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Abstract- The Preamble of the Reserve Bank of India describes the basic functions of the Reserve
Bank as: "...to regulate the issue of Bank Notes and keeping of reserves with a view to securing
monetary stability in India and generally to operate the currency and credit system of the country to its
advantage.". The paper focus on the role of RBI in financial inclusion in India.
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INTRODUCTION

THe Government of India and the Reserve Bank of India have been making concerted efforts to
promote financial inclusion as one of the important national objectives of the country. Some of the
major efforts made in the last five decades including - nationalization of banks, building up of robust
branch network of scheduled commercial banks, co-operatives and regional rural banks, introduction
of mandated priority sector lending targets, lead bank scheme, formation of self-help groups,
permitting BCs/BFs to be appointed by banks to provide door step delivery of banking services, zero
balance BSBD accounts, etc. The fundamental objective of all these initiatives is to provide the
financial services to the large section of the hitherto financially excluded Indian population.
Government of India and RBI have taken various steps to include vast segment of unbanked people in
to mainstream banking such as Micro Finance- Self Help Group Model (1992), Kisan Credit Card
(1998), No Frill Accounts (2004), Business Correspondents and Business Facilitators (2006, 2009)
Swabhimaan (2011) financial inclusion model but the path of financial inclusion is continuous to be
challenging. The United Nations (UN) had raised the basic question, “why so many bankable people
in rural and urban areas are unbanked?” NSSO data revealed that 45.9 million farmer households in
the country (51.4 per cent), out of a total of 89.3 million households do not access credit, either from
institutional or non institutional sources. Various financial experts argue that bank account is the most
basic step of bringing such people under financial mainstream. So the primary objective of financial
inclusion should be to open bank accounts of unbanked people. These people have remained aloof
from financial and banking mainstream and they don’t possess bank account, don’t have knowledge
about financial and saving instruments and are unable to reap benefits on whatever large or small
amount of money they have at their disposal. In simple language financial inclusion stands for
including the people lying on the lowest strata of our social pyramid into the financial mainstream. By
financial inclusion, we mean delivery of financial services, including banking services and credit at an
affordable cost to the vast sections of disadvantaged and low income groups. The concept of financial
inclusion is not new in India. The concept has been prevailing in India from past 44 years. Beginning
with the nationalization of commercial banks in 1969 and 1980, another major step taken was the
establishment of Regional Rural Banks in 1975 and banking sector reforms after 1991. As a result of
these three major policy changes, the number of branches of commercial bank have increased from
8262 in June 1969 to 102343 in 2013 (Economic survey 2012-2013) and population per branches
decline rapidly from 65000 to 13756 (RBI 2008).

Available online: https://edupediapublications.org/journals/index.php/lJR/ Page |4150



https://edupediapublications.org/journals
https://edupediapublications.org/journals/index.php/IJR/

. . . - . p-ISSN: 2348-795X
g Available at https://edupediapublications.org/journals Volume 04 Issue 17

ITR December 2017

: - ® International Journal of Research e-ISSN: 2348-6848

A large numbers of studies have been made so far on financial inclusion in India, yet some gaps still
persist. There are still problems of access to finance; credit, poverty and indebtedness have not been
adequately examined. Just to open an account in the bank is not the only solution of the problem.
Financial literacy is required for the overall achievement of the objective of financial inclusion. The
present study is an attempt to find out of regional disparity, indebtedness and status of financial
inclusion in India. Financial inclusion is required to uplift the poor and disadvantaged people by
providing them the customized financial products and services. This leads to inclusive growth
encompassing the deprived and marginalized sections. This study intends to look at the changes
occurred in conditions of India by considering the appropriate variables to test. Back in the 1980's,
then Prime Minister Late Shri Rajiv Gandhi stated that of every one rupee spent on development only
15 paise reach the poor. Reserve Bank of India set up the Khan Commission in 2004 to look into
financial inclusion and the recommendations of the Commission were incorporated into the mid-term
review of the policy (2005-06) and urged banks to review their existing practices to align them with
the objective of financial inclusion.

The introduction of a universal and targeted public distribution system (PDS), the provision for
employment in rural areas through the National Rural Employment Guarantee Scheme (NREGS), the
implementation of the project to bring the population under a unique identification number
(AADHAR) and the Direct Benefit Transfer (DBT) Scheme in 2013 are the most recent measures by
the government to realize inclusive growth targets. The present study attempts to assess the financial
inclusion in India and analyses the trends and patterns of economic inequality across Indian states.
The basic objective here is to understand the dynamics of growth in the country which is resulting in
regional imbalances and propose measures for alleviating the problem. Efforts have been made to
provide financial services, especially credit facilities, to the rural population since the 18th century.

The cooperatives, which had made sufficient in Poverty and exclusion, continue to dominate
socioeconomic and political discourse in India as they have done over the last six decades in the post
independence period. Poverty reduction has been an important goal of development policy since the
inception of planning in India. Various anti-poverty, employment generation and basic services
programmes have been in operation for decades in India. The ongoing reforms attach great
importance to removal of poverty and to addressing the wide variations across states. Though the
Indian economy recorded impressive growth rates until recently, its impact has sadly not fully
percolated to the lowest deciles. Despite being one of the ten fastest growing economies of the world,
India is still home to one-third of the world’s poor. It is widely known that there are pockets of
poverty and financial exclusion in both urban and rural areas, particularly among slum-dwellers. As
per the Census of India 2001, India had a slum population of 4.26 crore, which constituted 15 per cent
of the total urban population. In the rural areas, the common reasons of financial exclusion include
non-existence of bank branches in an area, physical distance of the bank from the people, fixed and
limited timings of the banks, lack of awareness of advantages of having a bank account, and above all,
low income that made it difficult to save. In the case of the urban poor, the reasons are different.
There are lots of bank in the urban areas which are not very far away from the slums. Hence, the
distance of the bank from the slums cannot be a factor for financial exclusion. Against this
background, it

was felt that a study on financial inclusion in India would give important clues to understand
the nature, causes and determinants of financial inclusion.
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OBJECTIVE of the study

The objective of the study is primarily to study the causes and determinants of financial inclusion in
India. Present study is taken up to achieve the following research objectives:

Objectivel: To study the determinants of financial inclusion in India.

Objective2: To assess the regional inequality of financial inclusion in India.
Objective 3: To evaluate the initiatives taken by the Reserve Bank of India in financial inclusion.
Obijective4: To study the issues and challenges of implementation of financial inclusion in India.
Research Methodology

To attain the first objective, i.e. to study the determinants of financial inclusion in India, the
researcher studied the important determinants of financial inclusion which are responsible for
inclusive growth of India. To attain the second objective, i.e. to assess the regional inequality of
financial inclusion in India, the statistical tool “ANOVA’’ is applied. To attain the third objective, i.e.
to evaluate the initiatives taken by the Reserve Bank of India in financial inclusion, Reports of
Reserve Bank of India and other relevant studies are discussed. To achieve the last objective, i. e. to
study the issues and challenges of implementation of financial inclusion in India, various studies has
been discussed and suggestions have been made to overcome these problems.

Research Design

A research design is the specification of methods and procedures for acquiring the needed
information. Design to be adopted here is descriptive research. It basically seeks to extract
information about financial inclusion in India. The present research study is based on secondary data.
The data is collected from the different websites, as well as different articles, published by the
Reserve Bank of India, Government of India, other institutions, research journals and internet. Data
from research projects, books and magazines is also discussed. In order to achieve the objectives of
the study, secondary data is collected from the Basic Statistical Return of Scheduled Commercial
Banks in India (RBI), RBI Monthly Bulletin and Status of Micro Finance in India (NABARD) etc.
The data so collected is analyzed with help of various tools and techniques to ful fill the research
objectives. These include ANOVA and Regression Analysis. The use of these techniques at different
places has been made in the light of nature and suitability of data available and requirement of
analysis. To conduct the statistical techniques, SPSS version 24 for windows is used.

The highlights the nature and need of the financial inclusion in the process of inclusive growth and
also explains the importance of financial exclusion in India and also contains an exhaustive review of
the existing literature available on the subject. The studies have been presented in chronological order
so that the latest studies are presented first followed by the subsequent studies. Research gaps have
been identified and a case for the present study has been built in the end. It also defines the statement
of problem and research objectives of the present study. It provides insights into the framework to
operationalise the research objectives of the present study. This chapter also outlines the research
methodology employed, the way the data for the study has been collected and the statistical tools used
for data analysis.
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The first phase of Financial Inclusion Plans was implemented over the period 2010-2013. The
Reserve Bank has sought to use the Financial Inclusion Plans as the basis for Financial Inclusion
initiatives at the bank level. Reserve Bank has put in place a structured, comprehensive monitoring
mechanism for evaluating banks™ performance against their Financial Inclusion Plans. Annual review
meetings are being held with CMDs of banks to ensure top management support and commitment to
the Financial Inclusion process. A snapshot of the progress made by banks under the Financial
Inclusion Plans (April 2010 — March 2013) for key parameters, during the three year period is as
under:

» Nearly 2, 68, 000 banking outlets have been set up in villages as on March 13 as against
67,694 banking outlets in villages in March 2010.

» About 7400 rural branches opened during this period.

» Nearly 109 million Basic Savings Bank Deposit Accounts (BSBDAs) have been added,
taking the total no. of BSBDAs to 182 million. Share of ICT based accounts have increased
substantially — Percentage of ICT accounts to total BSBDAs has increased from 25percent in
March 10 to 45percent in March 2014.

» With the addition of nearly 9.48 million farm sector households during this period, 33.8
million households have been provided with small entrepreneurial credit as at the end of
March 2014.

» With the addition of nearly 2.25 million non farm sector households during this period, 3.6
million households have been provided with small entrepreneurial credit as at the end of
March 2014.

» About 4904 lakh transactions have been carried out in ICT based accounts through BCs
during the three year period

It is important to analyze this progress against some disconcerting trends that were noticed in the
run up to the structured Financial Inclusion initiatives that the banks launched since 2010
onwards. First, the number of banked centres in the country between 1991 and 2007 had actually
come down (from 35236 to 34471). Second, the number of rural branches during the same period
had also declined significantly (from 35206 to 30409). Against this backdrop, the progress made
during 2010- 13 is certainly remarkable. In order to continue with the process of ensuring access
to banking services to the excluded, banks have now been advised to draw up a fresh 3 year
Financial Inclusion Plan for the period 2013-16. Banks have also been advised that the FIPs
prepared by them are disaggregated and percolated down up to the branch level. The
disaggregation of the plans is being done with a view to ensure involvement of bank staff across
the hierarchy, in the FI efforts and also to ensure uniformity in the reporting structure under the
Financial Inclusion Plan These include advising banks on devising their Financial Inclusion Plan
and constituting a Financial Inclusion Advisory Committee (FIAC). The Committee, under the
Chairmanship of Dr. K.C. Chakrabarty, is helping banks to develop a viable and sustainable
model of banking services that focuses on accessible and affordable financial services. To
sensitize financially illiterate people, financial literacy programmes have been initiated by the
Reserve Bank in collaboration with commercial banks. Opening multiple channels of credit
delivery is expected to improve access to institutional credit for excluded people, which, in turn,
may help bring them within the ambit of the growth process.
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Financial inclusion policy comprises the following:

No Frills Accounts

Simplification of KYC norms

Use of Intermediaries

Introduction of General Credit Cards
Use of Technology

Use of Regional Language

One-time Settlement

Financial Education

N s wWDNE

Initiatives of RBI for Financial Inclusion

To help the underprivileged participating in the economic development and country“s inclusive
growth, following initiatives were undertaken by the Reserve Bank of India over the last four decades:

> Initiatives taken during 1960s and1970s
Focus on increasing credit to the neglected economy and weaker sections of society.
Development of the rural banking ecosystem including RRBs, rural and semiurban branches.
Implementation of the social contract with banks. Lead Bank Scheme launched for rural
lending.
> Initiatives taken during 1980s and 1990s
Branch licensing policy to focus on expansion of commercial bank branches in rural
areas. Establishment of National Bank for Agriculture and Rural Development (NABARD) to
provide refinance to banks providing credit to agriculture. SHG-Bank Linkage Program
launched by NABARD.
> Initiatives taken during 2000s
The term 'Financial Inclusion' was introduced for the first time in RBI*s Annual Policy
Statement for 2005- 06 and a policy namely “Financial Inclusion Policy” was framed. 100
percent financial inclusion drive launched. Restrictions on ATMs deployment removed.

The Reserve Bank has taken various steps to intensify the credit delivery mechanism and financial
inclusion by changing the guidelines for priority sector lending and trying to bring excluded people
from both rural and urban areas under the coverage of institutional finance. It is impossible to think
about inclusive growth without access to formal finance at an affordable cost. In order to provide
credit to the productive sector, which has the potential for employment generation, the Reserve Bank
has taken a host of measures including revising the priority sector lending guidelines, which have
been in existence since the 1970s. Apart from providing credit under this scheme, the Reserve Bank
has adopted a policy of providing credit through multiple channels, viz. involving self-help groups
(SHGs) and microfinance institutions (MFIs), expanding the scope of the business correspondence
(BC) model, simplifying procedures and processes for micro and small enterprises (MSEs) and
adopting information and communication technology (ICT) solutions for greater outreach and lower
transaction costs.

i)  Opening of No-Frills accounts

ii) Bouquet of Financial services
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iii) Engaging Business Correspondents

iv) Use of Technology

v) Relaxation of KYC Norms

vi) Simplified Branch Authorization

vii) Opening of branches in unbanked rural centres

viii) Roadmap for providing Banking Services in unbanked villages with population more than
2000

ix) Direct Benefit Transfer

x)  Financial Literacy xi) Financial Inclusion Plan of Banks

SUGGESTIONS

Following suggestions should be adopted to frame the way forward to meet the dream of Financial
Inclusion: i) New Bank Licenses ii) Business and Delivery Model iii) Usage of banking services iv)
Financial Education v) Collaborative Efforts vi) Electronic Benefits Transfer (EBT) Steps have been
taken by the Government for the expansion of banking services and linking of opportunities among
various segments of financial sector like capital markets, insurance, etc. to achieve its aim of Inclusive
Growth. High GDP growth in India, triggered by an open economy has created job opportunities in
urban and semiurban India and it will go further into rural India, increasing the potential for growth to
vast sections of disadvantaged and low income groups. Taking into account the achievements stated in
the study and based on interactions with the stakeholders during our various outreach programmes, as
also the feedback received from our meetings with the frontline managers, the various issues need to be
discussed and resolved. Addressing financial exclusion requires huge effort and resources, thereby
taking a longer time to address these imbalances.
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