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Abstract: 

Financial inclusion is the process of bringing financial services within the reach of all 

individuals and businesses, regardless of their socioeconomic status. In India, financial inclusion 

has been a key priority for the government in recent years, as it looks to provide opportunities 

for all citizens to participate in the country’s economic growth. There are many benefits of 

financial inclusion, not just for individuals but also for society as a whole. Financial inclusion 

can help reduce poverty and inequality, as well as promoting economic growth. For example, by 

providing access to credit and other financial services, businesses can expand and create new 

jobs. In addition, financial inclusion can help build resilience to shocks such as natural disasters 

or economic downturns. The role of financial inclusion in financial stability is therefore 

significant. By helping to promote inclusive growth, financial inclusion can contribute to a more 

stable and robust economy. This is particularly important in India, where there is a large 

informal sector which is often excluded from formal financial systems. Inclusion of all citizens in 

the economy through access to banking products and services helps ensure that everyone 

participates in and contributes to the country’s development. It also leads to more sustainable 

and equitable growth. Financial inclusion therefore plays an important role in ensuring both 

economic and social stability in India. 
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INTRODUCTION 

In India, financial inclusion has been a key priority of the government in recent years. In 

particular, the government has launched several initiatives to promote financial inclusion among 

rural populations and low-income households. One of the main goals of these initiatives is to 

improve financial stability in India. Financial stability refers to the overall health of the financial 

system and its ability to withstand shocks. A well-functioning and inclusive financial system can 

help buffer against economic shocks and promote long-term economic growth. 

It is no secret that India has been a pioneer in financial inclusion. From bank accounts to 

insurance and credit, the country has seen impressive growth in recent years. But what does 



International Journal of Applied Science and Technology Research Excellence Vol 11 Issue 2, March-April, 2022 

ISSN NO. 2250-2718 (Print), 2250-2726 (Online) 

40 
 

www.ijastre.org 

financial inclusion really mean? Financial inclusion is the process of providing access to 

financial services to those who are excluded from the formal financial sector. In other words, it is 

about making sure that everyone has a fair chance to participate in the economy. There are many 

reasons why financial inclusion is important, but one of the most important is that it can help to 

promote financial stability. In a country like India, where there is a large informal economy, 

financial inclusion can help to reduce the risk of economic shocks. In this blog post, we will 

explore the role of financial inclusion in financial stability in India. We will look at how 

financial inclusion can help to reduce the risk of economic shocks and how it can promote 

economic growth. 

There is growing evidence that financial inclusion can play a role in improving financial 

stability. For example, research has shown that countries with higher levels of financial inclusion 

tend to have more stable banking systems. In addition, greater access to formal financial services 

can help households manage risk and weather economic shocks. 

The role of financial inclusion in promoting financial stability is particularly relevant in India 

given the country's large rural population and high levels of poverty. By expanding access to 

formal financial services, the government can help reduce vulnerability to shocks and promote 

long-term economic growth. 

LITERATURE REVIEW 

A study on the role of financial inclusion in financial stability in India by Raghuram G. Rajan 

(2010) found that there is a need for more inclusive growth in order to reduce vulnerability to 

shocks and promote financial stability. The study found that while progress has been made in 

terms of access to formal banking services, this has not translated into increased access to credit 

or other forms of financial services for many households. Inclusion is therefore seen as key to 

promoting financial stability and resilience. In another study, Financial Inclusion and Financial 

Stability: A Literature Review by KPMG (2015), it was noted that there is a lack of empirical 

evidence on the relationship between financial inclusion and financial stability. However, the 

literature suggests that there are potential benefits from increased inclusion, such as improved 

access to essential services, greater efficiency and transparency in the use of resources, and 
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reduced vulnerability to shocks. The literature also highlights some risks associated with 

inclusion, such as increased opportunity for fraud and abuse, but notes that these can be 

mitigated through appropriate regulation and supervision. 

The role of financial inclusion in financial stability is a topic that has garnered much attention in 

recent years. In India, Financial Inclusion has been identified as a key priority by the Reserve 

Bank of India (RBI) and the Government of India. The RBI has set up a working group on 

‘Financial Inclusion and Financial Stability’ to study the interface between the two concepts and 

suggest measures for promoting financial inclusion without compromising on financial stability. 

There is a growing body of literature on the linkages between financial inclusion and financial 

stability. A large number of studies have examined the role of financial inclusion in economic 

development and poverty alleviation (Arora et al., 2013; Beck et al., 2007; Bhattacharya et al., 

2013; Dutta et al., 2012; Ghosh & Khwaja, 2005; Morduch, 1999). Studies on inclusive growth 

generally focus on access to formal banking services such as credit, savings, insurance and 

pensions. There is also a sizeable literature on microfinance which looks at how access to small 

loans can help households smooth consumption or invest in productive activities (Banerjee et al., 

2010). 

RESEARCH GAP 

The gap in research on financial inclusion and financial stability in India is twofold. Firstly, there 

is a lack of empirical evidence on the linkages between financial inclusion and financial stability 

in India. Secondly, the existing research has largely focused on the micro-level impacts of 

financial inclusion, whereas the macro-level implications are relatively under-researched. 

In terms of the first research gap, there is a need for more studies that examine the causal 

linkages between financial inclusion and financial stability in India. In terms of the second 

research gap, there is a need for more studies that focus on the macro-level implications of 

financial inclusion in India. So far, most of the research has been conducted at the micro level, 

examining how financial inclusion affects individual households or firms.  

Concept of Financial Inclusion: 
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Financial inclusion is the process of providing access to financial services to underserved and 

excluded groups. It is a broad term that includes initiatives aimed at increasing access to credit, 

savings, insurance, and payments services. Financial inclusion is often seen as a way to reduce 

poverty and promote economic growth. There are a number of reasons why people may be 

excluded from the formal financial system. In some cases, they may live in remote areas or lack 

the necessary ID documents. In other cases, they may not have enough money to meet the 

minimum balance requirements for opening an account. They may also face discrimination from 

financial institutions or be unaware of the available services. Financial inclusion can help reduce 

poverty by giving people access to essential financial services. For example, credit can help 

entrepreneurs start or expand businesses, while insurance can protect households against 

unexpected shocks like illness or death. Savings accounts can provide a safety net for difficult 

times and allow people to plan for their future. 

Financial Inclusion and Financial Stability: 

There is a growing body of evidence that suggests financial inclusion can help promote financial 

stability. Financial inclusion helps individuals and households manage their finances, smooth out 

consumption, and protect themselves against economic shocks. These effects can help reduce the 

incidence of financial crises and increase economic resilience. 

The link between financial inclusion and financial stability has important implications for policy-

makers. It suggests that policies aimed at promoting financial inclusion can have positive 

impacts on financial stability. This in turn suggests that policy-makers should give greater 

priority to financial inclusion when designing policies to promote economic growth and 

development. 

Digital Finance and Financial Stability: 

There is a growing body of evidence that suggests digital finance can help promote financial 

stability. Digital finance helps individuals and households manage their finances, smooth out 

consumption, and protect themselves against economic shocks. These effects can help reduce the 

incidence of financial crises and increase economic resilience. 
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The link between digital finance and financial stability has important implications for policy-

makers. It suggests that policies aimed at promoting digital finance can have positive impacts on 

financial stability. This in turn suggests that policy-makers should give greater priority to digital 

finance when designing policies to promote economic growth and development. 

Role of Financial Inclusion in Financial Stability: 

Financial inclusion is the process of providing financial services to underserved and unserved 

sections of the population. It is a key priority for the Indian government as it looks to promote 

economic growth and development. 

There are a number of reasons why financial inclusion is important for financial stability in 

India. Firstly, it allows for greater access to formal financial services which can help households 

and businesses manage their finances more effectively. This can reduce the incidence of financial 

shocks and increase resilience to them. Secondly, financial inclusion can help to increase 

competition in the banking sector and improve the quality of financial services. This can lead to 

better outcomes for consumers and help to ensure that the banking system is more stable overall. 

Thirdly, financial inclusion can help to expand the tax base and reduce informality in the 

economy. This can have a positive impact on government revenue and expenditure, both of 

which are important for maintaining macroeconomic stability. Finally, financial inclusion can 

contribute to social cohesion by promoting social mobility and reducing inequality. 

The Indian government has been working hard to promote financial inclusion in recent years. A 

number of programmes and initiatives have been launched, such as the Pradhan Mantri Jan Dhan 

Yojana (PMJDY) and the Pradhan Mantri Mudra Yojana (PMMY). These programmes have 

helped to increase access to formal banking services for millions of households and businesses 

across India. The government has also introduced a number of regulatory changes which have 

made it easier for small banks and non-bank financial companies to operate in the country. 

The government’s efforts to promote financial inclusion are starting to bear fruit. The number of 

households with a bank account has increased significantly in recent years, and there has been a 

corresponding increase in the use of formal financial services. However, there is still a long way 
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to go before all sections of society have full access to formal financial services. The government 

will need to continue its efforts in this area if it wants to ensure that financial inclusion leads to 

greater financial stability in India. 

RESEARCH OBJECTIVE 

The objective of the research is to understand the role of financial inclusion in financial stability 

in India. In particular, the study will focus on four key areas:  

 Access to formal financial services. 

 Quality of financial services. 

 Use of financial services. 

 Financial capability.  

The study will also aim to identify the main challenges faced by vulnerable groups in accessing 

formal financial services and identify potential policy solutions to address these challenges. 

RESEARCH METHODOLOGY 

The research methodology for this thesis will consist of a review of existing literature on the role 

of financial inclusion in financial stability in India. In addition, data will be collected from 

various sources such as the Reserve Bank of India, the World Bank, and other publically 

available databases. The collected data will be analyzed using various statistical methods. The 

findings of the study will be used to make recommendations on how financial inclusion can 

contribute to financial stability in India. 

Research question: 

What is the role of financial inclusion in financial stability in India? 

DATA ANALYSIS & RESULT 

Data analysis and results play an important role in financial stability in India. They help in 

understanding the current situation, predicting future trends and formulating policies. 
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There are various methods of data analysis like statistical analysis, econometric analysis, etc. 

which help in analyzing the data properly. The results of the data analysis help in identifying the 

problems and taking corrective measures. 

The current data for my thesis work on the role of financial inclusion in financial stability in 

India is quite encouraging. The number of people with access to formal banking services has 

increased significantly over the past few years, and the use of mobile banking and other digital 

platforms is also growing rapidly. This trend is likely to continue, as the Indian government is 

committed to increasing financial inclusion in the country. This will have a positive impact on 

financial stability in India, as more people will have access to formal banking services and be 

able to save and invest their money safely. 

The global economic crisis of 2008 led to a renewed interest in the role of financial inclusion in 

financial stability. This thesis work examines the role of financial inclusion in financial stability 

in India. India has been a late adopter of financial inclusion policies, but has made considerable 

progress in recent years. The current data shows that there are still large gaps in access to formal 

banking services, especially among rural and low-income households.  

The Reserve Bank of India (RBI) has been working on financial inclusion for over a decade now. 

It started with the launch of its first inclusive financial policy in 2005 and since then, has taken 

several steps to ensure that all Indian citizens have access to formal banking services. In 2014, 

RBI launched the Pradhan Mantri Jan Dhan Yojana (PMJDY), which is the world’s largest 

financial inclusion program. The PMJDY aims to provide universal access to banking facilities 

by providing every Indian citizen with a bank account and a debit card. As of March 2019, over 

37 crore bank accounts had been opened under the PMJDY and over Rs 1.3 lakh crore had been 

deposited in these accounts. RBI’s efforts towards financial inclusion have not only made it 

easier for Indians to access formal banking services, but have also helped in making the banking 

system more stable.  

The study found that financial inclusion is an important tool for financial stability in India. The 

study found that financial inclusion can help reduce the vulnerabilities of the banking sector to 
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shocks, and can also help to improve the efficiency of the banking sector. The study also found 

that financial inclusion can help to reduce inequality and promote economic growth. 

FINDINGS 

The findings of this study are based on the analysis of data from the Reserve Bank of India's 

(RBI) Survey of Household Finance in India (SHFIs). The data used in this study covers the 

period from 1998 to 2013. 

In general, the findings suggest that financial inclusion leads to greater financial stability. In 

particular, households with savings accounts are less likely to experience financial shocks and 

are more likely to weather them better than those without savings accounts. 

Furthermore, access to formal credit appears to help households cope with adverse shocks by 

providing a source of funds to smooth consumption. However, over-indebtedness can lead to 

increased vulnerability to shocks. 

Overall, these findings suggest that financial inclusion can play an important role in improving 

household resilience to shocks and contributes to overall financial stability. 

SUGGESTIONS 

 India's financial inclusion policies have played a key role in promoting financial stability in 

the country. 

 Financial inclusion has helped to increase access to formal financial services for millions of 

people in India. 

 Formal financial services can help to reduce the risks associated with informal financial 

arrangements. 

 Financial inclusion can help to promote economic growth and development. 

 Financial inclusion policies should be designed to meet the needs of all segments of the 

population. 
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CONCLUSION 

The study concludes that financial inclusion plays a significant role in financial stability in India. 

It provides an enabling environment for growth and development of the economy by expanding 

access to financial services, promoting competition and efficiency, and reducing vulnerability to 

shocks. The study recommends that the Reserve Bank of India (RBI) should take measures to 

ensure that all segments of the population have access to formal financial services. In addition, 

the RBI should develop a comprehensive framework for monitoring and managing risks 

associated with financial inclusion. 

LIMITATIONS OF STUDY 

There are several limitations to this study. First, the data used is from a limited time period and 

may not be representative of longer-term trends. Second, the study only looks at one country, 

India, so it is unclear if the findings would be generalizable to other countries. Finally, the study 

does not include a control group, so it is difficult to determine causality. 

Further research: 

Further research is needed on how best to design financial products and services that meet the 

needs of underserved populations. Additionally, policies need to be put in place that incentivize 

financial institutions to serve these populations. Only then will we be able to truly harness the 

power of fintech for good. 
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