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Financial Inclusion in India - The Role of
Scheduled Commercial Banks

Mr. R. Anka Rao?, Mr. G. Arun Kumar?

L ecturer in Commerce, Government Degree College, Avanigadda, Krishna (Dt).
2_ecturer in Commerce, Dr.V.S. Krishna Govt. Degree College, Visakapatnam.

ABSTRACT

The term 'Financial Inclusion' is a famous buzzword, especially from the last two
decades, in the banking industry and inclusive financial system is essential to develop
the economy of country. It focuses on providing the financial services like banking,
credit and insurance to all people at affordable rates. Over the years, anextensive
network of financial institutions has been formed in India in an effort to extend credit
and financial services to the wider segments of the population. Sincelndependence,
the Indian government and RBI have undertaken numerous initiatives to provide
financial services to all the people in our country mainly through banks among all the
financial institutions. Hence banks are playing very prominent role in bringing
financially excluded people into the formal financial sector. The present study aims to
observe the progress of financial inclusion in the form of amount of deposits collected
by scheduled commercial banks over a period of 17 years. The period covered for the
study is from the financial year 2004-2005 to the financial year 2020-2021. The
secondary data is mainly collected from RBI website (Report on Trend and Progress of
Banking in India). The collected data was analyzed by using statistical tools: multiple
regression model and chi square test. The results of the study observed that the amount
of deposits collected from the bank customers has positive and significant relationship
with the number of bank branches, number of ATMs and the amount of loans and
advances issued by the scheduled commercial banks. It was also observed that the
initiatives of Government and RBI; mainly after 2015 like Pradhan Mantri Jan Dhan
Yojana(PMJDY), Ru Pay Cards, UPI payments; were result in massive progress in
financial inclusion.

Key Words: Banks, Financial Inclusion, Bank Branches, Deposits, Loans and
Advances

1. INTRODUCTION

Thebanking systemin Indiacan betraced even from good olden days. Indiaisacountry of
villages. Mg ority of the populationisresidingin rurd areasand they are depending on agriculture
sector. Banksare established inthe urban areas, wheredl thefacilitiesaredevel oped. Therefore
therural people are unableto access the banking and financial services properly. Inthe same
way dueto many other factorslike poverty, illiteracy, unemployment, lack of financid literacy
and low incomelevelsetc., therura peopleare excluded and are unableto utilizethe services
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offered by variousfinancid institutions. With thisfinancial exclusion of therura segments, our
economy wasaffected adversdy. Hencethey should be brought intofinancia inclusion.

Financid inclusonrefersto extending thefinancid servicestolow - incomeand underserved
communitiesat an affordablecost.A widerangeof financid servicessuch asdeposts, withdrawas,
loans, payment services, remittancefacilities, and insurance products, are offered by banksand
other formal financid ingtitutionsto their customers. These servicesareespecidly beneficid to
low-income househol dsand to the business entities. Thefinancid statusand standard of living of
theunderprivileged andimpoverished can undoubtedly beimproved with thefinancid accessIndian
government and RBI have undertaken numerousinitiativesto providefinancia servicestodl the
peoplein our country mainly through banksamong al thefinancia institutions. Hence banksare
playing very prominent rolein bringing financialy excluded peopleinto theformal financid sector.

Definitions

Rangargan Committeeonfinancid incluson definesit as"Fnancia incluson may bedefined
asthe processof ensuring accessto financial servicesand timely and adequate credit where
needed by vulnerabl e groups such asweaker sections and low income groupsat an affordable
cos."

Financia Inclusion, broadly defined, refersto universal accessto awiderangeof financial
servicesat areasonable cost. Theseincludenot only banking products but al so other financial
servicessuch asinsurance and equity products(The Committee on Financia Sector Reforms,
Chairman: Dr.Raghuram G, Rgan).

1.1 NEED FOR FINANCIAL INCLUSION IN INDIA

The policy makersconcentrated on financial inclusion, especidly bringingthelndianrura
and semi-urban areas, because of thefoll owing most prominent reasons.

I.  Toinculcatethesavingshabitsamong therura massand hel psin more capital formation.
ii. Toperformthedaily transactionsthrough bankslike sending and receiving money

iii. Toprovideforma credit avenuesto rurd peopleandto protect them from theevil practices
of informal credit channels.

iv.  Toencourageentrepreneurshipinthecountry.

v. Toensurethe subsidiesand socia welfare schemesreaching the beneficiaries properly
through directly creditingin their account.

vi. Toachievethesustainabledevel opment of the country.
1.2 FINANCIAL INCLUSION - INITIATIVES OF GOVERNMENT AND RBI

SinceIndependence, the Indian government and RBI have undertaken numerousinitiatives
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to providefinancid servicesto dl the peoplein our country mainly through banksamongdl the
financid inditutions. Themeasuresare:

V.

Vil.

Viii.

Nationalisation of banksintwo phases (1969 and 1984)

Priority Sector Lending schemes (1974)

Branchesexpanson

Kisan Credit Card Scheme (1998)

Timely guideineson General Credit Card aspart of Financid Incluson plan
Opening no - frillsaccounts (2005)

Business Correspondence Mode (2006)

Nationad Rurd Financia Inclusion Plan (2008)

Swabhiman Campaign (2011)

No - frillsaccounts are replaced with Basi ¢ Savings Bank Deposit Accounts (BSBDA) in
2012 (withsimplified KY C Norms)

Electronic Benefit Trandfer (2013)
But from the2014, many initiativesweretaken by the Indian Government and RBI towards

finandd indusion.

Xii.

Xiil.

XiV.

Pradhan Mantri Jan Dhan Yojana (2014) (A flagship programme of Sri. NarendraModi,
PrimeMinister of India)

Ru Pay cards(2012) - but very familiar after PMJDY scheme
VarishthaPension BimaYojana (2014)
Credit Enhancement Guarantee Scheme (CEGS) for Scheduled Castes (SCs) (2014)

. Venture Capital Fund for Scheduled Castesunder the Socia Sector Initiatives(2014)
I. Pradhan Mantri Jeevan Jyoti Yojna(2015)

ii. Atal PensionYojana(APY) (2015)

. Pradhan Mantri MudraYojana (2015)

Pradhan Mantri SurakshaBimaYojana(2015)

I. Sukanya Samriddhi Yojana(2015)
I. Jeevan SurakshaBandhan Yojana(2015)
ii. Stand Up India Scheme (2016)
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xxiv. Pradhan Mantri Fasal BimaYojna(2016)

xxv. Unified Paymentsinterface (UPI) (2016)

xxvi. Pradhan Mantri VayaVandanaYojana(PMVVY) (2017)

xxvii. Establishing new model sbankslike Payment Banksand Small Finance Banks

In addition to above measures, our Indian Government alsointroduced someother € ectronic
wallet systemsthrough smartphone apps such asBharat Interfacefor Money (BHIM), Aadhaar
Pay etc.

2. REVIEW OF LITERATURE

Maity and Sahu (2020) examined the efficiency of PSBsinfinancid inclusion during pre
and postintroductionof PMJDY scheme. Their sudy foundthat overal averageefficiency towards
financid inclusionincreased sgnificantly after introducingPMJDY scheme.

Ashish Baghla (2018) madeastudy on the need and future of financial inclusionin India
Heobserved that most of the peoplearebrought into forma banking systemthroughtheinitiatives
of Indian Government and RBI. He d 0 suggested that Government should design proper policies
to overcomethe condtraintsin thisfinancial incluson process.

Purvi Shah and M edhaDubhashi (2015) made astudy ontheroleof financial inclusion
asameansof inclusive growth. Intheir study, they observed that only 41 per cent adults have
formal bank accounts. They a so observed that only 37 percent of women have formal bank
accounts and 46 per cent of men haveformal bank accounts. Theprimereasonfor thisgapis
varying degreesof incomeinequalities.

3. OBJECTIVES OF THE STUDY

*  Tostudytheroleof scheduled commercid banksin achievingfinancia inclusoninindia

»  Tomessurethereationship between financid inclusonindicatorsand theamount of deposits
collected.

4. HYPOTHESIS OF THE STUDY
Thefollowing hypothesi s has been formulated as per the above stated objectives

HO1: Thereisno significant association between the region wise number of branches of
SCBsand theinitiatives of Government before 2015 and after 2015.

H11: Thereissignificant associ ation between the region wise number of branchesof SCBs
and theinitiativesof Government before 2015 and after 2015.

HO02: Thereisno significant relationship between thefinancia inclusionindicatorsand the
amount of depositscollected.
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H12: Thereisasignificant relationship between thefinancial inclusionindicatorsand the
amount of deposits collected.

Sub-hypotheses

HO02a: Thereisno significant rel ationshi p between the number of bank branchesof SCBs
and theamount of deposits collected.

HO2b: Thereisno prominent associ ation between the number of ATMsof SCBsand the
amount of deposits collected.

HO2c: Thereisnoimportant rel ationship between theamount of loansand advancesissued
by SCBsand the amount of deposits collected.

5. RESEARCH METHODOLOGY

Theentireresearchisexclusively based on secondary datacollected mainly from RBI website
(Report on Trend and Progress of Banking in India). Besides, some other books, journals,
magazi nes, websites, published reportsare a so considered to collect secondary data. Theperiod
covered for the study isfrom thefinancial year 2004- 2005 to thefinancia year 2020-2021. The
dataas of 31st March of every year istaken regarding the sel ected variables of the Scheduled
Commercia Banks(SCBs). Theindependent variablestaken for the study arenumber of branches,
number of ATMs and the amount of loans and advancesissued by the SCBs. The dependent
variableistaken to study the progress of financia inclusionistheamount of depositscollected by
the SCBs. Actudly the number of bank account holdersisto be considered asdependent variable.
Asthedataisunavailable, the depositsamount collected by the SCBsfrom their accountholders
istaken. Thecollected datawas andyzed by using statistica tools: multi pleregression modd and
chi squaretest. Thetoolsare used to establish anempirica relaionship betweenfinancid inclusion
indicators and the amount of depositscollected by SCBs.

6. DATA ANALYSIS

Table 1: Tableshowing theregion wisenumber of branchesof Scheduled Commercial Banksin various
Financial Years

Finandal Year Rural Semi Urban Urban Metro Total
204206 | o | aen | @osw | ar3e | (om
o0 | Gy | Goo | Gwy | ewy | o
2627 | oy | pame | omn | pasn | (om

(Source: RBI website: Report on Trend and Progress of Banking in India)
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Graph 1: Graph showing theregion wisenumber of branchesof Scheduled Commer cial Banksin
variousFinancial Years
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Testing the Hypothesis

HO1: Thereisno significant association between the region wise number of branches of
SCBsand theinitiatives of Government before 2015 and after 2015.

Chi - Square Test is used to verify the association between the region wise number of
branches of SCBsand theinitiatives of Government before 2015 and after 2015.

e . | niti atives of Government and RBI Values
I nitiatives/ Region Before 2015 After 2015
Rura & Semi Urban 87706 139310 Chi- Square teble valueis 7.81;
Urban & Metropolitan 65464 100060 gg'égsq“are calculated valueis

* Before 2015: Herethedataisconsidered for financid year 2008-2009 and thefinancia
year 2012-2013.

** After 2015: Here the datais considered for the financial year 2016-2017 and the
financid year 2020-2021.

Hence, thehypothesisisrgected. Thereisremarkableimprovement in thenumber of branches
of SCBsindl regionsafter theyear 2015with theinitiatives of Government and RBI.

Table2: Tableshowingthe Dependent Variable (Amount of Deposits) and | ndependent Variables(Number
of Branches, Number of ATM sand theAmount of L oansand Advances)

Financial Amount of Deposits Amount of Loans and
Y ear (Rs.in Croerpes) Branches [ ATMs Advances (Rs. in Cror es)

2004-2005 18,37,557 53,726 17,642 11,50,836

2008-2009 40,63,203 64,608 43,651 30,00,906

2012-2013 74.,29,500 88,562 1,14,014 58,79,700

2016-2017 1,11,11,400 1,16,394 | 2,08,354 81,16,100

2020-2021 1,55,80,325 1,22,976 | 211,332 1,08,06,381
CAGR 14% 5% 17% 15%
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Table2: Resultsof Regression Analysis

Regression Satistics
Multiple R 0.999870017
R Square 0.999740051
Adjusted R Square 0.998960203
Standard Error 177309.5845
Observations 5
Significant/
Coefficients Standard Error t Stat P-value Insignificant
| ntercept 91668225.88 17938890.29 5.110027676 | 0.123027686
Insignificant
Branches | -1953.190906 381.150095 -5.124466534 | 0.12268957 Association
Insignificant
ATMs 473406376 93.49429445 5.06347878 0.124130363 [ Association
Loansand Insignificant
Advances | 5.928387274 0.862329854 6.874848696 | 0.09195636 Association

(Source: Computed)

The abovetable number 2 givestheresultsof multipleregressonanayss. Theresultshows
that thevaueof R is.999, which indicatesahigh positive correl ation between dependent and
independent variables. Thevalue of R squareis.999 and Adjusted R squareis.999. It also
illustratestheresults of regression anaysisfor theamount of deposits collected and thefinancia
inclusonindicators. Herethefinancial inclusionindicatorsinclude Number of bank branches,
Number of ATMsand theamount of Loansand Advancesissued by SCBs. Though the considered
financial inclusionindicatorshave someimpact on theAmount of Depositscollected, but asper
the secondary dataresults (the p - values of thefinancia inclusion indicators) indicatethat there
isinggnificant association among theAmount of Depositscallected and finandid indusionindiceators
considered.

7. CONCLUSION

Indiaisacountry with majority of peopleisstayingin rural and semi-urban areas. They
should be brought under the purview of financial inclusion. It meansproviding banking, credit
andinsurancefacilitieswith affordable cost to vul nerable sectionsin thesodi ety. Since Independence,
RBI and Indian Government had taken various measurestowardsfinancia inclusion. But only
58.7 percent of the households accessed these services as per 2011 census. But from 2014
onwards, our government introduced vari ous schemes and they gave good resultsin bringing
mgority of thepeopleintofinancial incluson. Asof 31/03/2021, the number of PMJDY accounts
1S42.2 crores and the amount deposited in those accountsisRs. 145551 crores. Number of
RuPay debit cardsissued to PMJIDY account-holdersis30.9 Crores. Asper the Global Findex
report (2017), 80 percent of Indian adults have bank accounts. It ismentioned 77 percent of
Indian women have bank accounts. From thedataanays's, the statistical tool s proved that there
isasignificant positive association among thefinancia inclusionindicatorsconsidered and the
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amount of depositscollected. The government should also focusmoreon creditinclusion. It
should bring confidence among the peopl e about the security issuesregarding the electronic
banking transactions.
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