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ABSTRACT 

Financial Inclusion is considered to be the core objective and also the top priority of many economists and 

policy makers of many developing nations since from last decade as many research findings correlate the direct 

link between the financial exclusion and the poverty prevailing in developing nations. It has been a surprising 

fact that India ranks second in the world in terms of financially excluded households after China. 

In a society where knowledge-intensive activities are an increasingly important and an integral component of 

the economy, the distribution of knowledge across the population is increasingly linked to stratification. We in 

this research paper aim to focus on how the government intends to utilize the existing network for banking such 

as post offices while creating awareness for the use of banking technologies as well as mobile phone to 

significantly bring in a change in the economy for sustainable growth of our country.  
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I. INTRODUCTION 

 

The banking industry has shown tremendous growth in volume and complexity during the last few decades. 

Despite making significant improvements in all the area relating to financial viability, profitability and 

competitiveness, there are concerns that banks have not been able to include vast segment of the population, 

especially the underprivileged sections of the society, into the fold of basic banking services. There are several 

factors affecting access to formal banking system in any country. 

The banking industry in India has recognized this and has undergone certain fundamental changes over the last 

two decades. Reforms since the early nineties in the banking sector have facilitated growing competition, the 

development of new generation private sector banks as well as technological breakthrough in diverse financial 

products, services and delivery channels. With the recent developments in technology, both delivery channels 

and access to financial services have transformed banking from the traditional brick-and-mortar infrastructure 

like staffed branches to a system supplemented by other channels like automated teller machines (ATM), credit / 

debit cards, internet banking, online money transfer, etc. This has completely changed the way the how banks 

are being used off late.  

Rao (2009) refers that financial inclusion is the process of assuring access to proper financial goods and services 

needed by the vulnerable groups like low-income groups and weaker sections at an affordable cost in a 

transparent and fair manner by mainstream institutional players. Financial inclusion has become one of the 

prime aspects for inclusive development and growth. A broad vision is developed for financial inclusion, where 
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payments can be done in a convenient manner through a mobile device or an electronic network. This visioning 

is used to bridge distances, contain settlement risks, close information gaps and reduce the transaction costs. 

Alam (2010) refers that mobile banking has a great potential to extend the financial services distribution to poor 

people as it lowers the delivery cost, encompassing costs both to banks for maintaining, building channels, for 

delivery and to users who access services. 

Financial Inclusion has become more pressing in the economic agendas of emerging countries, not only because 

increasing financial penetration is important in macroeconomic terms - given its impact on higher investment, 

consumption and economic growth levels - but also because higher financial inclusion leads to improve in living 

standards and quality of life for individuals. Furthermore, these strategies associated with the use of accounts, 

cards, transfers and other financial products or services in many cases simplify processes for users and offer 

greater security because they do not involve the use of cash. 

Also this paper would tell us about the contribution of Indian government towards financial inclusion in our 

country. It will help us to understand the various steps taken and policies devised by banks by introducing latest 

technologies and using mobile phones to financially include people from all the sections of the society.  

 

II. OBJECTIVES OF THE STUDY 

 

1) To highlight the steps taken by the government for Financial Inclusion in India. 

2) To understand the challenges faced by the banks in order to bridge the financial gap using mobile phones in 

our country. 

 

III. RESEARCH METHODOLOGY 

This research is based on secondary data. Information was collected from various journals reports and research 

articles.  

 

IV. REVIEW OF LITERATURE 

 

Joseph Massey (2010) said that, role of financial institutions in a developing country is vital in promoting 

financial inclusion. The efforts of the government to promote financial inclusion and deepening can be further 

enhanced by the pro-activeness on the part of capital market players including financial institutions. Financial 

institutions have a very crucial and a wider role to play in fostering financial inclusion. National and 

International forum have recognized this and efforts are seen on domestic and global levels to encourage the 

financial institutions to take up larger responsibilities in including the financially excluded lot. 

Mandira Sarma and Jesim Paise (2008) suggest that the issue of financial inclusion is a development policy 

priority in many countries. Using the index of financial inclusion developed in levels of human development and 

financial inclusion in a country move closely with each other, although a few exceptions exist. Among socio-

economic factors, as expected, income is positively associated with the level of financial inclusion. Further 

physical and electronic connectivity and information availability, indicated by road network, telephone and 

internet usage, also play positive role in enhancing financial inclusion. 
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Lymen et al (2008) and Yu (2009) point out that financial inclusion refers to the delivery of financial services at 

an affordable cost to the most sections of the low-income groups. The customers can store, enter, process, 

transmit and display information through mobile banking. Mobile banking as the channel of branch banking will 

be more helpful to rural customers in saving the travelling encompassing precious time and money to visit the 

distant branches for money transaction and it is an appropriate delivery door-step banking model. Thus it is 

concluded that mobile banking helps to achieve the financial inclusion 

Siau (2001) pointed out that the telecommunication companies and financial institutions worldwide are facing a 

new loop on the information-telecommunication technology convergence spiral. Mobile banking has emerged as 

a new application of the next mobile commerce or electronic commerce. The adoption of mobile commerce 

strongly relies on the user infrastructure that is user-accessible mobile devices and on the mobile 

telecommunication networks. 

Lan (2000), Kiesnoki (2000) and Guardini et al (2000) refer that commerce applications encompassing mobile 

banking, can be implemented successfully with an integrated underlying infrastructure. Mobile banking enables 

the technologies fall into four categories that is embedded systems, network, databases and security. 

Kumbhar (2011) refers that mobile banking is cost effective and it is a simple way to provide banking to the 

non-banked customers in India. At present it is not accepted by common customers in India due to the following 

reasons. Less information technology literacy is adversely affecting the use of mobile phone as an electronic 

device for banking. 

 

V. IMPORTANCE OF FINANCIAL EDUCATION IN INDIA 

 

Financial education is increasingly important. It is becoming essential for the average family trying to decide 

how to balance its budget, buy a home, fund the children‟s education and ensure an income when the parents 

retire. Of course people have always been responsible for managing their own finances on a day to day basis – 

spend on a holiday or save for new furniture how much to put aside for a child‟s education or to set them up in 

life – but recent developments have made financial education and awareness increasingly important for financial 

well-being. 

A deep analysis of the trend in mobile banking can easily make us understand that, having better technology and 

better product itself is not enough. The customer should have basic financial education as well as usage of 

technology (Imagine a scenario that if the customer don‟t know how to operate a mobile phone, will he be 

interested to go for mobile banking). So basic education of financial services is important .The customer should 

know why, long term investments are important for their family. How can we ensure that basic needs of poor are 

provided which includes access to services, better financial education.  

 

VI. CHALLENGES FACED BY BANKS TO MINIMIZE DIGITAL DIVIDE THROUGH 

MOBILE PHONES 

 

Despite the potential for mobile banking and the regulatory provisions enabling greater use of mobiles as a 

channel for financial services in general, and for financial inclusion in particular, banks are facing some 

challenges in taking mobile banking to the desired level. These challenges are essentially in two fronts –  

(A) Customer Enrollment Related Issues 
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(B) Technical Issues. 

 

6.1 Customer Enrollment Related Issues  

a. Mobile number registration 

b. M-PIN generation process 

c. Concerns relating to security is a factor affecting on-boarding of customers 

Mobile number registration 

For a customer, in order to conduct a mobile payment transaction, his/her mobile number needs to be registered 

with the bank. The process for mobile number registration is implemented differently across banks. Currently, 

the process for mobile number registration involves the following: 

a. Customer mandatorily needs to go to the bank branch for most of the banks to register his number and fill in 

the application form (paper-based). After verification, his number gets registered in the CBS and in the 

bank‟s Mobile Banking system. 

b. Some leading banks have provided the facility for customer to register mobile number at their bank‟s ATMs 

using 2FA authentication of ATM card + ATM PIN 

In both the above cases, the customer needs to physically go to the branch / ATM in order to register their 

mobile number, which acts as a barrier in many cases, besides delaying the entire process. Further, even where 

the above process of registration through ATMs is provided, it is restricted to the use of own-bank ATMs and 

the same is not possible at present by going to any other bank ATMs. The process for mobile number 

registration needs to be simpler for customer to get on-boarded. 

M-PIN generation 

M-PIN is the second factor of authentication that customer needs to use in order to conduct mobile banking 

transaction. Customer needs M-PIN from his respective bank in order to get started with mobile payments. 

Currently, the process for M-PIN generation is implemented differently across banks, and involves the 

following: 

a. For most banks, after the mobile number registration at branch / any bank ATM, customer receives M-PIN 

via SMS on their registered mobile number. In certain cases, customer receives the M-PIN through postal 

mail. 

b. Some leading banks have provided the facility for generating and changing M-PIN from the handset itself 

using the mobile banking application and providing the authentication parameters as required by the bank 

(e.g. Debit card details such as Debit card number, ATM PIN, expiry date). These inputs are captured and 

sent through registered mobile number, for the purpose of M-PIN generation. 

c. Some leading banks have also provided the facility to generate and change M-PIN through alternate 

channels such as IVR, ATM, and Internet Banking. Customer may be able to make merchant payment using 

just his mobile number and M-PIN/OTP on the merchant interface. The M-pin can be only interfaced on 

acquiring bank‟s interface such as USSD, Application etc. for security reasons. The merchant based 

interfaces can accept OTP (One-Time Password) for authentication. 

d. Every bank must offer OTP services on SMS request with the standard syntax of SMS such as “MOTP 

XXXXXX” to the short or long code. (XXXXXX – last 6 digits of the account number). This will help to 

expand the use of OTP in mobile payments. 
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Concerns Related to Security 

One of the major factors affecting customer on-boarding and usage of mobile banking services is the concern 

relating to security of transactions effected using the mobile phone. While mobile banking application is an end-

to-end encrypted channel, the other access channels viz. SMS, USSD, IVR, are not end-to-end encrypted. 

However, in order to enjoy the higher level of security available in the application-based mobile banking, the 

customer‟s handset has to be GPRS-enabled. Since SMS facility is available on all handsets, the issue of 

security can be addressed if the SMS can be encrypted end-to-end, thus allaying any concerns relating to lack of 

security in this channel. In addition to this, another important aspect adding to the concerns on the part of 

customers relate to how their complaints and grievances will be addressed for transacting on this channel – 

whether through their bank or through their mobile service provider. 

 

6.2 Technical Aspects 

a. Access channels for transactions 

b. Cumbersome transaction process 

Access Channels for Transaction 

Once the customer mobile number is registered and M-PIN is generated, customer may use any of the access 

channels provided by the bank for conducting mobile banking transactions. Currently, while most banks have 

provided mobile banking application and SMS facility as access channels, a few banks have also provided other 

access channels such as USSD, WAP, IVR, etc. some banks also provide a combination of a few of these 

channels (application + SMS, application + USSD) for offering better security. 

Some of the issues faced in this regard are: 

a. In the case of mobile banking application, the applications need to be continuously upgraded to keep pace 

with newer compatible handset and operating systems. 

b. In the case of SMS access channel, while it is available to all users (with all types of handsets) for 

conducting mobile banking transactions, the channel is not secure end-to-end and hence there are limits on 

the amounts that can be transferred using this channel without encryption. Further, the SMS also gets stored 

in the „sent items‟ of handset, including the confidential M-PIN. The customer also needs to know the 

syntax for doing any transaction through SMS. 

c. As far as the USSD channel is concerned, though it is menu-driven, interactive, user-friendly for 

transactions, and is available on GSM network (92.77% of the subscribers) and no information is stored on 

the handset, the major challenge is that it is not available to the customers on CDMA network. The USSD 

session per se does not offer any additional security to the transactions other than the basic security 

available in the GSM channel. 

d. The IVR channel, independent of the handset can be used by all customers – it is menu-driven, interactive 

and user-friendly, the information does not get stored on handset, services can be offered in multiple 

languages (beneficial for financial inclusion), the voice prompts and simple numeric inputs making it easier 

for customers to adapt, etc. However, this channel is again not end-to-end encrypted and the IVR 

infrastructure has to be built by the banks offering this service, thus involving cost considerations. 

e. The WAP site can be accessed by any handset provided the customer has active data connection. 
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VII. INITATIVES TAKEN BY GOVERNMENT FOR FINANCIAL INCLUSION 

 

 The RBI has started the facility of NO-Frills Account, liberalization in branch expansion norms, 

formulation of policies for setting up of ATM‟s, introducing technology based products and services are 

few initiatives taken by the government in this direction. 

 Government has initiated pilot projects to use smart cards with biometric identification for opening bank 

accounts. System integration was initiated to link mobile or handheld connectivity devices to banking 

infrastructure to ensure that the transactions are recorded in real time basis. 

 RBI now makes it mandatory that banks adopt smart card based Electronic Benefit Transfer (EBT) 

mechanism.  

 Prime Minister‟s JAN DHAN YOJNA where 15 million bank accounts were opened to provide 'universal 

access to banking facilities' starting with "Basic Banking Accounts" with overdraft facility of Rs.5000 after 

six months and RuPay Debit card with inbuilt accident insurance cover of Rs. 1 lakh and RuPay Kisan 

Card. In next phase, micro insurance & pension etc. will also be added. 

 

VIII. CONCLUSION AND SCOPE FOR FUTURE STUDIES 

 

The mobile banking service is an important tool for a country‟s financial inclusion policy, as it reaches 

a country‟s rural poor faster than any other mode of transfer of funds by distributing the financial services to the 

unbanked rural poor who use mobile services 

At present, mobile banking is the most needed one and most spoken about factors in the area of development in 

the banking sector as a whole and is expected by industry experts to replace the credit/debit card system in 

future.  

Hence the success factors for mobile banking depend upon the nationwide set of standard, educating the 

poor and utilization of common platform for advertising inter operable services. 

India stands 29 in a list of 55 countries based on the country‟s performance in banking penetration, availability 

of the banking services, and the usage of the banking system. This shows that banks can use this platform to 

reach the unbanked through mobiles through, would be an appropriate tool for India‟s Financial Inclusion Plan. 
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