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Abstract  India has witnessed significant growth in the economy over the past seven decades. Economic growth has been consistent and 
higher than many other developed countries even though there were few ups and downs. At the same time, the financial system has seen drastic 
changes, from composition, to markets and instruments, and to governance systems. In this study, first the process of financial development is 
studied. The issue of governance in financial systems is discussed. Next, the impact of financial development is studied, using type of financial 
institution to indicate governance, on the economy’s overall development. It is hypothesised that the quality of governance of financial systems 
will affect financial development and ultimately growth. It leads to the finding that the financial system contributes to economic growth in 
India. Governance of financial systems is crucial, but does not impede the process.
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Introduction

Over the past seven decades, the financial system of India 
has witnessed many changes. This process has been rapid 
especially in the past two and a half decades. This is clearly 
visible in the depth, variety and scope of activities in India’s 
financial system. At the same time, there has been consistent 
economic growth. As a result, the mutually correlated 
processes of financial development and economic growth 
have garnered a lot of interest. This relationship has been 

studied in further detail in India. There have been numerous 
contributions and widespread attention in the academic 
arena on economic growth and development in India. This 
literature review highlights some major studies.

To further elaborate increases in the depth, variety and 
scope of activities in India’s financial system, some data 
is presented below in graphical form. This data consists of 
some measures that are typically used to indicate financial 
development. 
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Fig. 1: ATMs per 100,000 Adults 

 

Fig. 1 shows that the number of ATMs per 100,000 adults has grown rapidly in the past ten 

years. This is one of the dimensions of better financial inclusion. With technological 

advancements, commercial banks have invested lot of resources to increase the number of 

ATMs. However, a policy issue that has arisen is, every ATM has certain fixed and variable 

costs. The Indian government is attempting to reduce cash transactions due to the associated 
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