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ABSTRACT

Financial inclusion is an essential concept in finance that aims to make different financial goods
and services easily accessible and affordable to all individuals and organisations, particularly
those who are currently excluded from the formal financial system. One of the most critical
factors impacting rural people's access to financial services is financial literacy. This study
investigates the role of financial literacy in bridging the digital divide and promote equitable
adoption of digital payments in India.This paper also talks about how fintechs can foster
financial literacy in the country. The study usesexploratory research design and is conducted
using various secondary data sources.This study offers significant recommendations for
improving financial inclusion in underdeveloped countries. As per the study, an extensive and
long-term educational plan should be widely delivered to rural people in order to achieve
considerable progress in financial inclusion, a key driver of poverty reduction and wealth
development.

KEYWORDS: Financial Inclusion, Financial Literacy, Digital Payments, Mobile Payments,
Economic Growth.

INTRODUCTION

The Organisation for Economic Cooperation and Development (OECD) defines financial literacy
as a mix of financial awareness, knowledge, skills, attitudes, and behaviours necessary to make
informed financial decisions and eventually achieve individual financial well-being(OECD,
2012).Whereas, financialeducation is a process by which understanding of financial products,
concepts, risks increase helps financial consumers through proper information, guidance or
advicewhich helps to develop the skills and confidence required for greater awareness of threats
and possibilities, to make better educated decisions, to know who to turn to for support, and to
take additional beneficial steps to improve their financial well-being(OECD, 2005).

Financial literacy and financial education are two distinct but related concepts. Through the
process of financial education, people develop financial literacy.By developing financial literacy,
users can make intelligent financial decisions that lead to personal financial well-being (RBI,
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2020). Financial literacy may make an impact by encouraging more people to adopt digital
payments, which improves not just individuals' quality of life, but also the credibility and
standard of markets. It can help people by providing them with basic budgeting tools, to develop
financial control and so live a good life after retirement. Even financially savvy customers can
support the nation by encouraging healthy competition that forces service providers to develop
new products and improve efficiencies (OECD, 2020).

The term “digital payments” refers to payments made through various electronic channels. This
type of payment system does not use cash or checks. In many cases, using digital payment
methods is easier and more convenient, giving customers the freedom to pay anytime, anywhere.
Not only do they speed up transaction cycles, they also advantageously replace traditional
payment systems. After demonetization, entities have gradually started accepting digital mode of
payments, and today even small retailers and shopkeepers have started accepting payments in
this way (Mukhopadhyay, 2021).

With the help of this digitization, it is now easier, cheaper, and more secure for individuals to
receive checks from your businesses, transfer money to loved ones, and make purchases. Bank
Cards, USSD (Unstructured Supplementary Service Data), UPI (United Payments Interface),
AEPS (Aadhar Supported Payment System), Mobile Wallets, Point of Sale (PoS), Mobile
Banking and Online Banking are some of the various digital payment methods and in India
common types (WorldBank, 2021).

As per the Research on consumer financial literacy most consumers lack the financial knowledge
or experience to navigate the complex marketplace efficiently. Unfortunately, most people
mistakenly believe that they are much smarter financially than they actually are. Levels of
financial literacy tend to vary with education and income level, although research shows that
highly educated, high-income clients can ignore financial concerns just as much as less educated
and low-income clients (Balakrishnan, 2021).

When people lack the appropriate understanding, their financial actions can have a negative
impact on both themselves and the economy as a whole. The global agenda promotes financial
literacy as a necessary life skill that could encourage financial well-being at all stages of
life(Méndmaa, 2019).

People who have proper understanding of financial concepts are better equipped to navigate the
financial environment and stay out of financial difficulties. On the other side, people with lower
levels of financial literacy find it difficult to fully understand financial issues and how they might
affect their financial well-being. Basic financial concepts such as compound interest and
financial risk diversification are sometimes difficult for consumers to understand, leading to
higher transaction costs, uncontrollable debt accumulation and higher borrowing rates (Lusardi,
A, 2019).

Both developed and developing nations equally need to be financially literate. Financial literacy
needs to be taught to everyone in developed nations to address rising number and complicated
nature of financial products, the continued transition in social security administration from
governments and financial institutes towards people, and the growing significance of individual
retirement planning. In developing economies, financial literacy may be viewed as the first stage
of development and poverty alleviation. With low literacy rates and a large portion of the
population outside the official financial system, especially in rural regions, India has an even
greater need for financial literacy(Ramakrishnan, 2020).
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Due to the digitization of financial goods and services, improving digital financial literacy is now
essential. Financial literacy should be considered critical to harnessing the skills and abilities to
successfully manage the finances for lifelong financial well-being. As a result, financial literacy
is a mix of financial awareness, knowledge, skills, and key behaviours that contribute to effective
well-being and wise financial decisions. Although money is seen as a necessary commodity,
understanding the fundamental meaning of money management is crucial.In the view of this,
several research questions are raised, including:

RQ1: What are the various components of financial literacy?
RQ2: What is the role of financial literacy in financial inclusion in India?
RQ3: How fintechs can help increase financial literacy?

RQ4: What are the initiatives taken by GOI (government of India) to promote financial literacy
in the country.

As a result, in light of the research problems mentioned, the current study is being done to
explore how financial literacy is contributing towards the financial inclusion in the country

The remaining of the research paper is arranged in the manner below. An overview of the related
literature is presented in Section 2. Research objectives and research method are included in
Section 3 of the paper, while the findings and discussion are covered in Section 4 and the
conclusion is covered in Section 5.

Literature Review:

To get insights and an in-depth understanding of financial inclusion, it is vital to review and
evaluate the current literature and its emerging patterns, as well as what previous writers have
disclosed. This is due to the increasing importance of financial literacy and scholarly interest in
its multiple aspects. It is also necessary to do this in order to look for the answers for research
questions raised.

In the context, A study by Basavannyappa and NT (2020) found that the scope of financial
literacy is much broader and requires much attention as it can be a key component of these
excluded groups entering the world of finance. Financial inclusion and financial literacy must
coexist for it to be possible for ordinary people to properly comprehend the demands and
benefits of the products and services supplied by formal financial institutions. Furthermore, Firli
A. (2017) categorizes five key variables affecting financial literacy: Personal socio-economic
factors, financial knowledge, financial behaviour, financial attitude, and financial training.
Financial knowledge, financial actions, financial attitude, and financial training may all have an
influence on national strategic management to promote financial literacy.Similarly, Bire, Amram
R. et al. (2019) conducted a study showing that financial literacy has an immediate and major
effect on financial inclusion.It contributes 33% to the training related to financial knowledge. In
addition, financial education has served as a bridge between financial literacy and financial
inclusion. The better the financial education the stronger the link between financial literacy and
financial inclusion. Another study by Mindra, R. and Moya, M. (2017) examined FSE's
(financial self-efficacy) involvement in mediating the link between people's financial attitudes,
financial literacy, and financial inclusion (FI). According to the paper, A lack of demand-side
knowledge, particularly on the needs of the rural poor, is one of the most substantial obstacles to
financial inclusion. This belongs to their needs, tastes, habits, and activities they take to promote
sustainable development. Furthermore, the data suggest that financial self-efficacy is a full
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facilitator between financial attitudes and financial inclusion, as well as a partial link between
financial literacy and financial inclusion. Furhermore,Grohmann, A., Klihs, T. and Menkhoff, L.
(2018) conducted a study that found a favourable relationship between financial literacy and all
four financial inclusion criteria. Based on the findings, the following policy statement was
developed: Boosting financial literacy is a suitable option, especially at the macro level,
i.e. financial education can be an important tool for financial and economic advancement in
addition to the more traditional method of financial development of infrastructure, since both the
demand for financial products and services in the form of financial literacy and the supply of
financial services are essential for financial inclusion. Dolansky (2021) evaluated that technology
contributes to the country's digital inclusion movement by providing the public with simple-to-
use mobile applications, multiple regional language options, and rapid and secure transactions.
By leveraging digital payment channels such as RuPay, BHIM, and other mobile payment
solutions, it promotes digital financial inclusion throughout the country.A study by Hasan, M.,
Le, T. and Hoque, A. (2021) found that financial services is one of the strongest drivers for
promoting inclusive finance. Additionally, it contributes significantly to the development of
financial communication among the rural and low-income populations. Understanding different
financial services has a major impact on access to financial possibilities, particularly when it
comes to growing the usage of other financial services. Rural people are only aware of a few
financial services and activities and are hence confined to those services. Morgan, PJ and Long,
T.Q. (2020) pointed out that financial literacy affects financial inclusion and savings in a
statistically meaningful way. It shows that those with higher financial literacy levels are more
likely to save both informally and formally than those with lower financial literacy scores, even
after income and education are taken to be constant.Yet another study by Liao, C.F.and Chen,
CD (2020) found that financial literacy is significantly negatively associated with mobile
payment usage, implying that persons with higher financial literacy are less inclined to utilise
mobile payments, as these services are regarded as a kind of high-cost borrowing. According to
the results, region, age, female non-white gender, education, income, and occupationhad a great
impact on respondents’ use of mobile payments. Singh and Kaur (2020) showed that the number
ofdigital payments has increased many folds due to government initiatives.Three important
factors influencing customer acceptance are ease of use, fast online transactions, and the
convenience of digital payments. Additionally, another study by Kar (2020) found that the
biggest barrier to accepting digital payments is a lack of understanding and trust. New users
often find digital payments complicated and concerned about the security of transactions.
PhonePe conducted an extensive user awareness campaign to highlight the security ofdigital
payments and the ease of use of digital payments in everyday situations. In another study, Odei-
Appiah et al. (2022) did a study in the context of the digital divide, the impact of FinTech
adoption on financial inclusion. By merging two theories, UAUT2 and the theory of digital
inequality, a unique research model was designed and evaluated. The findings revealed the
significance of performance expectation, enabling conditions, habit, and behavioural intentions
in FinTech acceptance. In contrast, the study found no indication that effort expectation, social
influence, hedonic incentive, or price value influenced behavioural intention. Similarly, a study
by Balanagalakshmi et al. (2022) investigated the impact of financial skills on students' financial
inclusion in Hyderabad.According to the results of this survey, nearly 71.19% of college students
have access to FinTech, and respondents prefer a mobile bank account. But other factors such as
paying bills, the ability to conduct online transactions, and FinTech training are just some
activities that the respondents are unfamiliar with.Ozili, P.K. (2022) presented few policy
suggestions to improve financial inclusion. Some possible policies or proposals for increasing
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financial inclusion include: adopting conditionally low interest rates, supporting monetary policy
with social benefits, and lowering taxes, the use of targeted public spending, support tax policy
through tax credits, tax exemptions or tax relief, separate financial inclusion from the
environment, and eliminate the financial risk of thesystem.Also, Asif, M. et al. (2023) the
influence of fintech and digital financial services on financial inclusion in India. According to
the findings, fintech companies have made major contributions to financial inclusion in the
country, notably among the middle class. Fintech has enhanced profitability and savings,
according to the majority of respondents. rural Indians believe that fintech may help boost rural
income by making financial services readily available to them. Another study by Singh, B.P.,
Kumari, A., Sharma, T.and Malhotra, A. (2020) the impact of the Pradhan Mantri Jan Dhan
Yojana (PMJDY) initiated to promote financial inclusion. Based to the findings, the PMJDY
programme did not promote financial inclusion or economic growth in Indian states. The absence
of human development, physical infrastructure, and competent governance are the primary
reasons for the PMJDY program's failure. In addition, Farida et al. (2021) found that financial
literacy has minimal impact on financial behaviour, but financial technology use does. Financial
satisfaction is affected by both financial literacy and the usage of financial technologies. It was
also shown that financial behaviour mediated financial literacy and the usage of financial
technology. Finally, the usage of financial technology as an intervening variable had no
influence on financial satisfaction.Yet another study by Nguyen, T.A.N. (2022) stated that
women have lower financial literacy and perceived financial awareness than men. Furthermore,
men use FinTech products and services more frequently than women, and younger people use
FinTech services more often than the elderly. As a result of the findings, financial institutions or
FinTech enterprises should develop and construct more user-friendly FinTech goods and services
so that older people and women are also benefited from FinTech usage.

Research Objectives and Methodology:

e To identifyrole of financial literacy in bridging the digital divide in India.

e To understand various initiatives taken bygovernment of India to promote financial literacy.
e To understand how fintech can foster financial literacy in India.

e To identify various approaches related to financial inclusion in India.

Secondary data sources, including those published in national and international journals,
magazines, papers, and studies by research organisations like Deloitte, KPMG, Forbes, and
McKinsey, among others, are used in the exploratory study.

Findings:

Today, more than ever, people are responsible for their own financial comfort. The level of
understanding of finance of a person is a key factor in their ability to make financial decisions.
According to the Organisation for Economic Cooperation and Development (OECD), financial
literacy is the capacity to make informed decisions in any kind of financial circumstances in
order to enhance one's financial well-being and that of society, and also to participate in the
financial system. Financial literacy is more than just comprehension and knowledge of financial
ideas and threats. Several financial concepts and skills make up the financial knowledge that
enables someone to learn how to manage money and debt effectively.Budgeting, investing,
borrowing, paying taxes, and managing your personal finances are the five essential foundations
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of financial literacy. Financial literacy is a skill that offers a variety of advantages that may
improve people's level of life by improving their level of financial stability.

Role of financial literacy in bridging the digital divide:

According to the United Nations Secretary General's Roadmap for Digital Cooperation in 2020,
the digital divide is the difference between those who are able to have accessibility to and use
digital technology compared to those who lack or have limited access. This technology includes
telephones, TVs, personal computers, and Internet connectivity.

Financial literacy is critical for enabling people to make sound financial decisions. In order to
use financial services effectively, people need to be sufficiently educated to understand the
basics of money management. Simply put, they are the abilities that allow individuals to manage
their finances carefully as well as a basic awareness of key financial principles for understanding
the risk-reward trade-off. Financial literacy strives to make ordinary people into knowledgeable
and informed customers of financial services.

Financial literacy is an important aspect in achieving financial inclusion. It is projected to make a
substantial contribution to rural and low-income populations' financial literacy. An in-depth
understanding of various financial services is critical for gaining financial access and improving
other financial services.Financial literacy has played an important part in bridging the digital gap
in India by providing citizens with the information and skills required to access and efficiently
use digital technology.

Financial literacy programs have increased awareness regarding the significance of digital
technologies and internet connectivity. These programs educate individuals about the advantages
of being digitally connected, including access to information, communication channels, and
opportunities for personal and financial development.Financial literacy has played a crucial role
in encouraging the uptake of digital payment systems in India. Government initiatives like the
Digital India campaign and financial literacy programs have educated individuals about the
advantages and security of digital payments. As a result, there has been an increase in the
utilization of digital payment methods such as mobile wallets and UPI (Unified Payments
Interface). This shift reduces dependence on cash transactions and promotes inclusion in the
digital financial ecosystem.

While it might show up that the poor are unable to benefit from technology due to a lack of
technical expertise, nothing could be farther from the truth. It has been proven countless
times that when technology is simple and effective, it could be of considerable help to the
poor.Correspondent banking services, operating in remote villages across the country, have
shown that technology can go a long way in bridging divides.

Various initiatives taken by GOI (government of India) to promote financial literacy in the
country:

The government and numerous regulatory organisations, including RBI, SEBI, IRDAI and
PFRDA have made improving India's financial inclusion a top priority. In addition, steps have
been taken to raise financial awareness and educate small businesses. Some of these measures
taken by the relevant regulator are listed below:

e National Strategy for Financial Education (NSFE): The Government of India initiated the
National Strategy for Financial Education to promote financial literacy and education across
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diverse levels of society. It focuses on raising financial awareness, protecting consumers, and
building financial skills among the people.

The RBI, which regulates money markets and the banking sector, has launched both general
and sectoral financial education programmes. These are financial literacy books, magazines,
and posters that cover topics such as saving, understanding interest rates, the time value of
money, inflation, and other principles of financial well-being. Other content includes
information to support businesses such as information on ATMs, payment schemes, financial
awareness messages and more.

The Securities and Exchange Board of India (SEBI) works to improve general and sectoral
financial literacy. As it regulates the Indian capital and securities markets, it also organizes
PR campaigns and events such as Global Investors Week. It also offers a webpage designed
solely for investors.

The Digital India Campaign is the government's ambitious endeavour to convert India into a
digitally enabled society. Financial literacy programmes are run as part of this initiative to
educate people on the benefits of digital technology, digital transactions, and safe online
practises.

By publishing brochures, manuals, and other information, the Insurance Regulatory and
Training Authority of India (IRDAI) also focuses on content creation. It also ran a series of
seminars and quizzes and developed a board-approved mandatory policy for insurers.

In 2018, the Pension Fund Regulatory and Development Authority (PFRDA) launched a
specialized website known as "Pension Sanchay" with the aim of enhancing financial literacy
specifically in relation to retirement planning.

Under the direction of the Ministry of Corporate Affairs (MCA), the India Post Payments
Bank (IPPB) and the Investor Education and Protection Fund Authority (IEPFA) created the
“Niveshak Didi” program to promote the idea of financial education by Women, for
women.” The “Niveshak Didi” project is based on the principle of “women for women”
because rural women feel more comfortable talking to another woman about their problems.

The Pradhan Mantri Gramin Digital Saksharta Abhiyan (PMGDISHA) program aims to
bridge the digital divide and empower rural communities in India by providing digital
literacy training to millions of people.The main goal of the PMGDISHA initiative is to
provide digital literacy to people in rural areas, especially women, minorities, and people
from economically disadvantaged backgrounds.

The Government of India has established Financial Literacy Centers nationwide with the aim
of offering financial education and guidance to individuals, particularly in rural and
underserved regions. These centers organize workshops, seminars, and training programs
covering a range of topics such as savings, budgeting, credit, insurance, and digital financial
Services.

The digital rupee, often referred to as the electronic rupee or central bank digital currency
(CBDC), was recently introduced in India. It is the electronic equivalent of cash and will
greatly accelerate the expansion of India's FinTech business.

Financial Education in the School Curriculum: The government realised the value of
introducing financial education into the school curriculum. Efforts are being made to
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incorporate financial literacy subjects into school curricula, aiming to equip students with
fundamental understanding of personal finance, budgeting, savings, and essential financial
principles.

In addition to the above initiatives, the Indian government has also introduced a number of other
programs to expand financial inclusion, including Atal Pension Yojana, Jivan Jyoti Beema and
Pradhan Mantri Jan Dhan Yojana. These programmes are being implemented to make financial
services, awareness, and general insurance easier.The government also operates a variety of
financial education programmes for children, retirement planning, future commodities markets,
and insurance for students in schools in order to educate and promote awareness among young
people.

Financial

(echnology e :

+ Financial
o Inclusion

ﬁ

Financial

\Literacy

Fintech Fostering Financial Literacy:

Fintech was developed as a new tool to promote financial literacy at the beginning of the fourth
industrial revolution, an era of unpredictability, increasing opportunities and threats. Fintech
companies are working harder than ever to close the financial literacy gap. The elimination of
intermediaries and the fact that most activities can now be done via a user-friendly smartphone
close the gap between the financial world and manyyoung users.

In 2019, 5.1 billion people, or 67% of the world's population, owned a mobile phone, 4.4 billion
people or 57% of the population has internet access. FinTech businesses make use of these
opportunities to attract customers with simple offers. Mobile payment system Safaricom's
extensive agent network was used by M-Pesato personally inform customers, build trust, and
ensure continued usage. FinTech companies have emerged as a powerful force in promoting
financial literacy and enabling consumers to take control of their financial well-being.

Users who have reached a certain level of financial and digital literacy can use dedicated
applications and free or low-cost banking services to interact with the financial ecosystem. With
a predicted market value of $150 billion by 2025, India's fintech business is the third largest in
the entire world and one of the most rapidly growing. FinTech companies have the ability to
significantly alter the landscape of financial services and financial inclusion in India. FinTech
companies have simplified the usage of financial services like as AePS, Aadhar Pay, remittances,
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and top-ups for everyone. It democratised digital payments and made online banking and digital
payments more accessible.

Gandhiji believed that the essence of India can be found in its villages, which are home to
approximately 75% of the nation's population. Following the demonetization, India recognized
the need to embrace new technologies and adopt digital payments. However, rural India has been
slower in digitalization compared to other parts of the country due to a lack of commercial
banks. In 2019, only 5% of the country's 600,000 villages had access to a commercial bank. To
address this gap, fintech enterprises have simplified various services such as online payments,
money transfers, Aadhar Pay, mobile recharges, bill payments, hotel, and ticket reservations, and
more, making them easily accessible even through mobile phones for people residing in rural
areas. To cater to the unique challenges of providing financial services to this sector, businesses
now rely on a network of entrepreneurs in Semi-Urban and Rural (SURU) areas who offer
assisted financial services.

One of the most significant contributions that FinTech has made to financial literacy is through
the development of personalised financial education platforms. Through the utilization of
artificial intelligence and machine learning algorithms, FinTech companies can examine a
customer's financial data and provide personalized recommendations based on their unique
circumstances and objectives. These individualized insights and actionable guidance enable
consumers to gain a deeper understanding of their financial status and make well-informed
choices. Consequently, this can result in improved financial outcomes and a heightened sense of
financial well-being.

Apart from personalized financial education platforms, FinTech firms have incorporated
gamification elements to enhance the appeal and accessibility of financial learning. Through
techniques like quizzes, challenges, and rewards, users engage in interactive and enjoyable
activities that educate them on personal finance and investment strategies. As a result,
individuals are more inclined to retain the information acquired and effectively apply their
newfound knowledge in practical scenarios.

FinTech is also expanding access to investing tools and services, allowing individuals, regardless
of financial background, to make well-informed choices about their investment portfolios.
Consumers can obtain automated, algorithm-driven financial planning and portfolio management
services through robo-advisory platforms. These platforms not only give customers with access
to investing options, but also assist them in learning about investment ideas and methods,
therefore promoting financial literacy.

One of the most important ways in which FinTech promotes financial literacy is its role in
increasing financial inclusion. FinTech businesses enable those who were previously excluded
from the official financial system to access crucial financial services by utilising technology such
as mobile banking and digital wallets. This promotes economic growth, reduces poverty, and
allows those in need to gain financial literacy via hands-on experience.

As fintech continues to reshape the financial services industry, its impact on promoting financial
literacy will keep expanding. With the rise of technologies like blockchain and decentralized
finance, the scope of financial literacy will increase, prompting consumers to adapt and acquire
new skills to stay informed.

In order to advance financial literacy and cultivate a financially savvy and secure society, it is
vital for various stakeholders within the financial ecosystem to collaborate. This includes
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FinTech companies, traditional financial institutions, and government bodies. By joining forces,
these stakeholders can harness the full potential of FinTech in promoting financial literacy.
Through collaborative efforts, they can design innovative solutions and educational programs
that address specific gaps in financial knowledge, catering to the diverse needs of various
consumer groups.

Promoting financial literacy is a crucial aspect of FinTech's contribution to progress and
prosperity. By providing individuals with the necessary knowledge and tools to navigate the
complex financial world, FinTech companies enable consumers to take charge of their financial
futures and make informed choices. The ultimate goal of FinTech's role in fostering financial
literacy is to empower individuals with the knowledge, confidence, and resources required to
make decisions that positively influence their lives, the financial sector, and the broader
economy.

Theories of Financial Inclusion:
Theories Of Financial Inclusion Beneficiary:

Public good theory of financial inclusion: According to the public good theory of financial
inclusion, the supply of official financial services must be considered a public good.Formal
financial services are considered essential for the overall welfare and advancement of society,
and thus should be made accessible to all individuals without any barriers or limitations. In other
words, everyone should have the opportunity to access financial resources and services, as they
are deemed crucial for the well-being and progress of the entire community.Formal financial
services are in the public interest, so their use by one person does not affect their availability to
others.

Dissatisfaction Theory of Financial Inclusion: The dissatisfaction theory of financial inclusion
suggests that the focus of national financial inclusion programs should primarily be on
individuals who were previously associated with formal financial institutions but left due to
dissatisfaction with the participation rules or negative experiences with financial firms and
representatives.According to this theory, By resolving the issues and improving the overall
experience in the formal financial sector, it becomes easier to attract back individuals who had
previously been dissatisfied and disengaged from formal financial services.
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Theaories of financial inclusion beneficiary:
Public good theory of financial inclusion
Dissatisfaction theory of financial inclusion
Vulnerable group theory of financial inclusion

Systems theory of financial inclusion

Theories of financial inclusion defivery:
Community echelon theary of financial inclusion
Public service theory of financial inclusion
Special agent theory of financial inclusion
Collaborative intervention theary of financial inclusion

Financial literacy theory of financial inclusion

Theories of financial inclusion funding:
Private money theory of financial inclusion
Public service theary of financial inclusion

Intervention fund theory of financial inclusion

The institutional theory of financial
inclusion

Vulnerable group theory of Financial Inclusion: According to the vulnerable group theory of
financial inclusion, Country's initiatives to promote financial inclusion must target the most
vulnerable members of society, such as the poor, children, women, and the elderly. Individuals
who are most vulnerable suffer the most during economic downturns and financial crises,
therefore incorporating them into the formal financial system makes sense.

Systems theory of financial inclusion: Financial inclusion can be accomplished by utilizing the
existing subsystems, including the economic, social, and financial systems, which form the
foundation of financial inclusion. The theory suggests that making significant changes to a
subsystem can have a notable impact on the expected outcomes of financial inclusion. For
instance, by implementing guidelines for economic agents and financial service providers, their
interests can be aligned with those of individuals seeking basic financial services. This alignment
compels them to offer affordable and high-quality financial services within established
regulations that protect users from exploitation and price discrimination. However, it is important
to note that substantial changes in the overall system do not always lead to corresponding
changes in the existing subsystems,because a change in the sub-system must be done at the sub-
system level.

Theories of Financial Inclusion Delivery:

Community Echelon theory of Financial Inclusion: The theory proposes that community leaders
play a crucial role in delivering formal financial services to the excluded groups. Community
leaders possess influence and authority within their communities, enabling them to motivate and
encourage members to participate in the formal financial sector. The theory highlights that
community members have trust and confidence in their leaders' decisions, as they believe that the
leaders prioritize choices that benefit the community as a whole. In turn, community leaders take
responsibility to ensure that their decisions align with the values and ethics of the community
members.

Public Service theory of Financial Inclusion: According to this theory, financial inclusion is
regarded as a public obligation, and it is the responsibility of the government to ensure that
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formal financial services are available to all citizens. The government, through public institutions
should provide these services to the population. By promoting financial inclusion, the
government aims to integrate all individuals within the official financial sector and grant them
access to formal financial products and services. This approach aims to bridge the gaps and
disparities in financial access, thereby empowering individuals and fostering economic growth
and development.

Special Agent Theory of Financial Inclusion: According to the special agent theory of financial
inclusion, special agents need to provide official financial services to excluded people. The
nature of rural villages, such as their population size or geographical remoteness, pose challenges
in delivering formal financial services to those who are unbanked. Consequently, it becomes
imperative to employ dedicated agents who possess the necessary expertise to offer official
financial services to members of marginalized communities.

Collaborative intervention theory of financial inclusion: According to this theory,financial
services should be given to underserved individuals through the participation from various
stakeholders. Bringing excluded citizens into the official financial system, according to the
theory, needs a concerted effort from multiple stakeholders.

Financial Literacy Theory of Financial Inclusion:Financial literacy theory of financial inclusion
states enhancing financial literacy plays a crucial role in motivating individuals to engage with
the formal financial sector. The concept emphasizes that financial inclusion can be achieved by
educating people and elevating the overall level of financial literacy within the country. As
individuals become more knowledgeable about financial matters, they actively seek out formal
financial services and opportunities. By increasing financial literacy, individuals are empowered
to make informed decisions and utilize the available formal financial services to their advantage.

Theories of Financial Inclusion Funding:

Private Money Theory of Financial Inclusion: According to the private money theory of
financial inclusion, financial inclusion initiatives should receive sponsorship from private
sources, as private lenders demand accountability from individuals accessing their funds. Private
sponsors also play a crucial role in ensuring proper utilization of funds and delivering financial
products and services to underserved segments of the community.

Public money theory of financial inclusion:According to the public money theory of financial
inclusion, financial inclusion programs should be supported through the utilization of public
funds such as taxpayer money. This theory proposes that government resources should be
allocated to boost inclusion programs. There is evidence that governmental investment for
financial inclusion is expanding faster than private funding.

Intervention Fund Theory of Financial Inclusion: The intervention fund theory of financial
inclusion argues that financial inclusion activities and programmes should be funded through
various special intermediaries rather than using taxpayer funds for financial inclusion initiatives,
and it claims that there are many "special lenders” around the world, including philanthropists,
non-governmental organisations, and foreign governments.

The Institutional Theory of Financial Inclusion

This theory implies that individuals engage with both formal and informal organisations on a
daily basis, and that those interactions influence their opinions on whether to enter the formal
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finance sector, stay in the formal finance sector, leave the formal finance sector after joining, or
never enter the formal financial sector.

CONCLUSION

Even among the most established financial markets in the world, there are still serious financial
literacy concerns that require immediate attention. Financial literacy is a crucial element of
financial inclusion, particularly for individuals living in rural areas. When people in rural
communities are educated about financial services, they are more likely to become part of formal
financial institutions.But rural residents are still excluded from these services since they only
have a limited knowledge of financial services and activities.The majority of individuals think
that banks only engage in banking transactions like deposits and withdrawals. They choose not to
use other financial services due to this reason. In addition, financial firms have not launched any
evident training programs to encourage access to financial opportunities. The Indian government
should undertake appropriate measures to enhance financial literacy nationwide, as there exists a
distinct and favourable correlation between financial literacy and financial inclusion.
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