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Abstract: Financial Inclusion is being considered as the step forward for an effective growth of the country as it includes the 

betterment of services to all sectors of the people, thus raising the general standards of living of the society. The term 

"financial inclusion" has gained importance since the early 2000s, and is a result of findings about financial exclusion and its 

direct correlation to poverty. Financial inclusion is now a common objective for many central banks among the developing 

nations. Financial Inclusion results in the betterment of the society and thus, I have chosen this as my research subject. As a 

part of my research I broadly worked on finding the state of financial inclusion in the nation as a whole, and in the state of 

Telangana in particular.  The Paper examines the role of RBI’s measures and the performance of the commercial (public) 

banks over the private banks. It aims at throwing light on the state of financial inclusion and the performance of private and 

public sector banks on this subject. This still being a naïve subject, the data collection has been very difficult and vague. The 

data availability was only for the past couple of years. The reach to the under privileged sections to the society can be treated 

both as a challenge and also an opportunity. Thus the scope of performance in this arena is very high and will lead to a huge 

success for both the bankers and the customers if this succeeds. 
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I. INTRODUCTION 

The banking industry has shown tremendous growth during last few decades. Despite making significant improvements in all 
areas relating to financial viability, profitability and competitiveness, there are concerns that Indian banks have not been able to 
include vast segment of the population, especially the under privileged sections of the society into the fold of basic banking 
services. In this respect, there could be multiple levels of financial inclusion and exclusion. At  one  extreme,  there  are customers 
who are actively and persistently  courted  by  the  financial services  providers  and  who  have  at their disposal a wide range of 
financial services  and  products.  At the other extreme, there are people who are denied access to even the most basic financial 
products. Keeping in view the above, the concept of “Financial Inclusion” has come into force to enable to cover the financially 
excluded category of customers. 

 
Financial Inclusion is being considered as the step forward for an effective growth of the country as it includes the betterment 

of services to all sectors of the people, thus raising the general standards of living of the society. The term "financial inclusion" 
has gained importance since the early 2000s, and is a result of findings about financial exclusion and its direct correlation to 
poverty. Financial inclusion is now a common objective for many central banks among the developing nations. 

II. RESEARCH OBJECTIVES 

The major areas of concentration in the banking arena for financial inclusion are the central, commercial and private banks. The 
main research objectives of this paper are to evaluate the role and performance of Reserve Bank of India on the extent of 
achieving financial inclusion. 

III. RESEARCH METHODOLOGY 

 Data Collection: Financial Inclusion being a recent development requires a lot of data collection as availability of 
data is very less and vague.  The major source of data has been via secondary data. 

 Tool used: The main tools used in this analysis are percentages and Ratio Analysis etc. 
 Sampling method- Random Stratified Samples were used. 

 

IV. SCOPE 

The rural market in India is a huge unorganized market as well as much of it is still untapped in various domains. A huge scope 
for services exists in these markets where still major companies have directed their focus on. Since major of Indian population 
exists in rural segment, prospects of huge demand exists for the products offered by various companies or service providers. But 
the demand and supply pattern in the rural segment is majorly different than those in the urban segment. 

 
This difference is due to vast difference in:  Income level, Expenditure capacity, Taste and preferences, Educational level and 

Social, Cultural and environmental. 
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These differences results in gaps between Service provider and the consumers/customers in both the market segments. Hence a 

service provider clearly needs to understand these gaps and the strategies to fill these gaps effectively. Therefore the mantra for 
successful strategy implementation in rural markets for service delivery is “Think Global Act Local” 

 
The reach to the under privileged sections to the society can be treated both as a challenge and also an opportunity. Thus the 

scope of performance in this arena is very high and will lead to a huge success for both the bankers and the customers if this 
succeeds. 

 

V. IMPORTANCE OF THE STUDY IN INDIA 

 
In India, the need for financial inclusion was felt the maximum when compared to the other nations. Some of the reasons being: 
 
 In India, almost half the country is unbanked. Only 55 per cent of the population has deposit accounts and 9 per cent 

have credit accounts with banks. And India has the highest number of households (145 million) excluded from 
Banking. 

 There was only one bank branch per 14,000 people, 6 lakh villages in India, rural branches of SCBs including RRBs 
number 33,495. 

 Only a little less than 20% of the population has any kind of life insurance and 9.6% of the population has non-life 
insurance coverage and just 18 per cent had debit cards and less than 2 per cent had credit cards. 

 
In this scenario, the Government of India felt that the best way to reach the under privileged sections is via the banks of the 

country. Thus, the central bank, Reserve Bank of India, was asked to lay down some rules and guidelines to be followed for the 
other banks to achieve this objective.  

 

VI. SCOPE OF FINANCIAL INCLUSION IN INDIA 

Yet, banks are fighting to fulfil the Financial Inclusion dream. The main reason is that the products designed by the banks are 
not satisfying the low income families. The provision of uncomplicated, small, affordable products will help to bring the low 
income families into the formal financial sector. Banks have limitations to reach directly to the low income consumers. 
Correspondents can be considered to be an excellent channel which banks can use to distribute their product information. 
Educating the consumers about the financial benefits and products of banks which are beneficial to low income groups will be a 
great step to tap their potential. 

 
Banks are now using new technologies like mobile phones to reach low income consumers. It is possible that the telephone 

providers themselves will start basic banking services like savings and payments. Indian telecom consumers have few links to 
financial institutions. So without much difficulty telecom providers can win the battle with banks. Banks should therefore be 
proactive about transferring this technology into an opportunity. 

 

VII. RESERVE BANK OF INDIA 

The Reserve Bank of India (RBI) is the central banking institution of India and controls the monetary policy of the Indian 
rupee as well as US$30,210 crore (US$302.1 billion) of currency reserves (in 2011 dollars as of 2011). The institution was 
established on 1 April 1935 during the British Raj in accordance with the provisions of the Reserve Bank of India Act, 1934 

 
As the central bank of the country, the Reserve bank of India has taken steps to ensure financial inclusion in the country. It has 

tried to make banking more attractive to citizens by allowing for easier transactions with banks. In 2004 RBI appointed an internal 
group to look into ways to improve Financial Inclusion in the country. It came out with a report in 2005 (Khan Committee) and 
subsequently RBI issued in a circular in 2006 following the use of intermediaries for providing banking and financial services.  

 
Through such policies the RBI has tried to improve financial inclusion. Financial Inclusion offers 

immense potential not only for banks but for other businesses. Through an integrated approach the businesses, the NGO’s, the 
government agencies as well as the banks can be partners in growth. RBI has realized that a push is needed to kick start the 
financial inclusion process. Some of the steps taken by RBI include the directive to banks to offer No-frills account, easier KYC 
norms, offering GCC cards to the poor, better customer services, promoting the use of IT and intermediaries, and asking SLBC’s 
and UTLBC’s to start a campaign to promote financial inclusion on a pilot basis. So far the campaign for 100% financial inclusion 
has been said to be a success with many states now reaching near-total financial inclusion. 

 
 For the past several years one of the important new objectives of the Reserve Bank of India has been financial inclusion. That 

movement towards financial inclusion rose to a crescendo in the year 2010-11, partly because of the Platinum Jubilee Celebration 
and partly because of the demand for financial inclusion has become a national and a governmental imperative. 
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Efforts made by RBI: 
 

India has, for a long time, recognized the social and economic imperatives for broader financial inclusion and has made an 
enormous contribution to economic development by finding innovative ways to empower the poor. Starting with the 
nationalization of banks, priority sector lending requirements for banks, lead bank scheme, establishment of regional rural banks 
(RRBs), service area approach, self-help group-bank linkage programme, etc., multiple steps have been taken by the Reserve 
Bank of India (RBI) over the years to increase access to the poorer segments of society. 

 
Despite all these efforts, a significant proportion of the households, especially in rural areas, still remained outside the coverage 

of the formal banking system. It is estimated that about 40% of Indians lack access even to the simplest kind of formal financial 
services. The major barriers to serve the poor, apart from socioeconomic factors such as lack of regular income, poverty, illiteracy, 
etc., are the lack of reach, higher cost of transactions and time taken in providing those services. Products designed by the banks 
are not tailored to suit the needs of low-income families. The existing business models do not pass the test of scalability, 
convenience, reliability, flexibility and continuity. 

 
In India, the term financial inclusion first featured in 2005, when RBI, in its annual policy statement of 2005-06, while 

recognizing the concerns in regard to the banking practices that tend to exclude rather than attract vast sections of the population, 
urged banks to review their existing practices to align them with the objective of financial inclusion. 

 

VIII. NATIONAL COMMITMENT 

Moving towards universal financial inclusion has been both a national commitment as well as a public policy priority for our 
country. To achieve the ultimate objective of reaching banking services to all the 600,000 villages, financial inclusion has to 
become a viable business proposition for the banks. 

 
For this to happen, the delivery model needs to be devised carefully so as to move from a cost-centric model to a revenue-

generation model. This will help in providing customers with quality banking services at their doorstep and at the same time 
generating business opportunities for the banks. This is sustainable only if delivery of banking services, at the minimum, includes 
the following four products: 

 
a) A savings-cum-overdraft account 
b) A remittance product for electronic benefits transfer (EBT) and other remittances 
c) A pure savings product, ideally a recurring deposit scheme 
d) Entrepreneurial credit in the form of a kisan credit card (KCC) or a general credit card (GCC) 

 
Apart from the following few more approaches have been taken up by the RBI for better success of financial inclusion. 
 
Latest approaches being adopted by RBI are: 
 
 For achieving planned, sustained and structured financial inclusion, the technology needs to be fixed first. Thus all 

bank branches must be on Core Banking Solution (CBS) by September 2011. Every Regional Rural bank has to be on 
CBS by the said given target. 

 Multi-channel approach is being implemented for faster and more efficient penetration of bank services to the needed 
sections of the society (Handheld devices, mobiles, cards, Micro-ATMs, Branches, Kiosks,etc.) 

 Front-end devices transactions must be seamlessly integrated with the banks’ CBS. 
 Ensuring transparency is being considered for effective results. Hence, a village is covered by banking service if either 

a bank branch is present or a BC is physically present or visiting that village. 

IX. TWIN ASPECTS OF FINANCIAL INCLUSION 

But, dealing with financial inclusion directly is answering questions only from one side of the problem. To this concern lies 
another end which needs to be taken care of for results to be more practical and effective.  

 
Financial Inclusion and Financial Literacy are twin pillars. While Financial Inclusion acts from supply side providing the 

financial market/services what people demand, Financial Literacy stimulates the demand side making people aware of what they 
can demand. 

 
"The World Bank Findex Survey (2012) points out that only about 35% of Indian adults had access to a formal bank account 

and a meager 8% borrowed formally in the last 12 months," says Mundra. 
Financial inclusion without financial literacy has no meaning as the stakeholders cannot grasp the benefits/ risks associated. 

The RBI has now started focusing on financial literacy among the people of India and to integrate technology in financial literacy 
programs.  
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X. FINANCIAL LITERACY - THE DIGITAL WAY 

Financial literacy through the use of technology has to be based on three principles: to effectively use the power of mediums 
like a computer, mobile and Internet to enable people to have the skills, knowledge or information about financial instruments. 
Secondly, to ensure people have the ability to critically understand the content they have received through digital means and lastly 
apply it to the best of their knowledge and capacity. 

 
Banking correspondent services that are operating across far flung villages in the country has proved that technology can go a 

long way to bridge the divide. Technology has now enabled information to percolate to even the remotest of villages. It also 
allows interaction between people and the ability to question the best in the business. By enabling connections, technology has 
also bridged the geographical difference. 

 

Importance of Financial Inclusion in India:  
 

The policy makers have been focusing on financial inclusion of Indian rural and semi-rural areas primarily for three most 
important pressing needs: 

 
1. Creating a platform for inculcating the habit to save money – The lower income category has been living under the 

constant shadow of financial duress mainly because of the absence of savings. Capital formation in the country will 
also improve once financial inclusion measures materialize, as people move away from traditional modes of parking 
their savings in land, buildings, bullion, etc.   

2. Providing formal credit avenues – So far the unbanked population has been vulnerably dependent of informal 
channels of credit like family, friends and moneylenders. Availability of adequate and transparent credit from formal 
banking channels shall allow the entrepreneurial spirit of the masses to increase outputs and prosperity in the 
countryside.  

3. Plug gaps and leaks in public subsidies and welfare programmes – A considerable sum of money that is meant for 
the poorest of poor does not actually reach them. Government is therefore, pushing for direct cash transfers to 
beneficiaries through their bank accounts rather than subsidizing products and making cash payments. 

 

XI. STEPS TAKEN BY RBI TO SUPPORT FINANCIAL INCLUSION  

RBI 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.    RBI  also exhorted the banks and stressed the need  to make available a basic banking 
'no frills' account either with 'NIL' or very minimum balances as well as charges that would make such accounts accessible to vast 
sections of the population. 

 
1. Basic Savings Bank Deposits Accounts– 

 
No frills accounts were replaced in 2012 with BSBDA. RBI in 2012 came out with fresh guidelines and asked banks to offer a 

BSBDA which will offer the following minimum common facilities to the customers. These guidelines inter-alia includes:- 
 

a) This account shall not have the requirement of any minimum balance. 
b) The services available in the account will include deposit and withdrawal of cash at bank branch as well as 

ATMs; receipt/credit of money through electronic payment channels or by means of deposit/collection of cheques 
drawn by Central/State Government agencies and departments; 

c) While there will be no limit on the number of that can be made in a month, account holders will be allowed a 
maximum of our withdrawals in a month, including ATM withdrawals;  

d) Facility of ATM card or ATM cum debit cards.  
 
 

2. Banking service reaches homes through business correspondents –  
 

The banking systems have started to adopt the business correspondent mechanism to facilitate banking services in those areas 
where banks are unable to open brick and mortar branches for cost considerations. Business Correspondents provide affordability 
and easy accessibility to this unbanked population. Armed with suitable technology, the business correspondents help in taking the 
banks to the doorsteps of rural households. 

 
 

3. EBT – Electronic Benefits Transfer –  
 

To plug the leakages that are present in transfer of payments through the various levels of bureaucracy, government has begun 
the procedure of transferring payment directly to accounts of the beneficiaries. This “human-less” transfer of payment is expected 
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to provide better benefits and relief to the beneficiaries while reducing government’s cost of transfer and monitoring. Once the 
benefits starts to accrue to the masses, those who remain unbanked shall start looking to enter the formal financial sector. 

 

XII. CONCLUSION   

It is becoming increasingly apparent that addressing financial exclusion will require a holistic approach on the part of the banks 
in creating awareness about financial products, education, and advice on money management, debt counseling, savings and 
affordable credit. The banks would have to evolve specific strategies to expand the outreach of their services in order to promote 
financial inclusion. One of the ways in which this can be achieved in a cost-effective manner is through forging linkages with 
microfinance institutions and local communities. Banks should give wide publicity to the facility of no frills account. Technology 
can be a very valuable tool in providing access to banking products in remote areas. ATMs cash dispensing machines can be 
modified suitably to make them user friendly for people who are illiterate, less educated or do not know English.  

 
To sum up, banks need to redesign their business strategies to incorporate specific plans to promote financial inclusion of low 

income group treating it both a business opportunity as well as a corporate social responsibility. They have to make use of all 
available resources including technology and expertise available with them as well as the MFIs and NGOs. It may appear in the 
first instance that  taking banking to the sections constituting “the bottom of the pyramid”, may not be profitable but it should 
always be remembered that even the relatively low margins on high volumes can be a very profitable proposition. Financial 
inclusion can emerge as commercial profitable business.  
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