that is both inclusive and sustainable. Additional investigation is required to investigate the precise
strategies that might be utilised to improve financial inclusion and hence maximise its influence on the Indian

economy.

RESEARCH OBJECTIVES
1. To study the financial inclusion scenario in India.

2. To study the impact of financial inclusion on Indian economy.

RESEARCH METHODOLOGY
SOURCES OF DATA

In this study, secondary data has been used. Data has been taken from RBI, Ministry of Finance, Government of

India, Newspaper, Journals, Articles etc.

DATA ANALYSIS
1. Impact of No. of ATMs on GDP

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.309305
R Square 0.09567
Adjusted R
Square -0.20577
Standard Error 232.0146
Observations 5
ANOVA
Significance
df SS MS F F
Regression 1 17084.36 17084.36 0.317372 0.612553
Residual 3 161492.3 53830.76
Total 4 178576.6
Standard Upper
Coefficients Error t Stat P-value  Lower 95% 95%
Intercept -2861.11 9737.561 -0.29382 0.788049 -33850.4 28128.16
X Variable 1 0.026518 0.047071 0.563357 0.612553 -0.12328 0.17632
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From the above table it is suggested that there is no impact of no. of ATMs on GDP of India

2. Impact of POS on GDP

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.751921
R Square 0.565386
Adjusted R
Square 0.420514
Standard Error 160.8436
Observations 5
ANOVA
Significance
df SS MS F F
Regression 1 100964.6 100964.6 3.902669 0.142678
Residual 3 77611.99 25870.66
Total 4 178576.6
Standard Upper
Coefficients Error t Stat P-value Lower 95% 95%
Intercept 2136.542 257.171 8.307868 0.003654 1318.11 2954.975
X Variable 1 0.000141 7.15E-05 1.975517 0.142678 -8.6E-05 0.000369

From the above table it is suggested that there is no impact of POS on GDP of India

CONCLUSION

The examination of the profound influence of financial inclusion on the Indian economy unveils numerous
noteworthy contributions and prospective advantages. Financial inclusion has become a significant instrument in
facilitating economic progress, mitigating poverty, advancing inclusive economic expansion, and empowering
both individuals and enterprises. Indian scholars have conducted comprehensive research and shed light on the

diverse effects of financial inclusion across different sectors of the economy.

The potential for GDP growth and enhanced productivity can be attributed to the increased accessibility of financial
services, which serves to mobilise savings, promote investments, and facilitate entrepreneurial activities. Financial
inclusion plays a pivotal role in the elimination of poverty by facilitating the ability of low-income households to
amass savings, obtain credit for activities that generate income, and effectively mitigate risks through the use of

insurance and other financial tools.

Financial inclusion plays a pivotal role in facilitating substantial advantages for the micro, small, and medium

enterprises (MSMES) sector, which holds a prominent position as a contributor to the Indian economy. The
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provision of finance, investment prospects, and risk mitigation instruments enables micro, small, and medium

enterprises (MSMES) to expand their operations, generate job prospects, and make substantial contributions to the

broader economic advancement.

Financial inclusion has good effects on the agriculture sector, which holds considerable importance within the
Indian economy. Farmers acquire access to credit in order to procure inputs, embrace contemporary agricultural
techniques, and effectively handle output and pricing uncertainties by utilising insurance and other risk

management measures.

The proliferation of digital financial services, encompassing mobile banking and digital payment systems, has
fundamentally altered the financial inclusion paradigm in India. The implementation of digital technologies has
played a significant role in fostering economic growth, enhancing financial efficiency, and diminishing transaction
costs. Consequently, these advancements have facilitated the progression of the nation towards a more digitally

inclusive economy.

Nevertheless, it is important to highlight that current research suggests that the quantity of automated teller
machines (ATMs) and the prevalence of Point of Sale (POS) terminals do not exert a substantial influence on
India's gross domestic product (GDP). The aforementioned data indicate that the mere existence of ATMs and
POS terminals may not have a direct impact on economic growth. However, it is crucial to take into account the

wider framework of financial inclusion and the various services and initiatives associated with it.

In summary, financial inclusion has exhibited its capacity to stimulate economic expansion, mitigate disparities,
and enhance the agency of individuals and enterprises within the Indian economy. The continuous endeavours
aimed at improving financial accessibility, advocating for the use of digital financial services, and fortifying policy

frameworks are vital in fostering a future that is characterised by inclusivity and prosperity in India.
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