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Abstract

In recent years, microfinance has emerged as an effective instrument for lifting the poor out of
poverty. Recent research indicates that microfinance organizations have a positive economic impact
when providing microcredit. However, their goal of improving the living conditions of their
impoverished clientele has not been typically realized.

This research examines how microfinance may empower individuals and promote financial inclusion
in India. MFIs seek government support to mobilize deposits and generate resources. Given previous
experiences and the need for qualitative development, we recommend that MFIs undergo more
examination in finance, technology, and social responsibility. Economic planning has been solely
focused on lifting the poor out of poverty. Non-governmental organizations (NGOs) have successfully
promoted Self Help Groups by connecting them with banks. Developing an incentive package to
encourage NGOs to expand into underserved regions is crucial.

This article presents fresh empirical evidence on economic empowerment via microfinance in India.
The program emphasizes the link between SHGs and banks to promote financial inclusion and
inclusive development for underserved communities.
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Introduction

Finance is a vital factor for economic progress. Providing timely and economical access to this
resource is crucial for improving people's well-being, particularly in poor countries. Input
management in agriculture has three major problems, including physical and human factors (Hans,
2006). Access to finance, particularly for the poor and vulnerable, is crucial for employment,
economic development, poverty alleviation, and social cohesion. Access to finance empowers
disadvantaged people by allowing them to open bank accounts, save and invest, insure their houses,
and get credit, ultimately breaking the cycle of poverty. However, India's lack of progress in this area
has raised concerns.

In 1947, the Reserve Bank of India (RBI) undertook the first study of rural indebtedness, which
found that moneylenders and informal lenders provided over 90% of rural credit demands. Banks, in
particular, accounted for around 1% of total rural household debt. The percentage remained low
until 1971, when it reached 2.4%. However, the proportion of formal credit in rural regions rapidly
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climbed to 29% owing to the rise of cooperatives.

According to the Situation Assessment Survey (NSSO, 2003), of the country's 89.3 million farmer
families, 84 percent (750 million) were small and marginal farmers, with more than half (51.4%)
being debt-free. Among the 43.4 million indebted families, 20.3 million (46.8 percent) used informal
financial services. According to the 2003 NSSO survey, 51.4 percent of the country's 89.3 million
farmer families (45.9 million) lack access to finance from both institutional and non-institutional
sources. According to Rangarajan (2007), 70% of farm families do not have access to formal credit,
whereas just 27% are in debt to them. Banking statistics show that credit exclusion is significant in
139 districts throughout the nation.

In these districts, just 10% or fewer people have access to credit, with significant differences among
geographies, socioeconomic categories, and asset holdings. The poorer the group, the greater the
exclusion (Rangarajan 2007).

According to the All-India Debt and Investment Survey of 2002, non-institutional sources of credit for
cultivator households increased from 30.6 percent in 1991 to 38.9 percent in 2002 (Karmakar, 2002).

These findings suggest that despite a large institutional credit system, informal rural financial
markets remain underserved, with non-institutional sources still playing a significant role in meeting
credit needs. The banking industry has a significant difficulty in providing financial services to all
segments of society. Poor individuals need accessible, flexible, and cheap financial services, similar to
others.

Objectives
1. To clarify the function and relevance of financial inclusion in India.
2. Toinvestigate the various methods of financial inclusion.

3. To investigate the role of the banking system in expanding banking services to promote
financial inclusion.

4. To provide solutions to enhance the policy.
Financial Inclusion in India

Financial inclusion plays a crucial role in improving the living circumstances of economically
disadvantaged individuals. Several studies have examined the influence of MFIs in financial inclusion.
C. Rangarajan identified six ways to financial inclusion:

1. Credit to farmer families is critical for financial inclusion, particularly for marginal and sub-
marginal farmers and small borrowers.

2. Rural branches should not only provide finance but also provide agricultural advise.

3. In districts with greater population per branch than the national average, commercial banks may
be encouraged to build more branches.

4. Simplify loan processes for small borrowers.
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5. Strengthening the SHG-Bank Linkage Programme (BLP), which effectively provides loans to small
borrowers.

6. The business facilitator and correspondent model should be properly applied.
Inclusive growth: issues facing the economy

The banking business has grown tremendously in volume and complexity during the past several
decades.

Although banks have made significant improvements in financial viability, profitability, and
competitiveness, there are concerns that they have not been able to provide basic banking services to
a large portion of the population, particularly the underprivileged (Thorat, 2007a). As a result,
Financial Inclusion emerged as a technique to integrate previously excluded individuals into society.
Financial inclusion provides inexpensive financial services to disadvantaged and low-income people.
Public policy should prioritize ensuring equal access to banking and payment services for all
individuals, since they are considered public goods (ibid). Financial inclusion encompasses more
than just credit, including savings, insurance, payments, and remittances provided by the official
financial system to excluded individuals (Mahendra.S, 2006).

Fig.1: Trends in Inclusive Growth
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The Reserve Bank of India is promoting financial inclusion in India by providing every family with a
zero-balance, 'no frills' savings account. This initiative includes at least one district in each state,
with public sector banks leading the effort to create one bank account for each household. Financial
Inclusion (FI) aims to broaden access to the financial system for low-income individuals. According
to Rangarajan (op. cit.), graded credit aims to move the impoverished from one level to another,
enabling them to escape poverty. Inclusive development covers principles about fundamental
necessities and equality. This approach prioritizes broad-based development to benefit all segments
of society. It aims to bridge the different differences that may exist in society.

Inclusive growth aims to reduce poverty, economic gaps, and provide a basic standard of life for all.
Access to finance is crucial for reducing poverty and promoting social cohesiveness among
disadvantaged populations. It must be included into inclusive growth initiatives. Providing access to
credit empowers underprivileged communities (ibid). Limited access to inexpensive financial
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services, including savings, loans, remittances, and insurance, hinders development in rural and
unorganized sectors. Access to inexpensive financial services, particularly credit and insurance,
improves livelihood options and allows the poor to take control of their life. This empowerment
promotes social and political stability. Aside from these advantages, FI gives official identification,
access to the payment system, and a financial safety net such as deposit insurance. FI is essential for
generating inclusive development and guaranteeing long-term growth in the economy. Financially
excluded groups include marginal farmers, landless laborers, oral lessees, self-employed individuals,
urban slum residents, migrants, ethnic minorities, socially excluded groups, older persons, and
women (Thorat, 2007b).

Fig.2: Loan Distributed to SHGs and Women SHGs in India
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The graphic shows that loan disbursement rates for SHGs and women SHGs are almost equal. This
suggests that an inclusive financial system that provides more access to financial services may
promote quicker and more equitable development. A safe savings and money management system
for low-income families reduces susceptibility to economic shocks and promotes active participation
in development efforts.

Microfinance initiatives have shown that inclusive financial systems can empower low-income
households socially (Thorat, 2007a). Financial inclusion entails providing banking services at an
affordable cost to these groups. Financial inclusion extends beyond credit to include savings,
insurance, payments, and remittances for excluded individuals (S. Mahendra, op. cit.). With India
becoming one of the world's largest microfinance markets, including the growth of women's savings
and credit groups like Self Help Groups (SHGs) and the success of SEWA Bank in Gujarat, low-cost
banking may not be a risky proposition. A popular indicator of financial inclusion is the proportion of
adults who have bank accounts. Based on 2005 data on savings bank accounts, it is estimated that
59% of adults in India have bank accounts, while 41% are unbanked. However, this assumption may
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not be accurate as some individuals may have multiple accounts. In rural regions, coverage is 39%,
compared to 60% in metropolitan areas. According to Thorat (2007b), the North Eastern and
Eastern areas have a larger proportion of unbanked individuals. Only 14% of adults have loan
accounts, indicating widespread exclusion from the credit sector. In rural regions, coverage is 9.5%,
compared to 14% in metropolitan areas. Credit coverage varies by region, with the Southern Region
at 25% and the North Eastern, Eastern, and Central Regions at 7%, 8%, and 9%, respectively (Thorat
2007D).

The amount of exclusion from credit markets may be seen from a different perspective. The nation
has 203 million households, 147 million of which are in rural regions and 89 million are farmer
families. 51.4 percent of farm families lack access to formal or informal finance, with 73% lacking
access to formal credit (ibid).

Conclusion

Achieving financial inclusion in India requires a comprehensive and collaborative approach among
banks, microfinance institutions (MFIs), and local communities. Banks must expand outreach through
financial literacy, simplified products such as no-frills accounts, and technology-driven delivery
systems that make banking accessible to low-income and rural populations. Strategic partnerships
with MFIs and NGOs can enhance efficiency and reach, though adequate incentives are necessary to
support NGO expansion into underserved regions.

Microfinance, while a vital instrument of empowerment, is not a universal remedy for poverty or
unemployment. Sustainable inclusion demands complementary measures such as skill development,
micro-insurance, and institutional capacity building. The forthcoming regulatory framework for MFIs
must balance oversight with growth potential.

Ultimately, financial inclusion should be treated both as a business opportunity and a social
responsibility. Strengthening MFIs through sound governance, technology adoption, and data-driven
policy evaluation will enable India’s financial system to promote inclusive and equitable economic
growth.
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