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Abstract 

Financial inclusion is a key driver of economic growth and poverty alleviation, providing 

individuals and businesses with access to some essential financial services like credit, savings, and 

insurance. Although efforts to narrow these financial gaps have yielded some fruits, it is still estimated 

that 1.4 billion people are unbanked over the globe, with millions of small-scale entrepreneurs in dire 

need of sustaining their businesses with limited access to financial resources. The study seeks to establish 

the role played by financial inclusion policies in providing support to small-scale entrepreneurs, which 

indeed will help local economic development. By analyzing fintech innovations, government policies, and 

some case studies from various regions, the research identifies the pros and cons of financial inclusion. 

Key findings indicate that nowadays mobile banking, digital finance, and microfinance ease financial 

accessibility; therefore, the business grows, and an added amount of employment opportunities are made. 

Meanwhile, there are still regulatory challenges, financial illiteracy, and cybersecurity challenges. The 

study concludes that while progress has been made with financial inclusion policies, sustainable 

implementation, and strategic collaboration with government sectors, the financial sector, and technology 

firms are very much needed in order to offset the implementation's challenges.  

 

Introduction 

Background on Financial Inclusion and Its Importance 

Financial inclusion entails the widespread access to financial services, banking, credit, insurance, 

and digital payments to all people and businesses with a particular focus on the poor.  According to the 

Global Findex Database, around 1.4 billion people globally remain unbanked, among whom small-scale 

entrepreneurs relying on informal means of financing are a significant group (Demirgüç-Kunt et al.,2022). 
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These entrepreneurs cannot grow their businesses and the economy without access to credit or a secure 

financial system; hence, their business is bound to fail due to insufficient financial aid provision from the 

institutions set up for this purpose. 

Definition of Financial Inclusion Policies 

Financial inclusion policies are interventions by the government and the private sector to enhance 

access to financial services in particular for the marginalized population. Such policies comprise 

microfinance, digital banking, mobile money, etc., and the regulatory framework facilitating financial 

literacy and consumer protection (OECD,2021). For instance, M-Pesa in Kenya, India's Jan Dhan Yojana 

scheme have all helped bridge the financial gap by giving out accessible financial products to underserved 

communities (Jack & Suri,2016; RBI,2022). 

The Role of Small-Scale Entrepreneurs in Economic Development 

Financial inclusion eliminates the barriers faced by underprivileged groups and small-scale 

entrepreneurs in accessing fundamental financial solutions such as credit, savings, insurance, and digital 

payments at decent rates. MSMEs are the main driver for innovation, employment generation, and 

sustainable livelihoods and, hence, in the promotion of growth in most economies. Yet, they are usually 

plagued by financial constraints which limit their expansion and sustainability (IMF, 2022). To respond to 

such challenges, economic policies promoting financial inclusion encompass tools for the cultivation of 

microcredit, digital banking, financial literacy programs, and mobile money platforms to enable 

entrepreneurs to gain access to the capital base and subsequently alleviate poverty as well as enhance 

economic stability, especially in developing countries where MSMEs constitute a major percentage of 

GDP and employment (UNCTAD, 2021). The incorporation of marginalized groups into the financial 

system by financial inclusion ensures inclusive economic growth.  
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The Impact of Financial Inclusion on Local Economic Development 

Financial inclusion is crucial in enhancing local economic development by giving small-scale 

entrepreneurs the tools to enhance their businesses and increase their impact. Financial inclusion is key to 

enhancing local economic development by giving resource-constrained small business owners the 

avenues through which they can expand. With the help of financial services, entrepreneurs will be able to 

focus on their businesses, improve operations, and add more jobs in their home communities. Along with 

this, loans allow entrepreneurs to build up and grow their businesses, aiding in the promotion of 

entrepreneurship itself. Together with this, financial inclusion allows free spending of money by 

entrepreneurs, enabling better resilience against economic shocks, innovation, and higher productivity in 

enabled areas. This in turn encourages economic growth of the region by means of job creation, improved 

living standards, and wealth accumulation locally. 

 

Significance of the Study 

This study bears significance, as it assesses the real-life impacts of financial policy inclusion on 

small-scale entrepreneurs and local economies. While there is an array of initiatives that aim to improve 

access to finance, they are still bottlenecked through the various factors that range from poor digital 

infrastructure, regulatory policies, and lack of financial literacy (OECD, 2021). Thus, the insights 

provided in this research from successful case studies and those hurdles identified give the key aspects of 

how policymakers, financial institutions, and technology firms may come up with strategies to effect 

financial inclusion for economic development. 

 



5 
 

 

Source: Statista 

The graph indicates a steady rise in mobile phone penetration in India from 65.8% in 2018 to a 

projected 86.7% by 2026. This growth is crucial for financial inclusion, as mobile phones enable access to 

digital banking, mobile payments, and microfinance services. Higher penetration provides support for the 

small-scale entrepreneur in the form of digital transactions that help reduce dependence on cash while 

enhancing market access. With ever-increasing mobile connectivity, financial services will gain access to 

the untapped sectors of the population, which in turn is in line with policies advocating for financial 

inclusion and local economic development. 

https://journals.sagepub.com/doi/10.1177/00219096241300439
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Literature Review 

Concept of Financial Inclusion 

A process of financial inclusion refers to the provision, and availability, accessibility, and usage 

of financial services, including those of banking, credit, insurance, and payment systems, for individuals 

as well as enterprises, most particularly for persons traditionally considered underserved by financial 

institutions (World Bank, 2022). In broad terms, the key elements of financial inclusion are:  

 

Access: The ability of individuals and businesses to avail financial products and services such as bank 

accounts, credit, and insurance.  

Usage: They are ensured in a way that financial services are not only available but utilized effectively for 

savings, investments, and transactions. 

Quality: Appropriateness, affordability, and reliability of the financial services to meet the needs of users 

from various spectrums.  
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Hence, financial inclusion has come to be recognized as a key factor for greater economic participation 

and reducing income inequality by pulling minority groups into the formal financial system (RBI, 2022). 

 

Financial inclusion index of India from financial year 2017 to 2024 

 

Source: Statista 

According to the Reserve Bank of India, India achieved a financial inclusion of 64.2 during the 

financial year 2024, as compared to 43.4 in 2017, which shows that financial inclusion has improved. The 

financial inclusion index measures the level of access to and usage of formal financial services that 

include the banking, insurance, investment sectors.   

 

https://www.statista.com/statistics/1421253/india-financial-inclusion-index/
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Theoretical Framework 

Schumpeter’s Innovation Theory of Economic Development 

Schumpeter (1911) laid emphasis on the importance of financial systems to ensure economic 

development through providing credit to entrepreneurs. This credit enables innovation and expansion of 

firms, in turn changing economies. Financial inclusion facilitates entrepreneurial activities by reducing 

the barriers of credit in terms of supply, thus improving on productivity and economic vibrancy (Aghion 

& Howitt, 1992).  

Institutional Theory 

This theory submits that financial inclusion is determined by those regulatory structures that 

govern institutions, processes of governance, and rules governing institutional efficiency. Effective 

financial institutions lower transaction costs and reduce information asymmetry, thus increasing the 

ability of small entrepreneurs to access financial facilitation for their investments (North, 1990). 

Financial Intermediation Theory 

This theory speaks to the need for financial intermediaries such as banks, microfinance 

institutions, and digital payment providers to mobilize savings for allocation into productive economic 

activities. Financial inclusion policies are based on financial intermediation theory; whether they will 

succeed or fail depends upon the efficiency of financial intermediaries in ensuring that these resources are 

directed toward at least relatively underserved sectors (Gurley & Shaw, 1960).  

Mobile Banking and Financial Inclusion 

Mobile banking is becoming an increasingly powerful tool for financial inclusion, filling the gap 

between traditional banking services and populations in need or under banked. As illustrated by M-Pesa 
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in Kenya, bKash in Bangladesh, and Paytm in India, it has opened up access to banking for millions of 

small-scale entrepreneurs through enabling secure, low-cost financial transactions. Mobile banking 

provides digital payments, savings, microloans, and remittances that allow the business owner to manage 

their finances in a more efficient manner. In addition to convenience and speed of transactions, mobile 

banking lessens dependence on cash-based systems, which allows greater participation in the economy.  

The Evolution of UPI in India with Year-on-Year Growth Statistics up to January 2023 

 

         Source: NIC(National Information Centre) 

The graph shows UPI's rapid growth in India, from 2.65 million transactions in 2016 to 83,751.14 

million in 2023. This surge, driven by digital adoption and government initiatives, highlights UPI’s role 

in financial inclusion. It has enabled small-scale entrepreneurs to accept digital payments easily, while, on 

the other hand, lessening cash dependency. This improved efficiency of transactions will also lead to the 

integration of informal businesses into the formal economy. All of these were presented in the 

government's financial inclusion policies, which are geared toward the local economic growth and 

increased access to financial services by otherwise underserved people. 

https://www.nic.in/blog/digital-payments-driving-the-growth-of-digital-economy/
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The Changing Landscape of Financial Inclusion in India 

 

Source: BFSI  

Economic data reveals that between 2011 and 2017, India made significant strides and touched 

many aspects of financial inclusion. It expanded the percentage of adults with bank accounts, from 

35.23% to 79.88%, and the use of active accounts, which rose from 29.86% in 2014 to 41.34% in 2017. A 

bank branch per 100,000 adults increased from 11 to 15, while ATMs grew from 9 to 22, which indirectly 

does support small-scale entrepreneurs by building better access to credit, savings, and digital transactions 

furthering financial inclusion policies for local economic development.  

https://bfsi.economictimes.indiatimes.com/blogs/evolution-in-financial-inclusion-paradigm-in-india/4070
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Challenges of Financial Inclusion 

Despite progress, the following challenges still undermine the effectiveness of financial inclusion for the 

small-scale entrepreneur:  

1. Lack of Financial Literacy: Lack of financial literacy in individuals and businesses to make use 

of financial services properly (OECD, 2021). 

2. Regulatory Barriers: Barriers to entry caused by stringent regulatory banking guidelines on one 

side, and high expectations for compliance on the other, prevent institutions from giving these 

services to the underserved populations (IMF, 2022). 

3. Infrastructure Limitations: Poor digital infrastructure in rural and remote areas is the main 

hurdle in implementing mobile banking services and digital payments (Demirgüç-Kunt et al., 

2022). 

4. High Transaction Costs: Modern financial institutions that are popular still have high fees which 

still remains a major problem for many businesses (RBI, 2022). 

5. Cybersecurity Risks: Increased digital financial transactions make it easy for cyber threats, fraud, 

and data privacy issues to reach people, who cannot deny the pains of undergoing those 

experiences (World Bank, 2022). 

Impact on Local Economic Development 

There are a multitude of ways through which financial inclusion initiatives enable local economic 

development in different nations. Access to finance and small-scale financing allows entrepreneurs to 

grow their businesses, creating new jobs and contributing towards more economic growth (UNCTAD, 

2021). Furthermore, financial inclusion promotes formal savings which allow for investments in such 

basic sectors as education, healthcare, and business, which finally contribute to the long-term economic 

stabilization of a country (IMF, 2022). One of the visible impacts of financial inclusion is in the economic 
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empowerment of women. Financial independence engenders opportunities for women in 

entrepreneurship, thus increasing their participation in the labor force and business segments (Demirgüç-

Kunt et al., 2022). In addition, financial inclusion diminishes the income gap by bringing weaker and 

disadvantaged sections of society to the formal financial system, thus contributing towards inclusive and 

sustainable growth (World Bank, 2022). 

  For instance, in Bangladesh, the successful model of microfinance, designed by Grameen Bank, 

has been an example of how financial inclusion can pull communities out of poverty by supporting small-

scale entrepreneurs with capital (Yunus, 2007). Also, in Nigeria, such digital financial inclusion 

interventions have enabled rural farmers to gain access to farming loans and insurance which would, in 

turn, raise agricultural productivity and economic stability within rural areas (CBN, 2021).  

Objectives 

1. To evaluate financial inclusion policies impact on small-scale entrepreneurs in emerging and 

developing economies. 

2. To outline a few case studies that would showcase successful financial inclusions, fostering local 

growth. 

3. to Identify the barriers that stop financial inclusion policies from succeeding and solutions to be 

implemented for sustainability.  

Methodology 

This research adopts the mixed-methods research approach with qualitative and secondary 

quantitative analysis. The mixed-methods approach ensures a deep analysis of financial inclusion policies' 

influence on small-scale entrepreneurs by harmonizing statistical evidence with case studies and policy 

assessments. This study is largely dependent on secondary sources of data such as international financial 

institutions' reports, case studies, and associated academic studies. In particular, the research includes 
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World Bank reports and publications, International Monetary Fund (IMF) publications, and the Global 

Findex Database, which offer comprehensive data on financial inclusion policies and trends. Moreover, 

scholarly research from peer-reviewed journals, such as those found on MDPI, JSTOR, and 

ResearchGate, is examined to provide a scholarly approach to the impact of financial inclusion. 

Additionally, the research is analyzing real-case studies of policies on financial inclusion, particularly 

those of Kenya (M-Pesa), India (Jan Dhan Yojana). The case studies are integral examples through which 

the different strategies of financial inclusion have been contributing to the effects on small-scale 

entrepreneurs as well as on local economic growth. 

Findings and Discussion 

Extent of Financial Inclusion for Small Entrepreneurs 

Because of higher financial inclusion, small-scale entrepreneurs now have a larger window of 

opportunity to procure credit, banking services, and digital finance. In particular, mobile banking, 

microfinance, and digital lending platforms have stepped up the campaign to widen the scope of finance, 

especially in developing countries. M-Pesa in Kenya, has enabled millions of small entrepreneurs to 

transact, save, and borrow, hence integrating them into the formal financial system. Similarly, the 

PMJDY program in India has given more than 400 million people access to the banking system, including 

many small-scale entrepreneurs who never had a bank account before. Therefore, even though they are a 

few steps ahead to put themselves forward towards opportunities, many entrepreneurs coming out of the 

rural and less developed areas are still stuck without access to financial institutions due to very poor 

digital infrastructure and rigid conditions of borrowing. 

Impact on Business Growth 

Policies on financial inclusion have positively impacted business growth and led to enhanced 

productivity, revenue creation, and employment generation. Access to affordable credit has now enabled 
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small entrepreneurs to expand their businesses, invest in better technology, and improve supply chain 

efficiency. For example, U Bank in Pakistan has helped microentrepreneurs to access small loans that will 

further enhance business sustainability and reduce adjacency to informal lending. Research shows that 

small businesses that use digital financial services have higher profit margins and do more efficient work 

than those that rely on cash transactions. Thus financial inclusion has promoted entrepreneurship, and has 

made life easy for small business owners. 

Impact on Local Economic Development 

The increase in financial inclusion has positively impacted the GDP, reduced poverty, and 

improved literacy levels. Included in the analysis is that these economies spend more money, collect more 

taxes, and are in better financial health. For example, in Bangladesh, microfinance institutions, such as the 

Grameen Bank, have provided small loans that have helped millions of people to get out of poverty 

through business activities. In the same manner, in Latin America, Brazil uses the Bolsa Família program 

that aims to increase household income through financial inclusions to boost the economy. In addition, 

some programs aimed at the financial inclusion of small entrepreneurs have helped them to manage their 

finances better, pay back loans, and make investments. Nonetheless, imbalances in financial literacy 

remain, especially amongst the poor and rural populations who do not understand the basic concepts of 

financial services and do not use online banking facilities. 
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Source: StatPlus 

The image addresses India's Financial Inclusion Index next to its GDP growth from 2017 to 2024, 

highlighting their correlation. The FI Index in blue is on the constant rise especially after the year 2020 

hence signifying the increased financial reach extended by such initiatives as PMJDY, development of 

digital banking, and fintech expansions. Concurrently, the GDP displayed in green follows a firm upward 

trend although having a slight dip around 2020, attributed to disruptions due to the pandemic. This data 

points toward a positive correlation hence, reinforcing the contribution of financial policies to economic 

development and entrepreneurship growth.  

Challenges and Gaps 

 

Source: The Hindu 

Besides progress made, there are several challenges that come in the way of achieving financial 

inclusion for small-scale entrepreneurs. Apart from the policy implementation challenges, other issues 

contributing to the failure of financial inclusion programs range from bureaucratic inefficiencies, poor 

infrastructure connection, and regulatory frameworks that are  inconsistent. Another major barrier is the 

digital divide, with countless entrepreneurs in rural or remote areas having limited or no access to the 

https://www.linkedin.com/pulse/indias-financial-inclusion-index-mirror-gdp-growth-padmanabhan-dz4vc/
https://www.google.com/url?sa=i&url=https%3A%2F%2Fwww.thehindubusinessline.com%2Fdata-stories%2Fdata-focus%2Ffinancial-inclusion-improves-in-india-but-still-lags-global-peers%2Farticle68422028.ece&psig=AOvVaw28o7bWmqYHHqoPEVZpDaLP&ust=1741697709007000&source=images&cd=vfe&opi=89978449&ved=0CBIQjRxqFwoTCKChuOPH_4sDFQAAAAAdAAAAABAE
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internet, smartphones, and digital banking. Also, due to financial illiteracy, a large number of 

entrepreneurs are unable to take the advantages of banking and credit facilities adequately, which could 

be attributed to poor financial management and over-indebtedness. Moreover, certain regions' trust issues 

toward online platforms for financial services and concerns of cybersecurity limit the full recognition of 

the services.  

Case Study: Pradhan Mantri Jan Dhan Yojana (PMJDY) – India’s Financial Inclusion 

Initiative 

PMJDY was introduced in 2014 by Government of India to provide platform for all to have 

access to banks, financial literacy and insurance benefits; it is arguably one of the world’s largest 

financial inclusion programs. By 2023, 500 million bank accounts had been opened under this scheme 

with total deposits exceeding ₹2 trillion ($24 billion) (Ministry of Finance, 2023). It has significantly 

enhanced the reach of financial services for small-scale entrepreneurs, particularly in rural regions, 

through provisions of zero-balance bank accounts, accompanied with facilities for overdrafts and DBT. 

Besides, the scheme has restrained the dependence on informal credit sources, thereby enabling 

microentrepreneurs with access to formal banking services, therefore aiding the development of the local 

economy. Other ways through which PMJDY contributes to economic development is the RuPay debit 

cards linked to the scheme and enhancements in small businesses' operations. After all, some challenges 

still loom in the corner, regarding dormant accounts (about 15%) and the knowledge gap in financial 

literacy to utilize banking services fully. Despite those drawbacks, PMJDY did enhance financial 

resilience and economic participation, which contributed to poverty alleviation and inclusive growth in 

India.  
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Source: ForumIAS 

This represents the gradual evolution of Pradhan Mantri Jan Dhan Yojana from 2015 till today, 

2024, with the number of beneficiaries and issue of RuPay debit cards increasing. The World Bank has 

stated that by August 2024 more than 53 crore accounts have been opened, in other words, PMJDY has 

performed its work satisfactorily for financial inclusion in wider sense. The overall issuance of RuPay 

debit cards stands at 36.14 crore; however, this directly points towards wider digital financial inclusion. 

The research lays out some positive aspects related to the effects of financial inclusion policies especially 

with regard to small-scale entrepreneurship and with PMJDY believing to have enabled millions of 

people for formal banking, digital transactions, and credit. 

 

https://forumias-com.translate.goog/blog/10-years-of-pradhan-mantri-jan-dhan-yojana-pmjdy-progress-impact-and-challenges-explained-pointwise/?_x_tr_sl=en&_x_tr_tl=hi&_x_tr_hl=hi&_x_tr_pto=imgs
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Source: ForumIAS 

Growth of the PMJDY deposits in India from 2015 till 2024 has been represented graphically, 

where the amount moved from ₹22,900.68 crores in 2015 to ₹2,31,235.97 crores in 2024. This proves the 

advancement of financial inclusion in the place where the less skilled population resides. For small-scale 

entrepreneurs, increasing deposits would mean improved financial safety, better savings behavior, and 

greater accessibility to credits. These aspects thus prove the conclusion of our study about financial 

inclusion policies preserving local economic development because a solid base in finance propels small 

enterprises to invest, expand, and create jobs. 

Case Study: M-Pesa in Kenya – A Revolution in Financial Inclusion 

M-Pesa was founded in 2007 by Safaricom and has since become one of the world's most 

successful mobile money services, quite significantly enhancing access to finance for the Kenyan 

population. Before M-Pesa, a significant segment of the Kenyan population, more so in rural areas, had 

constrained or even no access to formal banking services. M-Pesa helped people and small entrepreneurs 

to send, receive, and save money using a mobile phone and, therefore, sidestepped the need to visit a 

bank. By 2023, it has been recorded that over 90 percent of adult Kenyans enjoy some form of access to 

mobile money, with M-Pesa as the strongest player.  Studies have indicated that M-Pesa lifted almost 2 

percent of households in Kenya out of extreme poverty through enhanced financial stability and economic 

opportunities for women and low-income families. However, challenges remain that include high 

transaction fees, risks of fraud, and regulatory concerns. That said, the overall effects of M-Pesa have 

transformed the economic scene in Kenya and provided a model for other developing nations when it 

comes to enhancing financial inclusion through the facilitation of mobile banking. 

https://forumias-com.translate.goog/blog/10-years-of-pradhan-mantri-jan-dhan-yojana-pmjdy-progress-impact-and-challenges-explained-pointwise/?_x_tr_sl=en&_x_tr_tl=hi&_x_tr_hl=hi&_x_tr_pto=imgs
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Source: Safaricom 

The performance of M-Pesa shows a gradual performance growth from 2010 to 2023, showering 

success with 117 billion Kenyan shillings (equivalent to $780 million) attained in March 2023. The 

revenue growth is an important sign that the acceptance rate of mobile money services by the general 

public is quite high. Mobile money services are set to greatly improve financial inclusion for small-scale 

entrepreneurs. The rapid expansion of M-Pesa has also made it much easier to access financial services 

for small businesses to remit payments, access credit, and increase productivity. It supports our argument 

in the research paper that financial inclusion policies, especially digital finance innovations, drive local 

economic development through better financial access and business sustainability. 

 

https://www.semafor.com/article/10/25/2023/kenyan-businesses-are-dumping-m-pesa-mobile-money
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Conclusion 

This study emphasizes the importance of financial inclusion strategies in supporting small 

entrepreneurs and local economic development. In Kenya, M-Pesa and PMJDY in India have opened up 

banking, credit, and digital financial services, enabling growth in business, job creation, and poverty 

alleviation. However, challenges like regulatory hurdles, financial illiteracy, and scanty digital 

infrastructure have, over the years, continued to frustrate greater financial inclusion, especially in rural 

areas and other underserved regions. At this juncture, targeted policy interventions and innovative 

solutions will give way to more inclusive financial services for these small-scale entrepreneurs and 

incoming developments. 

A nationwide strategy can be introduced, that can encourage digital infrastructure by providing 

internet access and mobile banking services in underserved regions. This will require appropriate 

changes in regulation so that governments encourage the growth of fintech and better lending to small 

businesses. Moreover, numerous measures on financial literacy should be launched to enable 

entrepreneurs to benefit from existing banking and credit services. 

Public-private partnerships are also well-placed to design inclusive financial products that meet 

the needs of small enterprises. Moreover, financial institutions should launch different financial products 

for small entrepreneurs based on installment plans and low-interest loans. Moreover, they should increase 

the demand for digital  services such as mobile banking, digital wallets, and blockchain to support both 

availability and security for financial transactions. It is also important to develop rural infrastructure so 

that the digital divide can be bridged between rural and urban areas and automatically guarantee the 

availability of smartphones and internet connectivity from there.  
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