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Abstract

Financial inclusion is essential for the effective channelisation of money, allowing
individuals to access financial products and services that enhance their financial
well-being and contribute to the economic growth of a nation. Governments
worldwide are recognising the importance of financial inclusion and are taking
initiatives to enhance it. In India, the Pradhan Mantri Jan Dhan Yojana (PMJDY),
launched in 2014 stands as a significant effort by the government to boost
financial inclusion. This study is an attempt to assess financial inclusion across
Indian states and union territories, focusing on three key dimensions: automated
teller machines (ATM) penetration, insurance penetration and mutual fund
penetration. This study is based entirely on secondary data, sourced from the
annual reports of the Reserve Bank of India (RBI), Insurance Regulatory and
Development Authority of India (IRDAI), Securities and Exchange Board of India
(SEBI), Association of Mutual Funds in India (AMFI) and Unique Identification
Authority of India (UIAI). The findings of this study provide valuable insights into
the current state of financial inclusion in India and will contribute to effective
policy formation aimed at enhancing financial inclusion across Indian states and
union territories.
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Introduction

Financial inclusion entails ensuring that individuals and businesses have access to
affordable and suitable financial products and services, enabling them to fulfil
their financial needs, save securely, invest in their future and manage risks effec-
tively (World Bank, 2022). It is vital for both the financial well-being of individu-
als and the overall growth of the economy (Dahiya & Kumar, 2020; Ratnawati,
2020; Steffi, 2020; Tiwari et al., 2022). Financial inclusion empowers individuals
by providing the necessary tools to manage their finances, access credit and invest
in areas such as education and health, which lead to an improved quality of life
and economic stability. Additionally, financial inclusion enhances economic par-
ticipation, reduces poverty and inequality and integrates more transactions into
the formal economy, thereby increasing tax revenues and facilitating better eco-
nomic planning. Conversely, low financial inclusion results in economic dispari-
ties, stunted economic growth and increased vulnerability to economic shocks.
Although numerous initiatives, such as the Pradhan Mantri Jan Dhan Yojana
(PMJDY) in India, focus on expanding the supply of financial services, this
approach alone is insufficient for achieving comprehensive financial inclusion.
True financial inclusion necessitates that individuals actively utilise these services
(Gupta & Thakur, 2020). Therefore, demand-side interventions are critical. These
include financial literacy programmes, measures to build trust, user-friendly prod-
uct designs and community outreach efforts to raise awareness and encourage
engagement with financial services. By addressing both the supply and demand
aspects, financial inclusion initiatives can more effectively integrate individuals
into the financial system, thereby enhancing personal financial stability and driv-
ing economic growth.

As mentioned above, financial inclusion is contingent upon the interplay of
demand-side and supply-side elements, both of which are vital in guarantee-
ing the extensive availability of financial services. The following is a descrip-
tion of both:

Supply-Side Factors

Supply-side factors encompass elements such as the accessibility, affordability
and availability of financial products and services. These consist of:

e Banking Infrastructure: The expansion of financial service accessibility in
rural and remote areas necessitates the presence of bank branches, auto-
mated teller machines (ATMs) and banking correspondents. Enhancing
banking infrastructure facilitates the connection between underserved pop-
ulations and financial institutions across greater distances.

e Regulatory Environment: Establishing a favourable regulatory framework
is imperative in order to foster financial inclusion. By permitting the for-
mation of innovative banking models, such as payment banks and minor
finance banks, regulations can facilitate effective outreach to unbanked and
underbanked segments.
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Technology and Innovation: Leveraging technology, such as mobile bank-
ing, digital payments and biometric authentication, can significantly
enhance the delivery of financial services to remote and marginalised com-
munities. Fintech innovations play a crucial role in lowering transaction
costs and increasing the efficiency of financial transactions.

Financial Literacy and Education: The provision of financial literacy pro-
grammes and educational initiatives enables individuals to acquire the nec-
essary knowledge and competencies to make well-informed financial
decisions, thereby promoting financial empowerment. Financial education
fosters responsible financial conduct and increases confidence in the utili-
sation of financial products and services.

Product Design and Pricing: It is critical to develop customised financial
products and services that cater to the distinct requirements and inclinations
of marginalised populations. Moreover, by providing financial services at no
or reduced cost, accessibility is increased for all segments of society.

Demand-Side Factors

Demand-side factors refer to the willingness, ability and preferences of individu-
als to access and utilise financial services. These include:

Awareness and Perception: Lack of awareness about the benefits of formal
financial services and misconceptions about banking can deter individuals
from seeking out financial products. Raising awareness about the impor-
tance of savings, credit, insurance and other financial services is crucial to
stimulating demand.

Trust and Confidence: Building trust and confidence in formal financial
institutions is essential for encouraging individuals to engage with banking
services. Addressing concerns related to security, transparency and cus-
tomer service helps instil trust and fosters a positive perception of financial
institutions.

Cultural and Social Norms: Cultural factors and social norms can influence
financial behaviour and preferences. Understanding and respecting cultural
practices related to money management and financial decision-making are
essential for designing inclusive financial products and services that reso-
nate with diverse populations.

Income and Economic Stability: Socio-economic factors such as income
level, employment status and access to livelihood opportunities influence
the demand for financial services. Individuals with stable incomes and
employment are more likely to seek out and utilise formal financial ser-
vices to manage their finances effectively.

Convenience and Accessibility: The convenience and accessibility of
financial services play a significant role in shaping demand. Individuals are
more likely to engage with banking services that are easy to access, user-
friendly and available at convenient locations and timings.
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To bolster participation in the formal financial system, prioritising the demand
side is crucial. By addressing the above-mentioned demand side factors, India can
effectively encourage greater engagement with the formal financial system, lead-
ing to broader financial inclusion and economic empowerment across its diverse
population.

Significance of the Study

In light of the fact that the PMJDY was initiated by the Government of India
almost a decade ago, it is critical to evaluate the present condition of financial
inclusion in the nation. This achievement highlights the urgency to assess the cur-
rent condition of financial inclusion, rendering this research pertinent and time-
bound. This research endeavours to offer significant insights into the dynamic
financial access and utilisation landscape in India by analysing the advancements
achieved since the establishment of PMJDY. The findings will contribute to the
development of policy orientations and strategies that promote inclusive finance
in the future.

Review of Literature

This section presents the rigorous review of literature on financial inclusion, con-
ducted to understand and identify the gap in the existing literature.

Existing studies conducted by Dhhiya and Kumar, 2020; Sil, 2020; Stefi, 2020;
and Tiwari et al., 2021; Chafa et al., 2023; Panakaje et al., 2023 establish the rela-
tionship between financial inclusion and economic development revealing that
financial inclusion plays a pivotal role in promoting sustainable economic devel-
opment and inclusive growth. By providing individuals and businesses with
access to essential financial services such as savings, credit, insurance and pay-
ment systems, financial inclusion empowers people to manage risks, invest in
education and businesses and improve their livelihoods. This, in turn, stimulates
economic activity, reduces poverty and narrows income inequalities. Moreover,
financial inclusion fosters economic resilience by enabling a broader base of the
population to participate in the formal economy, contributing to more stable and
equitable growth. Inclusive financial systems also enhance resource allocation
and improve the effectiveness of economic policies, further supporting sustain-
able development. By ensuring that all segments of society, including the most
vulnerable, have access to financial services, financial inclusion helps build a
more inclusive and prosperous economy for the long term.

The literature reveals that the definition of financial inclusion has evolved over
time. Initially, it focused solely on access to financial products and services.
However, the concept now encompasses both access and the active use of these
financial products and services (Gupta & Thakur, 2020). Simply having a bank
account does not qualify a person as financially included; active engagement,
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such as making transactions, deposits, withdrawals, obtaining credit or investing
in financial assets, is also necessary.

Major initiatives like the PMJDY aim to enhance financial access, as evidenced
by the significant increase in bank account openings. However, financial well-
being cannot be achieved solely through the act of opening bank accounts (Gupta
& Thakur, 2020). Beneficiaries must also be financially literate to understand the
importance of financial products and to select those that best suit their needs.
Therefore, efforts must be made to enhance the financial literacy of
beneficiaries.

The increase in distance to reach the banking infrastructure lowers the likeli-
hood of using banking services, indicating distance as a significant barrier to
financial inclusion (Ghose, 2020). Rehman, 2020; Pradhan et al., 2021; Kanungo
and Gupta, 2021; Dwuvedi et al., 2022; Datta, 2023; Gupta and Singh, 2021;
Pravez, 2022; Chacko and Baag, 2021 suggest that use of technology could help
address this issue by enabling services such as account balance inquiries, transac-
tion history checks, money remittances and online payments, allowing account
holders to initiate transactions without visiting physical branches. This could
increase the use of banking services even when branches are located at inconve-
nient distances. However, the adoption of technology presents its own challenges,
such as building customer trust in online banking, ensuring Internet access and
mitigating risks like fraudulent activities. Therefore, strategies should be devel-
oped to improve digital financial literacy, enhancing the use of digital banking
services while also addressing the associated risks.

Gender disparity in financial inclusion is another significant concern, as
women often face greater barriers to accessing financial services (Aziz et al.,
2022; Dar & Ahmed, 2021; Kulkarni & Ghosh, 2021; Mndolwa & Alhassan,
2020). Cultural norms, limited financial literacy, lower income levels and
restricted mobility are key factors contributing to this gap. To tackle this issue,
targeted measures are essential such as promoting financial literacy programmes
specifically for women, creating gender-sensitive financial products and leverag-
ing technology to reach women in remote areas. Additionally, policies should
encourage women's economic participation and asset ownership. Addressing
these challenges will help bridge the gender gap in financial inclusion and
empower women economically.

Research Gap

Numerous studies have been conducted on financial inclusion since this field is
not new anymore. However, no studies have been encountered that include pen-
etration of banking services and insurance industry, and participation in the stock
market. This study is an attempt to fill this gap by offering an inclusive overview
of financial inclusion in India. It assesses banking, insurance and stock market
inclusion through ATM penetration, insurance penetration and per capita invest-
ment in mutual funds respectively.
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Objectives

The aim of this study is as follows:

To investigate the ATM deployments in each state of India;

To investigate the trend of insurance penetration in India;

To investigate the penetration of mutual funds across states of India.

peoow

Research Methodology

This study is based on secondary data and is descriptive in nature. The necessary
information was gathered from pertinent research articles in the literature as well
as from the websites of the Reserve Bank of India (RBI), Securities and Exchange
Board of India (SEBI), Association of Mutual Funds in India (AMFI), Insurance
Regulatory and Development Authority of India (IRDAI) and Unique Identification
Authority of India (UIAI).

Findings and Discussions

Deployment and Penetration of ATMs, CRMs and WLAs in each
state of India

Chart 1 shows that Tamil Nadu, Maharashtra, Uttar Pradesh, Karnataka and Gujarat
stand as the top five states, collectively representing 46% of the total deployment of
ATMs, CRMs (cash recycling machines) and WLAs (white label ATMs).

The information regarding the projected population above 18 years of age in
2023 for each state was gathered by the UIAI The data on the number of ATMs,
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Chart I. State Wise Deployments of ATMs, CRMs and WLA:s.
Source: RBI Report, December 2023.
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Chart 2. ATMs, CRMs and WLAs for Every 10,000 Adults.

Source: Reserve Bank of India Report and Unique Identification Authority of India.

CRMs and WLAs across states was obtained from the RBI report of December
2023. Chart 2 illustrates the penetration of ATMs across states in India. Goa and
Chandigarh rank highest with 8 ATMs, inclusive of CRMs and WLAs, while
Bihar ranks lowest in the list.

Insurance Penetration and Density in India

Insurance density and penetration are commonly employed metrics to assess the
level of development of an insurance market within a specific country, alongside
other indicators. Per capita premium is the metric used to calculate insurance
density, which represents the ratio of premiums to population. Conversely, insur-
ance penetration is quantified as the proportion of insurance premiums to gross
domestic product (GDP).

Chart 3 shows that in India, the life insurance sector's insurance penetration
fell from 3.2% in 2021-2022 to 3% in 2022—2023. The non-life insurance sector's
insurance penetration stayed at 1% in both of these years. As a result, India's total
insurance penetration fell from 4.2% in 2021-2022 to 4% in 2022-2023.

Chart 4 shows that the life insurance density rose from USD 69 in 2021-2022
to USD 70 in 2022-2023. In contrast, the density of non-life insurance did not
change. India's overall insurance density rose from USD 91 in 2021-2022 to USD
92 in 2022-2023 in 2022-2023.

Penetration of Mutual Funds Across States in India

The penetration of mutual funds refers to the level or extent of adoption of mutual
funds within a particular region. It indicates the proportion of investors or house-
holds that have invested in mutual funds relative to the total population.
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Chart 3. Trend in Insurance Penetration in India.

Source: Insurance Regulatory and Development Authority of India (IRDAI) Annual Report 2022-23.
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Chart 4. Trend in Insurance Density in India.

Source: Insurance Regulatory and Development Authority of India (IRDAI) Annual Report 2022-23.

Chart 5 shows that New Delhi, Goa and Maharashtra lead the rankings for per
capita investment in mutual funds, with figures standing at Rs. 2,26,930; Rs.
2,02,240; and Rs. 1,81,740 respectively. Conversely, the per capita investment in
mutual funds across the six North Eastern states (Manipur, Tripura, Mizoram,
Nagaland, Assam and Arunachal Pradesh) falls below Rs. 10,000.

Limitation of the Study

This study aimed to assess financial inclusion across Indian states and union ter-
ritories, relying entirely on secondary data, with its reliability dependent on the
accuracy of the data sources. A significant limitation of using secondary data is
that the study's effectiveness is dependent on data availability. Additionally, the
assessment focused on only three dimensions — ATM penetration, insurance pen-
etration and mutual fund penetration. The limited scope of these dimensions may
impact the overall reliability of the findings.
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Chart 5. State Wise Per Capita Investment in Mutual Funds.

Source: Website of the Association of Mutual Funds of India (February 2024).

Direction for Future Research

The existing literature establishes a strong relationship between financial inclu-
sion and inclusive growth. Recognising the significance of financial inclusion, the
Government of India has implemented various initiatives to improve access to
financial services. However, evaluating the effectiveness of these initiatives at the
grassroots level is essential to identify gaps and enhance their impact. Most stud-
ies in the literature assess financial inclusion by focusing on the number of bank
accounts, savings and credit, incorporating other important dimensions, such as
insurance and investment, could provide more comprehensive and reliable
insights into the state of financial inclusion. This study attempts to assess finan-
cial inclusion across Indian states and union territories by considering three
dimensions: the penetration of ATMs, insurance and mutual funds. However, this
study is entirely based on secondary data. Future research could use primary data
and consider additional dimensions to provide a more holistic assessment of
financial inclusion.

Conclusion

This study presents the current state of financial inclusion in India based on ATM
deployments, insurance penetration and participation in the stock market. As per
the Swiss Re Sigma World Insurance Report, the global overall insurance penetra-
tion and density reached 6.8% and USD 853 respectively in 2022. Meanwhile, in
India, the overall insurance penetration and density were recorded at 4.2% and
USD 92 respectively in 2022. These figures highlight that insurance coverage has
not yet reached a significant portion of the population. Bihar, Manipur, Jharkhand,
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Uttar Pradesh, Meghalaya, West Bengal, Mizoram and Nagaland are the states,
where the number of ATMs (including CRMs and WLAS) per 10,000 adult popu-
lation is below 2. This indicates a need for increased deployment of ATMs in these
states. Chart 5 reveals the low per capita investment in mutual funds in the North
Eastern states. This underscores the importance of boosting demand for such
investment vehicles in the region through increased awareness, financial literacy
and financial capability initiatives.
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