
ABSTRACT

By providing all societal segments with access 
to credit, banking , insurance & digital financial 
services, financial inclusion significantly 
contributes to inclusive and balanced economic 
growth in India. This particular study determines 
the progress of financial inclusion in India and 
its impact on the economic growth while using 
data from various reports of RBI, government 
publications & previous research studies. The 
study emphasizes that initiative such as PMJDY, 
digital payment mechanisms, and schemes for 
Direct Benefit Transfer which has significantly 
improved financial access and participation. 
Financial inclusion has positively contributed 
to savings, investment, employment generation, 
and poverty reduction. However, difficulties like 
financial illiteracy, digital divide, inadequate 
infrastructure, and cyber security risks continue 
to affect its effectiveness. The study comes 
to the conclusion that attaining equitable and 
sustainable economic growth requires improving 
digital infrastructure, financial literacy, and 
policy implementation.

Keywords: Financial Inclusion, India, Economic 
Growth, Digital Financial Inclusion.

INTRODUCTION

"Financial inclusion" means the availability of 
sufficient & affordable finance related services 
to various society segments, particularly low-
income and vulnerable groups. Financial 
inclusion, according to the Reserve Bank of 

India, is the method of providing balanced and 
transparent access to useful financial products 
& services, like banking, credit, insurance, and 
various payment systems. Financial inclusion 
is seen as essential for balanced & inclusive 
economic development in emerging countries 
like India. The general expansion of an economy 
over time is reflected in economic growth, 
which is typically assessed using metrics like 
GDP and per capita income. Effective savings 
mobilization, efficient resource allocation, and 
widespread economic activity involvement are 
all necessary for sustained economic growth. By 
bringing common households and small ventures 
into the formal and structured financial system, 
financial inclusion helps achieve these goals by 
boosting savings, making credit more accessible, 
and promoting profitable investment.

India has launched a number of financial 
inclusion programs in recent years, such as the 
Jan Dhan–Aadhaar–Mobile (JAM) trinity, the 
Pradhan Mantri Jan Dhan Yojana (PMJDY), and 
the spread of digital payment systems. The scope 
of financial services has been greatly expanded 
by these initiatives. Nonetheless, it is still crucial 
to investigate how much these advancements in 
financial inclusion have contributed to economic 
expansion. 

CONCEPTUAL AND THEORETICAL 
FRAMEWORK 

Numerous economic theories illustrate the 
connection among financial inclusion & 
economic growth. The financial intermediation 
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theory states that role of financial institutions is 
essential in guiding savings towards lucrative 
endeavors, which fosters economic expansion. 
The supply-leading hypothesis states that the 
growth of financial services encourages economic 
growth by creating opportunities for investment 
and entrepreneurship. 

From a conceptual standpoint, there are several 
interrelated ways that financial inclusion affects 
the growth of economy.

• 	 Financial Inclusion
• 	 Mobilization of Savings
• 	 Investment Expansion
•	 Employment Generation
• 	 Economic Growth

By expanding the availability for the formal 
financial services, financial inclusion enhances 
financial participation, improves resource 
allocation, and supports long-term social & 
economic development.

REVIEW OF PREVIOUS STUDIES

The connection among financial inclusion & 
economic growth at the national and international 
levels has been the subject of numerous studies.

Van et al. (2021) conducted research in order 
to establish a link between financial inclusion 
and economic growth in emerging markets. 
To evaluate the impact of financial inclusion 
on a worldwide scale, they developed a multi 
dimensional index. A panel econometric model 
based on this index was then used to evaluate 
that how financial inclusion affect the economic 
growth. The findings indicated a favorable 
link between financial inclusion and economic 
growth. 

Azimi(2022) developed a comprehensive 
composite financial inclusion index which 
comprised of penetration, availability and 
usage of financial services and estimation of 
heterogeneous panel data models augmented with 
well-known variables. The result of the research 
clearly concluded that financial inclusion has a 
significantly positive effect on economic growth.

Hussain et al. (2024) investigated 21 Asian 
countries for the time period 2004 to 2019 on 
the basis of their development status i.e. either 
developing of developed. The research concluded 
that there is a positive long-term impact of 
financial inclusion on economic growth in Asia 
region.

Dahiya, Kumar (2020) considered three main 
dimensions of Financial Inclusion: Usage, 
penetration and accessibility in order to know 
that how financial inclusion in India is linked 
with Economic Growth for the time period 2005 
to 2017. The study examined the relationship 
between economic growth & financial inclusion 
and its many dimensions (accessibility, 
penetration, and usage) using a Bayesian vector 
auto-regression model. The results demonstrate a 
significant correlation between India's economic 
growth & the utilization aspect of financial 
inclusion.

Pal et al. (2025) study delves into the complex 
link between financial inclusion—both traditional 
and digital—and economic growth across 
emerging economies from 1990 to 2022, using 
Dynamic Simulated ARDL and Driscoll-Kraay 
Standard Error techniques. Significant findings 
showed that while digital financial inclusion 
poses challenges, traditional financial inclusion 
has a good correlation with economic growth.

From the Indian context, existing research 
highlights the importance of banking outreach, 
microfinance, and digital financial services in 
promoting inclusive development.

Several studies argue that increased access to 
credit encourages entrepreneurship, enhances 
productivity, and generates employment. Other 
researchers emphasize that access alone is 
insufficient and that effective usage of financial 
services is equally important. The literature also 
identifies challenges such as regional disparities, 
limited financial literacy, and uneven digital 
infrastructure. Despite extensive research, there 
is still a need for comprehensive studies utilizing 
recent secondary data to analyze the connection 
between financial inclusion and economic growth 
in India.
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RESEARCH OBJECTIVES

• To assess India's financial inclusion 
development.

•	 To evaluate how financial inclusion affects 
economic expansion.

• 	 To identify challenges in achieving inclusive 
economic growth.

•	 To suggest policy measures to strengthen 
financial inclusion.

RESEARCH METHODOLOGY

The study is totally dependent on various 
secondary sources. The study has descriptive 
and analytical research design. Data have been 
extensively collected from various  Annual 
Reports & Financial Inclusion Index of RBI, 
the World Bank Global Findex Database, the 
Economic Survey of India, and other government 
and institutional publications. 

INDIA’S GROWTH OF FINANCIAL 
INCLUSION

India has witnessed tremendous progress in 
financial inclusion over the past few decades.

1.Bank Nationalization
The nationalization of banks in 1969 was a major 
step towards expanding banking services in 
semi-urban and rural areas. It increased the reach 
of formal financial institutions.

2. Lead Bank Scheme
The Lead Bank Scheme aimed to assign banks 
to specific districts for promoting banking and 
credit facilities.

3.  Self-Help Groups and Microfinance
Microfinance institutions & Self-Help Groups 
(SHGs) have helped women and low-income 
households in accessing credit and savings 
services.

4. Pradhan Mantri Jan Dhan Yojana (PMJDY)
It was introduced in 2014 and has grown to be 
one of the largest financial inclusion programs 
globally. The program's objective is to give each 
household a bank account.

Key Features of the scheme

• 	 Accounts with zero balance
• 	 RuPay debit cards
• 	 Accidental insurance coverage
• 	 Direct benefit transfer (DBT)
• 	 Overdraft facilities

The scheme has significantly contributed in 
increasing the number of bank accounts in India 
and promoted financial participation among the 
low-income groups.

DIGITAL FINANCIAL INCLUSION

India has experienced rapid growth in digital 
financial services through:

•	 Unified Payments Interface (UPI)
• 	 Digital wallets
• 	 Aadhaar-enabled payment systems
• 	 Mobile banking
• 	 Internet banking

Digitalization has improved accessibility and 
reduced transaction costs.

FINANCIAL INCLUSION AND 
ECONOMIC GROWTH: WHAT DOES 

THE EVIDENCE SAY?

8.1 Theoretical Pathways

The connection among financial inclusion 
& economic growth operate through several 
channels. At the household level, access to savings 
accounts enables consumption smoothing—
families can set aside money during good times 
and draw on it during crises, avoiding distress 
sales of assets or high-interest borrowing. Access 
to credit allows investment in education, health, 
and productive activities. Insurance protects 
against catastrophic shocks that can push families 
into poverty traps.

At the enterprise level, small businesses with 
access to formal credit can invest in inventory, 
equipment, and expansion. They are less 
vulnerable to supply chain disruptions and can 
take on larger orders with confidence. At the 

Volume-9 Issue-1 January-June, 2026                                                                                                                                                    47

Financial Inclusion and Economic Growth in India: Progress, Challenges & Policy Perspec



macroeconomic level, a more inclusive financial 
system mobilizes savings that would otherwise 
remain idle, channels them into productive 
investment, and supports consumption-driven 
growth.

8.2 Cross-Country Evidence

Economists have long examined the connection 
between growth and financial development. 
Everyone agrees that a healthy financial system 
promotes growth by better allocating capital, 
although the impact varies by nation and is 
dependent on the caliber of the institutions. 
More recent research focuses specifically on 
inclusion. Studies using cross-country data find 
that measures of financial access—account 
ownership, branch density, ATM availability—
are positively correlated with GDP per capita and 
growth rates, even after controlling for overall 
financial depth. The effects appear stronger for 
developing countries and for reducing income 
inequality.

8.3 Evidence from India

India offers a natural laboratory for studying 
inclusion's effects, given the scale and speed of 
recent reforms. Several strands of evidence are 
worth noting.

Household consumption and investment: 
Studies using household survey data find that 
access to bank accounts is associated with 
higher savings rates and greater investment in 
children's education. The introduction of direct 
benefit transfers reduced leakages and improved 
the targeting efficiency of welfare programs, 
putting more money in the hands of intended 
beneficiaries.

Small enterprise performance: Research on the 
Mudra scheme suggests that access to formal 
credit enables micro-enterprises to expand 
operations and hire more workers. However, the 
effects are stronger for enterprises that had some 
prior business activity; credit alone cannot create 
entrepreneurship where other constraints bind.

Agricultural productivity: Access to formal credit 

reduces farmers' dependence on moneylenders, 
who often charge exploitative rates. Studies 
find that farmers with bank credit invest more 
in inputs and adopt better practices, leading to 
higher yields. Crop insurance, though plagued by 
implementation challenges, provides some buffer 
against weather-related losses.

Regional growth: States with higher financial 
inclusion scores have, on average, experienced 
faster growth in per capita income. But causality 
is difficult to establish—richer states also tend 
to have better financial infrastructure. More 
sophisticated analyses that exploit variation in 
the timing and intensity of policy interventions 
suggest that inclusion contributes to growth, 
though the effect is mediated by factors like 
governance quality and educational attainment.

ROLE OF RBI AND GOVERNMENT

The RBI & GOI have implemented various 
measures such as:

•	  Financial literacy programs
• 	 Priority sector lending
• 	 Small finance banks
• 	 Payments banks
•	 Direct Benefit Transfer schemes

These initiatives have strengthened financial 
inclusion and enhanced access to financial 
services.

ANALYSIS OF ECONOMIC GROWTH 
IN INDIA

India’s economic growth during the study 
period has shown considerable variation due to 
domestic and global factors. While GDP growth 
accelerated during certain phases, it was also 
affected by economic slowdowns and external 
shocks. Rising per capita income levels indicate 
improvements in living standards, although 
income inequality remains a concern.

Investment patterns and sectoral growth trends 
suggest that improved access to finance has 
supported the expansion of key sectors such as 
agriculture, MSMEs, and services. Financial 
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inclusion contributes significantly to economic 
growth through multiple channels.

1. Mobilization of Savings
People are encouraged to save money in official 
financial institutions when they have access to 
banking services. Increased savings contribute to 
capital formation and investment.

2. Increased Investment
Financial inclusion improves access to credit for 
small businesses, farmers, and entrepreneurs, 
thereby increasing investment and productive 
activities.

3. Reduction in Poverty
Financial inclusion helps poor households 
manage risks, smooth consumption, and improve 
living standards.

4. Employment Generation
Availability of credit promotes entrepreneurship 
and self-employment opportunities, leading to 
employment generation.

5. Promotion of Digital Economy
Digital financial services reduce transaction 
costs, improve efficiency, and support economic 
modernization.

6. Inclusive Growth
Financial inclusion ensures that the perks of 
economical growth reach all segments of society, 
thereby reducing regional and social inequalities.

CHALLENGES IN ACHIEVING 
INCLUSIVE ECONOMIC GROWTH

Despite significant progress, India continues to 
face several challenges in achieving effective 
financial inclusion.

1. Financial Illiteracy
Many people, especially in rural areas, lack 
awareness about financial products and services.

2. Digital Divide
Limited internet access & lacking digital skills 
hinder the acceptance of digital financial services.
3. Inadequate Banking Infrastructure

Remote and rural areas still face shortages of bank 
branches, ATMs, and banking correspondents.

4. Poverty and Low Income
Low-income groups often hesitate to use formal 
banking services due to irregular earnings.

5. Gender Inequality
In many areas, women's accessibility to banking 
services & financial resources is restricted.

6. Cyber Security Risks
Increasing digital transactions have also increased 
cyber frauds and security concerns.

7. Dormant Bank Accounts
Many bank accounts opened under financial 
inclusion schemes remain inactive due to lack of 
regular transactions.

POLICY MEASURES AND 
SUGGESTIONS

To strengthen financial inclusion and promote 
inclusive economic growth, the following 
measures are suggested:

1. Improve Financial Literacy
The government and financial institutions should 
organize awareness programs to educate people 
about financial services and digital transactions.

2. Strengthening Digital Infrastructure
Improving connectivity via Internet and 
developing infrastructure in rural areas can 
enhance access to digital financial services.

3. Promote Women Empowerment
Special financial schemes and awareness 
programs should be designed for women to 
increase their participation in the financial 
system.

4. Enhance Cyber security Measures
Banks and financial institutions should strengthen 
cyber security systems to protect customers from 
digital frauds.

5. Expand Banking Services in Rural Areas
More bank branches, ATMs, and banking 
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correspondents should be established in 
underserved regions.

6. Encourage Active Usage of Accounts
Financial institutions should encourage regular 
use of bank accounts through incentives and 
simplified services.

7.	 Strengthen Coordination
Better coordination between government 
agencies, banks, fintech companies, and 
regulatory authorities is necessary for effective 
implementation of financial inclusion policies.

FINDINGS OF THE STUDY

These are the study's main findings:

1. India has made major progress in financial 
inclusion through schemes like PMJDY, Digital 
India, and Direct Benefit Transfer.

2. The spread of digital payment mechanisms 
like UPI has increased financial transactions and 
reduced dependence on cash.

3. Financial inclusion has positively contributed 
to economic growth by encouraging savings, 
investments, entrepreneurship, and employment 
generation.

4. Rural and economically weaker sections have 
benefited from access to banking and financial 
services.

5. Despite progress, financial illiteracy, digital 
divide, regional imbalance, and inadequate 
banking infrastructure remain major challenges.

6. Many bank accounts opened under financial 
inclusion schemes remain dormant due to lack of 
awareness and low income levels.

7. Women’s participation in the formal financial 
system has improved but gender disparities still 
exist in several rural regions.

8. Cyber security and digital frauds have emerged 
as major concerns with the increase in use of 
digital financial services.

CONCLUSION

In India, financial inclusion has emerged as an 
effective tool for fostering social and economic 
advancement. The RBI & the Government 
of India have launched a variety of programs 
throughout the years to increase the connect 
to financial services. Banking penetration and 
financial engagement have greatly increased 
thanks to initiatives like PMJDY, digital 
payment systems, Aadhaar linkage, and direct 
benefit transfer programs. Financial inclusion 
contributes to economic growth by mobilizing 
savings, increasing investment, reducing 
poverty, generating employment, and promoting 
inclusive development. However, hindrances 
like financial illiteracy, digital divide, inadequate 
infrastructure, gender inequality, and cyber 
security risks continue to affect the effectiveness 
of financial inclusion efforts.

Therefore, attaining sustainable and equitable 
economic growth requires boosting cyber 
security, increasing financial services in rural 
regions, improving digital infrastructure, and 
strengthening financial literacy. Financial 
inclusion has the capacity to significantly impact 
India's economic growth with well-executed 
policies and concerted initiatives.
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