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Abstract - ―From each according to one’s ability to each according to one’s needs‖(Marx,1964) ,accentuates the 

desideratum of economic justice. Financial inclusion is a facet of economic justice that makes growth inclusive and entitles 
economic agents to make long term consumption and investment decisions and contribute towards economic growth. In a 
country like India where most of the rural population is deprived of financial security it is important to provide security to 
them as well as extend the facilities of the organised sector to effectuate financial inclusion Also, financial inclusion enables 
them to cope up with unexpected financial shocks. The augmentation of microfinance however does not reveal that whether 
the very aim self sustainability by fostering entrepreneurship has been achieved or not. it is quite perceptible that 
microfinance ameliorates consumption smoothening or dealing with financial shocks but whether or not it has emerged as a 
significant tool in establishing new enterprises is a major issue .The significance of the study lies in the fact that there still 

exists evidences where microfinance notably microcredit has failed in various aspects. It is important to study such aspects 
as credit might be taken for other purposes which might worsen the situation of the poor. Instances where microfinance has 
not helped in self sustainability of the poor need to be analysed as even a single action taken in such arena might severely 
affect the lives of the poor people. The paper deals with an analysis of the impact of microfinance on the establishment of 
new businesses by poor people. The study is also important as it paves the path for understanding how the impact differs in 
various situation and the underlying reasons behind it. This also indicates that it is important for the MFIs to assess the 
situation of the borrower and proceed accordingly. 
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I. METHODOLOGY 

 

The data used in the project comprises of the 

secondary data and its taken from RBI handbook of 

Statistics, publications of NABARD, CRIL etc. The 

theory used in the project is derived from sources 

such as articles and journals, reports of various 
institutions such as NABARD, Asian Development 

Bank Institute, World Bank Group, Consultative 

Group to assist the poor(CGAP) etc. The 

macroeconomic model which deals with the impact 

of financial education on financial inclusion is 

derived from the ADBI Working paper series 

 

II. INTRODUCTION 

 

The lack of formal sector in India forces most of the 

poor to work in the informal sector. Microfinance 

seemed  a solution for this by providing necessary 
funds to the poor for productive purposes. The rural 

poor usually do not borrow from banks because of 

destitution of  enough savings to open bank accounts, 

delays, cumbersome procedures, and complex 

documentation requirements. The lack of formal 

financial services such as borrowing and lending to 

the poor deprives the poor of financial security. 

Microfinance aims to reduce the severity of the 

situations by making the poor self-sustainable via 

financial inclusion. The practical difficulties in the 

mode of operations by financial institutions and the 
economic characteristics and financing needs of low-

income households  is cited as the reason for  lack of 

access to credit for the poor (Tiwari P &Fawad S). 

Microfinance encompasses a wide range of products 

to meet needs such as credit transactions, payments, 

savings, credit and insurance – delivered in a 

responsible and sustainable way.(World Bank) 

.Financial inclusion may be defined as the process of 

ensuring access to financial services and timely and 

adequate credit where needed by vulnerable groups 
such as weaker sections and low income groups at an 

affordable cost (The Committee on Financial 

Inclusion, Chairman: Dr. C. Rangarajan). 

. But as Collins et al (2009) demonstrated in the 

―Portfolios of the poor‖ through year-long ―financial 

diaries‖ that exhibit the financial lives of poor and 

―near poor‖ households in Bangladesh, India, and 

South Africa, there are a set of basic needs which 

drive the financial activities. These basic needs 

include get food on the table every day, deal with 

illness, pay school fees and other sizeable expenses, 

and seize investment opportunities as they arise. As 
the book annotated that None of these needs 

definitely related to  running small businesses. This 

makes a remark that microfinance can still help the 

poor but need not necessarily by establishing small 

enterprises. 

 

The book ―Portfolios of the poor‖ by Stuart 

Rutherford, Jonathan Morduch, and Daryl Collins 

elucidates the reliability of these microfinance tools. 

A significant finding of the book elucidates that the 

poor households whose lives were studied value and 
use financial services more for managing household 

consumption and cash flow than for business 

investment purposes (CGAP) .And this is where the 
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drawback of self-sustainability character of 

microfinance and its aim gets challenged. 
Evidences also suggest that microfinance is more 

useful for already established businesses. The 

existing shops have grown but no new shops have 

been established. The reasons cited for this is that 

poor people who are vulnerable are not willing to 

take risks. The modern microcredit model which 

focuses on neoliberal ideology and not on 

redistributive policy brings in the idea of economic 

justice via financial inclusion into picture. 

The aim of Yunus was to bring capitalism down to 

the poor .The original Grameen bank model which 

was earlier developed relied on subsidies. The new 
model however suggested a for profit and self-

sustainable model. The major problem which arises 

here is that microenterprises are unable to create 
sufficient demand for their products. However there 

is a strong argument to believe that the model Yunus 

proposed was based on the idea that supply creates its 

own demand or probably he did not went into the 

demand supply side of the model Moreover, as the 

World Bank (2014: 25) found, with so few local 

market opportunities, it should not be surprising to 

find that the poor increasingly choose to access 

microcredit simply in order to  needed consumption 

spending. This may avert a household crisis in the 

short-term, but in the long run it is not an effective 

tool of self-sustainability. 

 

 
 

An insight into the NABARD 2016-17 report did 
mention the fact that the proportion of members 

below poverty line declined from 58 per cent in pre-

SHG situation to 33 per cent in post-SHG situation, 

likely due to income growth of 6 per cent per 

annum10 however the exact implication of this is 

unknown as rest of the report highlights the indirect 

benefits of microfinance. For instance, the report 

suggests that health and hygiene awareness. 

education ,improving nutrition, women 

empowerment, promoting girl child education ending 

all forms of discrimination against all women and 

girls everywhere, eliminating violence against 
women, ensuring full and effective participation and 

equal opportunities for leadership etc. are some of the 

positive indirect impact microfinance and bank 

linkage program had however the direct impact is 

quite sceptical. 

A review on the history of microcredit delineates that 

such credit was often used by the poor for 

consumption and rarely for business investment. The 

capital thus which would have been used for 

productive purpose thus remain unutilised. Thus the 
concept of economic justice comes into light. Another 

aspect of this is indebtedness caused because the 

borrowers are primarily borrowing for consumption 

and hence there is negligible return which in fact may 

prove worse for the poor by creating a debt trap and 

vicious cycle of poverty. However a research by 

Bernajee et. al. (2009) elucidates the fact that people 

who already have a business benefit from the 

microcredit as initial investment. On contrary, among 

households who do not own a business and have no 

potential to start one use microcredit to increase their 

spending for nondurable and unproductive goods (e.g. 
food) or to pay more expensive debts. In such case, 

microcredit is very unlikely to have a productivity 

impact, hence might not reduce poverty. The point 

here is that poverty is a complex phenomenon and 

there are a lot of factors that poor have to deal with. 

moreover poverty is not just about consumption and 

expenditure. The real cause of poverty lays on the 

inability of the poor to involve in income-productive 

activity whether an opportunity to do so is exist or 
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not. It is the lack of knowledge, skills and capabilities 

that creates poverty. It has also been argued that 
higher employment rates might not reach the poor or 

improve their condition. It is investment in human 

capital and capabilities that will increase productivity 

that leads to pro-poor economic growth which will 

have impact on poverty reduction. Moreover, not 

everybody in the rural area can establish a business 

and make it successful. There is  a set of 

entrepreneurial skills required for any business to 

grow and become successful. 

Evidence also suggests that there is no effect of 

microfinance institutions on the growth and 

development of small and medium enterprises.Arvind 
Panagariya, Professor of Economics at Columbia 

University, said microfinance had been pushed in 

India irrespective of credit worthiness of borrowers, 

and the recovery methods were coercive.Panagariya 

said while micro-credit smoothened out consumption 

for those with low incomes, studies showed their 

effect on poverty and education was limited. Micro-

credit's role as an income-generating mechanism was 

"overstated", he added.(Hindustan Times). It is 

important to assess the characteristics of microfinance  

which are essential to its success. It is so because 
microfinance has not been successful in every aspect 

and in every situation. The increasing competition 

among microfinance institutions leads to overlapping 

where borrowers have loans from several lenders 

which leads to competition among MFIs to be repaid. 

Another argument put forth is that financial education 

helps in better management of financesand hence 

should be encouraged more than just giving out 

loans.Financial education is defined as The process 

by which financial consumers/investors improve their 

understanding of financial products, concepts and 

risks and, through information, instruction and/or 
objective advice, develop the skills and confidence to 

become more aware of financial risks and 

opportunities, to make informed choices, to know 

where to go for help, and to take other effective 

actions to improve their financial well-being (OECD, 

2005) Financial literacy, however deals with 

everyday management of finance and how people 

understand and use finance related Information.. 

Public policy in the form of financial education is 

significant since most of the people including the 

young are  vulnerable to financial decision making 
especially in the long term.Financial education has 

huge potential to contribute to economic growth and 

development by expanding the funds available for 

investment in the economy and improving the 

allocation of those funds. The appendix discusses the 

macroeconomic impact of financial education by 

developing a simple macroeconomic model.  

(Yoshino, N., & Morgan, P. September 

2016).Therefore it has been argued that instead of 

providing credit without assessing the need and 

situation of the borrower it is important to provide 

financial education to them as this will help them 

more than the credit. 
 

CONCLUSION 
 

These arguments elucidate that there is a need to 

assess the situations where microfinance has 

considerably failed and to assess the characteristics 

which are important for it to be successful. There still 

exists challenges which MFIs needs to overcome. 

Such challenges include outreach, transparency and 

the quality of MFI which is under stress due to 

increasing competition etc. Moreover, the impact of 

microfinance on poverty alleviation by helping the 
poor in establishing enterprises is difficult to assess 

because there are underlying factors on which the 

success of microfinance depends.It is indeed true that 

microfinance has been successful in India but to what 

extent and the arenas in which it has been successful 

is a questionable argument. Moreover, primary 

research needs to be conducted in this arena to assess 

the root causes and the impact of microfinance. The 

literature available delineates how can microfinance 

help in establishing business for poor people but how 

far this has been successful needs to be assessed. It 
has also been delineated that women entrepreneurs 

have been benefitted more in the southern parts than 

in northern parts of the country. Women in place such 

as UP and Bihar still borrow for consumption 

purposes than for productive activities. This thus 

paves a path for further research on the grassroots 

impact of microfinance in ameliorating productive 

activities. 
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APPENDIX 
 
The appendix describes the macroeconomic model 

which elucidates the impact of  financial education on 

financial inclusion .According to the model, efficient 

allocation of funds between the bank loans and 

capital market can be achieved by the proper 

implementation of financial education. The model is 

described below: 

 

(1) Households' Asset Allocation (Diversification) 

Y—T=S+C= (D + B) + C   

……………………………….1) 

Where  Y=GDP ,T= tax, S = savings, C = 
consumption, D = deposits, B = capital investment 

Equation 1 is household after-tax income, which is 

distributed between savings and consumption. 

Savings consists of increases in deposits and 

securities (i.e., the capital market). And which is here 

B ie the capital investment. 

 

(2) Aggregate Supply Curve (SMEs and 

Corporation) 

Y = F(N, K) = a1 (P — Pe) + a2 L + a3(B + u) 

…………………………..2) 
Where, F(..) = production function, N = labour, L = 

loan, Pe= expected price, P = price , u = shock term 

Equation 2 shows aggregate supply, where Y is 

output, N is labour, and K is capital. Labour demand 

depends on the real wage rate. In equation 2, the 

aggregate supply curve is expressed as the actual 

price minus expected price, and L represents bank 

loans producing capital. B is the money from the 

stock market. Investment (K) consists of L + B in 

equation 2. 

 

(3) Aggregate Demand Curve 
Y = bi + b2 L + b3(B + u) + b4 G + b5NX L = bank 

loan, B = capital investment, G = government 

spending, NX = net exports 

Equation 3 is the aggregate demand curve. Aggregate 

demand depends on consumption, capital investment, 
government spending, and net exports. Since equation 

3 is a reduced form equation, investment comes from 

bank loans and the capital market. 

 

(4) Increase of Expected Outputs 

E(Y) = a2 E(L) + a3 E(B + u) 

E(Y) = b1 + b2 E(L) + b3 E(B + u) + b4 E(G) + 

b5E(NX) 

Equation 4 shows the expected output, which is a 

function of the expected loans and capital from the 

capital market, plus a shock term, u, together with 

government spending and net exports. Since the 
equation demonstrates that the expected output is 

dependent on the capital market, it is evident that the 

development of the capital market via financial 

education will increase output. 

Yoshino, N., & Morgan, P. (September 2016). 

Then, as shown in equation 4, the capital market, in 

principle, will seek a higher rate of return on capital; 

therefore, investment will be much higher compared 

with the case where banks are the dominant financial 

institutions. Equation 4 shows that expected output 

will increase if financial education can be 
implemented, so that the capital market is more 

developed. However, equation 5 shows the negative 

side of financial education, as the volatility of output 

will become higher compared to the case of bank 

loans being dominant. 

Another macroeconomic impact of financial 

education is elucidated below: 

Financial education will diversify the household’s 

asset allocation of their savings. This in turn will have 

an impact on the supply curve. It means that the 

companies will have to raise money for their capital. 

Thus, AD consumption and investment will be 
effected by financial education which will enhance 

the growth rate of the economy. 

 

The AD effect can be demonstrated as 

 

 
 

 

 


