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Abstract: The study explores the important connection between financial knowledge and financial access, highlighting
how understanding finances can lead to increased use of official financial services. Being financially literate helps
people effectively handle their finances by learning how to save, invest, and borrow wisely. The research shows that
people with better financial knowledge are more likely to use formal financial services such as banking and credit,
promoting financial inclusion. Marginalized populations like women, those living in rural areas, and low-income
individuals greatly profit from specialized financial education initiatives, becoming more self-assured in handling their
money and engaging in the legitimate economic sector.

The document also delves into how technology can improve financial inclusion with digital financial services (DFS).
People who are knowledgeable about finances are more inclined to utilize mobile banking, e-wallets, and other digital
platforms, which enhances their financial status. Nevertheless, the study points out major obstacles such as the narrow
coverage of financial education initiatives in rural regions, as well as socio-cultural hindrances that limit financial
inclusion for specific population groups.

Suggestions include establishing guidelines to encourage basic financial education at the community level and
designing easy-to-understand financial services specifically for marginalized groups. Furthermore, the paper suggests
implementing ongoing, flexible financial education programs to match changing financial environments. In
conclusion, the study highlights the significance of financial knowledge in promoting long-term economic
development via accessible financial structures.

Keywords: Financial Literacy, Financial Inclusion, Financial Education, Banking Access, Digital Financial Services,
Personal Finance, Economic Empowerment

1. INTRODUCTION
1.1 Importance of Financial Inclusion

Financial inclusion is fast turning into a critical priority for policymakers, financial institutions, and development
agencies around the world since globalization further opens up the world economy. Financial inclusion can be defined
as access to and usage of financial services, including banking, insurance, investments, and credit. This has been found
to be crucially relevant to bettering economic growth, reducing poverty, and most importantly, improving the overall
well-being of society. According to the World Bank, nearly 1.4 billion adults lack even access to basic financial
services, amounting to nearly 25% of the world's total adult population. The lack of access to basic financial services
affects not just the economic potential of an individual but also the broader economic development, particularly in
developing regions.
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1.2 The role of Financial Literacy and Financial Inclusion

The very foundation of financial inclusion is financial literacy-the perception and comprehension of financial
knowledge and tools required to make solid financial choices. Financial literacy is the ability of an individual to have
sufficient knowledge and skills to use and understand financial products and services. Studies showed that financially
literate people, comparatively, were likely to adopt good financial practices such as savings, investment, and prudent
borrowing. A report by the National Financial Educators Council (2022) indicated that people with advanced financial
literacy know how to save money for average $5,000 per annum compared to those with low levels of financial
understanding.

1.3 The interplay between Financial Literacy and Inclusion

The relationship of financial literacy and financial inclusion goes hand-in-hand. Even if financial service exists, the
actual utilization of the services does not exist in a vacuum. For instance, the Global Financial Inclusion Index (2020)
states that while 69% of adults have an account at a financial institution across the globe, many still do not save or
carry out any transactions through the account. The trend simply portrays the fact that availability is not enough. People
need to know the right thing to do with finances.

1.4 Impact of Low Financial Literacy

However, this finance ignorance may lead to damaging financial practices, like excessive debt and inappropriate
investment choices. According to the OECD report in 2022, 40% of adults in the United States are not able to make
full use of basic financial literacy, which indicates vulnerability to possible financial crises. This gap underlines the
crying need for effective programs in financial education that should work not only on increasing access to financial
services but enhancing the capability of people in using them prudently as well.

1.5 Obstacles to Financial Literacy

Socio-economic factors compound the obstacles to financial literacy in most developing countries. For instance, results
of the Financial Literacy and Education Commission (2021) report have shown that education resources on money
management are more accessible to men, minorities, and other low-income individuals. A paltry 34% of adults in Sub-
Saharan Africa can be deemed financially literate, based on the World Bank's Global Financial Literacy Survey
conducted in 2020. Other inequality sources may be attributed to the lower provision of academic materials, cultural
perception on the management of finances, and poor representation in finance sectors.

1.6 Effective Programs and Case Studies

There are promising returns, however, for campaigns that focused on the improvement of financial literacy, which
contributes to financial inclusion. In the United States, the Federal Deposit Insurance Corporation created the "Money
Smart" program, where free financial education materials can be utilized by community-based organizations across
the country. Most of the observations from program evaluation reflect successful performance in gaining participants'
confidence in managing money, taking better care of their savings, and having higher credit scores.

Further, technological advancement has a transformative role in its advancement of financial literacy and inclusion.
Fintech solutions have the ability to enable innovative approaches for delivering financial education. Apps, online
courses, and gamified learning experiences all break traditional barriers to access. For example, in Kenya, mobile
money services such as M-Pesa have increased access to financial services and simultaneously facilitated financial
education through user-friendly interfaces and educational content. According to the findings of the research by the
Central Bank of Kenya, 2022, the financial literacy of M-Pesa users increased significantly, and therefore, they became
more savers and investors.
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2. LITERATURE REVIEW

2.1 Examining the role of financial intermediaries in promoting financial literacy and financial inclusion among
the poor in developing countries: Lessons from rural Uganda - By George Okello Candiya Bongomin

e Theory of Financial Intermediation

The theory of financial intermediation is founded on the principle of minimizing transaction costs, which are often
driven by informational asymmetries in direct trade. Gurley and Shaw (1960) suggest that financial intermediaries,
such as banks, bridge this gap by acquiring and processing information not readily available in the market. This allows
them to efficiently link surplus units (savers) with deficit units (borrowers) (Mathew & Thompson, 2008). As a result,
banks play a crucial role in screening potential clients and extending financial services such as loans, relying heavily
on the information they gather (Rau, 2004; Nissanke & Stein, 2003). The costs incurred in this intermediation process
influence the degree to which financial services penetrate the market, with banks acting as essential intermediaries
between savers and borrowers.

Given their position within the financial ecosystem, banks are ideally suited to address gaps in financial literacy,
particularly among savers and borrowers in developing economies. By leveraging their insights into the behavior of
both surplus and deficit units, banks can design tailored financial literacy programs that address specific deficiencies.
For instance, some banks have integrated financial literacy modules into their retail banking services, recognizing their
pivotal role in educating consumers (American Bankers Association, 2018).

¢ Financial Literacy and Financial Inclusion: The Role of Financial Intermediaries

Global financial markets have become increasingly accessible, even to lower-income individuals. However, despite
expanded credit access, the financial products offered by banks are often complex and difficult to understand,
particularly for those with limited financial literacy (World Bank, 2014). Financial literacy is essential for consumers,
especially the economically vulnerable, to make informed financial decisions (Lusardi, 2015).

Microfinance institutions (MFIs) also play a crucial role in this regard, offering financial literacy programs that can
help economically disadvantaged populations better manage their finances. The Reserve Bank of India (RBI), for
example, has encouraged banks to establish Financial Literacy Centres (FLCs) to improve financial awareness across
the country. Studies show that increased bank penetration correlates with improved financial literacy and, ultimately,
greater financial inclusion (Grohmann et al., 2017). Therefore, we hypothesize:

¢ Financial Intermediaries and Financial Inclusion

Financial intermediaries, particularly banks, are critical drivers of economic growth through their role in maturity
intermediation. By facilitating liquidity for savers and offering long-term financing to investors, banks enhance the
efficiency of financial markets (Levine, Loayza, & Beck, 2000; King & Levine, 1993).

In contrast to the perfect market model of Arrow-Debreu, where intermediaries play no role in resource allocation,
real-world markets are imperfect, characterized by asymmetric information. This creates opportunities for financial
intermediaries to reduce inefficiencies by addressing information gaps between lenders and borrowers (Gurley & Shaw,
1960). Financial intermediaries mitigate issues like adverse selection and moral hazard by employing costly
verification processes, monitoring borrower behavior, and enforcing debt contracts (Leland & Pyle, 1977).

¢ Financial Literacy and Financial Inclusion

The Organization for Economic Cooperation and Development (OECD, 2009) underscores the importance of financial
literacy in influencing borrowing, saving, and spending behaviors, which are crucial for economic growth and financial
stability. Financial literacy empowers individuals, particularly the poor, to make informed financial decisions, leading
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to improved financial well-being. Therefore, financial literacy is a critical enabler for the poor to make informed
decisions about the financial products offered by intermediaries. Thus, we hypothesize:

2.2 How does financial literacy impact on inclusive finance? - By Morshadul Hasan
¢ Financial Literacy and Banking Access

Access to finance is a significant challenge, with financial literacy playing a crucial role in addressing this issue. Kou
et al. (2021) identify financial literacy as an essential component of financial inclusion, recognized by numerous
organizations. Economically vulnerable populations, as found by Lyons and Kass-Hanna (2019), are less likely to be
part of formal financial systems, but those with higher financial literacy are more inclined to save and less dependent
on informal borrowing. Financial literacy also empowers individuals to make informed decisions about financial
products. Bongomin et al. (2016b) note that while financial literacy can boost financial inclusion, social capital must
mediate this relationship. Without social capital, as seen in Uganda's rural areas, financial literacy alone may not
increase financial inclusion. Overall, education on financial matters is vital for inclusive growth, but it must be
supported by social networks and infrastructure.

¢ Financial Literacy and Microfinance

Financial literacy significantly enhances the success of microfinance programs, particularly in empowering women.
Nawaz (2015) found that women who are financially literate can manage their resources more effectively, leading to
improved socio-economic empowerment. Microfinance institutions and NGOs frequently provide training to help
women gain control over their household finances, including maintaining bank accounts and making informed financial
decisions. Bijli (2012) highlights four key areas of financial literacy in microfinance: budgeting, saving, debt
management, and understanding bank services. The transition from current reactive behaviors, like irregular savings
and borrowing without understanding terms, to desired behaviors, such as regular saving and proactive debt
management, can significantly improve financial well-being. These programs emphasize the importance of financial
literacy training in helping individuals plan and manage their money, leading to greater financial security for women
and their families.

¢ Financial Literacy and FinTech Usage

The rise of financial technology (FinTech) has expanded financial access, especially in underserved rural areas. Hasan
et al. (2020b) argue that mobile banking provides a practical alternative to traditional banking, particularly where
physical access is limited. However, as Brown and Slagter van Tryon (2010) suggest, financial literacy must adapt to
the technological nature of modern finance, ensuring that users understand how to utilize these digital tools effectively.
Shen et al. (2019) found that financial literacy bridges the gap between internet usage and financial management,
enabling users to benefit from digital financial services. Combining financial literacy with internet access improves
financial inclusion, as individuals are better equipped to use FinTech platforms. In low-income areas, where education
and technology access are limited, Lyons and Kass-Hanna (2019) show that higher-income populations are more likely
to adopt mobile payments and online transactions. This underscores the need for tech-focused financial education to
enhance financial inclusion globally.

Research Scope and Objective.

This paper tries to delve into the multilateral relationship between financial literacy and financial inclusion. In fact, it
surveys the current status of financial literacy pertaining to various demographics, pinpoints some of the major
challenges in financial education, and dissects the impact of financial literacy programs on increased financial
inclusion. Additionally, this paper discusses policy implications and recommendations on how financial literacy
programs can be bettered, especially among the underserved.
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3. METHODOLOGY

This research follows a quantitative approach to assess the correlation between financial literacy and financial inclusion
among a sample population of MBA students. Due to limitations in accessing a wider population, the study focuses on
understanding the financial literacy levels within a specific educated group and how this influences their engagement
with financial services. While this sample may not represent financially illiterate populations, it provides insights into
how financial education can impact financial behavior and access to services, laying the groundwork for future, broader
studies.

Research Design

The study employs a survey-based research design. A structured questionnaire was designed to collect data on two
primary areas:

1. Financial Literacy: Measuring the knowledge of key financial concepts such as interest rates, budgeting,
investment, inflation, and credit management.

2. Financial Inclusion: Assessing respondents’ access to and usage of financial services like bank accounts,
loans, insurance, and digital financial services.

The survey used a combination of multiple-choice questions, Likert-scale ratings, and yes/no questions to quantify
financial literacy and inclusion metrics.

Sample Selection

The sample population for this study comprised MBA students from Jain Deemed-to-be University. The selection of
this group was based on convenience sampling, as these students were readily accessible and provided a well-educated
demographic for understanding financial literacy’s impact on financial inclusion.

While MBA students are likely to have higher-than-average financial literacy, studying this group helps explore the
nuances of how education influences financial behavior. The findings from this sample will inform future studies that
target financially illiterate or underserved populations.

Data Collection
Data was collected through an online survey (Google Forms), distributed to MBA students. The survey included:
e Demographic Information: Age, gender, education level, and optional income bracket.

e Financial Literacy Assessment: Questions covering basic financial concepts like understanding of interest
rates, inflation, budgeting, and investment knowledge. Respondents rated their knowledge and confidence in
managing personal finances.

e Financial Inclusion Assessment: Respondents indicated their access to financial services such as bank
accounts, loans, insurance, and their use of digital payment systems.

The questionnaire was designed to be simple, accessible, and quick to complete, ensuring a higher response rate and
data quality.
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Data Analysis
Once the data was collected, the following steps were undertaken for analysis:
1. Descriptive Statistics:

o The responses were summarized using percentages and averages to understand the overall levels of
financial literacy and inclusion within the sample population.

o For example, the percentage of students who understand interest rates, have a bank account, or use
digital payments was calculated.

2. Correlation Analysis:

o A correlation analysis was performed to test the hypothesis that higher financial literacy correlates
with greater financial inclusion.

o Key financial literacy indicators (e.g., understanding of interest rates, budgeting, investment
knowledge) were compared with financial inclusion indicators (e.g., access to loans, investments, and
digital payments) to identify patterns and relationships.

3. Statistical Tools:

o Microsoft Excel and SPSS were used to analyze the collected data. Descriptive statistics helped in
identifying trends, while correlation tests (e.g., Pearson’s correlation coefficient) were used to measure
the strength and direction of relationships between financial literacy and financial inclusion.

Ethical Considerations

Ethical considerations were taken into account, ensuring that all participants provided informed consent before taking
the survey. The survey was conducted anonymously, and all data was kept confidential. Additionally, students were
informed that the data would be used solely for academic research purposes, and their participation was voluntary.

Limitations
The study acknowledges several limitations:

1. Sample Bias: The sample consists of MBA students, a group likely to have higher financial literacy than the
general population, particularly underserved or low-income groups. This limits the generalizability of the
findings to broader demographics.

2. Self-Reported Data: Responses regarding financial knowledge and behavior were self-reported, which can
introduce bias, as participants may overestimate their financial literacy.

3. Limited Scope: The focus on a well-educated population means that the study does not capture the challenges
faced by financially illiterate individuals in accessing financial services.

Despite these limitations, the study provides valuable insights into the relationship between financial literacy and
financial inclusion, particularly within educated populations, and offers a foundation for further research in more
diverse groups.
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4. RESULTS
4.1 Descriptive Analysis
4.1.1 Financial Literacy Analysis:

The responses to this survey show high financial literacy among the respondents. 92% of the respondents demonstrate
a good understanding of the interest rates, which are essential for any prudent decision in savings and loans. 84% level
of budgeting skills signifies respondents are very much concerned about their personal finance management. The
average investment knowledge score of 3 and above points toward a good grasp of understanding in investments.
Inflation awareness stands at 81%, meaning that, for few respondents, it should be a challenge to factor in the eroding
effect of inflation on their finances. Credit management confidence varies widely with 71% with somewhat confident
stats they do not feel that confident, calling for targeted education in this area.

Do you know how interest rates affect loans and savings
77 responses

@ Yes
® No
Db you track your monthly income and expenses
77 responses
@ Yes
® No
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Do you have any form of insurance (health, life, car, etc)
77 responses

@ VYes
® No

How confident are you in managing personal debt (e.g. loans and credit card payments)
77 responses

@ Not confident
@ Somewhat confident
@ Very confident

4.1.2 Financial Inclusion Overview:

The data shows pretty good level of financial inclusion as well. Basic access seems to be quite strong with 100% people
holding bank accounts. There's huge adoption and usage of digital financial services, with 75% of the people having
used online banking and 97% having used digital payment systems. It points towards modern financial practices.
Participation in informal financial products appears to be dominant from loans to investments to insurance, with 60%
of all respondents involved. This means that the management of finances is unbalanced, but there is so much room that
can be taken up with increased participation. The presence of emergency funds by 34% of respondents is a bad indicator
of level of readiness financially. However, the 40% reliance on formal financial institutions implies that informal
support systems should be narrowed down in future or betterment.
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Do you use online banking services (mobile apps, internet banking)
77 responses

@ Yes
@ No

Have you used UPI, Paytm or other digital payment systems in the past month?
77 responses

@® Yes
® No

Do you have an emergency fund that can cover 3-6 months of expenses?
77 responses

@ Yes
@ No

If you face financial difficulties, do you rely on formal financial institutions (loans, insurance) or

informal support (family, friends)
77 responses

@® Formal
@ Informal

40.3%

¢
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4.1.3 Opportunities for Improvement:

The findings indicate that there is a foundational base of financial literacy and inclusion, but areas for improvement
abound. Effort can be spent in formal financial institution and awareness since 60% lack them. Education in credit
management should, however, be emphasized since the levels of confidence are so low. Promoting the case for
emergency funds and future financial goals to the 40% who have not yet secured these protections would enhance
overall financial resilience. Even more broadly, financial institutions could focus on creating products and services that
would be attractive to those currently sourcing informal support systems, thus potentially increasing formal financial
participation.

4.1.4 Financial Literacy and Financial Inclusion: A Positive Correlation

The data instead reveals a highly positive relationship between financial literacy and financial inclusion. It is observed
that respondents with high financial literacy, as outlined in the knowledge of interest rates, budgeting practices, and
investments, tend to be more financially inclusive. Those who are aware of interest rates are more likely to have had
more knowledge in investment types. Those who conduct budgeting that involves recording of income and
expenditures are more likely to save more. In addition, respondents with higher self-rated investment knowledge are
more likely to engage in active financial planning in pursuit of their goals. With these findings, it might be logical that
improving financial literacy would constitute one important means of promoting greater financial inclusion amongst
people.

4.1.5 Interpretation of Results
According to the analysis:

e Financial Literacy: Most MBA students demonstrate good financial literacy, with 60-65% understanding key
concepts like interest rates, inflation, and budgeting.

e Financial Inclusion: Most have access to formal financial services: having a bank account, digital payments,
loans, and investments.

4.1.6 Main Finding:

There is a positive correlation between financial literacy and financial inclusion. Respondents with higher literacy are
more likely to engage in budgeting, have an investment in any financial products. This supports your hypothesis that
higher financial literacy correlates with greater financial inclusion.

5. DISCUSSION:
5.1 Key Findings:

¢ Role of Financial Literacy in Bridging Gaps in Financial Inclusion: The research highlights that financial
literacy is instrumental in improving financial inclusion. Individuals who possess higher financial literacy are
better equipped to manage personal finances, understand financial products, and access banking services
effectively. The data suggests a strong correlation between financial literacy programs and increased access
to credit, savings accounts, and insurance products among underserved populations.

¢ Impact on Vulnerable Populations: The analysis shows that vulnerable groups—such as women, rural
communities, and low-income individuals—benefit significantly from targeted financial education. Enhanced
understanding of basic financial concepts such as budgeting, saving, and borrowing has led to more equitable
participation in the formal financial sector by these groups.
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5.2

5.3

5.4

5.5

5.6

Technological Empowerment Through Financial Literacy: One of the major findings is that financial
literacy increases the use of digital financial services (DFS). As technology-driven solutions like mobile
banking and e-wallets become more prevalent, individuals with a higher degree of financial literacy are more
confident in utilizing these services. This not only improves their economic well-being but also fosters
financial inclusion through technology.

Comparison with Existing Literature:

Previous studies, such as those conducted by the World Bank and various economists, also underline the
positive link between financial literacy and financial inclusion. Our research corroborates this by showing
that those who participated in financial literacy programs demonstrated a greater ability to make informed
financial decisions and use formal financial services.

However, unlike some prior studies, which suggest that literacy alone cannot drive financial inclusion, our
findings indicate that when combined with accessible financial products, literacy programs have a more
substantial impact. This supports the view that interventions must focus on both financial education and
creating an enabling environment for financial access.

Practical Implications:

Policy Development: The results underscore the need for policies that promote financial literacy at the
grassroots level. Governments and financial institutions should collaborate on creating widespread educational
programs, particularly targeting groups with historically low financial access. This includes integrating
financial literacy into school curriculums and adult education programs.

Customized Financial Products: There is a clear demand for financial products tailored to the specific needs
of financially excluded individuals. Financial literacy efforts should be coupled with simplified banking
services to make it easier for those with basic knowledge to navigate the system.

Challenges and Limitations:

Limited Reach of Financial Literacy Programs: Despite its importance, financial literacy education remains
underfunded and limited in scope, especially in rural and marginalized communities. This could inhibit the
effectiveness of initiatives aimed at financial inclusion.

Cultural and Social Barriers: While financial literacy has a notable impact on inclusion, social and cultural
factors also play a significant role. In some communities, even financially literate individuals may face
restrictions on accessing financial services due to gender, class, or geographic location.

Role of Financial Literacy in Reducing Economic Inequality:

Financial literacy not only promotes financial inclusion but also plays a crucial role in reducing economic
inequality. The research shows that individuals with higher financial literacy tend to make better financial
decisions, which leads to wealth accumulation and long-term financial stability. By promoting sound financial
practices, financial literacy can help bridge the wealth gap between different socio-economic classes,
especially in developing economies.

Influence of Financial Literacy on Small Business Development:

Small businesses and entrepreneurs significantly benefit from financial literacy, as they gain the skills to
manage cash flow, access credit, and make informed investment decisions. The research suggests that areas
with higher financial literacy have more successful small and medium enterprises (SMEs). These businesses
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contribute to local economic development, job creation, and the overall inclusion of the community in the
formal economy.

5.7 Enhancing Trust in Financial Institutions:

e The data also suggests that financial literacy improves the level of trust individuals have in financial
institutions. People who understand how banks and financial services work are more likely to use them, thus
fostering inclusion. Financial literacy reduces fears and misconceptions about formal banking, especially in
regions where informal financial systems or cash-based economies are prevalent.

5.8 Synergies Between Financial Literacy and Regulatory Frameworks:

¢ Financial literacy complements robust regulatory frameworks aimed at protecting consumers in the financial
market. The research highlights that literacy programs can help individuals navigate complex regulations,
avoid fraud, and make informed choices about financial products. As financial markets become more
regulated, financial literacy ensures that individuals can understand and benefit from consumer protection
policies, enhancing inclusion in a safe and transparent financial environment.

5.9 Importance of Continuous Financial Education:

e Financial literacy is not a one-time intervention but rather an ongoing process. The research indicates that
financial literacy programs need to be continuous and adaptive to evolving financial products and services. As
the financial landscape changes with new technologies, such as cryptocurrencies and decentralized finance
(DeFi), individuals must continually update their knowledge to stay included in the financial system.

5.10 Future Research Directions:

e The current study lays the groundwork for future research on how technology can complement financial
literacy to promote financial inclusion. More in-depth studies could examine the impact of financial literacy
initiatives in various socio-economic contexts, particularly in low-income countries.

6. CONCLUSION

In conclusion, it helps to inform design for effective interventions and policies that stand to bring about a better
financial landscape. For instance, in constructing targeted financial literacy programs with governments and NGOs,
there can be relevance to specific demographics like women and youths or rural population. These programs can be
accompanied by culturally relevant content and multiple delivery channels with the intention of leveraging reach and
effectiveness.

Another area is the collaboration between educational institutions and financial service providers in coming up with
holistic financial literacy curricula to be integrated into the school systems. An example is what Australia is doing that
has already seen the integration of financial literacy as an important learning area in the Australian Curriculum.

By this, it means that there is no way of denying the coexistence of financial literacy and financial inclusion.
Endowments in financial literacy empower individuals or groups in the process of making financial choices, thus better
realization of financial access and use. Beyond individual financial well-being, this relationship is bound to reverberate
through entire economies into sustainable growth and development. In this paper, an attempt is made to contribute to
a more concrete discussion on how sustainable economic development can be achieved through inclusive financial
systems, noting the need for strategic prioritization in enhancing financial literacy in the quest towards reaching
financial inclusion.
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