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Abstract

The importance of financial inclusion and banking for the unbanked in fostering inclusive economic growth and
reducing poverty has received much attention. This research paper will examine various programmes designed
to give unbanked people access to banking services, with a focus on microfinance. The goals of the study
include determining how well-aware and favorable the unbanked are of mobile banking, analyzing how
microfinance affects their ability to access financial services, and looking at how widely used digital payment
options are within this neglected population group.

This study explores the current situation of financial exclusion and the difficulties the unbanked population
faces in accessing formal financial services through a thorough literature review and empirical investigation.
The study examines how well microfinance institutions work at offering modest loans, savings accounts, and
insurance coverage, as well as how they contribute to the empowerment of the economically disadvantaged,
especially in emerging countries.

The report also looks into how mobile banking and digital payment options might increase financial inclusion
by bringing financial services to off-the-grid locations. In order to bridge the financial inclusion gap, the
research looks at how these technologies are adopted and used by the unbanked in order to discover
opportunities and constraints.

The study's findings add to the body of knowledge already available on financial inclusion and provide useful
information for development agencies, financial institutions, and policymakers. Stakeholders may develop
focused initiatives to enhance financial inclusion, promote economic growth, and build a fairer society for the
unbanked population by understanding how mobile banking is perceived, the effects of microfinance, and the
potential of digital payment solutions.
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I. INTRODUCTION

Financial inclusion describes the accessibility to both people and enterprises of practical and affordable
financial goods and services, such as payments, transactions, savings, credit, and insurance that are offered in a
sustainable and morally upstanding way. It is the driving force behind both economic growth and the decline of
poverty. However, a sizable segment of the world’s population still does not have access to basic financial
services. A number of initiatives have been made to solve this issue, utilizing technology and advanced
techniques to offer financial services to unbanked population. This study attempts to investigate various efforts
that have been significant in boosting financial inclusion, such as mobile banking, microfinance and digital
payment systems.

The unbanked population is made up of people who cannot access out the official banking system
because of things like a lack of financial means, geographic restrictions, and incomplete documentation. Their
capacity to borrow, save, and transact safely is hampered by this exclusion, which also reduces their economic
possibilities and financial empowerment. Governments, non-profit organizations, and commercial companies
have worked together to create and implement projects that close the gap and give the unbanked access to
banking services because they see the importance of financial inclusion.

Microfinance focuses on offering low-income people who don't have access to standard banking
services modest loans, savings accounts, and financial services. The unbanked populations that MFIs
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(microfinance institutions) work closely with are provided with specialized financial solutions that are designed
to meet their unique requirements. Microfinance promotes the

unbanked people and helps them to engage in economic activities more efficiently by granting loans for income-
generating activities, promoting savings, and providing insurance choices.

Il. About the Research Methods

Research Gap

Understanding the immediate consequences on credit availability, income creation, and poverty
reduction has advanced significantly in studies on financial inclusion and banking for the unbanked, particularly
through microfinance initiatives. With regard to the long-term effects of microfinance on the unbanked
population, there remains, nevertheless, a sizable study gap. The long-term viability of gender equality,
economic mobility, risk management, social/community effects, and financial inclusion is little understood. In
order to develop evidence-based solutions that support long-term financial resilience and social empowerment
among the unbanked, it is imperative to close this research gap. Doing so will help practitioners and
policymakers create more successful financial inclusion projects.

Research Questions

e How does microfinance impact financial inclusion for the unbanked population in rural areas?

e What are the main challenges and barriers faced by the unbanked population in rural areas in accessing
microfinance services?

e How does financial literacy influence the adoption and utilization of microfinance services among the
unbanked population in rural areas?

e What are the socio-economic impacts of providing microfinance services to the unbanked population in
rural areas?

Research Objectives:
e Assessing the Awareness and Perception of Mobile Banking among the Unbanked Population.
e Examining the Impact of Microfinance on Financial Inclusion for the Unbanked.
e Investigating the Adoption and Usage of Digital Payment Solutions among the Unbanked.

Research Methodology

Understanding the immediate consequences on credit availability, income creation, and poverty
reduction has advanced significantly in studies on financial inclusion and banking for the unbanked, particularly
through microfinance initiatives. With regard to the long-term effects of microfinance on the unbanked
population, there remains, nevertheless, a sizable study gap. The long-term viability of gender equality,
economic mobility, risk management, social/community effects, and financial inclusion is little understood. In
order to develop evidence-based solutions that support long-term financial resilience and social empowerment
among the unbanked, it is imperative to close this research gap. Doing so will help practitioners and
policymakers create more successful financial inclusion projects.

Data Collection

A collection of primary and secondary sources are used to gather the data.

Primary Data

Based on the objectives, a questionnaire is used as the primary data source.

Secondary Data

The secondary data were gathered from publications such as books, journals, websites, and other printed
materials

Sample Population

The general Karnataka rural population is the study's population
Sample Size

The sample size is of the study is 100

Sample Technique

Stratified Sampling:

Tools for analysis

Graphs and charts have been a key tool in the analytical process for evaluating the data gathered.
e Simple percentage Analysis
e Correlation Analysis
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e  Chi square test
HYPOTHESIS
H1: The unbanked population/rural population are aware of the microfinance institutions in their areas.
HO: The unbanked population/rural population are unaware of the microfinance institutions in their areas.

I11. DATA ANALYSIS AND INTERPRETATION
GRAPH 01

What is your age?
100 responses

® 18-24
® 2534
@ 35-44
® 495 and above

The population's age breakdown in terms of demographics. According to the data analysis, people between the
ages of 18 and 24 make up the highest share (66%) followed by those between the ages of 25 and 34 (22%), and
people over the age of 45 (9%) and (3%), respectively.

Gender
100 responaes

® Male
® Fomale
B Prefer not to say

In terms of financial inclusion and banking, there are 53 percent women, 4 percent men, and 2 percent who
would rather not be identified. It is essential to comprehend these ratios in order to develop inclusive strategies
that cater to the particular requirements of both genders and encourage fair access to financial services for the
unbanked population.

Educational Level

100 responses

@ No formal education
@ Primary sducation

@ Sccondary education
@ Highwr edycation

According to the data, 71 percent of unbanked people have a bachelor's degree or more, 13 percent
have a secondary degree, 9 percent have a basic degree, and 7 percent have no formal education. The creation of
inclusive financial services that would empower people from all educational backgrounds for better financial
inclusion and overall socioeconomic development must take into account this educational variety.
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Occupation

100 responses

® Agnculture/Farming
@ Small business owner
@ Laboror

® Omher

W’

9 percent of those without bank accounts are employed in agriculture, 32 percent are small business owners, 7
percent are workers, and 52 percent are classified as "others." The unbanked can be empowered by financial
inclusion programmes that are specifically designed to meet the varied demands of these occupational
categories, promoting economic stability and growth among this population.

Are you aware of microfinance institutions operating In your area?
100 responses

® Yes
® No

According to the study, 71% of people without bank accounts are aware of the microfinance organizations in
their neighbourhood while only 29% are not. Closing this knowledge gap might greatly improve financial
inclusion and give the unbanked people better access to financial services, which would empower them.

Do you understand the concept and services provided by microfinance institutions?
100 responses

® Yes, very well
@ Yas, somwwhat
& No, nat at all

According to the findings, 42 percent of the unbanked have some comprehension of microfinance organizations,
37 percent understand them extremely well, and 21 percent have no knowledge of them at all. Targeted
education can close the knowledge gap, increase financial inclusion, and enable those without bank accounts to
use these services more efficiently.
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How has microfinance improved your access to financial services?
100 responsss

Access to credit for iInocome

a7 (37%)
genaration

Savings facility 50 (50%)

Insurance ssrvices 35 (35%)

Financlal education and tralning a3 (33%)

Others 27 (27%)

o0 10 20 30 a0 S50

The unbanked now have much easier access to financial services thanks to microfinance. A 50 percent savings
facility, a 37 percent ability to access credit for generating income, a 35 percent need for insurance services, and
a 33 percent need for financial education were all noted. Another 27% mentioned additional benefits,
demonstrating the adaptability of microfinance in addressing various needs. These findings highlight how
microfinance may increase financial inclusion and provide the unbanked population more power.

Has access to microfinance helped you in starting or expanding your business/enterprise?
100 responses

® Yes
® No
B Not applicable

For 50% of the respondents, having access to microfinance has helped them launch or grow their enterprises.
However, 27% did not experience these advantages, and 23% did not think it applied to them. Microfinance is
essential for fostering financial inclusion and helping unbanked individuals' business pursuits.

How has access to microfinance affected your income and livelihocod?
100 responses

® Increased Income
@ No significant change
@ Decreased income

45 percent of respondents reported greater income as a result of having access to microfinance, while 49 percent
said there had been no appreciable change. However, income fell for 6% of the population. Microfinance is
essential for improving financial inclusion, but for the best results, individual circumstances must be taken into
account.
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Has microfinance helped in reducing your dependency on informal moneylenders?
100 responses

® Yes
® No

For 67 percent of respondents, microfinance has been beneficial in reducing their reliance on unauthorized
money lenders by offering a formal and approachable alternative to financial services. However, 33 percent of
respondents said they continued to rely on unofficial sources, showing the need for more advancements to boost
financial inclusion among the unbanked.

How do you perceive the interest rates and repayment terms of microfinance loans?
100 responses

@ Affordabile and fair
@ High and burdensome
® Unsure

The unbanked have different opinions about microfinance loan terms: 54% think they're reasonable and
affordable, 31% think they're expensive and cumbersome, and 15% aren't sure. Financial inclusion can be
increased by increasing openness and addressing issues.

Do you believe microfinance has contributed to poverty reduction in your community?
100 responses

® Yes
® No
@ Not sure

According to the research, the unbanked have a range of perspectives about microfinance's role in reducing
poverty: 52% think it does, 33% aren't sure, and 15% don't agree. Additional investigation can address issues
and advance knowledge of microfinance's potential to increase financial inclusion and combat poverty.
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What are the main challenges you face in accessing microfinance services?

100 responses

@ Lack of awareness about avallable
Sarvices

@ Limited collateral or guarantees required

D High Interest rates

@ Complex application and approval
processes

@ Distance and lack of accessibility 1o
microfinancs institutlons

@ Others

The unbanked face a variety of obstacles when trying to access microfinance services: 6% have
difficulty due to distance and accessibility, 12% have trouble with complicated procedures, 17% worry about
high interest rates, 22% face limited collateral requirements, and 24% are unaware of the services that are
offered. By removing these barriers, financial inclusion can be improved, and unbanked people will have easier
access to and benefit from microloans.

CORRELATION

Correlation is the term used to describe the relationship between two variables. It is measured how
closely two variables are related to or associated with one another. Correlation is commonly expressed using the
correlation coefficient, which has a range of -1 to +1. A positive correlation value reflects a positive association
between the two variables, whereas a negative correlation coefficient indicates a negative link. Zero indicates
that the two variables are not related.

Hypothesis
HO: The unbanked population/rural population are unaware of the microfinance institutions in their areas.
H1: The unbanked population/rural population are aware of the microfinance institutions in their areas.

CORRELATION TESTING:

Correlation Matrix
Are vou aware of microfinance institutions Do vou understand the
operating in your area’ concept and services
provided by microfinance
institutions?
Are vou aware of microfinance Pearson’sr —
institutions operating in vour area? -
P-value —
Do vou understand the concept and
services provided by microfinance
nstitutions? Pearzon’s T 0 577 _
0.522
P-valuel <0001

The strength and direction of a linear link between two continuous variables are quantified by the Pearson
correlation coefficient (r). The correlation coefficient (r = 0.522) in this instance appears to show a fairly
positive linear link between knowledge of microfinance institutions and belonging to the unbanked or
rural population.

It is possible that the link between knowledge and not having a bank account or living in a rural area is
statistically significant because the p-value is less than 0.001. The p-value in hypothesis testing is the likelihood
that a correlation as significant as the one found would not be observed if there were no true link in the
population. The null hypothesis can be rejected if the results have a p-value less than the significance level,
which is often set at 0.05. (HO).
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Chi-square test:
Variables:
1. Are you aware of microfinance institutions operating in your area?
2. Has microfinance helped in reducing your dependency on informal moneylenders?

Hypothesis:

HO: There is no significant deference between Are you aware of microfinance institutions operating in your
area? And Has microfinance helped in reducing your dependency on informal moneylenders?

H1: There is a significant deference between Are you aware of microfinance institutions operating in your area?
And Has microfinance helped in reducing your dependency on informal moneylenders?

Level of significance: 0.05

Therefore p-value is less than 0.05, accept H1
There is a significant deference between Are you aware of microfinance institutions operating in your area? And
Has microfinance helped in reducing your dependency on informal moneylenders?

IV. CONCLUSION

The promotion of equitable economic growth and the eradication of poverty around the world depend
on financial inclusion and banking for the unbanked. Microfinance has become a potent tool for giving the
unbanked people access to banking services. The financially underprivileged are provided with small loans,
savings accounts, and insurance products through microfinance firms, empowering people economically and
promoting local economic growth, particularly in developing nations with limited traditional banking
infrastructure. Additionally, the development of mobile banking and digital technology has sped up efforts for
financial inclusion by making it possible for affordable solutions to reach remote places. To ensure sustained
financial inclusion, however, issues including regulatory barriers, over-indebtedness dangers, financial literacy,
and fostering trust among the unbanked must be resolved. We can advance financial inclusion, encourage
economic growth, and build a fairer society by addressing these barriers through coordinated efforts by
politicians, financial institutions, and development organizations.

This study emphasizes the role that financial inclusion plays in strengthening underrepresented groups
and individuals. Access to formal banking services, especially through microfinance programmes, gives the
unbanked the chance to securely save money and obtain loans, encouraging business endeavors and regional
economic growth. Financial inclusion initiatives have been further boosted by the development of digital
technology and mobile banking, especially in distant locations. To maintain development, it is essential to
address issues including regulatory hurdles, excessive debt, financial literacy, and trust-building. Financial
inclusion can become a reality with the help of cooperative efforts by policymakers and financial institutions,
supporting social and economic development for the unbanked people.
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