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I. Introduction 

The Economic growth of the nation can be benchmarked by rigid financial system, which should hold on all the 

financial activities in flexible and effective manner (Kumar, 2011). It is a critical intent of the nation to create a 

competitive, market driven and productive economy, which require a well-built system to reinforce higher level 

of income and investment. The attainment of self reliance with economic power is essential for any regime to 

build congenial environment for all the people in this contemporary era. The approachable banking and financial 

products and services with extensive financial networking will facilitate the expansion and development of 

financial system throughout the nation (Brunetti et al., 1997).  

The advancement of financial system must accentuate to include all the people without discrimination (Kumar, 

2012). Several researchers confirm that financial system with enhanced features will make the unbanked people 

to access the system. From the overall population of India, 70 % of population belongs to rural region. So the 

Government of India is spending 55 % of its total national expenditure for the rural people, to uplift the financial 

structure into possibility of access by every person (Bhanot et al. 2012). But still many rural people do not have 

access to savings, credit, loans, payments and insurance. The reasons behind these factors are illiteracy and 

unemployment, which leads to inequality of income and poverty (Levine, 1997). The extensive access to banking 

and financial system will propel the people living standards with economic growth, which is possible through 

financial inclusion policy. 

II. Financial Inclusion 

A better financial system can be consummated by financial inclusion, which is broadly defined by the Planning 

Commission, Government of India (2009) as the universal access to a wide range of financial services at a 

reasonable cost. These include not only banking products but also other financial services such as insurance 

and equity products.  

The financial inclusion purports to provide financial access to all the people without discrimination (Beck, 

2008). This purpose can be fulfilled by banking sector because the banking system is well structured to cater the 

financial needs of the people at their affordability. Financial inclusion was made stronger in the year 2005 by 

Mr. K. C. Chakrabarthy, the chairman of Indian Bank. The authority was given to all commercial banks to 

undergo financial inclusion drive all over the nation. This led to tremendous growth in banking sector for the 

past two decades. Despite of making improvements in banking sector to sustain financial viability, 

competitiveness and profitability, it was noticed that there are still uncovered vast regions in the economy where 

the people do not have bank account (Leeladhar, 2006). Research was undergone globally to find out the reasons 

for financial exclusion and strategies were designed to assure financial inclusion. Whereas the strategies 

designed to a particular nation may vary with the other but still efforts are being taken by the regulators to uplift 

the financial status of each individual especially rural people in India by the means of financial inclusion drive 

(Mohan, 2006).  

Abstract: Developing countries like India have the policy of promoting financial inclusion to all the regions 

of the nation, which lacks a comprehensive measure suitable to a particular region. This study investigated 
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Financial Inclusion (IFI) model that consists of three dimensions and determinants. This study found the 
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III. Literature Review  

To attain a consistent growth of an economy, there should be an upward progress in financial sector from all the 

parts of the world. A huge effort is being taken by the global leaders to make sure the financial progress in all 

the nations for economic development and increasing living standards of the people (Huang, 2010). These 

united efforts regarding financial sector have lead to liberalization of financial system (Kabango & Paloni, 

2011). Despite the remarkable improvement in this sector were recorded, there are still many rural locations 

found to be financially imperfect (Atkinson et al., 2007), especially in southern regions of India.  

Financial institutions face challenges to promote financial inclusion policy among people, which delays its reach 

to the people. Banks, considered as formal financial institution takes tremendous efforts on pulling people into 

financial access whereas, illiterates are not aware and hesitant to access (Chakrabarty & Chaudhuri, 2001). 

Banks also put effort to operate financial activities in a standard form as per the Reserve Bank regulations, but 

regrettably it does not suit to all the regions of the nation. Because of diversified demographics, identical 

strategies cannot be applied to all the regions however, it is the duty of the financial institutions to reach all the 

people of different segments to lead their daily financial transactions (Chaudhuri & Gupta, 1996).  

It is a challenge for all the rural people to access financial system in India because of lopsided income flow, 

which creates an economic disparity in the nation. Banks were asked by the Reserve Bank to look after the rural 

regions, as the banks were considered to be the most trustable financial institutions for financial transactions 

(Awunyo-Vitor & Abankwah, 2012). This made the banks to enter mass banking through nationalization, which 

increased the number of its branches to more than 84,000 with the support of Regional Rural Banks and 

commercial banks as well. However, the access to the financial system was not possible to all the people 

(Thorat, 2007). Financial inclusion is a wider concept and cannot be restrained to the opening of bank accounts 

among the people, which is focused in this research by means of the determinants that affect financial inclusion 

in the study area. 

IV. Objective of the Study 

This study determines the extent of financial inclusion in rural region of Vellore district, Tamil Nadu, India, to 

access financial system at ease and the reasons for not having bank account as well. 

V. Methodology 

Analytical research design is found to be suitable for this study because it evaluates the facts and information 
found among the rural people in the study area. Probability sampling design and stratified random sampling 
technique is used for this study, which enable the researcher to find out desired levels of sampling accuracy for 
each group   (Hunt & Tyrrell, 2004). This study focuses on rural region of Vellore district, 20 village blocks were 
selected for collection of primary data using structured questionnaire or interview schedule. Secondary data were 
collected from Government reports, newspapers, magazines and e-sources.  
Using Krejcie & Morgan method (1970), the sample size was derived as 385 from the rural population of Vellore 
district (22, 34, 049 rural population as District Census Handbook, 2011), using the formula given below.  

S = 
           

                  
 

As the sample size was derived, researcher was intended to collect the entire sample hence, 440 questionnaires 
were distributed into 20 village blocks of Vellore district (Each block with 22 questionnaires). From the overall 
questionnaires (440), 55 questionnaires were not included for this study since 19 questionnaires were not returned 
back and 36 questionnaires were incomplete.  
This study uses percentage analysis and the index of financial inclusion (IFI) framed on the basis of a 
multidimensional model developed by Sarma (2012), which resembles the idea of index developed by United 
Nations Development Programme (UNDP). The index was modified according to this study which consists of 
two formulas:  

     

     

     
 

IFI =   
                          

                          
     

                                      

                          
   

Where,  
di  = Dimension of value i; 
wi = Weight of dimension i, which should be within 0 and 1; 
pi  = Determinants value of each dimension i; 
mi = Lower boundary for dimension i and 
Mi = Upper boundary for dimension i. 
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VI. Determinants of Financial Inclusion 

To determine the financial inclusion, three dimensions were used: (a) banking penetration: it measures the bank 

account opened and loan obtained by the number of respondents, (b) availability of banking services: it 

measures the services used by the respondents such as ATM, insurance and cheque book and (c) usage of 

banking system: it measures the usage of salaries and remittances, net banking and mobile banking through 

bank. From the computation of the IFI, all the dimensions will be compiled into one metric and the result will 

fall under any of the three categories given below: 

a. 0.7 ≤ IFI ≤  .0  s h gh f nanc al  nclus on,  

b. 0.  ≤ IFI < 0.7  s med um financial inclusion and 

c. ≤ IFI < 0.   s f nanc al exclus on. 

VII. Results and Discussions 

This study came out with enviable results on financial inclusion through application and use of IFI with 

dimensions and determinants as well. Demographic profile of the respondents discloses their socio economic 

status, which was found that the respondents with age group of 31 – 40, qualified upto degree/ diploma, salaried 

and earn income from Rs.5,001 to Rs. 10,000 were found to be maximum responded with percentages of 35.8 

%, 39 %, 36.1 % and 47 % respectively (Refer Annexure I, Table 1). These respondents (totally 385 

respondents) were studied using IFI model.  

The first dimension was banking penetration, to find out whether a respondent was banked and availed any 

credit as well. From the data collected, it is resulted that 76.36 % of the respondents have bank account and 

27.89 % have loan account. The respondents who have savings account were considered as bank account 

holders and they were asked about remaining dimensions including loan accounts.  

The second dimension was availability of banking services, for which three determinants were taken such as 

ATM usage, insurance availed and cheque book usage. On these three determinants, it was found that cheque 

book is available only to 15.65 % of the respondents, whereas 84.69 % from 294 respondents availed ATM 

facility. Only 63.95 % respondents insured their life.  

The third and last dimension was usage of banking system for which three determinants were used such as 

salaries and remittances, net banking and mobile banking facility. From these determinants, net banking and 

mobile banking was used by very few respondents with percentages of 9.52 % and 10.54 % respectively. Only 

35.37 % respondents from 294 use bank for salaries and remittances.  

The second and third dimensions were provided weightage on the basis of research conducted by Okpara 

(2013). The information of weightage and dimensions were annexed in Table 2. The overall compilation of 

dimensions was formulated using IFI and the result derived was 0.55, which falls under the medium financial 

inclusion (0.3 ≤ 0.55 < 0.7).  

The respondents who do not having bank account (91 from 385) were asked for the reasons and their difficulties 

confronted were annexed in Table 4. It was found that 46.15 % of the respondents do not have bank account due 

to low income. They said that the income earned by them was just to meet their daily needs and there is no 

matter of savings. The respondents of 25.27 % replied illiteracy as their difficulty to approach bank, 12.09 % 

said that they do not find branch of the bank at accessible distance and tough procedures and lack of 

documentary proof were also admitted as difficulties among respondents of 7.69 % and 8.79 % respectively. 

VIII. Recommendations 

In the light of results and discussions, the financial inclusion is at the mid range (0.55) in this study area, which 

needs progression to reach in toto. Financial inclusion is the only solution to the nation to make all the people to 

access financial system. This should be made understand to the people through financial literacy, which should 

be extended to create more awareness on necessity of savings. Only through savings habit, an individual can be 

pulled into financial access. To make the financial inclusion drive better, the tellers of bank and people called 

Business Correspondent model can be used effectively to promote the banking and financial system to the 

people at the doorstep.  

IX. Conclusion 

This study has built an index to find out the level of financial inclusion in the study area through suitable 

dimensions and determinants. In our nation, the rural regions are generally found to be financially excluded and 

it was found by several researchers through their study. Majority of the study proves that low income, illiteracy 

and unemployment make the people into lack of financial access. In this study, there are 19.5 % of illiterates and 

16.6% were unemployed. This blocks them to move further financial requirement in improper manner by 

borrowing money from unauthorized financial institutions. It is the responsibility of the government to take care 

of these issues so that the living standards of the people will get uplifted which leads to economic growth. The 

P  me M n ste  of Ind a M . Na end a Damoda das Mod  launched a scheme ‘Jan Dhan Yojana’ on August 5, 

2014 and said that "We want to integrate the poorest of the poor with bank accounts with 'Pradhanmantri Jan-
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Dhan Yojana’ " (The econom c T mes,  0 4). It was welcomed by utmost people of the nat on because th s 

scheme is particularly for financial inclusion drive, which will reach all the individuals all over the nation and 

pull them into financial access. 

X. Scope for Further Research 

This study was conducted in rural region of Vellore district of Tamil Nadu and hence it has a wider scope for 

conducting in the urban and sub – urban of the same district, comparing with districts, between states and 

nations as well. This research can be used as the model by other researchers, government, financial regulators 

and policy makers to escalate financial inclusion policy.  
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Annexure I 

Table 1 Demographic profile of the respondents 
Demographic profiles of the respondents Frequency Percent 

Age 

21 - 30 Years 82 21.3 

31 - 40 years 138 35.8 

41 - 50 Years 104 27.0 

50 Years and above 61 15.8 

Educational qualification 

Illiterate 75 19.5 

School level 93 24.2 

Degree/ Diploma 150 39.0 

Post Graduation and/ or Profession 67 17.4 

Occupation 

Unemployed 64 16.6 

Agriculture 86 22.3 

Salaried - Private/ Government 139 36.1 

Business 96 24.9 

Income 

Up to Rs. 5,000 94 24.4 

Rs.5,001 - Rs. 10,000 181 47.0 

Rs.10,001 - 20,000 68 17.7 

Above Rs.20,000 42 10.9 

Total of each demographic profile 385 100.0 

Source: Primary data 
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Table 2 Dimensions of financial inclusion with weightage 
Dimensions Weight Yes No 

Banking penetration f % f % 

Savings accounts 294 76.36 91 23.64 

Loan accounts 82 27.89 212 72.11 

Availability of banking services 

ATM usage 0.300 249 84.69 45 15.31 

Life insurance 0.100 188 63.95 106 36.05 

Cheque book 0.075 46 15.65 248 84.35 

Usage of banking system 

Salaries and remittances 0.300 104 35.37 190 64.63 

Net banking 0.175 28 9.52 266 90.48 

Mobile banking 0.050 31 10.54 263 89.46 

Source: Primary data 

Table 3 Evaluation of index of financial inclusion 
Determinants di wi d2 w2 w2-d2 

ATM usage datm 0.3000 0.300 0.0900 0.0900 0.0000 

Life insurance dins 0.0724 0.100 0.0052 0.0100 0.0008 

Cheque book  dche 0.0061 0.075 0.0000 0.0056 0.0047 

Salary and remittances dsal 0.1032 0.300 0.0107 0.0900 0.0387 

Net banking dnet 0.0000 0.175 0.0000 0.0306 0.0306 

Mobile banking dmobi 0.0006 0.050 0.0000 0.0025 0.0024 

Total 1.000 0.1059 0.2288 0.0773 

Source: Primary data compilation 

IFI =   
       

       
     

       

       
   

 = ½[0.6803] + [0.4186] 

= ½[1.0989] 

= 0.54945 ≈ 0.55  

Table 4 Difficulties confronted by the respondents to open a bank account 
Difficulties Frequency Percent 

Low income 42 46.15 

Cumbersome procedures 7 7.69 

Lack of documentary proof 8 8.79 

Illiteracy 23 25.27 

Lack of branch nearby 11 12.09 

Total 91 100.00 

Source: Primary data 

   


