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Abstract

Small, Medium, and Micro Enterprises (MSMESs) are crucial in the economic process of India, particularly in
the semi-urban and rural areas, such as Haveri in Karnataka. Although they are significant, lack of access to
formal finance is a significant challenge to MSMEs. Financial Technology (FinTech) services have become a
radically new platform in recent years, which has allowed the delivery of digital credits, online payments, and
inclusive financial services using UPI, Aadhaar-based KYC, and digital lending applications. This paper will
discuss how FinTech platforms are relevant in intensifying MSME financial inclusion in Haveri District. The
analysis has been done using secondary data (Pradhan Mantri Mudra Yojana (PMMY)) on the impact of digital
financial system on greater access to credit, transparency of transaction, and scalability of business with micro-
entrepreneurs. The results show a fast growth in digitally-enabled micro-loans (particularly Shishu loans), 20%
growth in MSME credit and high penetrations in digital accounts by Aadhaar. Nevertheless, there are still
difficulties in taking MSMES out of the low-ticket credit and spreading knowledge about sophisticated FinTech
services. The paper concludes that FinTech has greatly enhanced financial inclusion, but institutional
relationship and repetitive digital literacy initiatives have a crucial role on sustainable MSME development in
rural Karnataka.
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Introduction

The Micro, Small and Medium Enterprise (MSME) industry has been identified as one of the backbones of the
Indian economic system as it has a contribution of upwards of 30 percent to the GDP in addition to the
employment of millions of people, in both rural and urban areas. The haveri district in Karnataka has a high
concentration of micro and small business especially in the agro, textile, service, and trading sectors.
Nevertheless, there remains limited accessibility to cheap and timely credit, which limits growth. The
conventional banking systems tend to see the MSMEs as high-risk customers because of the absence of any
formal documentation, low collateral and informal transactions in cash. This funding gap has seen the Financial
Technology (FinTech) innovations open the door to include models redefinition.

FinTech is a combination of financial services and digital technology. It uses the mobile platform, Artificial
Intelligence, cloud computing, and blockchain to provide convenient and affordable financial products. In the
case of MSMEs, FinTech services would encompass online payments, online accounting, lending based on the
size of cash flows, and automated credit rating-tools that lessen the reliance of physical branches. FinTech
systems have started augmenting the work of government initiatives like the Pradhan Mantri Mudra Y ojana
(PMMY) and PMEGP, which envisage delivering micro-loans without collaterals by verifying them digitally.
Haveri has more than 1.3 lakh Mudra loan accounts between 2020 and 2023 and indicates the increasing use
of digital credit among rural entrepreneurs.
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Haveri is also a district to be covered with 100 percent account coverage with priority to Aadhaar based
accounts and UPI based transactions, as identified by the Reserve Bank of India (RBI) and State Level Bankers
Committee (SLBC). This strategic intervention is aligned to the national vision of developing cash-lite
economy. Digital payments, which are easy to implement business transactions, leave a digital financial
footprint and this helps small entrepreneurs to be eligible in formal credit.

Though this has been achieved, there are still challenges. Since so many micro-entrepreneurs in Haveri are not
aware and digitally literate, they still use informal sources of credit. Also, although the FinTech has made
access more open, it has not helped many businesses to grow out of the Shishu (below [?]50,000) to either the
Kishore or Tarun bracket of credit. This gap can be addressed by fostering the integration of FinTech platforms
and institutional financing, capacity-building measures, and localized digital ecosystems.

This paper discusses the complex nature of the role of FinTech platforms in improving financial inclusion in
MSMEs in Haveri District. It seeks to evaluate the current situation in access to finance by integrating
quantitative metrics and policy intelligence to make the case of the digital credit systems, payments, and
government-linked programs transforming access to finance. The findings are an empirical evidence of the
role played by technology in reducing financial gaps, and they also show the necessity of a moderate solution
to the problem involving innovation, education, and institutional support.

Review of literature

Ravi (2018) examined the emergence of FinTech in rural financial systems across India. His findings revealed
that technology-driven financial services have improved access for unbanked populations through mobile
banking, digital wallets, and Aadhaar-based identification. However, he emphasized that the success of
FinTech in small towns depends on the availability of digital infrastructure and training. The study concluded
that sustainable inclusion requires more than just technology—it needs continuous capacity-building among
rural borrowers and alignment between FinTech providers and public-sector banks.

Kumar and Patil (2019) focused on the MSME financing gap in Karnataka. They discovered that nearly 62%
of micro-entrepreneurs lacked formal banking relationships due to collateral challenges and lengthy loan
procedures. Their study proposed the integration of FinTech-based credit scoring and government schemes
like MUDRA to increase transparency and efficiency. They further noted that FinTech-driven documentation
tools could reduce loan processing time by 40%, making credit more accessible to small enterprises in semi-
urban regions like Haveri.

NITI Aayog (2020) released a report emphasizing the contribution of digital payments infrastructure to India’s
financial inclusion agenda. It found that platforms such as UPI and BHIM significantly reduced dependence
on cash and enabled micro-businesses to build a digital footprint. In rural areas, including Karnataka districts
like Haveri, FinTech-led inclusion was linked to higher transaction transparency and better access to
government credit schemes. The report recommended expanding FinTech partnerships with cooperative banks
and regional rural banks to reach deeper financial networks.

World Bank (2020) conducted a cross-country comparative analysis showing that FinTech solutions lowered
transaction costs and enabled small entrepreneurs to access formal credit through mobile-based documentation.
In India, the study found that MSMEs using FinTech tools experienced 18—22% faster loan disbursement times
compared to traditional methods. Furthermore, the World Bank observed that integrating digital identification
systems like Aadhaar improved credit tracking, enabling inclusive growth in rural economies such as those in
Karnataka’s interior districts.

NABARD (2021) studied digital transformation in rural financing through cooperative and regional banks. It
highlighted the growing relevance of FinTech in credit underwriting and risk assessment for micro-borrowers.
NABARD’s district-level review found that digital KYC reduced fraud and increased credit access to women
entrepreneurs. Specifically, in northern Karnataka, including Haveri, digitalization improved loan coverage
under the PMEGP scheme by 27%. The report recommended enhanced FinTech collaborations with local
banking institutions to strengthen MSME ecosystems.
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Reserve Bank of India (2021) identified Haveri and Yadgir districts as pilot areas for achieving full digital
account coverage. The RBI report noted that Aadhaar linkage across current and savings accounts in Karnataka
reached 88.9%, while UPI-based payment systems were widely adopted among rural vendors. It concluded
that digital payments significantly supported MSME financial inclusion, allowing small business owners to
develop formal transaction histories useful for future lending decisions. The study also called for cybersecurity
training to build confidence in digital platforms.

Sundar and Mehta (2022) analyzed the role of UPI and QR-based transactions in expanding MSME visibility
and market participation. Their empirical study on South Indian districts found that enterprises using digital
payment systems reported a 15% increase in daily sales and improved credit eligibility. They concluded that
the availability of low-cost FinTech applications has encouraged self-employed entrepreneurs to formalize
their businesses, enhancing both operational efficiency and creditworthiness. Their recommendations included
integrating digital finance literacy into entrepreneurship programs.

Goyal (2022) evaluated FinTech lending models and their influence on loan turnaround time. The study
revealed that digital lending platforms enabled micro-entrepreneurs to receive approvals within 48 hours,
compared to 10-15 days in conventional banking. It further highlighted that FinTech integration with
government databases such as GST and Udyam helped reduce credit risk. Goyal emphasized the potential of
FinTech to democratize access to credit for rural MSMEs, provided that regulatory frameworks ensure data
privacy and customer protection.

District Industries Centre, Haveri (2023) published a local performance report indicating that more than 1.1
lakh Mudra loans were disbursed digitally during 2023—-24. The report attributed this growth to rising FinTech
adoption and efficient Aadhaar-based verification systems. It also mentioned that digitalization improved loan
monitoring and reduced fraud in micro-credit schemes. Despite progress, the report stressed the need for
additional training programs in digital banking to ensure sustainable FinTech utilization among MSME
owners.

OECD (2024) examined FinTech’s contribution to inclusive economic development across emerging markets.
It found that combining FinTech innovation with traditional banking institutions enhances credit risk
assessment and customer reach. The report observed that digital platforms are particularly effective in
mobilizing micro-savings and supporting women-led MSMEs. In the Indian context, OECD concluded that
rural districts such as Haveri can leverage FinTech ecosystems to promote resilience, entrepreneurship, and
sustainable local development, provided digital literacy programs are expanded.

Objectives of the Study

1. To assess the extent of FinTech adoption among MSMEs in Haveri District.

2. To analyze the relationship between FinTech credit platforms and MSME financial inclusion
levels.

3. To evaluate the impact of digital payment systems on credit access and business performance.

Scope and Need for the Study

The micro and small enterprises in Haveri District of Karnataka are to be studied. It looks at the way access to
formal finance is being transformed by FinTech products including digital loans, UPI, Aadhaar-based KYC
and online payments. The study is necessary to find out how technology fills financial disparities between the
rural and urban areas and supplements government programs such as PMMY. Because Haveri is one of the
focus districts in terms of the digital financial inclusion, the analysis of its MSMEs conducts investigations
into the scaled models of the rural economy.
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Hypotheses

Hai: FinTech adoption significantly enhances financial inclusion among MSMEs in Haveri District.

H:: There is a positive correlation between digital payment usage and access to formal credit among MSMEs.
Analysis of the data

I. Assess the extent of FinTech adoption among MSMEs in Haveri District

Table 1.1 — Year-wise Digital Mudra Loan Accounts in Haveri District

Year Shishu (< Kishore (350 001 — %5 Tarun (X5 lakh — %10 Total PMMY
50 000) lakh) lakh) Accounts
2020-21 54 255 12 494 608 67 357
2021-22 101057 41 005 1174 143236
2022-23 66 767 63 157 1490 131414
2023-24 73 098 37059 671 110 828

Source: Lead Bank Office (Bank of Baroda, Haveri), PMMY District Data 202024

It can be seen that there is a booming growth of digitally sanctioned Mudra loans in Haveri, with an growth
rate of 67 357 accounts in 2020-21 and 1 43 236 accounts in 2021-22. Despite slight moderation, the annual
transactions of digital credit witnessed an upward trend with over 1 lakh accounts showing across all years,
which implies wide penetration of FinTech. Approximately 75 percent of loans are still in the Shishu category,
meaning that the party benefiting the most in digital credit inclusion is first-time micro-borrowers.

Table 1.2 — Aadhaar Seeding and Digital Account Penetration in Haveri (2021-22)

Parameter Total Accounts (‘000) | Aadhaar-Linked (‘000) % Linked
Savings Accounts 850 756 88.9 %
Current Accounts 126 109 86.5 %
PMJDY Accounts 214 187 87.3 %
Overall Digitization Target — Achieved 100 % (RBI Pilot)

Source: SLBC Karnataka Progress Report, June 2022
The pilot project by RBI on coverage of 100 percent digital accounts coverage was a pilot project in Haveri,
which attained almost universal Aadhaar coverage. This robustly developed infrastructure foundation allowed
micro-enterprises to conduct transactions in the digital format and come into sight of FinTech lenders, which
is the prearrangement of inclusive credit evaluation.

I1. Relationship between FinTech credit platforms and MSME financial inclusion

Table 2.1: Category-wise Share of PMMY Loans in Haveri District

Category | Number of Loans | Value Sanctioned (X crore) | Share of Loans (%)
Shishu 73 098 274.7 66 %
Kishore 37059 471.5 33%

Tarun 671 45.3 1%

Total 110 828 791.5 100 %

Source: District Lead Bank Credit Plan 2023—-24

Micro-loans with facilitation by FinTech take center of inclusion: two-thirds of recipients stay in the lowest
credit category. Onboarding digitally has increased the access but is yet to bring in scaling of enterprises. A
majority of MSMEs continue to use small working-capital limits 50 000.
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Table 2.2 — Correlation between Digital Loan Growth and MSME Credit Outstanding in Haveri

Year Digital Loan Accounts MSME Credit Outstanding X Growth Rate YoY
(‘000) crore) (%)

3(1)20_ 67 1024 —

3(2)21_ 143 1213 18.4

3(3)22_ 131 1465 20.7

3223_ 111 1759 20.1

Source: Lead Bank and SLBC MSME Credit Summaries 2020-24
The overall MSME credit outstanding in Haveri grew at [?] 20 -percent per year as the number of digital loan

accounts grew. This is a good positive correlation that argues in favor of the hypothesis that FinTech credit
platforms increase financial inclusion because they stimulate formal credit expansion among small businesses.

I11. Evaluate the impact of digital payment systems on credit access and business performance.

Table 3.1 — UPI and QR-Code Adoption among Registered MSMEs in Haveri

Year MSMEs with Digital Total Registered MSMEs | Adoption Rate (%)
Payment Facility
2020-21 1 850 3120 59 %
2021-22 2410 3740 64 %
2022-23 3125 4180 75 %
2023-24 3 820 4 680 82 %

Source: District Industries Centre (Haveri) and UPI Merchant Registration Data

Within four years, the level of adoption of digital-payments by MSMEs increased by 59 to 82%. This growth
is indicative of an effective adoption of UPI and QR technologies, which increase visibility of sales and create
verifiable data on cash flow that can be used to score credit by banks and FinTech lenders.

Table 3.2 — Impact of Digital Payments on Average Monthly Sales and Loan Eligibility

Indicator MSMEs without MSMEs with
Digital Payments Digital Payments
Average Monthly Sales () 5,84,000 11,880,000
Loan Approval Probability (%) 46 % 78 %
Average Loan Sanction (%) 2.4 lakh 4.1 lakh

Source: Field Survey & FinTech Credit Reports 2024

MSMEs using digital payments report ~ 40 % higher monthly sales and a loan-approval probability almost 1.7
times greater than non-digital peers. This shows that digital transactions create credible financial records,
enhancing banks’ willingness to extend credit — directly linking FinTech usage to better business performance
and formal financial inclusion.

Table 4: Hypothesis Results

) Type of Test Test Value -Value
Hypothesis P P

H: Independent samples t-test t=20.78 p <0.001

H: Pearson’s Correlation test r=543 p=0.034
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The t-test shows a highly significant difference between digital and non-digital MSMEs. Digital users have
much higher loan approvals, proving FinTech payment adoption strongly improves access to formal credit.
The correlation result is significant at 5%. FinTech adoption and MSME credit growth are strongly related—
greater digital lending directly increases overall financial inclusion in Haveri District.

Conclusion

The study concludes that FinTech platforms are powerful enablers of MSME financial inclusion in Haveri
District. By integrating technology with traditional banking, they have expanded access to credit, improved
transaction transparency, and empowered small entrepreneurs. Government initiatives like PMMY and RBI’s
digital coverage drive have accelerated this inclusion. Nevertheless, challenges persist in upscaling credit,
strengthening literacy, and ensuring data security. Sustainable FinTech-driven growth requires stronger
collaboration between policymakers, banks, and digital service providers. In essence, FinTech has laid a robust
foundation for inclusive entrepreneurship in rural Karnataka and represents a critical pathway for equitable
economic development.
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