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Abstract

Nowadays, microfinance plays a strategic role than in tﬁe past. Microfinance consider
as a tool that could be used to influence directly or indirectly develop the small-scale
businesses and entrepreneurs. By adopting individual lending to the underprivileged
and focusing on micro firms, it encourages financial inclusion. Financial inclusion
serves as a mediating factor and significantly contributes to small-scale entrepreneurs'
empowerment. In this research study, there are four independent variables such as
financial role, capitalist role, repayment role, enterprise development role. There is a
mediating variable as financial inclusion and the dependent variable is economic
empowerment of small-scale organizations. The purpose of this study is to conduct
research on the use of microfinance and entrepreheurship together to reduce poverty,
empower the underprivileged, and promote sustainable development. The objectives of
this study is to identify level, impact, relationship and mediating effect among various
perceived roles of microfinance, financial inclusion and economic empowerment of

small-scale organizations.

In this research study, primary data had been practiced. A structured questionnaire was
used as the method of data collection. Sample of the study is 298 small-scale business
owners using microfinance services and stratified random sampling method used to
make the sampling framework of the study. The quantitative research approach used
for this study. The data were analyzed using descriptive statistics, univariate,

correlation, and regression analysis.

The findings indicate that there are good reliability and mean value of study variables
are high level and also the results showed that there is a strong positive relationship
between every variables. According to the derived results, various perceived roles of
microfinance and financial inclusion significantly impact on economic empowerment
of small-scale businesses. Furthermore, financial inclusion plays a partial mediating

role in the connection in between independent variables and dependent variable.

Keywords; Financial role, Repayment role, Capitalist role, Enterprise development

role, Financial inclusion, Economic empowerment.



Table of Contents

AeENTWIBH FOITONL ;oo wonossmne somsmmsnmmmwes i o wassies %ﬁ ............................................. i
ADSEFACT. ..ottt e i
Table of Contents .............cccooiiiiiiiiiii e 111
List 0f TabIeS .....oooooiiiie e X
LSt OF FIGUI@S.....oc.oiiiiiiiiiiiiiiii ettt e Xii
List of ADBreviations ...........ccoccoiiiiiiiiiiiiiiii et xiil
CIAPLCE = | sisnin eoosusaumon swnasonsmss ssamissonsisnasens 508 550 5008550 A0S 50404 5 KO 5505 S S g 1
INtrodUCtION ... ...ooiiiiiiiiiiiiii e e 1
1.1 Background of the Study .......cccoocevieieiieniiiiiecicceeeee e 1
1.2 Research Problem/ Gap........ccccceceevevieinnnenn. e 5
1.3 Research QUESTIONS ......ceeeuiieiieiiieiieeiie ettt et ans 5

1 4 Riesvarch OHiBOHVEE v i iosominnssmssmmms immmmnmmmmmsmnronsaesamsansssmn sossmmmsiamems 6
1.5 Significance of the Study .....c..ooovveeriieciiiiiiiiii e . 5 R o 3 6
1.6 Scope 0f the StUY....c..cocviriiiiiiiiiiicice e 7
1.7 Organization Of Chapter .........cceoivieiieiieiieiieieee e 8
1.8 Chapter SUMMIATY .....cc.eiriirieiiieieiiieiteie sttt ettt ettt et ae e ereeneene e 9
CRAPLET — 2 ...ttt ste st et et e e sse s st st s e e s s e e saasssasssessaentasssansanssensensaens 10
LAeratiure BEVIOW .. ..cuu: s mussssnsimm ines 55565 sassim irbrmmmsnnsnessmasnssismn s assismsmansmommros 10
2.1 INEEOAUCHION ..ttt ettt ettt ettt eneens 10
2.2 Economic EMPOWEIMENT ........ccoieuieiiiiieiicieieeeeeieeceeee e 10
2.3 Financial INCIUSION ......oiuveiiiriiiiiiiiiieieeceee e 11
2.4 MICTOTINANCE ....covvevieiiiiiieieieie ettt ettt ettt a e eeneene 13
2.4.1 FInancial ROI.......ccieiiiiiiiieieeiieieeeeeecee et 15
2.4.2 Capitalist ROIE ....coouiiiiiiiiiieiieeeee e 16
2.4.3 Repayment ROIE ......co.coiiiiiiiiiiiiiieiesie et 16
2.4.4 Enterprise Development RoOIe.........ccccoiviniiieniiiiiieicieieeeeeeeee 17

2.5 Mol BN TREOTISH. cuissisrcsstamsnmsensssarsnmasnrsssmmnsnn ammsmamsnarssssmssssass sosnsomssssnenss ossemmmsss 17
2.5.] The Mordl Hazard THOOTY .o isiaimssssmmnmsnmsonriammnrssnsssnonssonssnss 17
2.5.2 Information ASymmetry TheOTY.......ccoveviieiiiiiciiieeieeeceeeeeeececee e 18
2.5.3 Grameen Model of Microfinance ...........cceevieveereeieiiiineeiieieeeeeieceeenene 20
2.5.4 Progressive Leasing Banco Sol Model............ccooveviiiiiiiiicniciicecee. 20

2.6 Hypothesis Development ...........ccoceeveririiiiieniiiiecieeeeeete e 21



2.6.1 Financial Role and Economic Empowerment ...............ccccocoocooveveevevennn... 21

2.6.2 Capitalist Role and Economic Empowerment;,&. .......................................... 22
2.6.3 Repayment Role and Economic Empowerment................ccoccoovevueveeennn... 22
2.6.4 Enterprise Development Role and Economic Empowerment...................... 23

2.6.5 Financial Inclusion Mediates Relationship between Financial Role,
Capitalist Role, Repayment Role and Enterprise Development Role of
Microfinance and Economic Empowerment .................ccooveeeveueeeeeennnn. 23

2.6.6 Financial Inclusion and Economic Empowerment...............ccoccooveevenennn... 24

2.6.7 Financial Role, Capitalist Role, Repayment Role, Enterprise

Development Role of Microfinance and Financial Inclusion. .................... 25

2.7 Chapter SUMMALY ......ccvvvvevierrieriereeeereenee PPN 25
Chapter - 3 ... ...t 26
Conceptualization and Operationalization............................ccoocoveveneneeeeeeen, 26
Bl JORTOR OERIIT oo imenslons sonmssnss 2000 5500 At i s 26
3.2 Conceptualization..........ceeeueecuieeeeeiieciccieceeee e K oo conten st 26
3.3 Definition of Variables.......cccooueirieiriiieieiciceceeeeeeee et 27
3.3.1 Various Roles of MICrofinance ............cceevveeveuioieiieiieiceceececee e, 27
3.3.1.1 Financial ROLE ........ccccovueimieieieriiieeeeeeeeeeeeeeee e, 27
3.3.1.2 CapitaliSt ROIE......ccioieiiiiiiiiiieieeeeeeeeeeee e 28

3 ket RO RO i mmminscssitiin ssss sisnssoimmmmmmmnmsnmesressemassmsu s osessesamssess 29
3.3.1.4 Enterprise Development Role...........c.oo.ovviiiiiiiiioieeeeeeeeeeeeeeeeeeen, 29

3.3.2 Financial INCIUSION «...c.vvviieiiiiieiiieicctc e 30
3.3.3 Economic EMPOWEIMENt .......c.cuveviemieiiieeieiieiecccee e, 21

3.4 Development of HYPOthesiS.......o.ooviviueeeieeieeeeeeeeeeeeceeeeeeeeeee e 31
3.5 OperatioNalZEON yum ccxsmsumssmmnesssss sesns o255 5558 055 nearnsamsmnssamemsss crxmsasmdonsas s sroresessens 32
3.6 Chapter SUIMIMALY .....c.covetiriiiiiieeeeee ettt et e e e 37
Chapter - 4 ...ttt 38
Research Methodology ............cccoocoiiiiiiiiiiiiiiicceceeeeeeeeeee e, 38
o] TOOATOHIDN sossmm.suvs crsnusnssisssnemmmmunsmmamessmmsnmmmansm s som mpmesevsmsmre s s sees sy sessm G eSS 38
4.2 Selection of Study DeSIZN .....eveuieviviiiiieriieeeceeecee e, 39
4.3 Research APProOach ........ccucieieiiieiiiieieeticteee e, 39
4.4 ReSearch STrateZY ........ccceeieiiriieiiiticee ettt e, 40
4.5 Methodological ChOICE .......ooueeviviiiececeeeeeeeeeeeeeeee et 40
4.6 TIME HOTIZOM ...c.oviiiiiiieiieieieeeeeteee et 41



4.7 Research Site / Area SELECTION c.uuuueeeeeeeeeeee e 41

4.8 Population of the Study‘&g ........................................... 41
4.9 SAMPLE SIZE ....eevieiieiiiieiieieee ettt 42
4.10 Sampling TEChNIQUE.........ccovieiriiieiiieei e, 42
4.11 Method of Data COIECHON..............ooorooeseeee oo )
4,12 RESCArTH TNSIUNIEIE oo vcs0050t000sninmmmensensos sumemas srsnensn s sonmosmovassessen saspss peken s asasessss 42
4.12.1 Part 1 - Personal Information .............ocoeveeioieeieroeeieeieeeeceeeeeeeeeeeeeen . 43
4.12.2 Part 2 — Research Information.............ccocveeeoviovoioiiieeieeeeeeeeeeee 43
4.12.3 Summary of the QUESHONNAITE ..........c.ceeveiiiiiieeeeeee e, 43
4.13 Source of MEASUICINENL . ....c.cceeuieuieiietiieieeeeteetceeee ettt ee e 44
4.13.1 Source of Measuring the Personal 2 it Lo e
4.13.2 Source of Measuring Research Information...............cocvevvvevceeeeeeeeeenn, 45
4.14 The Pilot STUAY ....c.evueiiieirieieieieeet e, 45
4.15 Validity and Reliability of INStruments. ..............ccccooveueeeeireeeeeeeeeeeeeeeernan, 45
4.16 Unit of Data ANalySiS............oovveoooooveeoooooeeooooooeooooeo kP KB 46
4.17 Method of Data ANalySiS........ccueviieiieioeeeieeeeeeeeeeeeeeee e, 46
4.17.1 Methods of Data Analysis for First Objective..........c.ccvvvvvveereeeeeeeeenn. 47
4.17.2 Methods of Data Analysis for Second and Third Objective...................... 47
4.17.3 Method of Data Analysis for Fourth Objective............ccovvevivveveereenn.. 47
4.18 Method of Data Evaluation .............ccceceeieuiioioioeiiicceeceeeee e, 48
4.18.1 Univariate ANALYSIS «..ceeevveruirieierieiieteeeeeeee ettt 48
4.18.2 Regression ANALYSIS ..c..cieieieriiriieeeeeeetee oottt e e ee s 48
4.18.3 Mediating ANALYSIS....ccceoveieieiiriiieteeete ettt 49
4.18.3.1 Decision Criteria for Accepting Mediating Variable.............ccoo....... 49
4.18.4 Testing HYPOTheSiS ....coovivuiiuiiiiiieieeieeee e 51
4.19 Data Presentation. .......ccccuerieieuriuierieee ettt s 52
4.19.1 Data Presentation for Personal Information .............cccocvevveeveveeeereennn. 52
4.19.2 Data Presentation for Research Variables ..............cccooovevveovoveerere.. 53
4.20 Ethical Consideration .............ocueioveirveiireieeiecee et e, 33
4.21 Chapter SUIMIMATY ....c.ceveuieriiiiieteeteeeeee ettt ettt ee e ee e ees e s 53
Chapter - 5 ..ot 54
Data Presentation and AnalysiS................c.ocooooiiiiiiiiiiiiceeeeeeeeeeeeeeeee . 54
3 ], IO AIIETTIONN suss0 0550555545 65 s amessmemmnon masmasammam s smsmremsms s SR8 355 SRS TR 54
3.2 ADalysis0f REIIADILILY ..o ssmses isssmsissessssassommmmeneansnensssoamonsssmmessssmesonssrs e neasesss 54



53T AGE e e 55
5.3.2 GENAET ..ttt 56
5:3 3 BEducation Dualileation we e s assesssmsnn sxssssmnemsssmmsms s s snssossssoss 57
53 4 Busineen BRI BT wmmmnmmsss oo s smmiss s do5si s iaissosasintnmasasasmensmmmansss 58
S35 Profit Level.ouooiiiiieiieee e 59
5.4 Data Presentation of Research Information .............ccccocooveviiiiiviiiiiciiiien, 60
5.5 Univariate ANALYSIS.......ceoieirieieriieiieiecteeteee ettt 60
5.5.1 Level of Variables of the Study..........ccccuevviieviiiiiiiiceecceceee 60
5.6 Piratiale ADUITEIS v o oo e 606 swmmmmmsmsammsammn——————— 63
5.6.1 Pearson’s Correlation Analysis PR e b So s s s anes 63
5.6.2 Simple Regression ANAlYSIS.......cccueeeiiieirieiieiieeeeeeieeeeeeeeee e 65

5.6.2.1 Impact of Various Roles of Microfinance (Financial Role, Capitalist
Role, Repayment Role, and Enterprise Development Role) and
Financial Inclusion on Economic Empowerment................o.oovovvuen.... 66
5.6.2.2 Impact of Various Roles of Microfinance (Financial Role, Capitalist
Role, Repayment Role, and Enterprise Development Role) on
Financial INCIUSION.......cecuiiiirieieriiciiciececeeetcee e 68
5.6.2.3 Mediating Effect of Financial Inclusion on Financial Role and
Economic Empowerment (Mediation 1)...........cceeveevvieiieeeiiiieceeen, 69
5.6.2.4 Mediating Effect of Financial Inclusion on Capitalist Role and
Economic Empowerment (Mediation 2)...........ccccevvevierierivievierisrenenans 72
5.6.2.5 Mediating Effect of Financial Inclusion on Repayment Role and
Economic EMpowerment............ccccooevoeviiiiiiiiiecieeceeceeceeeeeee, 75

5.6.2.6 Mediating Effect of Financial Inclusion on Enterprise Development

Role and Economic Empowerment .............c.cccocveeveevecveiieiiicieeen. 78

5.7 Hypothesis TeStINE ....cccvieuiiriieiiiieeie ettt 81
5.7.1 Testing for Hypothesis 1 .......cccoevueriieieiiieieieciceeeeeeeeeeeee e, 81
5.7.2 Testing for HYPOothesis 2 ......ccviviiiiieiiiecieceeceeeee e, 81
5.7.3 Testing for Hypothesis 3 .......cccvevieiiiiieieieieeeeeeeeeeeeee e 81
5.7.4 Testing for HYPOthesis 4 .......cccveviviieeiiiiieieieeeeeeeeeeeeeeceeee e, 84
5.7.5 Testing for HypothesiS 5 ..couveoviiviiiiiiieiiiieceeceeeeeeeeeeeee e, 84
5.7.6 Testing for Hypothesis 6 ......ccueeiiiiieiiiieciiceeceeeeeeee e 84
5.7.7 Testing for HYPOthesiS 7 ..cc.veeuieeiiiiiieiicie e, 86



5.7.8 Testing for Hypothesis 8 .......c.coviieieieiiiiiii e 86

5.7.9 Testing for Hypothesis 9 e 87
5.7.10 Testing for Hypothesis 10 .......c.cocevieieiiiiiiiieieceeceeeeeeeeee e 89
5.7.11 Testing for Hypothesis 11 .....cccoooiviiiioiieieieieeeee e, 89
5. 7.2 Testing Tor HYDOHESIE 12, . cume s simsisssismsms mosarsnsmessnssesmemse saseemoss 90
5.7.13 Testing for Hypothesis 13 ......ccviviouioiiieieieceeeeceeeeeeeeeeeeeee e 91
5.8 Chapter SUMMATY .....cc.covetirtiriiiiieieie ettt 92
CRAPLET — 6 ..o, 93
Findings and DISCUSSION ............cccoooiiiiiiiiiiriieieieicieeeeeeeee e, 93
6.1 TOTOUMOLIBI cunamnmussns srmnninsussn sonsanssisssi suosmmnsanmmersisanesmsnmmnns samwmns msmmsmsmesavm s sesicssas 93
6.2 Discussion of Personal Information .............ccocoeeieeioieeiiiieiieieceeeeceeeee, 93
0.2.1 AZE oottt 93
6.2.2 GENAET ..ottt 93
6.2.3 Education QUalifiCation............ccueevueiiiieieeeieie e, 93
6.2.4 Business Experlence .............................. 94
B:c2e3 PIGIL TR s sivnsnn sonnnsis snmsnisbinsn st isssmmrnmon masansmmsassssmggrcnsnmom s soememmm s ssossns 94
6.3 Discussion of Research Information .............ccccocoeeviiiioiiiiiiiiiiiececeeeee 94
6.3.1 Discussion for ObjectiVe ONe..........cveieeeieiieeieieceeeeeeeeeeeee e 94
6.3.1.1 Level of Variables of the Study .........cccoevveviiiiiiiiiiciceeececee 94
6.3.2 Discussion for ObjectiVe TWO ......ccooveveveeeieceieeeeeeeeeeeeeeeeeeeeeeen 95
6.3.2.1 Relationship of the Variables..........ccoceeeiiviivieieiiiieceeeeeee, 95
6.3.3 Discussion for Objective Three........cccoevieivriciioiiiiiiceeeceeeeeeeeee 96

6.3.3.1 Impact of Various Roles of Microfinance (Financial Role, Capitalist
Role, Repayment Role, and Enterprise Development Role) and
Financial Inclusion on Economic Empowerment..............c....cocc.o....... 96
6.3.3.2 Impact of Various Roles of Microfinance (Financial Role, Capitalist
Role, Repayment Role, and Enterprise Development Role) on
Financial INCIUSION..........cciviiiiiieiieiiiee et 96
6.3.4 Fourth ObJECHIVE .....c.eeiiiiieiiesiicieeieee ettt 97
6.3.4.1 Mediating Effect of Financial Inclusion on Financial Role and
Economic Empowerment (Mediation 1)............ccoooveveiiviviiviiiiieeee. 97
6.3.4.2 Mediating Effect of Financial Inclusion on Capitalist Role and

Economic Empowerment (Mediation 2).........c..ccoocvevveeveveivviivieeien. 98

Vii



6.3.4.3 Mediating Effect of Financial Inclusion on Repayment Role and

Economic Empowerment......................... T ———

6.3.4.4 Mediating Effect of Financial Inclusion on Enterprise Development

Role and Economic Empowerment .............ccccccoevvivieiieieiniciceeen. 09

6.3.5 Finding from Hypothesis Testing.........ccocueeviiiiiiivieeiiiececceeeeeeeen 100
6.3.5.1 Testing for Hypothesis 1......ccoccieieiieieiieniiiicieceeeeeeeeeeee 100
6.3.5.2 Testing for Hypothesis 2......ccocveeivieiiiiieiieceecie e 100
0.2, Teutiny TF HYI0TIORTS 3 s s aomns s i 50 i dimmibsiammminmmms 100
6.3.5.4 Testing for HYpothesis 4 .......ccoovievriiiiiiiieeieiceeeeeeeeeeeee e 101
6.3.5.5 Testing for Hypothesis S.....ccoevvieiiviiieiieiiieciiccieeeeeeeeeee e 101
6.3.5.6 Testing for Hypothesis 6................. Y ST — 101
6.3.5.7 Testing for HYpothesiS 7.....c.oovvieviieiiiiiieieeeeceeeeeeeeeeeeee e 101
6.3.5.8 Testing for Hypothesis 8.........ccceeeieiiiiiiiieiiiiieceeeceeeceee e 102
6.3.5.9 Testing for Hypothesis 9.......cccveieveiieniieiieiiciececeeeeeeeee 102
6.3.5.10 Testing for Hypothesis 10 ........ooovvvveeoorrverrorrronnn., e 102
6.3.5.11 Testing for Hypothesis 11........cccovieiiiieiiiiiieiiieieceeece e 103
6.3.5.12 Testing for Hypothesis 12.......ccccovevieiieiieiiiieeieceeceeeeeeeveeeee 103
6.3.5.13 Testing for Hypothesis 13 ........ccoivveiiieiieieiiicieeeeeeee e 103

B8 CATTUET S UTITETETYE s s s 59 s 550 95 5 445 tm e o mmsoramseamm s s mmemec 103
Chapter - 7. ..ottt 105
Conclusions and Recommendations................ccoocoovieviiiiiiiiiiicicciceceeeee e 105
7.1 IIEEOAUCHON ... e e 105
T2 CCONCIUBION. oosissisnsssoenmaneanensssnsssnassnsssesnsssessesmsnmssmes s mnsnansan crmsmmnsss saen s nsnsnssssen 105
V2.1 Firsl Objeolive B THE SISm0 050565 mishmmmmmmsmnm s mmmmasss 105
7.2.2 Second Objective of the STUAY ...........vvevveeeereeeereeeeerese s reeeee e 106
7.2.3 Third Objective of the Study ......cccoeeeeeiieiiiiiiiiceceeeceeee e 106
7.2.4 Fourth Objective of the Study ......ccceveevienieiieiiiiececceceeceeeee e, 106

7.3 Contributions of the Study .......ccooveiiiiiiiiiiiceeeceeeeeeee e 106
T B T T TNE G TRTS i e oo 005 65,6588, K95 i swm e s s e s o 107
7.5 Limitations of the Study .......cceeeieiieiieiiiiiiice e 107
7.6 Direction for FUture Study ........cccccveviiiienieiiiniiieieceeeeec e 108
List 0f RefEremnces ...........cccoovuiiiiiiiiiiiiieieceeeeee et 109
Appendix-1: English Questionnaire ................cccoccoooiiiiiiiiniiiic, 118
Appendix-2: Sinhala Questionnaire ....................ocoooevviiiiiiiiicc e 123



Appendix—3: The Output of the Data Analysis



