
IMS Ghaziabad University Courses Campus 
 

                             International Journal of Business Research and Excellence, June 2022 
 Page 1 
 

IMPACT OF FINANCIAL REFORMS ON FINANCIAL INCLUSION IN INDIA  

Pearl Jain* 

                                                                              Arshdeep Kaur * 

Dr. Shefali Saluja*  

Abstract  

In an emerging economy like India, the financial sector has come a long way since 

liberalization measures were implemented in the 1990s. As the economy grows and becomes 

more sophisticated, the banking sector has to develop side by side in a manner that supports 

and stimulates such growth. With increasing global integration, the Indian banking system 

and financial system as a whole had to be strengthened so as to be able to compete. Economic 

growth is only sustainable when the policies embark upon the economy with a holistic 

approach. The growth process should be inclusive: it should provide equal opportunity to 

different groups in society and maintain inclusivity in the distribution of the fruits of 

economic growth. One of the most serious barriers that the poor face is a limited access to 

finances at a right point and on favourable terms. As a result, sources of funding are a critical 

component of financial Inclusion. However, financial inclusion is more than just a lack of 

funds. This is important because India’s path of reforms has been different from most other 

emerging market economies: it has been a measured, gradual, cautious, and steady process, 

devoid of many flourishes that could be observed in other countries. Financial inclusion is 

closely related with inclusive growth and development as envisaged in 11th Five Year Plan. 

There has been remarkable progress in the direction of financial inclusion in India. Against 

this view point, the present paper purports to conduct qualitative research and examines the 

current status of financial reforms and its impact on financial inclusion. 
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Introduction 

It is quite evident that Money and progress are intrinsically tied. This research paper studies 

various reforms that have led to various advancements in the financial sector and its huge 

impact on the economy’s growth as a whole. As the economy evolves as it becomes more 

advanced, the banking sector should indeed adapt in such a way that it facilitates and induces 

such economic growth. With expanding worldwide connectivity, the Indian finance and 

banking systems are also desired to be strengthened as a whole in order to compete. The 

primary goal of the early reform phase was to develop an enabling, constructive, and 

commercially viable banking sector running in an environment of adaptability and operational 

independence (Mohan, 2015). There were crucial advancements made including significantly 

improved macroeconomic stability following the implementation of regulatory frameworks in 

sectors such as banking, insurance, and non-banking financial companies (NBFCs) in the 

second phase of reforms. Financial sector reforms and liberalisation measures were aimed at 

promoting the sector's growth.   

The concept of financial inclusion has been prominent, with the target of reaching out to 

unbanked communities for a long period of time in India (Hastak & Gaikwad, 

2015).Financial inclusion is just as vital and meaningful as social inclusion which is quite 

evident in a country like India where millions of people are not treated fairly by various 

institutions be it social or financial (Bihari, 2011).“Financial Inclusion is defined as the 

process of ensuring access to financial services and timely and adequate credit where needed 

by vulnerable groups such as weaker sections and low income groups at an affordable cost”. 

Financial inclusion has gained attention and recognition at a global level because of its 

potential of bringing the change breaking this trap of problems like “poverty and income 

inequality”. (Omar & Inaba, 2020).   

Various institutions like “the Government of India, Reserve Bank of India (RBI), and 

National Bank for Agriculture and Rural Development (NABARD)”have been working 

collaboratively to achieve the desirable result. Banks play an important role in developing 

economies such as India, acting as active members of savings and dynamic allocation of 

credit for production and investment (Iqbal & Sami, 2017). There are various social and 

economic determinants that have direct association with financial inclusivity. Apart from 

socio-economic factors such as a lack of steady income, social inequality, and poor education, 

the major constraints in serving the poor etc., are a lack of communication range, higher 

financing costs, and the appropriate time needed to provide those services (Chithra & Selvam, 

2013).   

Financial inclusion is a multifaceted framework that aims at providing a wide range of 

financial services to the desired person, such as savings accounts, insurance, and remittances. 

When there is an exclusive focus on credit, the economy must face unfavourable 

consequences in the form of inefficient use of scarce resources and over indebtedness. 

However, long-term economic growth has improved as the country shifted from an inward 

regulatory regime to pro-market regulations, despite the fact that India's financial system is 

still undergoing massive transformation.  
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Statement of the Problem  

India stands out to be the world's second largest in the world with approximately 1.2 billion 

people living. India has enjoyed economic expansion levels by up to 10% for several years 

and is one of the world's largest economies, with a GDP of $1,644 billion US dollars. 

Nevertheless, only a small fraction of the total population has actually benefited from its 

outstanding economic boom so far, with the majority of the population still living in extreme 

poverty. The facts state that two-thirds of the Indian population is living below the poverty 

line: 68.8 percent of the Indian population continues to live on less than $2 per day. Over 30 

percent live on less than $1.25 per day, categorising them as extremely poor. As a result, the 

Indian subcontinent is one of the world's poorest countries, with women and children bearing 

the brunt of the burden.   

Credit is recognized as an important factor in intensifying land and labour efficiency and 

productivity (S & C.S, 2021). Studies prove that credit has the potential to raise consumption, 

increase household labour, and thus eradicate poverty (S & C.S, 2021); (Adugna & Heidhues, 

2000). However, it is challenging for people with low-income who also belong to weaker 

sections of the society to acquire credit facilities. That explains the crucial need of Financial 

Inclusion.   
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Literature Review  
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Research Methodology  

Qualitative study has been carried out by the authors using secondary based data in the form 

of literature review, reports and books.   

 

Research Objectives  

1. To understand the relevance of the financial reforms in bringing all the sections of the 

society under one umbrella.  

2. To understand various social and economic determinants that has direct association 

with financial inclusivity and poverty alleviation.  

Financial Inclusion  

“Financial Inclusion is defined as the process of ensuring access to financial services and 

timely and adequate credit where needed by vulnerable groups such as weaker sections and 

low income groups at an affordable cost”(Rangarajan, 2008).. Availability of timely credit 

has been recognized as a key dimension, and major focus has been on extending financial 

services to those households which have low income, as they lack basic knowledge and 

education necessary for understanding the financial services that are provided to them (Iqbal 

& Sami, 2017).    
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Role of Financial Sector Reforms – Financial Inclusion  

Various studies have concluded that the regulation of financial inclusion has been 

implemented in three stages: from independence in 1947 to 1991, period from 1991 to 2005, 

and then, 2005 to the present (Reeba & Kurian, 2017); (Gupta 2013).   

FIRST PHASE (1947-1991) 

The primary goal of the early reform phase was to develop an enabling, constructive, and 

commercially viable banking sector running in an environment of adaptability and operational 

independence (Mohan, 2015). The initial stage observed the expansion of co - operative 

banks in all branches across the country, as well as the nationalisation of several banks to 

indicate a switch from small tier banking to large scale banking (Reeba & Kurian, 2017).   

 

SECOND PHASE (1991 – 2005) 

The second phase highlighted the significance of establishing a strong banking system in the 

country that initiated the implementation of financial inclusion in their strategies (Reeba & 

Kurian, 2017). It focused more on developing such a network that had a better vision of 

meeting money requirements of the entrepreneurs working at a small scale. Even if it lacked 

in its execution, nonetheless it provided a good direction to the policymakers in the 

formulation of various strategies to increase its effectiveness.  

INITIATIVES TAKEN 

 

Source: Author’s own compilation 
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THIRD PHASE (2005 ONWARDS) 

The term 'Financial Inclusion' was included for the very first time in the Reserve Bank of 

India yearly policy 2005-06 with the desire to bring together the country's economically 

vulnerable public and deliver them with financial services ((Reeba & Kurian, 2017). This was 

the phase which initiated the policy formulation for financial inclusion and reinforced it in the 

yearly plans.   

 

 

 Source: Authors Own Compilation  

 

National Strategy for Financial Inclusion 2019-2024 

“The National Strategy for Financial Inclusion 2019-2024 lays out the vision and specific 

goals of India's financial inclusion policies to help stabilise and expand the horizons of the 

financial inclusion network at the national scale through a broad integration of activity 

involving all financial sector decision makers”. Not just this, even the seven of the United 

Nations' seventeen Sustainable Development Goals (SDGs) for 2030 see financial inclusion 

as a strategic instrument for achieving sustainable and inclusive development at a global scale 

by raising the standard of living for the poor and deprived people (Home-Sustainable 

Development Goals, 2018).   
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 Source: Authors Own Compilation  

 

Financial inclusion has a compounding effect in terms of improving overall industrial 

productivity, alleviating poverty, and curbing wealth disparity on a global level. An efficient 

financial system facilitates reliability, authenticity and fair and equal growth. As a result, 

governments should pay attention to financial exclusion impacted by a lot of factors such as 

physical, socioeconomic, and behavioural constraints.   

 

Some of the most important factors that lead to uncontrollable alienation or in other words 

financial exclusion include:  

● Lack of extra income left with people  

● Lack of faith in the system 

● It is not consumer oriented. 

● Transaction fees are quite expensive 

● Inadequate Documentation 

● Remoteness of provider of the services 

● Lack of knowledge regarding the product 

● The poor quality of the rendered services 
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Determinants Of Financial Inclusion and Their Action Plan 

Source: 

Authors Own Compilation  

1) Universal Access to Financial Services-  

For cohesive delivery of banking services, it is absolutely essential to provide such a 

robust and accurate internet network infrastructure to all money transmitter sources or 

points of contact Technology can be leveraged highly to enhance the effectiveness of 

financial inclusion. The Digital banking system should be accessible, secure, feasible 

and always managerial, even at the community level in India (Singh, 2022).  

 

 
 

 

2) Providing Basic Bouquet of Financial Services-  

People who are eligible with a desire to use financial services should be provided with 

at least basic bouquet of it such as, “basic savings bank term deposit, lending, a micro 
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life and non-life medical coverage product, a retirement product, and a financially 

attractive product”. These products should be designed in a way that is reasonable and 

feasible for marginalised sections of society (Hastak & Gaikwad, 2015).  

 

 

 

 

 
Source: Authors Own Compilation  
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3) Access to Livelihood and Skill Development-  

Poverty reduction is a key to inclusive growth. Any firm working towards various 

skill development programmes should be aware about the ongoing government 

programmes regarding the same, which will allow them to enhance their skill set 

leading to wealth creation. Designing appropriate advanced products that meet the 

needs of poor villagers at decent cost should be a must (Hastak & Gaikwad, 2015).   
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4) Financial Literacy and Education-  

There are two sides of each coin. Here one side is financial inclusion and the other 

one is financial education. Financial inclusion works on the supply side by providing 

access to various financial services, whereas financial education works on the 

consumer side by promoting financial literacy. People’s awareness of the needs and 

priorities of services provided by the financial institutions (Hastak & Gaikwad, 2015).  
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 Source: Authors Own Compilation  

 

 

 

 
5) Customer Protection and Grievance Redressal-  

Consumers must be kept informed of the alternatives for reconciling their claims. 

When it comes to the access and exchange of a consumer’s demographic and 

biometric statistics, due care must be intended to safeguard the consumer’s privacy 

rights.  

 

 
 Source: Authors Own Compilation  
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6) Effective Coordination-  

Proper coordination and communication among various interested parties, such as the 

government, policy makers, financial institutions, and communications services 

regulators, education and training institutes to allow customers to use the services for 

an indefinite period. Encouraging cooperation through innovation and taking a 

systematic and disciplined approach to development and planning by having 

established separate smaller discussion boards will assist in the momentum of 

regional level inclusion.   
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Limitations of this study-  

1. The qualitative aspects of financial reforms were the primary focus of this study. The 

majority of this research has relied on secondary data.   

2. The major reforms considered in this paper are up to 2022, and many new reforms are 

implemented each year. This is yet another study's limitation.  

 

Implications of study  

1. In this era of digitalization, where almost everything is going paperless, 'cooperative 

banks and other specialised banks, as well as other non-bank entities, educational institutions, 

and so on.' should be provided with digital infrastructure to speed up processes and promote 

fairness in the services provided to customers.  

2. New entrants to the formal financial system should be made aware of various 

programmes and policies that assist through information dissemination and coordination.  

3. Every day, many new firms emerge in the MSME sector, which the government must 

target in order to promote financial inclusion. These companies have easy access to ordinary 

people who require basic financial services. This can be used as a key  to promote financial 

services such as "basic savings bank term deposit, lending, a micro life and non-life medical 

coverage product, a retirement product, and a financially attractive product," resulting in 

increased financial inclusion.   
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Conclusion  

To understand the relevance of the financial reforms in bringing all the sections of the society 

under one umbrella- India's reform journey has been unique from that of most of the other 

emerging and developing economies: it has been a balanced, progressive, prudent, and 

consistent operation lacking any sort of many brushstrokes seen in other nations. More than 

an era of financial liberalization in India has resulted in substantial evolution and 

globalization of the entire world economy. As global capitalism has risen, the Indian finance 

and banking structures have highly required to be intensified as a whole in order to thrive.  

 

To understand various social and economic determinants that have direct association with 

financial inclusivity and poverty alleviation - Financial inclusion has a compounding effect in 

terms of improving overall industrial productivity, alleviating poverty, and curbing wealth 

disparity on a global level. Various factors such as Universal access, Availability of financial 

services, Financial Literacy and Education, Customer Protection and Grievance Redressal are 

involved in addressing the underlying roadblocks to access to a vast array of financial 

products and services.  

 

Recommendations of the Study  

We believe that future research should focus more on statistical analysis and quantitative data 

in order to shed more light on this specific topic. There are a number of existing financial 

reforms for which data is already available on the Government's official websites. Future 

researchers can conduct polls to gauge public opinion on financial reforms. People can be 

made aware of these reforms, which will eventually lead to Financial Inclusion, through 

surveys and interviews.  

 

This paper includes all major reforms implemented up to April 20, 2022, and many new 

reforms are implemented each year. Future research can focus on all of the upcoming reforms 

using various techniques for analysing how these Financial Reforms impact Financial 

Inclusion.  
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