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analysing various factors of why the impact of microfinance is not well
spread across various regions of India. It analyses how microfinance,
the financial services provided to low-income individuals, contributes
to rural regions’ entreprencurship of India to develop through the
various government schemes that is prevailing for the years of 2019-
2023. It further goes on to evaluate the entrepreneurial institutions who
received the most and the least microfinances through government
schemes and region wise analysis of the number of microfinances
provided through NABARD and the disparities and the reasons for
such disparities in specific regions of India. The research paper, hence
provides an overview of the performance of microfinance in the recent
years and its impact on rural entrepreneurship,
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Introduction:-

With over 65% of India’s population residing in rural areas and nearly 30% excluded from the formal credit system,
microfinance has emerged as a transformative tool for fostering entrepreneurship among underserved communities.
Microfinance refers to the financial services provided to low-income individuals or groups who are typically
excluded from the traditional banking system.There are generally three main types of microfinance services:
microloans, micro-savings, and micro-insurance. Microloans are small, collateral-free loans, while micro-savings
allow individuals to save small amounts of money. Micro-insurance provides insurance policies with lower
premiums, often offered alongside microloans. Microfinance aims to enhance the financial services access to
marginalized groups, especially women and the rural poor. Microfinance plays a significant role in promoting
financial inclusion.Micro loans are driving rural development in India by providing access to financial resources for
agriculture finance and empowering the rural economy. These loans play a crucial role in promoting
entrepreneurship, boosting agricultural productivity, and creating employment opportunities.The current
microfinance models took shape in the nineties as a means of financial inclusion of poorer households. The first
model, the SHG Bank Linkage Model, has become a movement and is presently a part of the National Rural
Livelihood Mission, a poverty alleviation and employment programme of the government.The role of microfinance
in development of rural entrepreneurship in India is that enables them to start or expand their businesses. This not
only generates employment but also stimulates the economic growth within the community leading to job creation
for everyone and poverty alleviation.The Government of India has brought in several schemes and programs which
provides the emerging rural entrepreneurship access to microfinance such as the Pradhan Mantri Mudra Yojana
(PMMY), Stand-up India, A Scheme for Promotion of Innovation, Rural Industries and Entrepreneurship (ASPIRE),

460
Corresponding Author:- Naumika D.V



http://www.journalijar.com/
https://www.hdfcbank.com/personal/resources/learning-centre/sme/government-loan-schemes-for-entrepreneurs
https://www.hdfcbank.com/personal/resources/learning-centre/sme/government-loan-schemes-for-entrepreneurs
https://www.hdfcbank.com/personal/resources/learning-centre/sme/government-loan-schemes-for-entrepreneurs
https://www.hdfcbank.com/personal/resources/learning-centre/sme/government-loan-schemes-for-entrepreneurs
https://www.nimsme.gov.in/about-scheme/a-scheme-for-promotion-of-innovation-rural-industries-and-entrepreneurship-aspire-

ISSN(O): 2320-5407 Int. J. Adv. Res. 13(06), June-2025, 460-464

and the Micro Enterprise Development Programme (MEDPs). These schemes aim to provide financial assistance,
training, and infrastructure support to help rural businesses thrive, according to HDFC Bank and NABARD.Despite
the growth of microfinance, challenges such as uneven geographical distribution, high-interest rates, and inadequate
financial literacy persist. While existing literature explores microfinance’s role in poverty alleviation, fewer studies
analyze its direct impact on entrepreneurial success in rural India. This research seeks to address this gap by
evaluating the effectiveness of microfinance in fostering sustainable rural enterprises.Microloans are driving rural
development in India by providing access to financial resources for agricultural finance and empowering the rural
economy. These loans play a crucial role in promoting entrepreneurship, boosting agricultural productivity, and
creating employment opportunities. The current microfinance models took shape in the nineties as a means of
financial inclusion for poorer households. The first model, the SHG Bank Linkage Model, has become a movement
and is presently a part of the National Rural Livelihood Mission, a poverty alleviation and employment programme
of the government. The role of microfinance in the development of rural entrepreneurship in India is that it enables
them to start or expand their businesses. This not only generates employment but also stimulates the economic
growth within the community, leading to job creation for everyone and poverty alleviation. The Government of
India has brought in several schemes and programmes which provide the emerging rural entrepreneurship access to
microfinance, such as the Pradhan Mantri Mudra Yojana (PMMY), Stand-up India, A Scheme for Promotion of
Innovation, Rural Industries and Entrepreneurship (ASPIRE), and the Micro Enterprise Development Programme
(MEDPs). These schemes aim to provide financial assistance, training, and infrastructure support to help rural
businesses thrive, according to HDFC Bank and NABARD. Despite the growth of microfinance, challenges such as
uneven geographical distribution, high interest rates, and inadequate financial literacy persist. While existing
literature explores microfinance’s role in poverty alleviation, fewer studies analyse its direct impact on
entrepreneurial success in rural India. This research seeks to address this gap by evaluating the effectiveness of
microfinance in fostering sustainable rural enterprises. By employing both qualitative and quantitative methods, the
study aims to assess how access to microfinance influences business outcomes, job creation, and overall community
development. Ultimately, the findings will contribute to a deeper understanding of the potential and limitations of
microfinance as a tool for enhancing rural entrepreneurship in India. In addition, the research will explore the socio-
economic factors that may mediate the relationship between microfinance access and entrepreneurial success. By
identifying these dynamics, the study hopes to offer valuable insights for policymakers and practitioners looking to
optimise microfinance initiatives for rural development.

Literature Survey:-

Muhammad Yunus introduces (1999) the concept of microcredit through Grameen Bank, emphasizing its role in
empowering the poor, especially women, by providing small loans without collateral. Jonathan Morduch (1999) also
examines the effectiveness of microfinance programs, describing their ability to lend to low-income households
without requiring collateral. Hans Dieter Seibel (2005) explores the historical roots of microfinance in Europe and
Asia, arguing that contemporary microfinance initiatives often overlook traditional, informal financial systems.
Study by Tiwari, A. K., et al. (2017) described the impact of microfinance on rural entrepreneurship in India, finding
that access to microfinance significantly enhances entrepreneurial activities among rural populations. Study by
Abhijit Banerjee et al (2015) present findings from six randomized controlled trials on microcredit, revealing that
while microcredit has modest positive effects on income and business activity, it does not lead to transformative
changes in poverty levels. Shahidur Khandker (2005) utilizes panel data from Bangladesh to demonstrate that
microfinance contributes to poverty reduction, particularly among female participants. Assessment by Puhazhendi,
V., & Badatya, K. C. (2002) on India's Self-Help Group (SHG)-Bank Linkage Program finds that it has led to
increased savings, higher loan amounts, and a shift from consumption to production-oriented loans. Sriram(2010)
discusses the commercialization of microfinance in India, focusing on the Andhra Pradesh crisis, where aggressive
lending practices led to widespread over-indebtedness. Ghosh and Van Tassel(2011) review evidence on
microfinance-induced over-indebtedness, highlighting cases where borrowers accumulate multiple loans, leading to
financial strain. Sinha(2016) examines the evolving landscape of microfinance in India, discussing the challenges
posed by commercialization, over-indebtedness, and regulatory gaps.

Literature Gap:-

Based on the above mentioned literature, it is seen that the research on the topic of the impact on microfinance on
rural entrepreneurship in recent times over the country is lacking . hence this paper takes up such a study.
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Objectives:-

The primary aim of this research is to explore the dynamics of microfinance in driving rural entrepreneurship across

India, with a special focus on understanding how microfinance institutions, particularly NABARD, are contributing

to this process. The study seeks to provide insights into the effectiveness and reach of microfinance programs and

the associated impact on rural entrepreneurship. Specifically, the research will focus on the following objectives:

1. To evaluate regional disparities in NABARD's support for microfinance initiatives across different states and
rural areas

2. To analyze the trends in the number of active microfinance loans and the outstanding loan amounts over the
past few years.

3. To analyse the State-wise Number of Active Loans and Loan Outstanding by Microfinance Industry Lenders.

Methodology:-
The paper is based on secondary data. The data is collected from the official website of NABARD.. The states are
regrouped into 6 regions according to the definition of zonal council data directed by the Government of India. The
study period is from 2018-19 to 2022-23. Simple descriptive Statistics have been used to analyse the data. For
objective three, CAGR method has been used to analyse the growth rate. Charts and diagrams have been used to
describe the result.

Result & Analysis:-

Objective 1 :

To evaluate regional disparities in NABARD's support for microfinance initiatives across different states and rural
areas.
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The above chart highlights the disparities in Region-wise NABARD support for NGO’s, and SHG Leaders/members
from the financial year 2018-19 to 2022-23. From the above graph it can be interpreted that the central region is
doing the best while the North-Eastern is however not performing to the best. NABARD's support tends to be more
substantial in central regions compared to northeastern India due to a combination of factors, including better
infrastructure, a higher density of credit delivery outlets, and a stronger financial health of rural financial institutions
in central areas. The northeastern region, on the other hand, faces challenges like water distress, limited access to
credit, and inadequate infrastructure, which can hinder NABARD's ability to effectively support projects and
programs. Despite having 33% of the country's water resources, the northeastern region experiences water scarcity,
which can hinder agricultural productivity and limit the success of NABARD-supported projects.Hence, it can be
concluded that with efficient consumption of water supply over the regions of the Northeast could lead to increased
support from NABARD.
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Objective 2:
To analyze the trends in the number of active microfinance loans and the outstanding loan amounts over the past few
years.
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The above chart analyzes the trend in the number of active microfinance loans and the outstanding loan amounts
given to NBFC-MFIs,Banks, SFBs, NBFCs, and Non-profit MFIs over four years from 2019-20 to 2022-23. From
the chart it can be analysed to extract the conclusion that the number of loans provided to the NBFC-MFIs is
significantly higher than the amount of loans provided to the remaining institutions. It can also be observed that the
loans provided to Non-profit MFIs are stagnant showing there were no loans provided over the years. And the loans
lent to the SFBs and NBFCs remained consistent for the four financial years, showcasing a slowed growth rate of
these sectors. The number of loans lent to the banks being as high as that of NBFC-MFIs are seen to have been
fluctuating the most compared to the remaining three sectors. The number of loans a government lends to banks can
fluctuate due to several factors, primarily influenced by economic conditions and government policy. These
fluctuations are often driven by the need to stimulate or stabilize the economy, manage debt, or address specific
financial challenges such as interest rate fluctuation, Investor sentiments, global economic events,and many as such.

Objective 3

This section targets to analyse the State-wise No.of Active Loans and Loan Outstanding by Microfinance Industry
Lenders. Through the further calculation of the CAGR, an analysis has been made on the state-wise number of
active loans and outstanding loans for NBFC MFIs, NBFC, and Non-profit MFIs compound contribution to the
annual growth rate for the years 2021-22 to 2022-23. It is noticeably seen that the active loans growth rate for the
years 2021-22 to 2022-23 len to the NBFC MFIs was 4.337873564, showing a positive impact and attention drawn
over the years and the outstanding loans lent to the NBFC MFIs results in an annual compound growth rate of
36.51487349. It clearly shows that NBFC MFIs happen to prefer outstanding loans on financing the running of their
institutions.The CAGR of active loans and outstanding loans provided for the NBFC is 3.493926164 and
9091.14812 respectively for the years 2021-22 to 2022-23. The CAGR of active loans and outstanding loans
provided to Non-profit MFIs for the year 2021-22 to 2022-23 is -111.7249726 and -4,805.3611. It can be analysed
that outstanding loans were prevailing over all the three sectors against active loans. In comparison between the
three sectors it can be found that the CAGR of Non- profit MFIs was negative in both,active and outstanding loans.
It can be because Nonprofit organizations face many challenges when delivering their mission, a road that is fraught
with operational issues, changing compliance, and a need to monitor and optimize performance, while increasing
transparency at every corner.
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Conclusion:-

It can conclude with the study about the role of microfinance in catalyzing rural entrepreneurship while exposing
stark regional and institutional disparities in India’s financial inclusion landscape. Geographically, NABARD’s
support remains skewed toward central India, with the northeastern region lagging due to infrastructural gaps and
water mismanagement, despite its resource potential. These findings call for region-specific policy interventions,
such as enhanced water governance in the northeast and streamlined compliance frameworks for Non-profit MFIs,
alongside leveraging NBFC-MFIs’ outreach to bridge credit gaps. The analysis reveals that while NBFC-MFIs
demonstrate robust growth—evidenced by high CAGRs in active (4.34%) and outstanding loans (36.51%)—Non-
profit MFIs face systemic decline due to operational and regulatory challenges.Ultimately, achieving equitable rural
entrepreneurship demands not just financial access but also context-sensitive solutions to institutional and
environmental barriers. The path forward lies in integrating digital tools, climate resilience, and collaborative
models to transform microfinance into a true equalizer of opportunity in India.
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