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ABSTRACT 

This paper examines the critical role of Non-Banking Financial Companies (NBFCs) in 

promoting financial inclusion in India, with a focus on Muthoot Finance's gold loan services. By 

analyzing publicly available data and recent trends, the study highlights how NBFCs address the 

credit needs of underserved populations, particularly in rural and semi-urban areas. The 

advantages of gold loans, such as quick disbursal, minimal documentation, and competitive 

interest rates, are explored alongside challenges like over-reliance on gold as collateral. The 

paper provides comparative insights between NBFCs and traditional banks, showcasing how 

advancements in digital banking have bolstered financial inclusion. Policy recommendations 

include streamlined regulations, alternative data usage, and targeted financial products to 

enhance the reach and efficacy of NBFCs. This study aims to contribute to the understanding of 

NBFCs' potential in bridging financial gaps and advancing inclusive economic growth in India. 

The Role of NBFCs in India, with a focus on gold loans and financial inclusion 

A Non-Banking Financial Company (NBFC), are in the business of loans and advances, offering 

banking services that are not regulated like a traditional bank. NBFCs are more impactful in 

countries like India, due to the large population and a high proportion living in rural areas where 

commercial banks are inaccessible. This is where NBFCs play a big role by offering services 

such as loans, credit facilities, currency exchange, underwriting (such as gold loans), retirement 

plans and merger activities (Chen, 2019). NBFCs do not hold banking licenses, however, they 

still provide many banking services such as the ones listed above. The number of NBFCs has 

risen in recent years through venture capital, retail and industrial companies have entered the 

lucrative industry. (Statista, 2024) 

They are most valuable to consumers who need money quickly but are not able to secure it from 

a traditional loan from a bank. They also pose a greater risk than a greater financial institution as 
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their loans come at a higher cost. (CIBIL, 2024) These loans typically occur through an 

exchange of an asset for the value of that asset, where the money is then to be repaid with an 

interest that would be higher than the one given by traditional banks. Many people are forced to 

use these institutions because traditional banks only give out loans to consumers they can trust 

will repay them. With NBFCs the risk is higher so they store their goods as leverage. (Chen, 

2019) 

Financial Inclusion focuses on reducing the barriers to entry for anyone from the financial 

sector. This is an effort to make more financial services available to more of the world's 

population at understandable prices (AISECT, 2024). 

Advancements in fintech, such as digital transactions are aiding the goal of financial inclusion to 

become more achievable. Financial inclusion incorporates accessibility across many social 

subjects such as age, gender, race, geographic location, disability or socioeconomic backgrounds 

(ADA Microfinance, n.d.). 

Figure 1: Financial Inclusion of India 2017 to 2023 (Source: Statista 2024) 
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As of the fiscal year 2023, the financial inclusion index in India was at 60.1, according to the 

Reserve Bank of India. This graph shows an increase from 43.4 in 2017 to now, indicating 

improved financial inclusion. As additional information the financial year for India begins in 

April and ends in March. 

Gold Loans in Indian is a secured loan taken by the borrower (Muthoot Finance) from a lender 

(Consumer in need for money) they give their gold reserves as a collateral (with a range of 18-24 

carats). The gold loan that is provided to the consumer is normally up to 80% depending on the 

current market value and quality of the gold (Muthoot Finance, 2024). 

There are many advantages and disadvantages of gold loans 

Advantages include: 

 Quick disbursal: As gold loans are secured it leads to faster processing with minimal 

documentation (CIBIL, 2024). 

 Flexibility: The loan can be used for any transaction, it is not restricted and has no 

monitoring. (Muthoot Finance, 2020) 

 Interest Rate: Interest rates tend to be lower with gold loans as there is a collateral, 

differing from personal loans. (CIBIL, 2024) 

Disadvantages include: 

 Gold: The gold investment maybe a risk if one is unable to repay the loan, as the lender 

may be able to sell the gold to recoup the debt (Muthoot Finance, 2024). 

 Time: Normally gold loans are to be repaid during 1 year period, unless they are large 

sums which could be only up till 3 years (CIBIL, 2024). 

 Purity: The gold must be heavy and pure enough to get a good value (CIBIL, 2024). 

Typically Interest rates vary from lender to lender, they range from 9.24% to 17%. Hence, 

advised to check the interest rate with different lenders before going ahead with a loan. 

Gathering Publicly available data on Muthoot Finance’s gold loan operations, customer 

profiles, and financial reports 

With the help of technological advances, one can avail a gold loan online without much trouble. 

The 5 step process is: 
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Step 1 - Visit Muthoot Finance’s website or download the iMuthoot app on your smartphone. 

Step 2 - A gold loan calculator will be provided by which you can calculate the amount with the 

weight of gold in grams. After that all one has to do is fill in name, state, email ID, gold type and 

other mandatory information, required for the possession of the loan. Then you can click the 

calculate button and the loan amount will be determined against the gold. 

Step 3 - To aid customers in need of the loans, a lot of schemes go around all year, one can 

choose the best according to their preferences. 

Step 4 - Once choosing the best suited scheme, one must click the calculate button once again 

and their loan amount will be reassessed. 

Step 5 - If one would like to go ahead with the gold loan, the form must be filled and submitted. 

An expert executive assists you with all the necessary details and formalities that are left to 

complete the transaction. 

The method to acquire a gold loan at Muthoot Finance is also easily accessible. The following 

documents must be brought along. 

 PAN Card, AADHAR Card, Driving License, Passport, and so on that is proof of 

identification to avail the gold loan. 

 Address identification is also necessary like rent agreements, sales deeds, utility bills, 

voter ID cards and so on. 

 Passport size photographs 

To meet the rest of the criteria, getting in touch with Muthoot finance through the use of their 

email and phone is also important. 

Data Analysis 

In Terms of loan repayment there has been a significant increase in access to credit as fintech 

companies leverage technology as a provision of innovative financial situations and 

microfinance institutions are aiding in the process of the creation of business to micro 

entrepreneurs in need of economic support. Resulting in higher loan uptake. A notable example 

would be Muthoot Finance, a leading Non Banking Financial company (NBFC) specializing in 

gold loans. According to recent data, Muthoot Finance disbursed loans worth ₹72878 crores in 

FY 2023-2024, marking an 18% year on year growth in loan uptake. The company has 
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maintained a high repayment rate, demonstrating the reliability of its borrower base. One of the 

biggest trends in financial inclusion is the rise of digital banking, with the help of such powerful 

smartphones it is what Indian consumers believe is the next step forward. 

In Comparison to traditional banks, Muthoot Finance and similar NBFCs offer faster loan 

approvals and more flexible terms. For instance, Muthoot Finance provides Loan to Value (LTV) 

ratios of up to 75% on gold loans, whereas many traditional banks offer lower LTV ratios, 

making NBFCs a preferred choice for borrowers. Furthermore, the advancements in digital 

banking have significantly bolstered financial inclusion in India. As of 2023 every 76 out of a 

100 people of the population had a smartphone. This is called smartphone penetration. It has 

enabled a lot of NBFCs, like Muthoot Finance, to get hold of the rural and semi-urban markets 

through user-friendly mobile applications and digital platforms (Statista, 2024). These 

innovations not only streamline the loan application and repayment processes but also empower 

borrowers with tools to make informed financial decisions (AISECT, 2024), thus further 

enhancing financial inclusion across the country. It has also enabled seamless digital 

transactions, loan applications and repayments, aligning with Indian consumers’ belief in digital 

banking as the next step forward. 

Figure 2: This table depicts Muthoot Finance’s average monthly disbursements and 

monthly collections 

 

https://cdn.muthootfinance.com/sites/default/files/files/2024-05/QUARTER-IV-MARCH-2024.pdf 

https://cdn.muthootfinance.com/sites/default/files/files/2024-05/QUARTER-IV-MARCH-2024.pdf
https://cdn.muthootfinance.com/sites/default/files/files/2024-05/QUARTER-IV-MARCH-2024.pdf
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Comparison with other financial services 

Muthoot Finance offers some of the best gold loans in the marketplace with very high loan-to-

value (LTV) ratios between 75% to 90% and even a high speed of processing in a few hours 

only. The company offers a cross-section of customers with such loans since there is minimal 

documentation needed to obtain the loan. Similar LTV ratios and rapid processing are offered by 

many other NBFCs, and the interest rates may differ at their end. Traditional banks also offer 

better rates, but in comparison, they are a lot more restrictive with documentary requirements 

and the time involved for processing may take even some days (CIBIL, 2024). 

Muthoot offers flexible payback options, and they also offer other services such as insurance and 

money transfer. Some other NBFCs would offer a wide range of products, including personal 

loans and business loans (Muthoot Finance, 2024). Conventional banks are better suited for 

offering complete financial solutions like savings accounts and fixed deposits but lack the 

personalized touch. Finally, what is best depends on the needs and the urgency of the individual.  

Policy Recommendations 

Some of the measures that can be undertaken in order to enhance financial inclusion through 

NBFCs include reforms in regulation and innovative products. Licensing procedures for small 

and micro NBFCs should be streamlined, thereby bringing down the entry barriers. This would 

increase the number of players who will serve the underserved regions more effectively. This 

would further allow microfinance institutions to easily provide loans to low-income households 

and small enterprises. As a result, it will expand microfinance services to groups that were 

previously locked out of the financial system. (Chen, 2019) 

Stronger regulations should also be adopted to compel more transparent lending practices. It 

must ensure proper communication about interest rates, fees, and loan terms. KYC norms will 

also allow more relaxed conditions, especially for low-income people, that can provide better 

access to financial services without compromising on security requirements. Streamlining the 

requirement of documentation can truly ease things for those without proper identification. 

Providing tax benefits or subsidization to NBFCs investing in financial literacy programs will 

also become a means of consumer empowerment through proper financial decisions that 

eventually increases participation in the financial system. (AISECT, 2024) 

Microloans for low-income groups or informal sector workers would cater to immediate cash 

requirements while the new product offerings offered flexible repayment plans considering 

different cash flow cycles. Alternative data can facilitate easy lending opportunities for the 

unbanked and provides completely user-friendly digital interfaces. Savings accounts offering low 
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minimum balances with facilities of micro-deposits would motivate the poor to save, adopt the 

savings habit, and maintain an emergency pillow. (Coursera, 2018) 

The third element would comprise low-cost insurance products such as health or life insurance 

for low-income families and act as a safety net. It would motivate these people to use financial 

services to protect themselves against many unexpected events. Financial products can be 

specifically developed to target women entrepreneurs and those who live in rural areas and hence 

directly overcome their special needs. Finally, access to low-cost payment and remittance 

systems would ensure greater financial integration for less-favored groups by connecting these 

people to a much more extensive network of finance (ADA Microfinance, n.d.). 

Even though gold loans are highly popular, they are essentially different from other loan 

products such as personal or microfinance loans. Borrowers opt for gold loans mainly because of 

the quick disbursal process and minimal documentation along with competitive interest rates. 

The trouble remains over dependence on gold used as collateral. Such regions that have high 

prevalence of ownership, low wealth diversification of household assets also pose long-run risks. 

This dependence makes both the borrower and lender vulnerable to swings in gold markets, 

potentially upsetting financial security at times of recession (Muthoot Finance, 2024). 

By implementing these regulatory reforms and new product propositions, the NBFCs can expand 

financial inclusion considerably, ensuring that financial services are distributed fairly among 

marginalized populations to increase economic empowerment (AISECT, 2024). 
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