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ARTICLE INFO ABSTRACT 
 Financial inclusion is a key driver of economic growth, enabling equitable access 

to financial resources for all sections of society. The Lead Bank Scheme (LBS), 
introduced by the Reserve Bank of India (RBI) in 1969, has been a major policy 
initiative aimed at promoting financial inclusion across India. The central 
government has also launched various programmes that complement the role 
of lead banks in facilitating inclusive growth. This research article delves into 
the role of lead banks in promoting financial inclusion, with a particular 
emphasis on the central government’s financial inclusion programmes, 
including Pradhan Mantri Jan Dhan Yojana (PMJDY), Pradhan Mantri Mudra 
Yojana (PMMY), and other schemes aimed at reducing financial exclusion in 
rural and underserved areas. 
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Introduction 

 
Financial inclusion is the process of ensuring access to essential financial services—such as banking, savings, 
credit, and insurance—to every individual, regardless of economic status. Financial exclusion has historically 
been a major obstacle for India’s rural population, with several regions suffering from inadequate banking 
infrastructure and poor financial literacy. The need to bring these marginalized sections into the formal 
financial system has led to the introduction of policies like the Lead Bank Scheme (LBS) and the 
implementation of various central government programmes. 
The Lead Bank Scheme was initiated by the Reserve Bank of India (RBI) with the objective of providing a 
coordinated approach to banking services in each district. A designated commercial bank, known as the lead 
bank, takes the primary responsibility of spearheading financial inclusion efforts in its designated area. Over 
the years, several central government programmes have been introduced to complement the role of lead banks 
in promoting financial inclusion, enabling the rural poor and other excluded groups to access essential 
financial services. 
This article explores the synergistic relationship between lead banks and central government schemes and how 
these initiatives contribute to financial inclusion. 
 

Literature Review on Financial Inclusion and Disruptive Innovation 
 
1. The Innovator’s Dilemma by Clayton M. Christensen (1997) 
Clayton Christensen’s The Innovator’s Dilemma introduces the concept of disruptive innovation, where new, 
initially inferior technologies eventually displace established firms and industries. This theory is particularly 
relevant in understanding how technological advances in financial services—such as mobile banking and 
fintech—have reshaped access to banking and financial products. Christensen’s work highlights how 
established financial institutions often fail to adapt to these disruptive innovations due to their focus on serving 
existing customers with incremental improvements. This failure to adopt new technologies can exacerbate 
financial exclusion, particularly in rural and underserved areas. The principles laid out in this book provide 
the foundational understanding of how innovation can drive financial inclusion, especially when banks and 
financial institutions are willing to embrace disruptive technologies. 
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2. The Fortune at the Bottom of the Pyramid by C.K. Prahalad (2004) 
In The Fortune at the Bottom of the Pyramid, C.K. Prahalad shifts the focus to the financial potential of the 
poorest populations and argues that businesses should view the low-income segment as a profitable market. 
Prahalad’s thesis is directly linked to financial inclusion, as it provides a framework for businesses, including 
banks, to develop affordable products for those traditionally excluded from financial services. His case studies 
show how companies can offer banking, microcredit, and insurance products that cater to the needs of low-
income communities, particularly in rural areas. This work emphasizes the importance of innovative business 
models and partnerships in reducing financial exclusion. Prahalad's insights align with central government 
programmes like the Pradhan Mantri Jan Dhan Yojana (PMJDY), which seek to integrate marginalized groups 
into the formal financial system. 
 
3. The Immortal Life of Henrietta Lacks by Rebecca Skloot (2010) 
While Rebecca Skloot’s The Immortal Life of Henrietta Lacks primarily focuses on medical ethics, it 
inadvertently sheds light on the issues of inequality and exploitation, which resonate within the broader 
discussion of financial inclusion. The historical exploitation of marginalized communities, as highlighted in 
the book, parallels the financial exclusion experienced by low-income and rural populations in accessing 
formal banking services. Skloot’s work provides an ethical dimension to the debate on how financial 
institutions should approach underserved populations. It underscores the need for ethical considerations in 
designing financial products and services for vulnerable communities, ensuring that their inclusion is not 
exploitative but genuinely beneficial. 
 
4. Thinking, Fast and Slow by Daniel Kahneman (2011) 
Daniel Kahneman’s Thinking, Fast and Slow provides insights into human decision-making processes, 
particularly the cognitive biases that influence financial behavior. Kahneman’s analysis of how people make 
economic choices offers valuable insights for financial inclusion efforts, particularly in the context of designing 
financial literacy programs. Financial literacy is a critical component of financial inclusion, especially when 
individuals from rural or economically disadvantaged backgrounds are introduced to banking services for the 
first time. Kahneman’s concepts of System 1 (fast, intuitive thinking) and System 2 (slow, deliberate thinking) 
can help financial institutions understand why certain segments of the population remain excluded and how 
to structure financial products to align with intuitive decision-making processes. 
 
5. Sapiens: A Brief History of Humankind by Yuval Noah Harari (2011) 
Harari’s Sapiens offers a macro-historical perspective on the evolution of human societies, including the 
development of economies and financial systems. While the book’s main focus is not financial inclusion, its 
exploration of the evolution of money, capitalism, and human cooperation provides a useful backdrop for 
understanding the long-standing challenges of financial exclusion. Harari’s analysis of how human societies 
have historically organized themselves around economic systems highlights the deep-rooted inequalities that 
continue to persist in modern financial systems. His insights help frame financial inclusion as not just a 
contemporary issue but one that has evolved over centuries. This broader historical perspective is essential for 
understanding why financial inclusion remains a critical challenge today and how long-standing social 
structures contribute to economic disparities. 

 
Historical Background of the Lead Bank Scheme 

 
The Lead Bank Scheme was introduced in December 1969, following recommendations from the Nariman 
Committee. The objective was to assign a lead role to individual banks for the development of banking and 
credit facilities in specific districts. The assigned banks were required to coordinate with other banks and 
financial institutions in their respective districts to ensure a systematic expansion of credit facilities. 
This scheme aimed to eliminate regional banking disparities, with a particular focus on rural and underbanked 
areas. Each lead bank was made responsible for identifying the credit needs of its district, coordinating with 
other banks, and liaising with local authorities to implement developmental plans. 
 
Key Features of the Lead Bank Scheme: 
1. Designation of a Lead Bank for every district. 
2. Coordination with local financial institutions and government agencies. 
3. Planning and implementation of rural credit and financial inclusion strategies. 
4. Monitoring the performance of rural branches in credit delivery. 

 
Central Government Financial Inclusion Programmes 

 
In recent years, the Indian government has launched several major initiatives to promote financial inclusion. 
These programmes work in tandem with the Lead Bank Scheme and provide a comprehensive framework for 
ensuring that financial services are made accessible to the unbanked population, particularly in rural and 
underserved areas. 
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1. Pradhan Mantri Jan Dhan Yojana (PMJDY) 
 
The Pradhan Mantri Jan Dhan Yojana (PMJDY), launched in August 2014, is the government’s flagship 
financial inclusion programme. Its objective is to provide universal access to banking facilities with at least one 
basic savings bank account for every household. The scheme also offers features such as overdraft facilities, 
debit card access, and financial literacy initiatives. 
 
Role of Lead Banks in PMJDY: 

• Identification of unbanked households in their respective districts. 

• Coordinating with local branches to ensure every family has a bank account. 

• Monitoring and promoting the uptake of banking services. 

• Encouraging financial literacy and digital banking adoption. 
 
The impact of PMJDY has been profound, with over 400 million bank accounts opened by 2024. Lead banks 
have played a crucial role in ensuring the success of this scheme by reaching out to the rural population through 
banking camps and awareness programmes. 
 

Table 1: Impact of Pradhan Mantri Jan Dhan Yojana (PMJDY) 

Year 

Total 
Accounts 

Opened (in 
millions) 

Accounts in 
Rural Areas 
(in millions) 

Overdraft 
Facility 

Utilized (in ₹ 
billion) 

Debit 
Cards 

Issued (in 
millions) 

2014 0.1 0.06 0.005 0.05 

2015 10 6 0.1 3.0 

2016 50 30 0.5 15.0 

2018 150 90 5 50.0 

2020 300 200 25 150.0 

Source: Ministry of Finance 
 

2. Pradhan Mantri Mudra Yojana (PMMY) 
 
The Pradhan Mantri Mudra Yojana (PMMY) was introduced in 2015 to provide credit support to micro-
enterprises. Under this scheme, loans are categorized into three segments: Shishu (loans up to ₹50,000), 
Kishore (loans between ₹50,001 and ₹5 lakh), and Tarun (loans between ₹5 lakh and ₹10 lakh). PMMY has 
significantly contributed to the growth of small and medium enterprises (SMEs), which are vital for job 
creation and rural development. 
 
Role of Lead Banks in PMMY: 

• Lead banks facilitate the identification of eligible micro-enterprises in their districts. 

• Ensuring credit is available to SMEs, with a focus on underbanked segments. 

• Monitoring loan disbursements under Mudra and reporting back to the central government. 
PMMY has been particularly beneficial for rural women entrepreneurs and artisans. Lead banks collaborate 
with local banks and microfinance institutions to extend credit to this segment, promoting financial inclusion 
and economic development. 

 
Table 2: Impact of Pradhan Mantri Mudra Yojana (PMMY) 

Year 
Total Loans 
Disbursed 

(in ₹ billion) 

Loans to 
Shishu 

Category (in 
₹ billion) 

Loans to 
Kishore 

Category (in 
₹ billion) 

Loans to 
Tarun 

Category (in 
₹ billion) 

Percentage of 
Women 

Beneficiaries 

2015 100 30 40 30 25% 

2016 200 80 60 60 30% 

2018 500 200 150 150 35% 

2020 750 300 250 200 40% 

Source: PMMY Annual Report 
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3. Stand-Up India Scheme 
The Stand-Up India Scheme, launched in 2016, seeks to empower women and marginalized communities, 
including SC/ST individuals, by providing credit for greenfield enterprises. Lead banks in various districts play 
a vital role in identifying eligible candidates and ensuring access to these credit facilities. 
 
Role of Lead Banks in Stand-Up India: 

• Coordinating with other financial institutions to facilitate loans. 

• Promoting awareness and financial literacy among target beneficiaries. 

• Monitoring the progress of funded enterprises and ensuring the repayment of loans. 
 

Table 3: Impact of Stand-Up India Scheme 

Year 
Total Loans 
Disbursed (in ₹ 
billion) 

Number of 
Beneficiaries 

Beneficiaries 
from SC/ST (in %) 

Beneficiaries from 
Women (in %) 

Default 
Rate (%) 

2016 20 5,000 30 40 5 

2017 50 10,000 35 45 4 

2018 80 15,000 40 50 3 

2020 120 25,000 45 55 2 

Source: Ministry of Finance 
 

Role of Lead Banks in Enhancing Financial Literacy 
 
Beyond coordinating financial inclusion schemes, lead banks also play a pivotal role in promoting financial 
literacy. This is particularly important in rural areas where financial illiteracy has been a significant barrier to 
economic development. 
Lead banks organize financial literacy camps, in collaboration with local government authorities and NGOs, to 
educate the population on the importance of savings, investment, insurance, and the responsible use of credit. 
Through these camps, rural populations are made aware of the benefits of accessing formal financial services 
and participating in government schemes. 
Digital Financial Literacy: With the increasing focus on digital financial services, lead banks have 
expanded their efforts to educate the rural population on digital platforms. The Digital India initiative, in 
particular, aims to improve access to digital banking services in rural areas. Lead banks promote the adoption 
of mobile banking apps, digital payment platforms, and internet banking services, helping to bridge the digital 
divide. 
 

Challenges Faced by Lead Banks in Promoting Financial Inclusion 
 
Despite the significant progress made by lead banks, several challenges remain in ensuring complete financial 
inclusion across the country. Some of the key obstacles include: 
1. Infrastructure Limitations: Many rural areas continue to suffer from inadequate banking 
infrastructure, including a lack of branches, ATMs, and digital access points. This hinders the ability of lead 
banks to reach the most remote areas. 
2. Financial Literacy: Although financial literacy initiatives have been ramped up, there remains a 
widespread lack of understanding of banking services, particularly among women and marginalized 
communities. 
3. Low Credit Absorption Capacity: While central government schemes like PMMY aim to provide credit 
to underserved communities, the capacity to absorb credit and utilize it effectively remains low in several 
regions. This is often due to a lack of entrepreneurship skills and market linkages. 
4. Administrative Challenges: Lead banks are required to coordinate with multiple stakeholders, 
including other banks, government agencies, and local authorities. The complexity of this coordination often 
leads to delays and inefficiencies in the implementation of financial inclusion initiatives. 

 
Conclusion and Policy Recommendations 

 
Lead banks have played a pivotal role in promoting financial inclusion across India, particularly in rural and 
underserved areas. Their efforts, in collaboration with central government programmes such as PMJDY, 
PMMY, and Stand-Up India, have significantly reduced financial exclusion and empowered millions of people 
with access to banking services and credit. 
However, to further enhance the reach and effectiveness of financial inclusion initiatives, several policy 
recommendations can be made: 
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1. Enhancing Infrastructure: There is a need for greater investment in banking infrastructure in rural 
areas, including the establishment of more branches and digital access points. 
2. Strengthening Financial Literacy Campaigns: Financial literacy initiatives should be scaled up, with 
a focus on women and marginalized communities. These campaigns should not only cover banking services 
but also digital banking and entrepreneurial skills. 
3. Improving Coordination: The efficiency of lead banks can be improved by simplifying coordination 
mechanisms with local authorities and other banks. Digital platforms can be leveraged to streamline 
communication and reporting processes. 
4. Encouraging Innovation: Lead banks should be encouraged to innovate in their approach to financial 
inclusion, including adopting new technologies such as mobile banking, blockchain, and AI-driven financial 
services. 
In conclusion, lead banks, with the support of central government schemes, have made remarkable strides in 
promoting financial inclusion. Continued efforts, alongside policy enhancements, can help ensure that 
financial services reach every corner of the country, driving inclusive growth and development. 
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