
© February 2026 | IJIRT | Volume 12 Issue 9 | ISSN: 2349-6002 

IJIRT 192206 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 1316 

Evaluating the Impact of Microfinance Institutions on 

Enhancing Economic Conditions in India 
 

 

Dr. Dr. Bellulli Kotresha 

Associate professor, Department of Economics Government First Grade College Ranebennur Haveri 

District -581115 

 

 

Abstract—The microfinance institutions (MFIs) have 

become an effective instrument towards alleviating 

poverty and economic empowerment especially in the 

third world countries. This paper reviews how MFIs 

have been influencing betterment of economic status of 

low-income communities with respect to contribution to 

financial inclusion, entrepreneurship, and alleviation of 

poverty. MFIs make people in the marginalized groups 

of society available to credit, savings, and insurance, 

which allow them to undertake income generating 

activities thus leading to sustainable economic growth. 

The study is a mixed-method one, as quantitative data 

provided in surveys is supplemented by qualitative 

information consisting of interviews with MFI clients 

and industry professionals. The analysis also spans a 

wide variety of microfinance models, including both 

group lending programs and individual lending 

programs, and evaluates their success in terms of the 

growth of income, development of the business, and 

social mobility. The major conclusions are that even 

though MFIs have made an important contribution 

towards the provision of marginalized populations with 

financial access and economic stability, issues like 

excessive interest rates, poor training, and access to more 

substantial sums of money, still persist. The paper also 

indicates that policy interventions are necessary to 

increase the sustainability of the MFIs and their capacity 

to expand their influence. The results highlight the fact 

that MFIs are a vital part of entrepreneurship and that 

the existing models can be enhanced to position them in 

a better place to serve low-income communities. 

 

Index Terms—Microfinance, India, Economy, Growth, 

Stability, Individuals, Income. 

 

I. INTRODUCTION 

 

Microfinance is a financial product that delivers small 

loans to people who have no access to the mainstream 

banking services and have a chance to better their 

financial situation by engaging in entrepreneurial 

actions. Microfinance institutions (MFIs) have 

recently gained popularity especially in the developing 

world as a way of alleviating poverty and enhancing 

financial inclusion. By providing a chance to 

participate in income-generating activities, enhance 

their quality of life, and become financially 

independent, these institutions have assisted millions 

of the people with low income, especially women. The 

idea of the microfinance especially rests on the 

assumption that poverty reduction depends heavily on 

accessibility to capital. In the conventional banking set 

up, those with no form of credit history or collateral 

are not usually eligible to get loans. However, the 

microfinance institutions offer small loans to such 

people and such loans often have fewer collateral 

requirements as they enable them to begin small 

enterprises or enhance the ones already in place. Due 

to this, MFIs have received a reputation as being able 

to boost economic growth, especially in the places 

where access to credit is poor. 

The main aim of this paper is to evaluate the effect of 

MFIs on economic status of their clients. This study 

seeks to know the macroeconomic implications of 

these financial services by focusing on how access to 

microfinance is related to business growth, income 

level and social mobility. The discussion will also 

address the obstacles encountered by the MFIs in their 

operations sustainability and expansion of their effects 

and the necessity of the policy frameworks that will 

help to guarantee the sustainability of these institutions 

in the long-term. Although microfinance has become 

widely adopted, its efficiency in use has faced 

controversy. Whereas there are studies that give 

evidence that micro finance plays a major role in 

helping poverty to be reduced, there are other studies 

that have argued that it has little bearing especially in 

reliance on long term economic empowerment. This 
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paper shall examine these divergent approaches, and 

give a thorough analysis of the contribution MFIs do 

in bettering the economic situations of the poor. In so 

doing, it would be able to make effective contributions 

to the current debate of effectiveness of microfinance 

as a development instrument. 

 

II. REVIEW OF LITERATURE 

(CHRONOLOGICAL ORDER, 90 WORDS EACH) 

 

Yunus (1999)- The first article by Muhammad Yunus 

who established Grameen Bank in Bangladesh 

stressed that the poor receiving small loans would 

reduce poverty and become entrepreneurs. Yunus 

believed that microfinance had the ability to empower 

people especially women as it offered them access to 

fund that would otherwise be inaccessible in the 

conventional financial structure. 

Rutherford (2000) - Rutherford in his work on the 

effects of microfinance put more focus on the role of 

financial services in risk management and balancing 

the incomes of low-income households. His studies 

highlighted the role of microfinance to enhance 

financial stability by availing savings and insurance 

products, besides loans. 

Morduch (2000) - The study by Morduch contradicted 

the positive perspective of microfinance in that in the 

short run, it has positive effects to the poor, but in the 

long term, it is unclear whether or not microfinance 

can reduce poverty. He mentioned the difficulties 

incurred by borrowers such as high-interest rate and 

compulsion to repay their loans as possible obstacles 

to the realization of long-lasting economic gains. 

Armendariz and Morduch (2005) - In this study, the 

authors explored the economics of microfinance with 

the aim of reviewing how the latter enhances the living 

standards of people by granting them access to credit. 

It demonstrated that microfinance has beneficial 

outcomes on income, but its impacts on other 

economic issues such as employment and community 

development are inconclusive. 

Robinson (2007) - The paper by Robinson examined 

the development of microfinance where MFIs have 

grown in the world but it is still not clear whether they 

will be sustainable. She pointed out the significance of 

institutional capacity-building and regulation in order 

to make sure that MFIs remain beneficial to 

marginalized groups. 

Khandker (2005) - Khandker conducted a research on 

the effects of microfinance in Bangladesh and 

discovered that in areas where the MFIs were present, 

the income levels and living standards increased and 

mostly in women. The paper also observed that 

microfinance assisted in creating a ripple effect and 

the whole community was affected by improved local 

economic activity. 

Bateman (2010) - Bateman criticized the microfinance 

sector citing the tendency that the microfinance 

industry is obsessed with the financial sustainability of 

MFIs that they tend to forget their social mission. He 

noted that the interest rates are prohibitive and the 

amount of loan available is limiting the ability to 

alleviate poverty in a significant way. 

Ledgerwood (2013) - According to the study 

conducted by Ledgerwood on the microfinance 

institutions, the professionalization of MFIs has 

become more important over time, and the role of 

impact assessments and monitoring systems has 

become more critical. She demanded more focus on 

client protection and financial literacy to make MFIs 

reach the desired social objectives. 

Pitt and Khandker (2017) - Pitt and Khandker revisited 

the effects of microfinance on poverty alleviation and 

found that microcredit has a positive economic effect. 

It also, however, pointed out the necessity of 

integrated support systems such as business training 

and education in order to improve the long-term 

sustainability of microfinance services.. 

Pitt & Khandker (2018) 

This research paper revisits the role micro finance 

plays in rural Bangladesh, in evaluating the impact of 

micro-credit on income and standards of living. The 

authors state that microfinance has positive effects on 

the incomes and business stability of poor households 

but the effect on long-term poverty reduction is still 

disjointed. The paper also accentuates the problems of 

making sure that the microcredit is pushed to the most 

marginalized societies. 

Ghosh & Van der Stouwe (2019) 

The study by Ghosh and Van der Stouwe addresses the 

implications of microfinance on women in India as 

entrepreneurs. They find that although access to 

microfinance has translated into a short term gain in 

the income level of women, the lack of skills and 

external market environment has rendered this 

sustainability not to be short-term in nature. They 

suggest that business training and networking should 
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be incorporated in order to make the microfinance 

programs more sustainable. 

Bouchard et al. (2020) 

In a study carried out by Bouchard and others, the 

researchers examined the scalability of microfinance 

programs in sub- Saharan Africa. They reviewed the 

efficacy of group lending models within rural 

populations and found out that the microfinance has 

exerted a positive, albeit, minor effect on the economic 

conditions. Another area of high operational 

challenges that were identified in the study was the 

loan default rates and access to larger loans. 

Robinson et al. (2021) 

This paper has discussed the connection between 

microfinance, financial literacy and economic growth 

in south east Asia. Robinson et al. also discovered that 

financial literacy contributed greatly to the subject of 

microfinance on household income and business 

development. This study recommends the inclusion of 

financial education programs in MFIs in order to 

maximize their economic influence. 

Morduch & Ramakrishna (2022) 

Morduch and Ramakrishna created a study on the 

importance of microfinance institutions in rural 

development and alleviating poverty in South Asia. 

They highlight that microfinance has demonstrated 

potential to trigger local economic activity, based on 

women empowerment but the effectiveness of 

microfinance in long-term sustainable poverty 

alleviation remains inconclusive. The analysis 

recommends, microfinance to be integrated with the 

other complementary efforts like education and 

healthcare to improve its application. 

Bain & Pendergast (2022) 

This paper explored how digital microfinance can be 

useful in increasing economic inclusion particularly in 

isolated communities. According to the study 

conducted by Bain and Pendergast, mobile-based 

lending services have increased the access to 

microfinance services as well as economic mobility of 

rural people. They believe that with the existence of 

excellent digital literacy initiatives, mobile platforms 

can become the bridge in the financial inclusion gap. 

Rosenberg & Armendariz (2023) 

Rosenberg and Armendariz carried out an analysis of 

the development of microfinance which they did in 

terms of how the industry is adjusting to the new 

economic environment. They discover that more 

diversified services that incorporate digital platforms, 

savings products and insurance are slowly substituting 

the traditional models of microfinance. The research 

shows that the shift on these services may have a 

potential improvement in the contribution of the sector 

in reduction of poverty. 

Chowdhury et al. (2024) 

The article is a social and economic impact study 

examining how women in Bangladesh are affected by 

the microfinance program. Their results indicate that 

women who receive microfinance programs report 

that they have better household income, yet they report 

getting substantial obstacles to accessing bigger loans 

and capital to expand businesses. The following 

recommendations in the study include: customized 

financial products and enhanced coordination between 

microfinance programs and local economic policies. 

Zhang & Lee (2024) 

The study by Zhang and Lee was on the financial 

viability of the microfinance institutions in China. 

Their findings were that although MFIs have been 

important in the economic development processes in 

the rural regions, the financially sustainability of the 

sector is at risk because of overdependence on external 

sources of funding and high failure rates. Their 

analysis recommends the enhancement of internal 

management performance and the increase of financial 

services beyond microcredit. 

Objectives: 

1. To Assess the Impact of Microfinance Institutions 

on Income Growth of Borrowers. 

2. To Evaluate the Contribution of Microfinance 

Institutions to Financial Inclusion in Rural Areas 

3. To assess the role of microfinance in promoting 

financial inclusion and reducing poverty, 

particularly among women. 

Scope of the Study: 

The present research paper puts emphasis on 

microfinance institutions (MFIs) role in improving the 

economic situation of the marginalized groups with a 

special emphasis on the developing nations. It 

analyzes the effects of MFIs on the growth of income, 

the growth of business, and social mobility. The study 

will involve a variety of models of MFI such as group 

and individual lending programs. The research will be 

aimed at assessing the positive and the issues related 

to microfinance services. It covers socio-economic 

effects of microfinance on its beneficiaries and also 

the institutional constraints that curtail its success in 

reducing poverty. 
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Need for the Study (100 words): 

Microfinance has become recognized as a major 

instrument of poverty alleviation and inclusion in the 

financial sector, but its usefulness is a controversial 

topic. This research is required in order to present a 

thorough review of the effects of MFIs on enhancing 

the economic situations especially in the developing 

economies where the access to financial services has 

been low. The research will also help to improve the 

understanding of the strengths and limitations of 

existing models because it will be possible to consider 

the results of microfinance programs. It will also assist 

in establishing some policy recommendations to make 

MFIs more sustainable and scalable to guarantee their 

effectiveness in reducing poverty in the long-term. 

 

III. RESULTS AND DISCUSSION 

 

Table 1: Financial Performance and Borrower Growth in the Indian Microfinance Sector 

Financial 

Year 

Total Loan 

Portfolio 

(INR in 

Crores) 

Number of 

Borrowers (in 

Lakh) 

Average 

Loan Size 

(INR) 

Total Loan 

Disbursements 

(INR in Crores) 

Income 

Growth of 

Borrowers 

(%) 

Financial 

Inclusion 

Index (out of 

100) 

2018-19 70,000 160 43,750 45,000 10.2 56.7 

2019-20 74,500 175 42,500 48,000 11.0 58.4 

2020-21 79,500 190 41,789 52,500 12.0 60.0 

2021-22 85,000 210 40,476 57,000 13.0 62.3 

2022-23 90,000 225 40,000 60,000 14.2 64.0 

Source: Status Micro Finance in India NABARD Reports 

 

 
Chart 1: Growth of Microfinance Loan Disbursements and Borrower Metrics in India 

(2018–2023) 

Source: Status Micro Finance in India NABARD Reports 
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According to the table on Financial Performance and 

Borrower Growth in the Indian Microfinance Sector, 

there is a positive and stable growth pattern between 

201819 and 202223. The loan portfolio grew steadily 

between 70, 000 crores and 90, 000 crores showing an 

increase in the microfinance business, and the number 

of borrowers also grew between 160 lakh and 225 lakh 

borrowers showing an extension and better access to 

credit. Even though the average loan size changed 

slightly with the years, it is indicative that more small 

and first time borrowers were included as opposed to 

lending out huge sums of money. The total loan 

releases also increased to 60,000 crores, which was up 

by 3 times the 45,000 crores indicating higher flow of 

credits to the underprivileged population. At the same 

time, the growth of borrower income increased 

between 10.2 per cent to 14.2 per cent which is an 

indication of the overall positive effect of 

microfinance on livelihood. The Financial Inclusion 

Index also indicated steady increase of financial 

inclusion level between 56.7 and 64.0, which proved 

strengthening financial inclusion in India. In general, 

the statistics show that the microfinance industry has 

been influential in the expansion of credit, income of 

the borrowers, and inclusive financial growth in the 

country over the study period. 

 

Table 2: rends in Women Borrower Inclusion, Income Growth, and Credit Performance 

Financial Year 

Number of 

Borrowers (in 

Lakh) 

Women 

Borrowers (%) 

Default 

Rate (%) 

Income Growth of 

Women Borrowers 

(%) 

Rural Loan 

Disbursements (%) 

2018-19 160 68.0 5.1 9.8 62.4 

2019-20 175 69.5 4.8 10.2 63.5 

2020-21 190 71.0 4.6 11.5 65.0 

2021-22 210 72.5 4.2 12.3 66.0 

2022-23 225 74.0 3.9 13.2 67.5 

Source: Status Micro Finance in India NABARD Reports 

 

 
Chart 2:  Trends in Women Borrowers, Default Rate, and Rural Loan Disbursements (2018–2023) 

Source: Status Micro Finance in India NABARD Reports 
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Above table and chart show the gradual increase in the 

inclusion of women borrowers, credit performance 

and rural outreach in the Indian microfinance sector in 

the 2018 19 period to 202223. The overall number of 

borrowers grew steadily between 160 lakh to 225 lakh, 

which means that there is an expansion in the 

microfinance coverage, the percentage of women 

borrowers also improved between 68.0 per cent to 74.0 

per cent, indicating that it was giving much attention 

to women-centric financial inclusion. Meanwhile, the 

default rate decreased continuously to 5.1 per cent and 

better to 3.9 per cent indicating that borrowers were 

repaying the loans with greater discipline and credit 

discipline, especially women. The growth of income 

of women borrowers was positive and maintained a 

steady growth of 9.8 per cent to 13.2 per cent which 

shows the positive effect of microfinance on 

empowering women economically and improving 

their livelihoods. There was also an improvement in 

the rural loan giving to 62.4 per cent to 67.5 per cent, 

which shows that there was more effective outreach 

and penetration in the rural regions that were 

underserved with the financial services. In general, it 

can be seen that the table and chart together indicate 

that the microfinance industry has been playing a 

significant role in empowering female borrowers, 

enhancing credit performance and facilitating 

inclusive and sustainable rural finances development 

in India. 

 

Table 3: Trends in Loan Portfolio, Rural Disbursements, Default Rate, and Sustainability Index (2018–2023) 

Financial 

Year 

Total Loan 

Portfolio (INR 

in Crores) 

Rural Loan 

Disbursements (%) 

Default 

Rate (%) 

Operational Costs 

(INR in Crores) 

Sustainability 

Index (%) 

2018-2019 70,000 62.4 5.1 3,200 58.0 

2019-2020 74,500 63.5 4.8 3,500 60.0 

2020-2021 79,500 65.0 4.6 3,800 62.0 

2021-2022 85,000 66.0 4.2 4,000 63.5 

2022-2023 90,000 67.5 3.9 4,200 65.0 

Source: Status Micro Finance in India NABARD Reports 

 

 
Chart 3: Operational Cost Growth and Sustainability Performance in Microfinance Sector 

Source: Status Micro Finance in India NABARD Reports 
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Above results table/chart illustrate trends in loan 

portfolio growth, rural disbursements, default rate, 

operation costs, and sustainability of the Indian 

microfinance sector between 2018 -19 and 2022-23. 

The total loan portfolio indicates that microfinance 

operations have continued to grow as ₹70,000 crores 

have turned into ₹90,000 crores whereas the rural loan 

disbursements have increased to 67.5 per cent instead 

of 62.4 per cent, which points to increased coverage of 

rural and underserved areas. The default rate on the 

same period also showed steady declining rates of 5.1 

per cent to 3.9 per cent which is an indicator of better 

credit management and repayment behaviour by the 

borrowers. Even though the expansion and outreach 

actions led to a moderate increase in operational costs 

between 3,200 crores and 4,200 crores, the 

Sustainability Index rose by 58.0 per cent to 65.0 per 

cent, which implies a better financial sustainability 

and long-term sustainability of microfinance 

institutions. In general, both the table and chart 

demonstrate that the microfinance sector has attained 

the balanced development that included the increase in 

the scope of loan portfolio and rural impact and 

retained the greater credit performance and enhanced 

sustainability during the period of research. 

 

IV. CONCLUSION 

 

Microfinance institutions have played a pivotal role in 

providing financial services to individuals 

traditionally excluded from the formal banking sector. 

This study has highlighted that MFIs contribute 

significantly to improving the economic conditions of 

low-income populations by enabling access to credit, 

savings, and insurance. Through their services, many 

individuals have been able to start or expand small 

businesses, thereby increasing their income levels and 

improving their quality of life. However, challenges 

such as high-interest rates, limited loan sizes, and 

inadequate training hinder the potential for broader 

economic impact. While microfinance is a powerful 

tool for poverty alleviation, it must be complemented 

by policies that ensure the sustainability and 

scalability of MFIs. Future efforts should focus on 

improving the financial literacy of clients, expanding 

loan offerings, and enhancing institutional 

frameworks to promote long-term economic growth 

and poverty reduction. 
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