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Introduction  

Financial exclusion is the main cause of poverty. Lack of opportunities and access to 

finance besides financial illiteracy are the main causes of financial exclusion. 

Financial exclusion is proving to be a major thorn in the path of Indian economic 

growth. Access to finance by the poor, disadvantaged and unprivileged group is a 

prerequisite for poverty reduction and social upliftment. One of the main reasons why 

the large section of the rural population still remains under below poverty line is lack 

of opportunities and access to finance besides financial illiteracy. Large sections of 

the rural population have no access to financial services and their only recourse is to 

borrow from money lenders, who charge exorbitant rates. Also, ignorance is rife, with 

concepts like insurance virtually unheard of.  

Financial Inclusion is about delivery of banking services at an affordable cost to vast 

sections of disadvantaged, first step in FI is to facilitate people in getting basic 

facilities like food, shelter and clothing to the people and then comes the provision of 

bank account, wherein they can save whatever little they can. Financial Inclusion can 

be thought of in two ways. One is exclusion from the payments system –i.e. not 

having access to a bank account. The second type of exclusion is from formal credit 

markets, requiring the excluded to approach informal and exploitative markets1. 

 

Importance of financial inclusion 

Financial inclusion protects low income group’s financial wealth and other resources 

in crucial circumstances by bringing them within the perimeter of formal banking 

                                                           
1 Role of Financial Inclusion for Inclusive Growth in India by EverilJacklinFernandes and Dr. 

Amulya.M 
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sector. It also softens the exploitation of vulnerable sections by the usurious money 

lenders by facilitating easy access to formal credit. Further, financial inclusion 

broadens the resource base of the financial system by developing a culture of savings 

among large segment of rural population and plays its own role in the process of 

economic development. Also, a strong financial system encourages expansion in the 

market and competition for existing firms. It ensures that poor households and small 

entrepreneurs need not depend on middlemen. On the other hand, an underdeveloped 

financial system can be uncompetitive, conservative and inimical to poor or small 

entrepreneurs. Additionally, macroeconomic evidence indicates that sound financial 

systems have a strong positive impact on economic growth over a long period of time. 

Multiple studies have documented a robust negative relationship at the country level 

between indicators of financial depth and the level of income inequality as measured 

by the Gini coefficient.  

 

A number of researchers have investigated the link between financial inclusion and 

economic growth, focusing primarily on whether there is a positive relationship 

between the two concepts. Consistent with economic theory that would suggest that 

financial inclusion should promote economic growth. Financial development has 

typically accompanied economic growth and broader participation in the mainstream 

financial sector by all segments of the population and generally strengthens this 

connection. The security of a savings account, access to credit, and lower costs of 

basic financial transactions tend to increase households’ abilities to insulate 

themselves from a variety of shocks and may enhance consumer confidence. Wider 

access to financial services also tends to distribute economic opportunities more 

broadly, particularly among poorer households and businesses. 

 

Financial Inclusion in India 

In India, financial inclusion first featured in 2005, when it was introduced, that, too, 

from a pilot project in union territory of Pondicherry, by Dr. K. C. Chakraborthy, the 

chairman of Indian Bank.Mangalam Village became the first village in India where all 

households were provided banking facilities.In addition to this KYC (Know your 

Customer) norms were relaxed for people intending to openccounts with annual 

deposits of less than Rs. 50, 000. General Credit Cards (GCC) were issuedto the poor 

and the disadvantaged with a view to help them access easy credit. In January 

2006,the Reserve Bank permitted commercial banks to make use of the services of 

non-governmentalorganizations (NGOs/SHGs), micro-finance institutions and other 

civil society organizations asintermediaries for providing financial and banking 

services. 

 

Demand side factors of financial inclusion 

 Irregular income: Very low income and inconsistent flow of cash for the 

poor people are considered as a demand driven factors of financial inclusion. 
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Savita Shankar stated that financial products. Carmen Hoyo Martinez et al. , 

analysed that variability of income is an important factor for the self-exclusion 

of people from the rural areas. Aleksa Nenadovic et al. analyzed that irregular 

income of the poor people is a main cause for financial exclusion. Poor people 

from the most vulnerable groups in the society not only have low income but 

also they get an irregular income and various uncertainties in cash flows. 

 Lack of trust: Savita Shankar reveals that negative experiences or negative 

perception of financial institutions makes the rural people to get mistrust of 

banks and which in turn leads to self-exclusion from the formal financial 

institutions. Lack of trust by the unbanked rural people on the formal financial 

institution is the main barrier of financial inclusion [23]. Disparities in 

financial inclusion has caused due to the lack of trust among the rural people 

in the banking systems. Improper supervisory mechanism in financial 

institutions led to the loss of customer trust. 

 Literacy level: Financial isolation of the rural people often results in lack of 

understanding, which in turn makes them to distance themselves from the 

formal financial institutions. Even though banks have some suitable financial 

products for the poor people, due to their lack of knowledge and literacy level 

makes them an incorrect understanding of the products and hence opposed to 

use them. Savita Shankar states that financial literacy is said to be one of the 

demand side factor which is a precondition for the first time users to access 

financial services. When financial Literacy was successfully delivered it 

creates a demand for financial services from the formal financial institutions 

which led to financial inclusion. Lower the level of financial inclusion is 

highly associated with lower the level of financial literacy. 

 High cost: An obstacles of financial inclusion from the demand driven factors 

are high transportation and opportunity cost for the rural people to bank with 

formal financial institutions. Gadamsetty SaiArun, analyzed that people who 

lives in underdeveloped areas find it very difficult to reach nearest bank due to 

transportation cost and they lost their one day wages to reach the bank. 

Transaction cost is the barrier for the low income group household since they 

are more resource constrained. Low income group households either spends 

more time in travelling to the bank or spend high transaction cost for accessing 

financial services from the banks. 

 Technology: K.C.Chakrabarty  stated out that the as thebanking and payment 

space become increasing everywhere, the biggest challenge is to maintain the 

quality of security at the highest level in the financial sectors. Therefore the 

banks need to work on this regard in order to protect customers against 

fraudulences. Dr.V.Vimala reveals that banks can diverse services to 

customers with less man power through the introduction of IT related products 

in internet banking, electronic payments, security investments and information 

exchanges. 
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 In order to improve the access to financial services for the households in rural areas 

and promote greater financial inclusion an appropriate framework and business 

environment should support a greater interaction between ICT and financial sector for 

addressing the challenges posed by mobile banking such as security concerns and 

compliance with Anti Money laundering rules. Gadamsetty SaiArun narrate that the 

financia l inclusion through ICT faces security challenges such as SMS spoofing 

attack, where the attacker send messages on network manipulating sender’s number. 

Virus attack software like Trojan Horses and Zeus are used to steal mobile transaction 

authentication number and password. 

 

Supply Side Factors of Financial Inclusion 

 Distance: Distance of the bank branch to reach the rural people is a common 

barrier of the supply driven factors. The greatest barrier of financial inclusion 

to reach rural areas is the distance from the bank. Distance continues to be a 

major issue since Business Correspondent provides doorstep financial services 

to the outreach areas. A reasonable distance from the bank branch should be 3-

4 kilometers. For opening a bank account to the rural people distance and 

travelling from the bank branch to the remote areas is considered as a greatest 

challenge for the financial institutions. 

 Policy regulations: Savita Shankar analyzed that inability to provide 

documentation such as identity proof required by formal financial institutions 

is another frequently faced barrier. Banks are required by regulators to conduct 

sufficient identity checks before opening accounts. These regulations 

sometimes result in lack of access of genuine customers. Poor regulatory 

frameworks that reduces the quantity and quality of financial products and 

services that are accessible by the poor. Banks need to follow certain which 

was advised by Reserve Bank of India (RBI). This is again a barrier for the 

bank to target rural people for issuing checkbook, debit card for maintaining 

zero balance in their account. Current regulations advices Business 

Correspondent to settle the cash in the bank branches within 24 hours of 

transactions but, this may not be possible due to the huge distance from the 

bank. 

 Inappropriate products: Savita Shankar narrated that lack of inappropriate 

products is an important supply side barrier. Certain terms and conditions of 

financial products like maintain minimum balance in the account and accounts 

closed by banks due to infrequency in use does not suit for the low income 

group people. Priya Naik  illustrated that inappropriate products and processes 

are said to be a supply side constraints of financial inclusion. Banks and other 

financial services play an important role from supply side by providing access 

to basic financial services to the poor and disadvantage social group. Access to 

financial products are constrained by certain factors like lack of awareness 

about the products, the financial products are not convenient, flexible and low 
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quality. The main reason for the financial exclusion from the supply side is 

documentation procedure and unsuitable financial products. 

 Risk: The banks bears risk due to the improper identification of customers and 

they use retail agents for money laundering or channel funding to terrorists. 

Anti-Money Laundering issues are regulated under the prevention of Money 

Laundering Act 2002. The law is applicable to both banks and financial 

institutions. For Banks, RBI has issued Know Your Customer (KYC) 

guidelines to categorize the customer into low, medium and high risk 

customers in order to adjust the identification requirements based on the risk 

category. According to the guidelines of RBI Business Correspondent Model 

acts as intermediaries that bridges the gap between service seekers and service 

providers but, Banks and Business Correspondent are exposed to huge risk of 

cash management. This was the issue surfaced by both the regulators and the 

partner banks. Out sourcing account opening and processing of retail 

transaction to inexperienced retail agents makes the banks difficult to observe 

and report doubtful transactions. 

Overcoming Bankers’ Aversion for Financial Inclusion 

Even though no banker openly expresses his aversion for the financial inclusion 

process, clearly it can be noticed that they are averse to it in view of the cost aspects 

involved in opening of no frill accounts. Besides these challenges, banks also have to 

face some issues in reaching banking services among the socially excluded group 

consist of:  

 Technological Barriers: Absence of an appropriate technology is a serious 

challenge. Transaction costs are too high because technology is not leveraged 

fully. Finger print storage and retrieval need to be made convenient. It is an 

issue because of lack of standards and training and maintenance.  

 Demand Side Barriers: Demand side barriers include lack of financial 

literacy, lack of awareness of financial services and products, social exclusion 

and the fact that certain products being currently offered are not suitable for 

the poor.  

 Supply Side Barriers: Supply side barriers are the issues with high 

transaction costs, lack of communication and the lack of a proper framework 

or infrastructure.  

 High Cost: It has also been seen that poor living in urban areas don't utilize 

the financial services as they find financial services are costly and thus are 

unaffordable. Hence, even if financial services are available, the high costs 

deter the poor from accessing them.  

 Lack of Awareness: Many people are unaware of the banking terms and 

conditions laid down from time to time.  
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 High Transaction Charges: Various commercial banks across the globe levy 

transaction charges on credit or debit transactions, on cheque book issuance 

etc.  

 Lack of Access: As most of the commercial banks are located in the vicinity 

of cities, people in rural areas (mainly in developing countries) have a 

geographical barrier in accessing banks. The lack of accessibility to financial 

services to the poor and disadvantaged class has been identified as one of the 

serious threat for including the poor in the process of inclusive growth 

(NABARD, 2012).  

 Illiteracy: a substantial number of people are unable to take recourse to 

banking services due to illiteracy.  


