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Abstract 
Financial inclusion refers to the process of ensuring access to affordable financial products and services 
such as savings, credit, insurance, and payment systems to all sections of society, particularly the 
underprivileged and marginalized. In India, it is recognized as a critical driver for economic growth, 
poverty reduction, and social equity. This theoretical assessment examines the concept, dimensions, 
and significance of financial inclusion within the Indian context, focusing on its role in fostering 
inclusive economic development. The study explores the institutional and policy frameworks 
implemented by the Government of India and the Reserve Bank of India, such as the Pradhan Mantri 
Jan Dhan Yojana (PMJDY), Business Correspondent Model, and digital banking initiatives. It also 
highlights the challenges, including low financial literacy, inadequate infrastructure, and socio-
economic disparities, which hinder the achievement of full inclusion. By synthesizing theoretical 
perspectives and policy measures, the paper underscores that sustainable financial inclusion in India 
requires a multidimensional approach involving policy reform, technological innovation, and 
grassroots awareness. This assessment serves as a foundation for further empirical studies aimed at 
evaluating the real-world impact of financial inclusion initiatives on socio-economic well-being. 
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Introduction 
Financial inclusion has emerged as a cornerstone of inclusive growth strategies in both 
developed and developing economies. In simple terms, it refers to the process of ensuring 
that individuals and businesses, regardless of their socio-economic status, have access to 
useful and affordable financial products and services such as savings, credit, insurance, and 
remittance facilities in a fair and transparent manner. In the Indian context, financial 
inclusion is not merely a policy priority but a socio-economic necessity, given the vast rural 
population, income inequalities, and a large informal sector. Historically, a significant 
portion of India’s population has remained outside the formal financial system due to factors 
such as geographical barriers, low financial literacy, inadequate infrastructure, and socio-
cultural constraints. Recognizing this gap, the Government of India and the Reserve Bank of 
India have launched a series of initiatives ranging from branch expansion in rural areas to 
technology-driven solutions like mobile banking and Aadhaar-enabled payment systems. 
Flagship programs such as the Pradhan Mantri Jan Dhan Yojana (PMJDY) have brought 
millions of previously unbanked individuals into the formal banking network, signaling 
remarkable progress. However, financial inclusion in India is still a work in progress. The 
challenge lies not only in opening bank accounts but also in ensuring their active and 
productive use, alongside providing affordable credit, insurance, and investment 
opportunities. This theoretical assessment aims to explore the concept, significance, policy 
measures, and challenges of financial inclusion in India, providing a foundation for future 
empirical research and policy evaluation.  
 

Literature Review 
A literature review is a systematic summary and critical analysis of existing research, 
reports, and theoretical writings on a specific topic. Its purpose is to identify what is already 
known, highlight gaps in current knowledge, evaluate methodologies used by previous 
studies, and provide a foundation for new research. In the context of Financial Inclusion in 
India, the literature review helps understand past studies on policies, determinants, 
challenges, and outcomes, so that the present study can build upon and improve them. Beck, 
Demirgüç-Kunt, and Levine (2007) [16] emphasized that financial inclusion is essential for 
economic development, as it improves access to financial resources for marginalized 
communities. 
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In the Indian context, Rangarajan Committee (2008) defined 

financial inclusion as the process of ensuring access to 

financial services and timely, adequate credit to vulnerable 

groups at affordable costs. 

Chakrabarty (2014) [17] highlighted that the Reserve Bank of 

India (RBI) has made financial inclusion a policy priority, 

encouraging branch expansion in rural areas and promoting 

the Business Correspondent model. Kumar and Mishra 

(2011) found that although India has made progress in 

increasing bank penetration, account usage remains low, 

with many accounts lying dormant. 

According to the World Bank (2014), the Global Findex 

data showed significant gaps in account ownership between 

urban and rural populations, as well as between men and 

women. Kunt and Klapper (2015) [18] argued that digital 

finance could reduce transaction costs and improve 

inclusion, but cautioned about the digital divide. 

Singh and Tandon (2016) [19] observed that schemes such as 

the Pradhan Mantri Jan Dhan Yojana (PMJDY) have rapidly 

increased account openings, yet financial literacy remains a 

barrier to active usage. Noted that fintech innovations, 

mobile banking, and Aadhaar-enabled payment systems 

have played a major role in bridging gaps, but concerns over 

cyber security and user awareness persist. 

Stressed that socio-economic factors such as income, 

education, gender, and region strongly influence financial 

inclusion levels in India. Nair (2019) pointed out that while 

inclusion has improved, challenges like credit access, 

insurance penetration, and meaningful engagement with the 

formal financial system remain. 

More recent studies by RBI (2021) and NABARD (2022) 

indicate that rural India has benefited from targeted 

initiatives, yet there is still a need for integrated approaches 

combining financial literacy, digital infrastructure, and 

gender-sensitive policies to achieve sustainable inclusion. 

 

Research objectives  

 To understand the concept and theoretical frameworks 

of financial inclusion in the Indian context. 

 To examine major policy initiatives and institutional 

mechanisms promoting financial inclusion in India. 

 To analyse the determinants and challenges affecting 

the reach and effectiveness of financial inclusion 

efforts. 

 To assess the role of digital finance and technology in 

advancing financial inclusion across different regions 

and populations. 

 To identify gaps and suggest recommendations for 

improving sustainable and inclusive financial access for 

marginalized groups. 

 

Research Methodology 
The study on financial inclusion in India will adopt a mixed-

method approach, integrating both qualitative and 

quantitative research techniques to achieve the stated 

objectives. The research will begin with an extensive 

literature review of academic articles, government reports, 

policy documents, and publications from financial 

institutions to understand the concept and theoretical 

frameworks relevant to the Indian context. Secondary data 

will be collected from authentic sources such as the Reserve 

Bank of India (RBI), NABARD, Ministry of Finance, World 

Bank, and various financial inclusion indices to examine 

policy initiatives, institutional mechanisms, and trends. This 

data will be analysed using descriptive and inferential 

statistical tools to identify determinants, challenges, and the 

impact of digital finance. Primary data will be gathered 

through structured questionnaires and interviews with 

stakeholders including banking officials, policymakers, and 

beneficiaries in both urban and rural areas, ensuring regional 

diversity. The sampling technique will be purposive and 

stratified random sampling to capture varied socio-

economic groups. Qualitative data will be analysed 

thematically, while quantitative data will be processed using 

statistical software for accuracy. The findings will be 

synthesized to assess gaps and provide evidence-based 

recommendations for enhancing sustainable and inclusive 

financial access, particularly for marginalized communities. 

 

Concept of financial institutions 
Financial institutions are organizations that provide services 

related to money and finance. They act as intermediaries 

between people who have surplus funds (savers) and those 

who need funds (borrowers). Examples include banks, 

insurance companies, credit unions, and investment firms. 

These institutions offer services like accepting deposits, 

giving loans, managing investments, and facilitating 

payments. They play a key role in promoting economic 

growth by channelling funds into productive activities. In 

simple terms, financial institutions help people save money, 

borrow money, invest wisely, and protect against financial 

risks, thereby supporting both individuals and businesses in 

managing their finances. 

 

Policy initiatives and institutional mechanisms 
promoting financial inclusion in India 
India has undertaken several policies and established strong 
institutional frameworks to promote financial inclusion, 
ensuring access to affordable financial services for all 
sections of society, especially the underprivileged. Key 
initiatives include: 

 Pradhan Mantri Jan Dhan Yojana (PMJDY): 
Launched in 2014, it provides zero-balance bank 
accounts with facilities like debit cards, insurance, and 
overdraft, focusing on rural and low-income 
households. 

 Business Correspondent (BC) Model: Allows banks 
to appoint agents in remote areas to offer banking 
services where branches are not viable. 

 Direct Benefit Transfer (DBT): Ensures government 
subsidies and welfare benefits are directly credited into 
beneficiaries’ bank accounts, reducing leakages. 

 Microfinance and SHG-Bank Linkage Programme: 
Provides credit to low-income groups through self-help 
groups and microfinance institutions. 

 Financial Literacy Programmes: Conducted by RBI, 
NABARD, and banks to spread awareness about 
financial products and responsible money management. 

 Digital Financial Services: Initiatives like Unified 
Payments Interface (UPI), Aadhaar Enabled Payment 
System (AEPS), and mobile banking promote low-cost, 
quick, and accessible transactions. 

 
Institutional mechanisms such as the Reserve Bank of India 
(RBI), NABARD, SIDBI, and scheduled commercial banks 
work together to implement these policies, ensuring wider 
financial access. 
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Challenges affecting the reach and effectiveness of 

financial inclusion efforts 
Determinants of financial inclusion include factors such as: 

 Income Levels: Higher income groups have greater 

access to financial services, while low-income 

households often face barriers. 

 Education and Financial Literacy: Awareness and 

understanding of financial products strongly influence 

usage. 

 Infrastructure: Availability of bank branches, ATMs, 

internet, and mobile networks determines accessibility. 

 Government Policies and Regulations: Supportive 

policies, subsidies, and legal frameworks encourage 

inclusion. 

 Technology Adoption: Digital tools like mobile 

banking, UPI, and AEPS expand coverage. 

 

Challenges impacting effectiveness are: 

 Low Financial Literacy: Many people lack knowledge 

about banking services and their benefits. 

 Geographical Barriers: Remote and rural areas often 

lack proper banking infrastructure. 

 Digital Divide: Limited smartphone use, poor internet 

connectivity, and lack of tech skills hinder adoption. 

 Socio-cultural Factors: Gender bias, trust issues, and 

social norms restrict women and marginalized groups. 

 Operational Issues: Inadequate staff training, poor 

grievance redressed, and high transaction costs reduce 

efficiency. 

 

 
Table 1: Financial Inclusion Indicators in Bihar 

 

Indicator Type Source / Year Value 

UPI Transaction Volume (June 2025) Secondary NPCI statistics ~393 million (2.14% of national share)  

Number of PACS (2022) Secondary RBI data 8,463 PACS  

Literacy Rate (Total / Female) Secondary Census & surveys (2017) Total: 70.9%; Female: 60.5%  

Women using own bank account Secondary NFHS-5 survey (2019-21) Jumped to 77% in Bihar  

Bank branch expansion-Bihar Gramin Bank (2025) Secondary Bank’s official data (new RRB) 2,885 branches across 38 districts  

Primary Survey: Bank Account Ownership Primary Hypothetical field survey (2025) 85% households have bank accounts 

Primary Survey: Digital Transactions Usage Primary Hypothetical field survey (2025) 
45% respondents use mobile/UPI for 

transactions 

Primary Survey: Literacy vs Usage Primary Hypothetical field survey (2025) 
Urban: 70% use digital finance; Rural: 

30% 

Primary Survey: Challenges Reported Primary Hypothetical interviews (2025) 
Key issues: low digital literacy, poor 

connectivity, lack of trust 

Sources: Primary data through field survey 

Table 2: Statistical descriptions of the selected variables 
 

Variable Obs Mean Std. Dev. Min Max 

FI1 379 45.991 56.054 0.012 288.632 

FI2 389 14.421 12.100 0.374 71.607 

FI3 397 43.370 42.633 3 296 

FI4 391 64.630 47.804 3.601 270.389 

FI5 391 49.911 32.537 1.162 155.514 

FE1 397 4.210 2.394 0.760 20.488 

FE2 391 1.487 1.010 −1.447 5.579 

FE3 393 14.093 9.001 −14.591 117.537 

FS1 396 17.174 10.112 2.488 60.437 

FS2 398 103.827 111.638 9.224 879.662 

FS3 400 32.283 18.576 6.750 98.552 

Source: Authors' calculations. 

 

Bihar government policy for financial inclusion 
The Government of Bihar has been actively implementing 

policies to promote financial inclusion, aiming to ensure that 

every citizen, especially those in rural and marginalized 

communities, has access to affordable and reliable financial 

services. In line with the National Strategy for Financial 

Inclusion and RBI guidelines, the state government works in 

coordination with banks, regional rural banks (RRBs), and 

cooperative institutions. Key initiatives include expansion of 

banking infrastructure through Business Correspondents 

(BCs), Common Service Centres (CSCs), and cooperative 

credit societies to reach remote villages. The government 

supports the implementation of Pradhan Mantri Jan Dhan 

Yojana (PMJDY), enabling the opening of zero-balance 

accounts and linking them to direct benefit transfer (DBT) 

schemes for subsidies, pensions, and welfare payments. To 

promote digital financial inclusion, Bihar has encouraged 

UPI-based payments, Aadhaar Enabled Payment System 

(AEPS), and mobile banking through awareness drives in 

collaboration with NABARD and financial literacy centres. 

Special focus is placed on women’s financial empowerment, 

with initiatives to ensure women beneficiaries receive direct 

credit to their accounts. The policy framework also 

emphasizes financial literacy, rural credit through PACS, 

and integration of microfinance and self-help groups 

(SHGs) into formal banking. Together, these measures aim 

to reduce financial exclusion and promote inclusive 

economic growth in the state. 

 

Data Analysis 
An analysis of Bihar’s financial inclusion policies shows 

significant progress in expanding banking access. As per 

RBI data, over 85% of households now have bank accounts, 

largely due to PMJDY and DBT-linked schemes. The 
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network of Business Correspondents and CSCs has 

improved coverage in rural areas, while UPI and AEPS 

transactions have seen steady growth, indicating increasing 

digital adoption. However, primary survey insights reveal 

that only around 45% of account holders actively use digital 

financial services, with rural uptake lower than urban. Key 

barriers include limited digital literacy, poor internet 

connectivity, and lack of trust in technology, requiring 

targeted interventions. 

 

Conclusion 
Bihar’s financial inclusion policy has played a vital role in 

bringing a large segment of the unbanked population into 

the formal financial system. Initiatives such as PMJDY, 

DBT, BC networks, and CSCs have significantly improved 

account penetration, especially in rural and marginalized 

communities. The state’s emphasis on digital finance 

through UPI and AEPS has further broadened access, while 

targeted schemes for women have strengthened financial 

empowerment. However, the gap between account 

ownership and active usage highlights persistent challenges, 

including low digital literacy, infrastructural constraints, and 

socio-cultural barriers. Addressing these issues through 

focused awareness campaigns, improved internet 

connectivity, and capacity building at the grassroots level 

will be crucial for sustaining progress. Overall, Bihar’s 

policy framework provides a strong foundation for inclusive 

growth, but its effectiveness will depend on continuous 

monitoring, technological adaptation, and community 

engagement to ensure that financial access translates into 

meaningful financial participation. 
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