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ABSTRACT

This thesis examines the significance of microfinance in promoting women’s empowerment
and socio-economic change in India in a rapidly changing institutional and digital financial
environment. Based on theoretical approaches such as Sen’s Capability Approach, Kabeer’s
Resources-Agency-Achievements framework and Mayoux’s Virtuous Spiral, the paper defines
empowerment as a complex process that involves economic, social, psychological and political

aspects.

The paper applies various microfinance frameworks to understand the role of institutional
factors, social capital and the social context in shaping the outcomes of empowerment. Based
on secondary data from NABARD, RBI, World Bank, as well as qualitative information from
existing empirical research, this paper examines the impact of self-help groups (SHGs),
microfinance institutions (MFIs) and digital financial inclusion programs on women’s agency

and participation in household and community decision-making.

Findings show that microfinance has made a significant contribution to women’s economic
empowerment in terms of improved access to credit, savings and livelihood services.
Nonetheless, the results for empowerment effects are still mixed and dependent on factors such

as caste, geographical location, institutional governance and digital connectivity.

The research emphasizes that effective empowerment can be achieved by integrating financial
inclusion with participatory institutions and robust regulatory environments. It concludes that
microfinance can be a catalyst for social change, but this is possible only when economic
viability is properly aligned with ethical finance values and social intermediation. Policy
recommendations emphasize the importance of comprehensive strategies that combine
financial services with capacity development, digital knowledge and community mobilization

for achieving inclusive and sustainable empowerment outcomes for women in India.
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CHAPTER 1: INTRODUCTION

1.1 Background of the Study

A financial system is made up of institutions, markets, instruments and services that move
money around and help in economic development. Microfinance forms an important part of this
system by extending small-scale financial services; such as loans, savings and insurance to
those who are traditionally excluded from formal banking. It is aimed at low-income families
and has a focus on women because they have less access to resources and fewer chances to
make decisions. Microfinance not only provides credit but it also gives them opportunities to
work and invest in their family's well-being, strengthening their social standing. Thus,
empowerment is included in the very definition and objective of microfinance, making it both

a financial and social intervention.

In India, microfinance has evolved from cooperative credit institutions to self-help group—bank
linkage programmes and, more recently, to digitally enabled microfinance ecosystems regulated
by the Reserve Bank of India. These make microfinance not merely as a financial intervention

but as a mechanism of social transformation.

Women’s empowerment is now a central focus for development, indicating a shift from a
welfare-oriented approach to an agency, participation and institutional inclusion oriented
approach. Notwithstanding the massive outreach of microfinance programs, there still remain

questions about the depth, sustainability and equity of empowerment outcomes.

1.2 Research Gap

Existing literature extensively note the financial performance and outreach of microfinance

institutions. However, the following gaps still remain:



e Empowerment is often measured in economic terms, without considering psychological,

social and political aspects.

e There is been little attention towards the role of institutional design and policy frameworks

in shaping empowerment outcomes.

e There is a lack of analysis of the impact of digital transformation in microfinance on

women’s agency and access.

This research fills the gaps by combining economic, sociological and institutional approaches

within a single framework.

1.3 Objectives of the Study

The main objective of this study is to examine the impact microfinance has on women

empowerment and socio-economic transformation in India.

Sub-objectives:

1. To assess how microfinance improves women’s income and entrepreneurial activities.

2. To evaluate its role in strengthening women’s decision-making and social participation.

3. To determine its effects on institutional structures (SHGs, MFIs and policy frameworks)

and how they influence empowerment outcomes.

4. To understand the implications of digital financial inclusion for women’s agency and

participation.

1.4 Research Questions

This thesis seeks to answer the following research questions:

1. How does microfinance help in the economic, social and psychological empowerment

of women in India?



2. What are the institutional and contextual factors that moderate the outcomes of
empowerment?

3. How has the digital transformation impacted the phenomenon of financial inclusion and
empowerment?

4. What are the policy frameworks that are required to ensure sustainable empowerment?

1.5 Structure of the Thesis

This thesis is organized as follows:

o Chapter 1 is an introduction which briefly presenta the research-topic, objects and gaps.

o Chapter 2 examines the existing literature present and-discusses.the major findings and

limitations.

o Chapter 3 outlines the methodology of the study and.data sources used.

o Chapter 4 presents the data analysis-and results.

e Chapter 5 concludes the study along with policy implications, limitations and future

research directions.

CHAPTER 2: REVIEW OF LITERATURE

2.1. Conceptualtand Theoretical Foundations

Microfinance, in the modern era, is seen as a key idea in development economics as it brings
together financial services and social change. It highlights both economic reasons of why the
poor are often excluded by the traditional banking models and social perspectives on how access
to financial resources and credit can change a person's sense of agency and independence. From

a business and management perspective, these ideas help examine whether microfinance



institutions can balance financial stability with social impact, a goal known as the *double

bottom line’ (Ledgerwood, 2013).

At an economic level, microfinance seeks to correct the imperfections in credit markets that
arise because of information asymmetries, lack of collateral among the poor and high
transaction costs and interest rates. Such imperfections often cause the conventional financial
institutions to restrict lending to low-income borrowers (Stiglitz & Weiss, 1981). From a social
perspective, feminist economists have often emphasised that poverty and social as well as
financial exclusion are not the sole material conditions but that they are also the relational
phenomena rooted in unequal gender and power dynamics (Kabeer,71999; Sen, 2005). As a
result, microfinance serves not only as an economic intervention but also as a socio-political

tool for the empowerment of these groups.

Building on this, Ajwani-Ramchandani «(2017) tries to integrate these viewpoints by
conceptualising empowerment as a imultidimensional process shaped by economic access,
social capital and institutional design. Having an understanding of these theoretical foundations
is also necessary before turning to empirical evidence, as the choice of theory influences how
empowerment is defined, operationalised and interpreted by the masses. The following
sections, therefore, trace the evolution of the microfinance thought and also outline the principal

economic theories that underpin it.

2.1.1 Evolution of Microfinance Thought

a. Pre-Microcredit Roots: Cooperative and State-led Finance (1850s—1970s)

(i) The Origins of Institutional Credit and Poverty Alleviation

The origins of microfinance cannot be understood without an attempt to place it within the

longer global and colonial history of smallholder credit and cooperative organisation. Before



the emergence of the term microfinance in the 1970s, attempts to provide access to finance and
credit to the poor existed in various forms. Some examples of these include mutual aid societies,
thrift and credit cooperatives, rotating savings and credit associations (ROSCAs) and
government-led credit programmes. These early mechanisms shared a common goal of
democratising access to finance in economies that were at that time dominated by usury, land

concentration and limited market institutions (Ledgerwood, 2013; Robinson, 2001).

In India, similar to much of Asia and Africa, colonial agrarian policy intensified the duality of
formal and informal finance. The moneylender remained the principal source of working capital
for small farmers, artisans and villagers who charged interest rates starting at 25% and going as
high as 60% annually (Basu & Srivastava, 2005). By the late 19" century, the British colonial
administration, under the influence of cooperative movements in Europe, explored institutional
solutions to rural indebtedness. The Cooperative CreditSocieties Act of 1904 was established,
which gave the first formal framework for local credit cooperatives, which were intended to
replace traditional moneylenders with self-managed and sustainable mutual institutions. Yet
despite its reformist ambitions; the cooperative experiment soon mirrored the same inequalities
it sought to resolve. Elite.domination, bureaucratic control and exclusion of women and the

landless were still major concerns (Harper, 2002; Thorner, 1956).

(if) European Cooperative Roots and Early Financial Mutualism

The roots of modern microfinance can be traced to the cooperative movements of 19th century
Europe, mainly the models pioneered by in Germany by Friedrich Wilhelm Raiffeisen and
Hermann Schulze-Delitzsch. Raiffeisen’s rural credit societies (1860s) placed a lot of emphaisis
on mutual guarantee and collective responsibility, which could ultimateky help in building a
form of "social collateral” decades before the term existed (Guinnane, 1994). Members would

pool small savings together, extend loans to each other, while profits were reinvested locally.



For their part, Schulze-Delitzsch's urban cooperatives took this model and adapted it for artisans
and small entrepreneurs, institutionalizing self-help, thrift and local accountability

(Ledgerwood, 2013).

These models responded to a similar paradox that would later be faced by microfinance. It
involved the main question of how to reconcile market rationality with social solidarity. Their
success inspired replications across Europe and colonial territories, offering the state a
politically safe way to promote welfare through self-responsibility. But theiideological subtext
at that time was unmistakably paternalistic which meant that cooperatives were promoted not
as a right to finance but as a moral instrument to discipline the poor into thrift and punctuality

(Birchall, 2013).

Thus, the diffusion of this European cooperative ideal to colonial Asia and Africa carried along
a double legacy: Empowerment through mutualism and surveillance through bureaucratization.
In India, the British administration welcomed cooperatives not necessarily as a means of
poverty reduction but as a way to stabilize agrarian revenue flows and to counter peasant unrest,

higly prevalent at the time (Basu & Srivastava, 2005).

(iii) The Cooperative Credit Societies Act of 1904: Colonial Adaptation and Local

Realities

India’s first major institutional intervention in rural credit and finance was brought by the 1904
Cooperative Credit Societies Act. This act facilitated the creation of small member-based
societies for providing credit to farmers and artisans. The management was overseen by the
office of the Registrar of Cooperative Societies. Initially conceived as self-governing
organizations, the state soon assumed a heavy-handed regulatory role, thus taking away local

autonomy.
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Empirical studies from these different areas of Bombay Presidency, Madras and Punjab during
the period 1910-1930 indicate mixed results. Where local leadership was strong and kinship
ties were cohesive, repayment rates were respectable, between 70 and 90 percent (Chakravarty,
1955). In many areas, however, cooperatives became vehicles of elite capture, where local
boards were dominated by landlords, moneylenders or rich peasants who targeted loans to
themselves or politically influential clients (Harper, 2002). This represents one of the more
common pitfalls of development finance in general-the principal-agent problem between intent

at the state level and local implementation.

While the Act did little to address gender exclusion, membership wasimplicitly male by virtue
of property-based eligibility. The women's economic activities remained confined to the
informal sector, unrecorded and unrecognised by formal financial systems (Mayoux, 2000).
Thus, the "self-help"” ethos of cooperatives did'not translate into empowerment but reproduced

the existing patriarchal hierarchies.

Incentives were also distorted by the state’s emphasis on monitoring. Political meddling in
credit recovery resulted from the treatment of loan defaults as administrative errors rather than
market signals. The cooperative thus became a quasi-bureaucratic apparatus rather than a

participatory institution,apattern that repeats itself in later, state-led microcredit programmes.

(iv) Post-Independence Credit Expansion: Developmentalism and the State

Access to credit was viewed by India's planners as part of state-led development after
independence in 1947. Influenced by Keynesian and developmental economics, the Five-Year
Plans institutionalized subsidized credit as a public good. The All India Rural Credit Survey
(1954) concluded that "cooperation has failed, but cooperation must succeed", recommending

the creation of integrated cooperative structures that combined credit, marketing and
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processing. This gave rise to the three-tier cooperative structure, primary societies at the

village level, central banks at the district level and state cooperative banks at the apex.

This expansion, although ambitious, magnified the earlier pathologies. Studies by Nair and
Tankha (2015) show that by the 1970s, India had almost 100,000 primary cooperative societies,
but less than 40% of them were operationally viable. The problem was not one of missing
infrastructure but one of institutional design failure: state subsidies crowded out local

accountability and cooperative principles were subordinated to bureaucratic targets.

Commercial banks, especially after the nationalization in 1969, were instructed to lend 40
percent of their credit to priority sectors such as agriculture, small-scale industries and weaker
sections. This "social banking" strategy expanded the ‘outreach but not necessarily the
empowerment. According to Rangarajan (1998), "though the number of rural branches
increased tenfold between 1969 and 1990, effective access for smallholders remained limited

because of cumbersome procedures and the perception of credit as a political entitlement".

Repayment crises and an accumulation of NPAs by the 1980s discredited the social banking
model. The World Bank, in 1989 and the Reserve Bank of India, in 1991, diagnosed "supply
without sustainability"—the state could expand credit but could not institutionalize the
repayment culture. Also, women remained marginal participants; less than 5% of rural credit

beneficiaries were female (Basu & Srivastava, 2005).

b. The Grameen Breakthrough and the Microcredit Revolution (1970s-1990s)

The Grameen Bank was founded by Muhammad Yunus in 1976. It marked a defining moment
in the “microcredit revolution.” Yunus reversed conventional banking logic by eliminating the
need for physical collateral and substituting it with social collateral through group lending,

monitoring and joint liability. These methods had a strong impact on the economic concept of

12



asymmetric information by reconceptualising networks of local trust into webs of contractual

accountability (Armendariz & Morduch, 2010).

By the late 1980s, repayment rates for the Grameen model were above 95%, thus challenging
the assumptions that poor people were risky borrowers. The model spread worldwide, inspiring
projects such as BancoSol in Bolivia, Bank Rakyat Indonesia's Unit Desa and the Kenyan
Women Finance Trust (Morduch, 2000). Although each programme balanced financial and
social goals somewhat differently, all shared a belief in the commercial potential of poor people.
During this time, there were also disagreements between supporters of subsidies for equity also
known as the welfarist view and those who emphasized financial sustainability, the

institutionalist view (Rhyne, 1998; Morduch, 1999).

c. Institutionalisation and Mainstreaming (1990s-2000s)

During the 1990s, multilateral organizations such as the World Bank, the Consultative Group
to Assist the Poor (CGAP) and the United States Agency for International Development
(USAID) adopted the financial-systems approach, which promoted the integration of
microfinance into national banking frameworks (Helms & Reille, 2004). This marked a shift
away from an NGO donor-based model of dependency to the establishment of regulated

institutions.

In India, this happened in 1992 through the Self-Help Group—Bank Linkage Programmes
started by NABARD, which brought small voluntary savings groups together and integrated
them into the formal banking networks. Thus, the concept of social intermediation
institutionalized a hybrid model that combined informal solidarity with formal financial
systems.Empirical studies indicate that SHG members experienced higher savings rates, lower

default rates and increased participation in local governance (Puhazhendhi & Satyasai, 2001;

13



Khandker, 2005). These findings supported the view that microfinance could function both as

a financial service and as a capacity-building mechanism.

Similar innovations were taking place at other places as well. Bank Rakyat Indonesia was
successfully transformed into a profitable rural bank. Bolivia’s Prodem-BancoSol model
demonstrated the potential for commercialized microfinance (Valenzuela, 2001). Together,
these examples showed that microfinance could attain operational self-sufficiency without
relying on donor support. This period gave more ground to the institutionalist paradigm and

popularised the now widely recognised concept of the double bottom line.

d. Commercialization and Mission Drift (2000s—2010s)

As capital markets began to engage with microfinance, private equity funds and initial public
offerings such as Compartamos Banco in Mexico (2007) introduced profit motives into
previously was only a development-oriented tool. Rapid commercialisation expanded outreach
significantly, with India’s microfinance clients surpassing 50 million by 2010. At the same time,
it raised important ethical and.theoretical questions about mission drift. Bateman (2010) argues
that financialisation transformed poverty and the poor into a commodity by transferring social
risk to these borrowers through high interest rates and individual responsibility and liability. In
contrast, Morduch (2000) and Robinson (2001) defend commercialisation as vital tool for scale,
asserting that “subsidised microfinance can reach thousands, sustainable microfinance can

reach millions” (p. 127).

The Andhra Pradesh microfinance crisis of 2010, which involved allegations of coercive
recovery methods and borrower suicides, revived debates about regulation and ethical finance.
According to scholars, the crisis provided evidence that the social purpose and financial
sustainability balance had been disrupted (D’Espallier, Gueyie, & Hudon, 2013). The Reserve

Bank of India, in turn, responded with prudential regulations which set ceilings for interest
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spreads and required client-protection measures, recognizing the fact that responsible

microfinance practices could not solely be guaranteed by market forces.

e. Digital Financial Inclusion and the Contemporary Paradigm (2010s—Present)

In the last ten years, microfinance has also integrated the broader agenda of digital financial
inclusion. The technological innovations comprising mobile banking, Aadhaar-linked accounts
and digital credit scores have reduced transaction costs and widened access to populations that
were previously excluded. Fintech-based microfinance institutions now combine credit with
micro-savings, insurance and remittance services, moving toward.a more diversified financial

inclusion model (O’Connor & Afonso, 2019).

This transition has encouraged a shift from traditional microfinance to a more inclusive mode
of finance, that is supported by the idea of a financial ecosystem (Ledgerwood, 2013). In this
framework, clients are seen not only as borrowers but also as participants in dynamic and
interconnected systems involving regulators, service providers and community networks.
However, Bateman and Chang (2012) also warn that digital inclusion may result in over
indebtedness and data surveillance unless it is accompanied by a strong consumerprotection
policy. As a result, current debates focus on the political economy of digital empowerment and
on how credit scoring through computer algorithms, platform intermediation and gendered

access to technology are reshaping the concept of financial agency.

f. Indian Microfinance in Perspective

The Indian experience captures the global progression of microfinance ideas. It began with
cooperative credit institutions in the early twentieth century and moved through state-led rural
banking. The Grameen-inspired self-help group model was then adopted and it now operates

within a regulated and technology-driven environment. The coexistence of SHG-Bank Linkage
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Programmes, non-banking financial company microfinance institutions and small finance
banks dynamic institutional structure. Each phase has provided us with unique theoretical
insights, such that cooperative movements demonstrated collective action, self-help groups
highlighted social capital as a form of collateral and commercial microfinance institutions

showed how scale and efficiency can be achieved.

Ajwani-Ramchandani (2017) describes this evolution as a continuum of embedded
microfinance, where financial inclusion and social transformation reinforce one another. The
Indian case therefore, offers an important context for studying how economic reasoning

interacts with the processes of empowerment.

2.1.2 Economic Theories Underpinning Microfinance

Microfinance has its intellectual basis in neoclassical and institutional economics. The
traditions describe why mainstream finance is unable to serve poor households and how
alternative designs of institutions can-prevent such failures. Four frameworks capture the key
theoretical contributions: market-failure theory and information asymmetry, transaction-cost
economics, financial-systems approach and extensions that include the incorporation of

behavioural and social-capital considerations.

a. Market failure and information asymmetry

Standard finance models use full information and frictionless markets. Developing economy
credit markets are not usually like that. Low-income families don't have collateral, credit
records or regular cash flows and they are therefore undesirable customers for traditional banks
(Stiglitz & Weiss, 1981). Banks ration credit and only lend to asset pledgers who are willing

and able to pledge assets.
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Microfinance solves this issue by reshaping contracts to minimize moral hazard and adverse
selection. Rather than physical collateral, programs rely on social collateral: group lending, peer
monitoring and increasing the loan size in stages transform social relations into an effective
enforcement device. In the Grameen model, for example, group members insure one another's
loans and apply local information and social sanctions to ensure low default rates (Armendariz
& Morduch, 2010). That structure aligns incentives, since every individual borrower's

repayment influences group future access to credit.

Empirical research verifies this reasoning. Pitt and Khandker (1998) discover that microcredit
access increases household consumption, with particularly large impacts when the loans are
held by women. Hashemi, Schuler and Riley (1996) report increased women's mobility and
decision-making associated with involvement in group-based lending. These works

demonstrate that social capital can correct information failures in credit markets.

b. Transaction-cost economics

Lending small amounts to scattered customers provides high relative transaction costs to loan
size. Transaction-cost economics:illustrates how institutions can develop to mitigate the
expenditures of searching for customers, bargaining terms and enforcing contracts (Williamson,

1985).

Microfinance mitigates these expenses by reducing them through delivery innovations. Brief,
regular loan cycles, doorstep delivery and local field personnel reduce the cost of administration
per loan. Group lending lowers enforcement costs additionally by delegating monitoring
responsibility to members themselves (Armendariz & Morduch, 2010). Review studies indicate
that technological take-up and competition can lower effective interest rates as well by

enhancing productivity instead of through regulatory decree (Helms & Reille, 2004).
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Meanwhile, transaction-cost logic speaks to a trade-off. Small, locally rooted MFIs might offer
good nonfinancial services and client relations but incur high per-loan expenses. Large,
commercial MFIs realize economies of scale but lose close relationships with their clients. This

organizational trade-off affects both outreach depth and the form of empowerment outcomes.

c. Institutional and financial-systems approaches

A systems view treats microfinance as a part of the broader financial sector, not merely a
temporary welfare instrument. This approach argues that sustainability and outreach mutually
reinforce each other. Institutions which cover costs as well as build.enough reserves can expand

services over an extended time period (Ledgerwood, 2013; Rhyne, 1998).

Under this system, the objective shifts from one-off credit delivery to building inclusive
financial markets that accept the poor as legitimate participants. Evidence from South and
Southeast Asia suggests that MFIs with higher measures of financial self-sufficiency tend to
reach to more clients. This indicates a positive link between sustainability and outreach (Thapa,
2006). This was also labbelled.as the.commercial microfinance paradigm, contrasting it with
donor-dependent models that are not sustainable and often stop at a very small scale (Robinson

2001).

The financial-ecosystem lens in the World Bank’s handbook broadens the focus further by
including savings, insurance, payments, regulators and technology providers (Ledgerwood,
2013). This systemic view goes well with India’s mixed architecture of SHG-bank linkages,
NBFC-MFIs and small finance banks, where each play a distinct role in advancing financial

inclusion.
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d. The outreach—sustainability trade-off

A central debate asks whether reaching the poorest and achieving financial self-sufficiency are
compatible goals. The welfarist tradition, associated with early Grameen thinking, places equity
and depth of outreach first and accepts subsidies as necessary. The institutionalist view, by
contrast, contends that without cost recovery outreach will remain limited and fragile

(Morduch, 1999; Rhyne, 1998).

Morduch (2000) frames this as a practical schism that is different institutional forms are needed
for different segments. NGOs and targeted programmes serve the ultra-poor, while commercial
MFIs scale to serve the economically active poor. Some also-argue that commercial pressures
can cause a mission drift, with institutions preferring more safer and wealthier clients than those

who actually need said credit (Bateman, 2010).

Empirical results are also mixed. Some studies show a positive correlation between governance,
gender-focused lending and both outreach and financial performance (D’Espallier, Gueyie, &
Hudon, 2013). India’s SHG-Bank Linkage model offers one hybrid example: large-scale
coverage coupled with_a strong. repayment performance through social intermediation
(NABARD, 2020). The prevailing view is therefore nuanced: sustainability supports longevity
of the MFI,<while explicit social targeting preserves equity. Effective systems must try to

integrate both these objectives rather than treating them as mutually exclusive.

e. Behavioural and social-capital extensions

Recent work enhances economic accounts by incorporating both behavioural insights and
social-capital theory into the model. Field experiments show that group-based designs often
work through behavioural channels that are at the root of social capital such as peer influence,

identity reinforcement and habit formation, not only through formal enforcement (Karlan, 2007;
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Giné & Karlan, 2014). Coleman’s analysis links microfinance outcomes to bonding social
capital, the dense ties that generate trust and reciprocal obligations to others in the society

(Coleman, 1999).

Bourdieu’s notion of social capital as a value that can be converted into economic value helps
explain some dissimilarities across contexts. Cohesive rural communities frequently support
successful group lending, while fragmented urban settings pose greater challenges. This is why
MFIs have a greater impact in rural areas where the society is interdependent on each other and
human interaction is unavoidable. These interdisciplinary extensions to given literature, suggest
that a good and sound microfinance design must combine market efficiency with social

embeddedness, which can thereby align institutional incentives with the community norms.

2.1.3 Theoretical Conceptions of Empowerment

Economic theories clarify how microfinance operates, while empowerment theories explain its
transformative purpose. Empowerment represents the social and psychological outcome of
financial inclusion, expressed through an expansion of individual and collective agency. It is
multidimensional. It includes all economic, social, political and personal dimensions (Kabeer,

1999; Mayoux, 2000; Sen, 2005).

a. Sen’s Capability Approach

Amartya Sen’s Capability Approach (1987, 1999, 2005) redefined human development as the
expansion of human freedoms rather than the pursuit of income or growth alone. Capabilities
refer to real opportunities like the freedom to achieve valued “functionings,” such as being
educated, healthy or economically secure. Poverty therefore represents a deprivation of

capabilities and empowerment reflects an expansion of them.
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Microfinance can contribute to capability enhancement in three main ways. The first is
resource expansion. Access to credit and savings increases economic means of people. Agency
enhancement and financial inclusion strengthens decision-making autonomy. Finally,
Achievement realisation — participation improves well-being, confidence and social

participation

Sen also cautions that access to resources does not automatically lead to agency. The ability to
convert resources into freedom depends on the prevailing social norms and institutional
settings. This insight is particularly relevant to gender-focused microfinance, where women’s
access to credit may still be constrained by patriarchal structures on'the society and lack of
autonomy and independent decision-making. Empirical research supports this conditional view.
Khandker (2005) finds that women’s participation in Bangladeshi microfinance programs
improves consumption and child welfare, although empowerment outcomes vary by household
and community context. Therefore, it can not be deduced that microfinance always leds to
women empowerment. The capability approach therefore situates microfinance within a

human-development perspective.in. which empowerment is both a means and an end.

b. Kabeer’s Resources—Agency—Achievements Framework

Naila Kabeer (1999) translated Sen’s philosophy into an operational framework that defines
empowerment as “the expansion in people’s ability to make strategic life choices where this
ability was previously denied” (p. 437). Her model consists of three interrelated parts,
Resources, the preconditions for choice, including material, social and human assets. Agency,
the capacity to define objectives and act upon them independently. And achievements, the
observable outcomes of exercised agency, such as income control, mobility or leadership

leading to a better quality of life.

21



This framework has guided much empirical work on women's empowerment through
microfinance. Hashemi et al. (1996) developed composite indices based on the indicators of
decision-making power and asset ownership. Swain and Varghese (2009) applied the model in
India and discovered that participation in self-help groups strengthened women's influence over
household finances. The contribution of Kabeer is that she links economic participation to social
transformation by suggesting that empowerment grows through iterative cycles of participation

and reflection-a process which Mayoux later termed a "virtuous spiral.”

c. Mayoux’s Virtuous Spiral Model

This was taken further by Linda Mayoux (2000, 2001, 2002) in:-her proposed Virtuous Spiral
model in which reinforcing linkages among economic, social and political empowerment are
highlighted. When microfinance acts within a participatory and gender-aware framework, gains
in income strengthen social networks and voice, thereby taking the empowerment processes to

self-sustaining levels.

Mayoux also outlines that, in.the absence of changes in gender norms, potential reversals or
“vicious spirals” occur_through debt, elite capture or household conflict undermining
empowerment. She therefore advocates embedding gender training and participatory learning
into program design. There is support for such an argument from empirical findings. In
Cameroon, Mayoux (2001) observed that the income derived from women’s microenterprise
improved their bargaining power and civic participation at a household decision-making level.
Similarly, Ajwani-Ramchandani (2017) notes that involvement in Indian self-help groups

enhanced both confidence and community engagement, providing evidence of the spiral effect.
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d. Multidimensional and Contextual Perspectives

Later scholars introduced multidimensional or intersectional and contextual dimensions,
recognising that caste, class and geography also mould the outcomes of empowerment
processes (Rahman, 1999; Stuart, 2006). Using in-depth interviews, Stuart (2006) demonstrated
how caste hierarchies in Andhra Pradesh shaped participation and benefit sharing within the
cooperatives. Through his ethnographic study of Bangladeshi microcredit programs, Rahman
(1999) found that coercive peer pressure could even reproduce gender subordination. He thus

demonstrated the ambivalence of empowerment processes.

Other frameworks, on the other hand, place a strong emphasis-on collective and institutional
forms of empowerment. According to Alsop and Heinsohn (2005), empowerment is best
described as the interaction between opportunity structures and individual agency. Narayan
(2005) has defined it as the expansion of assets and capabilities of poor people so that they
participate in, negotiate with and influence the institutions which shape their lives. They thus
get a stay in how they continue to live. Through these varied perspectives, two themes repeat
again and again: one, that empowerment is relational, i.e., dependent upon social and
institutional contexts and two, it is processual, i.e., it evolves through participation, learning
and self-efficacy. Microfinance, therefore, becomes a negotiated site where financial access
intersects with structures of power. That is perhaps why empowerment is embedded into the

concept of microfinance.

e. Measurement Challenges and Theoretical Integration

Measuring empowerment is difficult as it is multidimensional and partly subjective. Scholars
have tried to quantify it through the use of indices combining economic indicators of income

control and savings, social indicators of mobility and networks and also psychological measures
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of confidence or self-esteem (Malhotra, Schuler, & Boender, 2002). While such indices are

useful, they risk oversimplifying complex social changes.

Ajwani-Ramchandani (2017) has proposed an integrative model that brings together major
theoretical strands. According to her, empowerment emerges from the intersection of
influencers, facilitators, deterrents and dimensions. The framework brings together Sen's focus
on capabilities, Kabeer's emphasis on agency and Mayoux's dynamic spiral and shows us a
multi-dimensional perspective that can be tested empirically in a wide variety of institutional

and social contexts.

2.1.4 Integrative Framework: Ajwani-Ramchandani (2017)

In The Role of Microfinance in Women’s Empowerment: A Comparative Study of Rural and
Urban Groups in India, Ajwani-Ramchandani mentions an integrative theoretical framework
that provides a bridge between economic. and empowerment perspectives. Her model
synthesises Sen's capability approach, Kabeer's resources-agency-achievements framework and
Mayoux's virtuous-spiral theory into.a multidimensional structure relevant to the Indian

context.

a. Conceptual Architecture

Ajwani-Ramchandani (2017, pp. 89-95) Ajwani-Ramchandani (2017, pp. 89-95)
conceptualises empowerment as the outcome of four interrelated parts: Influencers refer to the
structural factors that shape empowerment potential and include age, education, marital status
and family support. Facilitators are the institutional mechanisms that help in enabling agency.
Deterrents show contextual barriers like patriarchal norms, caste hierarchies, restricted mobility
and debt dependence that limit progress. Dimensions capture the domains in which

empowerment manifests. These include economic, which pertains to income control; social,
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involving networks and mobility; political or voice and participation; and internal, which refers

to self-confidence and identity.

Through these components, empowerment is transformed from an abstract ideal to a measurable
construct. This framework links theoretical concepts to empirical indicators from the surveys
and focus-group discussions in a manner that allows a systematic analysis of the processes

underlying empowerment.

b. The Life-Cycle of a Poor Woman Model

Ajwani-Ramchandani presents a “life-cycle of a poor woman” model that traces empowerment
as a sequential process from dependence to access, participation and control and finally, to
empowerment. According to such a path, initial access to credit furthers economic participation;
continued membership in SHGs or JLGs fosters collective agency and eventual leadership roles
that institutionalize empowerment in groups. For this model, empowerment is a matter of
gradual mobility rather than a binary state, as stressed in Sen’s emphasis on the expansion of

process freedoms (1999).

c¢. Rural-Urban Comparative Findings

The study's comparative analysis of the Grameen Mahila Swayamsiddha Sangh federation in
rural Maharashtra and the Annapurna Pariwar JLG in urban Pune brings to light how context

influences empowerment stories and cycles.

In rural areas, the federations of SHGs created significant social capital and visibility for the
communities where participants reported increased mobility, stronger voices in panchayat

meetings and a reduction in domestic violence cases.
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In urban contexts, JLGs helped in fostering financial autonomy and entrepreneurial
diversification but showed a weaker peer cohesion due to the heterogeneity of members (

Ajwani-Ramchandani 2017, pp. 173-178).

These findings also reinforce Mayoux's argument of 2000 that institutional design mediates the
outcome on empowerment. While rural models thrive on bonding social capital, urban groups
are generally more dependent on economic capital and market linkages. Both require enabling
infrastructure-training, continuity of credit and supportive policy-to transform financial access

into genuine agency.

d. Integration with India’s Institutional Landscape

Ajwani-Ramchandani's framework corresponds closely to the SHG-BLP and NRLM in India -
both of which embed microfinance within larger social-mobilisation approaches. By linking
financial and social intermediation, these programmes reflect an "embedded microfinance"
model wherein credit provision, capacity building and collective action are mutually

reinforcing.

This framework also reflects how the structure of India's financial-inclusion policy, particularly
the regulation -of=Non-Banking Financial Company-Microfinance Institutions and Small

Finance Banks by the Reserve Bank of India, has influenced the design.

e. Theoretical Contribution

Ajwani-Ramchandani's research makes three major theoretical contributions:

1. It operationalizes multi-dimensional empowerment through empirical indices that can be

applied in both qualitative and quantitative research.
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2. It also matches economic and social perspectives when it shows that financial sustainability

and women's agency can help reinforce one another.

3. It locates global theoretical ideas in the specificities of India's sociocultural and policy
landscape, identifying caste, kinship and state intervention as three cross-cutting elements in

determining outcomes of empowerment processes.

Her integrative framework therefore provides a coherent analytical base for understanding how
microfinance interacts with social structures to foster empowerment in both rural and urban

India.

2.1.5 Comparative and Critical Perspectives

While Ajwani-Ramchandani's framework provides a very strong integrative base for the
analysis of women's empowerment through microfinance; several perspectives in the wider
literature complicate such optimism. Engaging with these viewpoints deepens theoretical

balance and makes clear where empowerment outcomes may diverge from intentions.

(i) The Neoliberal Critique

Milford Bateman (2010) and Ha-Joon Chang (2012) shared the view that microfinance has been
shaped by neoliberal ideas, putting the blame on the poor. They argue that the roots of poverty
are located in the failings of the individuals rather than a structural outcome of inequality and
limited market access. Once profit motive takes over,, microfinance programs reinforce
dependency by encouraging small, low-productivity ventures. The majority of the client base

is women borrowers, who often bear the risk of loan default.

The case of Andhra Pradesh in 2010 epitomizes these issues. As in many cases, rapid
commercial growth was succeeded by borrower distress, coercive repayment practices and

public protests (Taylor, 2012). The episode has shown that financial inclusion, if detached from
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ethical standards and social support, can produce social harm. For this reason, critics call for

closer regulation, borrower safeguards and greater accountability within lending institutions.

(i) Methodological and Ethical Insights

Another strand of criticism relates to the evidence base on empowerment. Hulme suggests that
the kind of rigorous analysis that makes for a better fit between economic outcomes and social

change should bring together quantitative and participatory approaches.

Ajwani-Ramchandani (2017) adheres to a much pluralistic approach as'she.combines surveys,
case studies and focus-group discussions data to capture both the measurable as well as
experiential dimensions of empowerment. From a policy perspective, Helms and Reille (2004)
caution that too much regulation restricts lending and too little'can lead to exploitation of the
poor. Ethical finance principles, given by Ledgerwood.(2013) and O'Connor and Afonso
(2019), emphasize on the role of transparency, fair pricing and client protection as the bedrock
of sustainable microfinance. Empowerment, from this perspective, would thus depend on

relationships of trust and participation rather than the volumes of credit provided alone.

2.1.6 Synthesis and Implications

The literature reviewed. in this chapter shows that microfinance operates at the crossroads of
three major theoretical domains: economic efficiency, institutional sustainability and human
development. Each domain points to a different but complementary mechanism through which

financial inclusion can promote empowerment.

1. Economic theories view microfinance as a corrective tool to market imperfections. They
explain how social collateral, peer monitoring and cost reduction make it possible to lend
to groups traditionally excluded from the formal banking system because of their inability

to provide collateral (Stiglitz & Weiss, 1981; Armendariz & Morduch, 2010).

28



2. Institutional theories state that sound governance and financial discipline are the keys to
sustainability. An institution that covers its costs and manages its risk can expand its

outreach and maintain credibility more effectively than an institution that does not.

When evaluated together, these frameworks suggest a dynamic in which access to finance
encourages participation and this participation builds capabilities, leading to broader social
impact through inclusion. Economic and social outcomes evolve together, reinforcing one

another over time.

Theoretical Convergence in the Indian Context

India provides a particularly revealing context in which to see how these various theories
converge in practice. The fact that the Self<Help Group—Bank Linkage Programmes coexist
with the Non-Banking Financial Company=Microfinance Institutions and Small Finance Banks
reflects a hybrid system that brings together state oversight, private initiative and community
participation. This is what Scott (2008) refers to as institutional pluralism, where market,

community and developmental logics are functioning together.

National-level initiatives like the National Rural Livelihoods Mission operationalize Kabeer’s
(1999) resources—agency—achievements framework through the interlinking of savings and
credit with training and livelihood support. Self-help federations in states such as Tamil Nadu,
Kerala and Maharashtra demonstrate Mayoux’s (2000) virtuous spiral: income generation
reinforces social capital, which, in turn reinforces women’s participation in local governance.
However, regional differences affirm Ajwani-Ramchandani’s (2017) observation that processes

of empowerment are context-specific and framed by social norms and quality of institutions.
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Integrating Economic Rationality and Social Purpose

Sustained empowerment depends on a balance between financial efficiency and social
inclusion. Economic rationality, captured in operational viability and portfolio quality ia able
to provide institutional strength while social purpose is reflected in gender equity and
participatory governance and thus gives legitimacy. When either of these dimension is
overweighted, the system becomes distorted and over-commercialisation leads to mission drift

while over-subsidisation leads to dependency.

Ledgerwood (2013) framed this balance as the double bottom-line principle where the financial
and social goals complement each other rather than compete.against each other. Ajwani-
Ramchandani's findings in 2017 supported this delicate balance when she showed that women's
collectives within financially stable yet participatory organisations achieve more durable

empowerment outcomes.

2.1.7 Post-COVID and Digital Transformation in Microfinance

(i) The Pandemic as a Structural Break

The COVID-19 pandemic was a huge shock, which forced many;, if not all global industries to
rethink their operational and social mission, including the global microfinance industr.
According to the World Bank (2021), more than 80 % of Indian MFIs stopped field collections
during the national lockdown, resulting in severe liquidity constraints and rapid digitisation of

loan-processing processes and repayment systems.

In the past, Microfinance relied on physical proximity such as in-person meetings and cash
handling, in order to reduce asymmetric information. The pandemic disrupted these trust-based
mechanisms, forcing institutions to replace physical trust with digital processes like digital

verification, Aadhaar-enabled KYC, UPI payments and remote group meetings on WhatsApp
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or video-call platforms. These adaptations characterise what Ledgerwood (2013) describes as a
“systemic innovation,” transforming microfinance from an institution into an ecosystem

integrated with national payment infrastructures and global connectivity.

(ii) Digitalisation and Efficiency Gains

Digital platforms significantly reduced transaction costs. According to a study conducted by
the Microfinance Institutions Network, MFIN 2022, it was observed that the average
disbursement time reduced from 7 days to 2.3 days and per-loan administrative expenses fell
by 22 percent post-digital onboarding adoption. Such efficiency gains are consistent with the
argument by Helms and Reille 2004 that technological adoption; rather than regulatory interest-

rate caps, holds the most durable route to affordable microcredit.

(iii) Digital divide and gender

While digital technology increases reach;.it could reinforce inequality if the gap between
women and men in access to devices, data and digital skills is widened. According to the GSMA
2022 Mobile Gender Gap Report, women in South Asia have a 16 percent lower probability of
smartphone ownership and a 28 percent lower probability of mobile internet use. This could

offset the empowerment potential of digital microfinance.

Women in several'SHG federations of Kerala for example, reported making smartphone
transactions with the help of male family members. This highlights a dislocation of agency
through digital mediation unless accompanied by literacy and confidence-building

interventions which can only be provided on the field.
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(iv) Regulatory and Policy Responses

To address these challenges, the Reserve Bank of India (2022) has come up with the Master
Direction “Regulatory Framework for Microfinance Loans.” This brings uniformity in the
regulations of banks, NBFC-MFIs and small finance banks. The revised guidelines classify
microfinance loans based on the household income of the borrower, not on the type of
institution. The revised guidelines also restrict the repayment amount to 50% of the borrower’s
income. Another important aspect is that the guidelines permit fully digital disbursements if

consent and audit trails are recorded.

This regulation signals a paradigm shift-from welfare-oriented, subsidy-driven outreach to a
platform-based inclusive-finance architecture in which digital infrastructure becomes the
backbone of financial inclusion (Ledgerwood, 2013). The policy realignment thus fits in
technological change within a formal legal structure, ensuring that efficiency is balanced with

consumer protection.

(v) Synthesis

The post-COVID phase has reconstituted microfinance as digitally networked finance.
Economic resilience henceforth depends upon institutional digital capacity and social inclusion
of the clients indata systems. The challenge ahead is thus one of reconciling technological scale
with the feminist concern for relational empowerment (Kabeer, 1999; Sen, 1999). The emerging
Indian model-digital rails coupled with SHG-based social infrastructure-presents an instructive

hybrid that efficiently fuses efficiency with empathy.

2.2. Women’s Empowerment and Social Transformation

Women's empowerment has transitioned from the margins of the development discourse into

the center of the debate on inclusive development and institutional reform. It reflects not only
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on women's participation in markets and governance, but also the reorganisation and
distribution of power within households, communities and the society in general. According
to Kabeer (1999) and Sen (1999), empowerment is a process through which individuals gain

in their capacity to make meaningful life choices that were previously unavailable to them.

Under microfinance, empowerment is both a means and an end. Credit facilitates economic
opportunity and the confidence, voice and autonomy that follow are symbolic of the result.
However, empowerment is far more profound than income increase. It reflects changes in
control, consciousness and collective organization (Mayoux, 2001; Alsop-and Heinsohn,

2005).

2.2.1 Conceptual Evolution of Women’s Empowerment

a. From Welfare to Empowerment

Development policies of the 1950s to 1970s.mainly followed a WID approach, which
perceived women as beneficiaries of welfare programs and tried to integrate them into the
ongoing economic systems. Critics like Moser (1989) and Kabeer (1994), however, contended
that WID failed to challenge the structural patriarchy but instead created dependency. Such
critique led to the formation of the GAD paradigm, redefining inequality as an institutional

and relational phenomenon, rather than mere exclusion.

b. Dimensions and Typologies

The very nature of empowerment implies a multifaceted approach: economic, social, political,
psychological and legal (Malhotra et al., 2002; Narayan, 2005). Empowerment may be
economically understood as control over income, assets and credit reflected in decision-
making power or ownership of productive resources. The social dimension includes mobility,
education and participation in networks that increases the opportunities available to women.

Political empowerment is sshowcased through representation, leadership and society
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participation. Psychological empowerment concerns self-confidence, self-esteem and the
development of a person's identity. The legal aspect involves rights to property, inheritance

and marital status and, therefore, protects a woman's autonomy.

These domains reinforce one another. Gains in financial independence can enhance a
women’s social visibility, while collective organisation may strengthen her political and
psychological confidence. Mayoux (2000) terms this as an empowerment spiral, a process in
which progress in one sphere generates momentum in others. However, under restrictive
structural conditions, this spiral can reverse, leading to new forms of vulnerability when

financial obligations exceed economic or social capacity.

2.2.2 Social Transformation: Theoretical Linkages

a. Defining Social Transformation

Social transformation means deep, sustained and long-term positive changes in social
structures, norms and hierarchies of power. It is the movement from one equilibrium of social
relations to another such equilibrium and is often associated with shifting technological,
productive and ideological bases (Touraine, 1981). In some contexts, transformation involves
re-framing women's roles so as to participate as independent actors rather than as dependants

themselves (Boserup; 1970).

It sees social change as aa combined effect of empowerment processes that start at the individual
level and expand with collective action. When individual agency scales up to a group solidarity
and negotiation of institutions, micro-level changes evolve into structural transformation across

a much wider community.
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b. Microfinance as a Transformative Mechanism

Microfinance can bring social transformation into being through three different pathways
interrelated to one another: the economic channel, where access to credit and savings raises
productive assets, stabilizes income and improves general household welfare; the relational
channel, whereby group-based lending develops social capital, trust and mutual accountability
among members; and the institutional channel, where participation in self-help groups or
microfinance institutions exposes women to governance processes, negotiation and leadership

roles.

Taken together, these pathways reflect Sen's (1999) notion of instrumental freedoms that expand
economic opportunities, strengthen social participation_and provide security. However, the
process of transformation is highly context-specific: caste, education and regional disparities
determine the pace and depth of empowerment (Stuart, 2006); this makes institutional

adaptation necessary to achieve inclusive results.

c. Agency and Structure in Transformation

The theory of structuration, as proposed by Anthony Giddens in 1984, acts as a conceptual link
between individual.agency- and institutional transformation. According to this theory, social
structures are both constraining and enabling in their nature, whereas human agency is
responsible for the reproduction or transformation of these structures. In the context of
microfinance, self-help groups and joint liability groups act as a site for the manifestation of

women's agency, but in a collective manner and under the same rules and norms.

This can be understood through the experiences of the Kudumbashree Mission in Kerala and
Mahalir Thittam in Tamil Nadu. Both have succeeded in institutionalizing women's

participation in local governance and have normalized women's leadership in a domain that was
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previously dominated by men. In this manner, empowerment transcends the boundaries of
individual mobility. It transforms into a form of structural change that redefines equality in the

community.

2.2.3 Microfinance and Women's Empowerment: Empirical Evidence

a. Global Evidence

Literature from around the world suggests that microfinance can help in empowering women,
but the results vary based on different local context. In Bangladesh, Hashemi, Schuler and Riley
(1996) found that women who joined credit programs gained more'say in household decisions
and greater mobility. These outcomes align with Kabeer’s+(1999) model of empowerment
through resources, agency and achievements. For Latin America, studies by Rhyne (2001) and
Ledgerwood (2013) show that when community networks are strong, financially sustainable
microfinance institutions have also promoted women’s voice and independence. For Sub-
Saharan Africa, women’s income activities often led to collective action and participation in

community affairs.

Empowerment through microfinance does not always work in such predictable ways. Rahman
(1999) reported that group lending could create social pressure and stress among borrowers in
Bangladesh. These findings remind us that empowerment depends on how credit interacts with

the culture, family norms and institutional design.

b. The Indian Context

India offers one of the widest experiences in microfinance. The Self-Help Group—Bank Linkage
Programme of NABARD alone has reached over 120 million women (NABARD, 2020).
Studies by Puhazhendhi and Satyasai (2001) found that membership resulted in increased

savings among women members, reduced dependence on moneylenders and social confidence.
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The Kudumbashree initiative in Kerala demonstrates the potential to harness more profound
forms of women’s empowerment through linking microfinance with local governance. The
women’s groups in Kudumbashree evolved into Community Development Societies that take

part in village planning and decision-making processes (Devika & Thampi, 2012).

At the same time, the 2010 Andhra Pradesh crisis revealed the darker side of rapid commercial
growth. Aggressive recovery practices and over-indebtedness destroyed trust and all reversed
earlier gains (Taylor, 2012). Even recently it is seen that digital initiatives such as Jan Dhan
Yojana and UPI-based micro-payments have opened new opportunities forinclusion of women
and the poor. Yet, digital finance can also reproduce gender bias if women’s data are
underrepresented or misused and their rights are not protected. India’s experience therefore,
shows both the potential opportunities and advantages as well as the pitfalls of microfinance. It

can lead to empowerment, but only when institutions balance profit with ethics and inclusion.

2.2.4 Collective Empowerment and.Social Capital

a. The Role of Groups and Networks

The most powerful impact of microfinance often emerges when women act together. According
to Putnam (1993) and Bourdieu (1986), social capital could be described as trust, networks and
shared norms that people draw upon to act collectively. Self-Help Groups help execute this by
turning informal trust into a organized cooperation that mandates trust. Through regular
meetings, women learn financial skills and learn how to solve problems. Over time, these

groups become spaces where members develop autonomy, confidence and leadership.

Most such groups eventually come together to form larger federations with banks, local
governments and markets. It is this collective strength that turns women from individual

borrowers into community actors, able to influence decisions that affect their lives.
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b. From Economic to Political Empowerment

Economic activity often grows into political participation. It has often been seen that in states
like as Madhya Pradesh and Bihar, Self-Help Group leaders have stood for local elections. In
Tamil Nadu, women’s federations have been increasingly taking part in budget discussions and
planning processes. These are prime examples of how earning income and managing credit can
expand women’s sense of power and public presence, what Mayoux (2002) describes as the

“scaling-up spiral.”

However, power in groups can be distributed quite unevenly. Dissimilarities in caste, class or
education permit only a few members of the community to speak.and lead in the representative
committee (Stuart, 2006). So, inorder to avoid such. unequal outcomes, inclusive rules,
transparent decision-making processes and continued support from facilitating institutions is

required.

2.2.5 Critiques and Limitations

a. Instrumentalisation of Empowerment

Others contend that governments and aid providers have made empowerment an accountable
target, not a lifealtering objective. Cornwall and Rivas (2015) point out that knowing the
number of women who get loans does little to inform us about whether women are actually
becoming more confident or in control. Bateman (2010) warns that defining empowerment in
terms of credit can place financial burdens on women while enabling states to abdicate their

social responsibility.

b. Intersectionality and Exclusion

Empowerment is not equally beneficial to all women. Caste, class and religion powerfully affect

access to microfinance and group membership. Studies by Rao (2011) reveal that Dalit and
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Adivasi women tend to be subject to mobility restrictions and have poorer access to formal
banks. Muslim women are restricted by social norms not encouraging public presence. An
effective empowerment plan thus has to address such intersecting inequalities, not merely

gender alone.

c.  Sustainability and Backlash

Empowerment will at times be resisted. Mahmud (2011) discovered that when women's
earnings rose in certain northern Indian families, men became threatened and resisted through
conflict and withholding of support. Backlash will tear down gains if such norms continue.
Long-term empowerment involves involving men, families-and.community leaders to bring

about collective understanding instead of women-only efforts.

2.2.6 Toward a Framework of Socially Embedded Empowerment

When considered collectively, these studies imply that empowerment is most effective when it
is based on positive social and institutional settings. Ajwani-Ramchandani (2017) terms this
strategy as "embedded microfinance,” with empowerment emerging from the synergistic

interplay of financial access, group solidarity and facilitative policies.

This can be thought of in terms of three interconnected levels. On the individual level, women
become economically independent, self-assured and are in control. On the collective level,
social capital is forged by engagement, leadership and teamwork. And on the institutional level,
empowerment is based on equitable markets along with representation in governance and
responsive policies. True transformation only occurs when advances on one level reinforce
advances on the other hence generating feedback loops that connect personal change with
structural transformation. Microfinance thus operates not only as a credit source but also as a
vehicle for social change. It links financial inclusion with capability development and

community leadership.
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2.2.7 Policy Landscape and Institutional Ecosystem in India

(i) Macroeconomic Policy Context

India’s policy trajectory in microfinance has evolved through three overlapping stages: directed
credit (1950s-1980s), financial-sector reform (1990s-2010s) and digital financial inclusion
(2010s—present). Regulatory reforms and large-scale livelihood missions such as the National
Rural Livelihoods Mission (NRLM) and Deendayal Antyodaya Yojana — National Urban
Livelihoods Mission (DAY-NULM), integrate financial access with entrepreneurship, skill
training and self-governance—what Alsop and Heinsohn 2005 call “empaowerment through

institutional opportunity structures.”

(i) Institutional Actors and Functional Synergies

It is composed of four interlocking pillars:

1. Regulatory Authority: The RBIl-lays. down norms, borrower-protection, interest-rate

transparency and other requirements.

2. Promotional Agencies: NABARD's e-Shakti platform digitises SHG records for more than

one million groups, thereby, increasing their credit visibility Basu & Srivastava (2005).

3. Delivery Institutions: Small Finance Banks like Ujjivan and ESAF straddle the informal
and formal sectors by expanding microloans through core banking systems while retaining

social intermediation.

4. Community Federations: Federations of SHGs and MFIs partnered with NGOs work as

social intermediaries in guaranteeing participation, peer accountability and financial literacy.

This multi-layered architecture supports the proposition made by Mayoux (2000) that outcomes

of empowerment depend on institutional design rather than the size of the loan alone.
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(iii) Integration of ESG and Gender-Lens Finance

In the 2020s, financial regulation started considering Environmental, Social and Governance
(ESG) principles. IFC 2021 and UNDP 2022 report that Indian development banks and small-
finance banks are integrating gender-lens investing-that is, assigning capital linked to women’s
leadership, employment and community impact. Such a move furthers Ajwani-Ramchandani’s
2017 discovery that women-led federations bring about higher repayment discipline and social

spillovers, reinforcing the complementarity with equity.

(iv) Challenges within the Institutional Ecosystem

Despite these successes, gaps in coordination remain. Following the work of Thapa (2006) and
Hulme (2000), monitoring standards are uneven, databases are not interoperable and capacity-
building frameworks and standards vary across states. Commercial MFIs may sometimes also
focus on financial impact rather than social impact measures, contributing to the problem of
mission drift identified by Bateman (2010). Governance should then also ensure transparency
about reporting systems and undertaking regular social-performance audits (D'Espallier et al.,

2013).

(v) Implications for Empowerment

From a feminist-institutionalist perspective, empowerment is maximised when macro-policy
incentives converge with meso-level institutional responsiveness and micro-level agency. This
is the nested structure which converts financial participation into institutional voice—the ability
of women not merely to access loans but to influence the norms of the financial system itself.

The Indian framework therefore embodies what Ledgerwood (2013) describes as a financial-
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market-system perspective: a sustainable network of actors operating under shared

developmental objectives.

2.2.8 Comparative International Perspectives

(i) Bangladesh and the Grameen Model

Bangladesh experts in modern microfinance through Grameen Bank and the Bangladesh Rural
Advancement Committee (BRAC). Emphasis under the original Grameen | model was placed
on group liability, weekly meetings and moral collateral (Yunus, 1999). The Grameen Il reform,
prompted by repayment crises, introduced flexible savings and individualized lending in 2002,
fostering a more client-centered system. Utilizing longitudinal-panel data, Khandker (2005)
discovered that long-term Grameen participants experienced increased household consumption
and reduced poverty incidence of roughly 5 percentage points. However, there remained a
limited gender-norm change; empowerment was largely economic, not social. This idea was
similarly grasped by Hulme (2000), who found that the expansion of women's decision-making
power happened only when complemented by community-based training and federation

membership.

(ii) Latin America: Commercialisation and Mission Drift

Latin American experiences, particularly in Bolivia and Mexico, depict the commercialization
of microfinance. BancoSol of Bolivia became the world's first regulated microfinance bank in
1992 by combining profit and outreach (Rhyne, 2001). Mexico's Compartamos Banco is an
example of the "mission drift" debate, generating high returns for investors but increased
effective interest rates for borrowers (Bateman, 2010). Institutions adopting full-cost recovery
models prioritize financial sustainability over social outcomes. At the same time, however, both

experiences indicate that scaling of outreach does not necessarily translate into a scaling of
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empowerment, with regulatory oversight and social-performance management remaining a

decisive factor.

(iii) Africa: Mobile Money and Digital Inclusion

In East Africa, the inclusion pattern went on to be dominated by digital technology. M-PESA
in Kenya, launched in 2007, changed remittances and savings behavior. Jack and Suri (2014),
analyzing panel data from more than 1,600 households, reported that M-PESA use was
associated with increased consumption smoothing and pulled about 2 percent of households out
of extreme poverty. Comparable evidence from Ghana and Tanzania also suggests that positive
impacts on welfare, along with a caution that without accompanying financial literacy support,
digital inclusion could worsen the vulnerability among. such consumers. Furthermore, women
are less likely tto have mobile wallets or UPI and can often be seen operating through

intermediaries while performing monetary transactions (GSMA, 2022).

(iv) Comparative Synthesis

As a result, three insights can be drawn from the above:

1. Empowerment is strongest where social capital and financial innovation coexist, as in the

case of Bangladesh

2. Commercialization without ethical regulation leads to the financialization of poverty in Latin

America.

3. Digital models can be successful in expanding access but not without digital literacy and

consumer protection. (Africa)

Therefore, India’s hybrid structure of social intermediation through SHGs, along with digital

infrastructure and a strong regulatory framework, leads to a balanced evolution of microfinance.
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finance

& Afonso (2019)

Region Dominant Model | Representative Studies Empowerment Outcome

Bangladesh | Grameen I1I, group | Khandker (2005); Hulme | Sustained income  gain,
+ savings (2000) moderate social change

India SHG + MFI + | Ajwani-Ramchandani (2017) | Balanced economic and social
Digital SFB empowerment

Latin Commercial MFI Rhyne  (2001); Bateman | Profit 1; mission drift risk

America (2010)

East Africa | Mobile-money Jack & Suri (2014); O’Connor | Access 1; digital-literacy gap

2.3. Identified Gaps in the Literature

(i) Conceptual Gaps

First, empowerment is still narrowly conceptualised in economic terms. Empowerment is often

equated with higher incomes or credit access, with monetary returns taken as the only measure

of improvement (Kabeer, 1999; Sen, 1999). This fails to capture social, political and

psychological aspects such as mobility, self-esteem and collective activism. This, therefore,

makes the multidimensional aspect of empowerment under-theorised.

Second, the theoretical relationship between economic and social impacts is weak. The

financial-systems approach prioritizes outreach and sustainability (Ledgerwood, 2013;

Morduch, 2000) but seldom addresses how institutional structure shapes household
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relationships, participation at the community level or gender relations. The theoretical link that
is absent between financial structure and social change reduces our knowledge of what

empowerment actually works.".

Third, empowerment is usually assessed as a static end-point instead of a process that emerges,
changes or even recedes over time. Mayoux (2002) maintains that empowerment must be
understood as an iterative process that is developed through participation and learning but

relatively few studies take this temporal approach.

Lastly, universal empowerment models neglect local structures of inequality. In India, gender,
caste, kinship and religion significantly influence women's access to credit, as well as
participation in groups (Stuart, 2006). Without _intersectional frameworks, realistic

understanding of empowerment cannot be achieved in different cultural contexts.

(ii) Contextual Gaps

In India, rural self-help groups are the subject of most studies, whereas urban microfinance,
characterized by flexible employment, migration and social diversity, is under-studied (Ajwani-
Ramchandani, 2017): Regional differences are also under-analyzed. Kerala's Kudumbashree
program shows-robust linkage of microfinance to local government, while Andhra Pradesh's
experience with.commercialization concluded in crisis (Taylor, 2012). Comparative regional

studies that reflect these differences are still scarce.

A second missing link is in the larger institutional ecology. There are few researchers who
examine how banks, NGOs, microfinance institutions and state missions interact to determine
empowerment outcomes (Ledgerwood, 2013). The institutional ecosystem in which

microfinance exists is a relatively uninvestigated area of study.
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Digital financial inclusion poses opportunities and challenges that are as yet insufficiently
theorized. Fintech platforms, digital credit scoring and mobile payments have stretched out
finance access but have the potential to lock in gender bias if women are not digitarily literate
or present in data systems (Gabor & Brooks, 2017). A gender-responsive framework for digital

empowerment remains to be developed.

(iii) Methodological Gaps

Quantitative tools such as randomised control trials and econometric madels dominate the
discourse (Banerjee et al., 2015; Khandker, 2005). They provide measurable data on
consumption and income but rarely measure intangible developments such as confidence,
negotiation capabilities or changes in home-based power. relations..Not even short-term project
evaluations can show if empowerment is sustained beyond the withdrawal of external funding

(Hulme, 2000; Roodman, 2012).

Mixed-method studies that combine statistical examination with ethnographic or participatory
data remain the exception..Among. the few are Ajwani-Ramchandani (2017), who use
triangulation to bring together surveys with focus-group findings. Markers of internal or
psychological empowerment, such as self-efficacy, aspiration or self-esteem, are also often
excluded because they cannot be readily quantified (Malhotra, Schuler, & Boender, 2002). The
result is only a partial representation of transformation that privileges external measures over

internal change.

(iv) Practical and Policy Gaps

At the operational level, microfinance and local institutions tend to operate in independence.
Despite the fact that most women's groups nowadays are involved in village planning, few

research studies look at how financial engagement affects accountability or institutional change
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(Devika & Thampi, 2012). Monitoring systems are also very diverse in programs, making it

difficult to have comparable indicators (NABARD, 2020).

Lastly, interventions usually address women alone without bringing in men or community
structures. This limited approach may constrain long-term transformation because
empowerment should include renegotiating gender relations and community-level norms

(Mahmud, 2011).

2.4 Conceptual Framework for the Present Study

(i) Theoretical Integration

The theoretical framework for this research integrates three streams of theory that are
complementary to one another and, together, outline how microfinance can facilitate women's

empowerment and social change.

The initial stream, derived from institutional and financial-systems economics, considers
microfinance as an innovation responding to credit-market failure (Stiglitz & Weiss, 1981).
Following Ledgerwood (2013) and Williamson (1985), this perspective assumes institutional
efficiency, transparency and sustainability to be key prerequisites for inclusive outreach. In the

absence of financial viability, social goals cannot survive.

The second tradition comes from Sen's (1999) and Kabeer's (1999) capability and agency
perspectives. They state that empowerment takes place when resources increase one's actual
freedoms, thus being able to make and act upon meaningful choices. Credit access is hence
transformative only if it enhances agency, confidence and control over life choices and not just

income.
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The third flow bridges these concepts to the embedded empowerment theory of Mayoux (2000)
and Ajwani-Ramchandani (2017). Empowerment, in this context, is a process that starts with
access to finance, continues with collective organisation, goes on to institutional interaction and

ends with social change.

All these strands together constitute a multi-level model with the micro (individual), meso
(group) and macro (institutional) levels of empowerment. This combined approach accepts that
microfinance impacts not just individual capabilities but also the framework in which women

reside and function.

(if) Model Description

On the economic-access level, empowerment starts the moment women enter self-help groups,
joint-liability groups or microfinance schemes. From these. mediums, they access credit, savings
and education. How inclusive this access Is relies on the institutional parameters of loan size,

repayment terms and the responsiveness of the service provider.

At the individual-empowerment level, participation means higher command over income, better
financial literacy and increased confidence in decision-making. Both material and
psychological transformation is evident in these results and signify the shift from dependence

to agency.

At the level of collective empowerment, sustained group interaction creates solidarity, trust and
leadership capabilities. Social capital is generated through collaboration, as indicated by
Bourdieu (1986) and Putnam (1993). In the long term, women's networks become strong

enough to bargain collectively with banks, local authorities and markets.
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At the level of social transformation, economic and political participation by women leads to
gender equality. As financial systems become responsive and equitable, enabled communities,

in turn, reinforce institutions in a self-reinforcing cycle between agency and structure.

This theoretical model integrates economic, social and institutional approaches to emphasize
empowerment as an individual and systemic process. It provides the theory behind the
subsequent empirical investigation and also frames the methodological decisions outlined in
the subsequent chapter. The discussion thus moves from understanding to research design and
conduct and describes how these theoretical observations get translated. into examining

microfinance participation and women's empowerment in India.

2.5 Emerging Theoretical Debates in Empowerment.Studies

(i) Intersectionality and Feminist Political Economy.

Feminist scholars emphasize that gender cannot be abstracted from class, caste, or ethnicity in
the study of the outcomes of empowerment. Intersectionality was coined by Crenshaw (1991)
to capture how multiple identities intersect to produce a specific structure of disadvantage.
Using this framework, Razavi (2016) and Chant (2020) highlight that financial inclusion
without redistribution of care burdens could potentially worsen women’s time poverty. In the
Indian context,. Ajwani-Ramchandani (2017) found empirically that the outcomes of
empowerment are radically different for women in urban and rural areas because of the

intersecting limitations of mobility, education and societal norms.

(i) Post-Development and Decolonial Critiques

Critical scholars question the assumption that market participation automatically increases
empowerment and decision-making powers. Roy (2010), in Poverty Capital, conceptualises

microfinance as a neoliberal apparatus that financialises poverty and transfers risk to the poor.
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This area of though is less explored. Taylor (2012) further explained that over-indebtedness was
the result of an unregulated growth driven by capital and credit markets, rather than what the

community actually needs.

(iii) Sustainability and Climate-Linked Empowerment

UNDP (2022) documents cases where women’s cooperative societies use green micro-credit
options for renewable energy and climate adaptation, even to the point of reframing
microfinance as a climate-justice tool. Similarly, Klapper and Singer (2021) also point out that
gender-responsive green finance mobilises women as change agents in low-carbon transitions.
Such frameworks extend empowerment beyond the household. to the environmental scale,
integrating economic, social and environmental agency and making It a more sustainable option

for financing for the poor.

(iv) Conceptual Convergence

Taken together, these debates sighal a move from microfinance as access to microfinance as
justice. Empowerment is now theorised variously as relational, ecological and data-mediated—
but anchored in power redistribution rather than credit delivery. The paradigm is in line with
Sen's 1999 notion-of capability expansion and Kabeer's 1999 definition of empowerment as

being the ability.to make strategic life choices in contexts where that ability has been denied.

2.6 Future Directions and Research Implications

(i) Methodological Pluralism and Longitudinal Inquiry

Quantitative studies such as Banerjee, Duflo, Glennerster and Kinnan (2015) provide robust
estimates of income effects but reveal limited short-term empowerment. Future research must

aaim towards combining mixed methods such as combining econometrics with ethnography
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inorder to capture the trends in evolving agency and intra-household negotiation changes
(Hulme, 2000; Ajwani-Ramchandani, 2017). Process tracing within SHG federations can reveal

how empowerment is shaped by active participation, leadership and digital literacy.

(ii) Digital Ethnography and Data Ethics

As microfinance becomes more data-driven, researchers will need to study and understand
algorithmic bias, privacy and consent, inorder to ensure protection of this group. References
GSMA (2022) and UN Women (2023) stress on the importance of responsible digitalization,
that also requires design inclusivity, gender-disaggregated metrics-and grievance mechanisms.
Digital ethnography reveal how women navigate the interface'of-online credit and in some way
reveal a hint of digital dependency or independence and autonomy. Integrating network analysis
and machine learning with qualitative narratives will allow a richer mapping of empowerment

ecosystems.

(iii) Policy and Practice Implications

Although the institutionalization of protection and transparency by the borrower-centric
approach of the Reserve Bank of India (2022) is praiseworthy, its success is ultimately
contingent upon-the continuous monitoring of social outcomes. Empowerment indicators
should therefore capture vulnerability sensitivity, the repayment discipline and consistency,
decision-making power, mobility and digital competence. Policymakers have a critical role in
furthering gender-lens investment and green-finance linkages. Embedding these metrics in
national dashboards-like NRLM MIS-can transform empowerment from an aspirational goal

into a measurable development variable.
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CHAPTER 3: METHODOLOGY

3.1 Research Approach

The choice of methodology is guided by the nature of the research questions and the phenomena
under investigation. The central question asks how access to microfinance influences women’s
empowerment and socio-economic transformation in India. Because these questions involve
measurable outcomes such as income, savings and bank account ownership as well as more
nuanced social processes such as decision-making autonomy, mobility and group participation,
the study will adopt a largely quantitative approach that is supported by a qualitative
interpretation. In other words, this is a largely quantitative study that will use numerical data
and statistical methods to explore the relationships between microfinance participation and
empowerment outcomes. At the same time, to ensure a complete understanding of how these
processes work in actual practice, the study draws on qualitative evidence such as case studies,
institutional reports and programme narratives to contextualise and interpret the quantitative

findings.

This is a combination that reflects the fact that empowerment is both an objective outcome and
a socially-embedded process. While many studies in the field of microfinance adopt to a purely
quantitative or purely qualitative methods, the mixed approach in this study offers stronger
explanation and evidence by linking statistical relationships with institutional and social context
as well. As observed in methodological guides, combining quantitative and qualitative elements
increases the validity and depth of insight. The reason behind this choice is that a purely
quantitative design might capture only a limited or imperfect proxies of empowerment. For
example, the number of loans or bank accounts. But they tend to miss the social mechanisms
such as group solidarity or leadership rotation. On the other hand, a purely qualitative design

may provide a deep narrative insight but lack generalisable and statistical strength. Therefore,
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in an hybrid approach, a balanced methodology appropriate for a master’s level thesis is

maintained.

3.2 Framework

The conceptual framework for this study is based on the idea that women’s empowerment is
influenced by both economic participation aas well as institutional context. This research
treats microfinance as the enabling factor: the main input providing financial access,
opportunities for entrepreneurship and group-based support structures: for women. This
institutional environment, comprising the setup of SHGs, JLGs and MFIs, provides the process
mechanism through which these financial inputs are converted .into tangible outcomes of

empowerment.

According to the above given framework, women who participate in microfinance programs
for credit and savings opportunities also become more involved in social networks, gain
leadership skills and confidently take partin decisions made in the home and community. It is
anticipated that these processes will eventually support both collective empowerment as shown
by peer networks, social participation, or community influence as well as individual

empowerment as depicted by increased income, mobility, or confidence.

The relationship can therefore be described as a series of three related stages:

1. Input - access to financial resources, credit and institutional membership (for example,

SHG or MFI participation).

2. Process — use of those resources through groups, training, financial literacy and

collective decision-making.

3. Outcome — improvement in the economic position of women, confidence, voice in

decision-making and contribution to community development.

53



This framework recognizes that empowerment does not come of its own through loans or
savings. The effect, in fact, is determined by the way in which women are able to avail
themselves of the provided opportunities, the way institutions support them and the way social
and cultural environments enable or restrict their agency. Hence, the study focuses on both the
extent of microfinance participation-the quantitative aspect-and the quality of participation, the

contextual and qualitative aspect.

This framework will act as a guide in the empirical part of this study by linking three sets of

variables:

o Microfinance variables, such as number of SHGs, number<of women borrowers, or

loan amounts

e Institutional and contextual factors, such as the type of program like SHG linkage,

NBFC-MFI, level of digital adoption and regional development indicator

« Empowerment outcomes, which may include women’s income generation, savings,
control over household finances, participation in decision-making and self-reported

mobility or confidence (as.available in secondary data).

The study will then look for broad patterns and associations among these elements. Example,
whether regions with greater microfinance outreach also show stronger indicators of women’s
empowerment. Rather than relying on a mathematical formula, the analysis will interpret these
relationships descriptively.

3.3 Research Design and Method

3.3.1 Design

The design adopted is descriptive-explanatory in nature. It is descriptive because the study will

profile patterns of microfinance outreach and women’s empowerment indicators across
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different states and institutional models. It is explanatory because it will test associations-and
potentially suggest causality-between microfinance access and empowerment outcomes.
Because it uses existing datasets instead of designing primary surveys or experiments, it is a

non-experimental observational design.
3.3.2 Quantitative Methods
The quantitative component involves the following steps:

1. Descriptive analysis: Basic statistics like means, percentages, standard deviations will
profile the key variables like microfinance participation rates, loan sizes, number of
women borrowers, bank account ownership, workforce participation by women,
decision-making indicators based on classification by state, institution type and

urban/rural category. Charts and tables will summarise these patterns.

2. Regression analysis: Multiple linear regressions will help understand the relationship
between microfinance variables and empowerment outcomes and at the same time, this
analysis can control for socio-demographic factors such as age, education, caste,

household size, urban/rural.

3. Software: The standard software to be used in these analyses includes MS Excel for
preliminary cleaning of data and descriptive work and for regression and advanced

analysis.
3.3.3 Qualitative Interpretation

While the primary focus remains quantitative, interpreting results purely via numbers can omit
contextual factors. The research, therefore, will incorporate a qualitative interpretation based
on secondary qualitative data: documented institutional case studies, program reports of key

MFIs and SHG networks and evaluation reports of women's empowerment initiatives. Using
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thematic content analysis, key themes will be identified-such as leadership roles in groups,
digital payment adoption, intra-household decision-making dynamics, social capital formation-
relating these to the quantitative findings. This interpretive layer helps enrich the discussion

and gives meaning to statistical associations in real-life contexts.

3.4 Data Sources and Types of Data

3.4.1 Type of Data

This research solely depends on secondary data. No primary data collection-such as new
surveys or interviews-is envisaged at this stage. Secondary data used-in this research provide

broad coverage and are publicly available, suitable for the research objectives that focus on

national- and state-level patterns rather than small sample surveys.

The types of secondary data include:

e Numeric / quantitative datasets: : for example, state-level aggregates of SHG
members, number of women borrowers, loan disbursement values, bank account
ownership, workforce. participation rates, decision-making indicators from national

SUrveys.

o Documentand report data: for example, annual reports from MFIs or networks, NGO
evaluations, case studies, articles documenting the institutional features and qualitative

aspects of microfinance initiatives.

« Longitudinal or cross-sectional data: Time series or repeated cross-section data will

be used, where available, to examine trends and changes over time.

3.4.2 Sources of Data

The main sources of data will include:
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1. NABARD (National Bank for Agriculture and Rural Development) and SHG-Bank

Linkage Programme Reports

2. Reserve Bank of India (RBI) and related MFI data

3. National Surveys

4. Case Study and Programme Reports

Data collection will involve compiling these datasets at the state or region level (or other

suitable aggregation), harmonising the time periods and variables as far as possible, cleaning

for missing values and ensuring comparability across states and over time.

3.5 Sampling, Units of Analysis and Scope

In terms of sampling and units of analysis, the following decisions apply:

Quantitative work will take the state or region as the unit of analysis, or urban vs. rural
category, rather than the individual woman, because individual-level data disaggregated by
microfinance participation and. empowerment dimensions is not consistently available

across all sources.

Geographic coverage : All of India - 28 states and 8 union territories (or aggregated

suitably);urban-rural splits wherever the data allow.

Temporal scope will cover the most recent years for which consistent data are available-for

example, the last 5-10 years of SHG outreach data, NFHS rounds, etc.

For qualitative interpretation, selected case studies will be purposively chosen reflecting
institutional variations-for example, different states, different microfinance models such as

SHG linkage, NBFC-MFI and digital-first MFIs-and women's empowerment outcomes.
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This scope provides a wide and nationally representative perspective on patterns of

microfinance and empowerment, while recognising limitations.

3.6 Limitations of the Methodology

As with any empirical study based on secondary data, this methodology has a number of
limitations. First, because the data are aggregated-state or region level-rather than individual-
level microdata linked to empowerment outcomes, there is a limitation in capturing intra-
household differences or individual trajectories. Second, many aspects:of empowerment-
particularly those related to psychological or intra-household agency and bargaining power-are
hard to measure with available secondary indicators. Third, the observational design means that
while associations can be identified between microfinance participation and empowerment
outcomes, strict causal inference is limited. Fourth, definitions and measurement periods may
vary across data sources-for instance, SHG-data from NABARD use another year or definition
than NFHS decision-making data. This may require harmonization and careful interpretation.
These will be highlighted as the limitations of the thesis and the results discussed with

appropriate caution.

CHAPTER 4: RESULTS

This chapter'examines the evolution, structure and performance of the Self Help Group—Bank
Linkage Programme (SHG-BLP) system of microfinance provision in India, empirically, using
secondary data from NABARD’s Status of Microfinance in India reports for FY 2021 to FY

2024. The performance and efficiency of microfinance are measured over 3 broad parameters:

1. Scale and financial intensity (inputs),

2. Institutional delivery and portfolio quality (process),

3. Implications for regional balance and sustainability (outcomes and constraints).
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4.1 Quantitative Analysis: SHG-BLP Inputs and Trends

This section outlines the path followed of the Self Help Group — Bank Linkage Programme

(SHG-BLP). It forms the core input variable for women's economic participation (Input Stage).

The growth rates showcase the sector’s resilience after the initial COVID-19 pandemic shock

(FY 2021) and thereafter, the subsequent aggressive scaling of credit delivery.

4.1.1 Macro-Level Outreach and Financial Expansion

The main strength of the SHG-BLP is outrightly visible in its outreach, which has expanded to

cover 17.75 crore households by the end of FY 2024. This marked a continual increase in

financial inclusion efforts. The aggregate data points towards.not only the expansion in the

number of SHGs but, more importantly, the massive escalation in terms of credit volumes.

Table 4.1.1: SHG-BLP Key Physical and Financial Indicators (All-India) (X Crore)

SHG (% Lakh)

Metric FY 2021 FY 2022 FY 2023 FY 2024 CAGR (2021-24)
SHGs Savings | 112.23 118.93 134.03 144.22 8.7%
Linked (Lakh)

Exclusive Women | 97.25 104.05 112.92 120.44 7.4%
SHGs (Lakh)

Total Loans | 58,070.68 99,729.22 | 1,45,200.23 | 2,09,285.87 | 53.3%
Disbursed (During

Year)

Total Loans | 1,03,289.71 | 1,51,051.30 | 1,88,078.80 | 2,59,663.73 | 36.0%
Outstanding

Avg. Loan O/S per | 1.79 2.24 2.70 3.35 23.2%

Calculation of Compound Annual Growth Rate (CAGR) (FY 2021-FY 2024):
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« Loans Disbursed CAGR: CAGR = [(209285.87 / 58070.68)®) — 1] x 100 = 53.32
 Loans Outstanding CAGR: CAGR =[(259663.73/103289.71) 3 — 1] x 100 = 35.97
« Avg. Loan O/S/SHG CAGR: CAGR = [(3.35/1.79) 3 — 1] x 100 = 23.23
Interpretation of Input Trends
The comparative analysis reveals 2 important findings regarding the main microfinance input:

1. Decoupling of Outreach and Credit Volume (Input Intensity): The growth in the
credit volume has far outpaced the growth in physical outreach. The 53.3% CAGR in
total loans disbursed is more than 6 times the 8.7% CAGR in the number of savings-
linked SHGs. This shows us that the SHG-BLP is shifting its focus away from mass
enrollment (saturation) toward intensive credit deployment within the existing and

more mature groups, particularly in regions wherethe program is well-established.

2. Credit Deepening (Economic Outcome Proxy): The CAGR of 23.2% of the
average loan outstanding per SHG (increasing from X1.79 lakhs to %3.35 lakhs)
indicates that there is a qualitative shift in the financial dosage being provided. It is
important that the quantum of loans is substantial and that it is able to shift the focus of
micro-entrepreneurs from subsistence-oriented operations to more sustainable and
feasible micro-enterprises, thereby ensuring that the intervention channel is shifting
towards increased economic sustainability (Achievement Stage). It is evident that the
increased quantum of the loan is augmented by the 44.14% YOoY increase reported in

FY 2024 on the YoY disbursal of loans.
4.1.2 The Dominance of Women-Centric Credit

This analysis verifies that the program has a strong orientation towards gender equality and

empowerment goals. At FY 2024, 120.44 lakh SHGs (83.51%) were women exclusive,
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contributing 84.85% towards the cumulative savings and the share of loan disbursement

allocated for these women exclusive groups remained very high, contributing 96.86% towards

the overall credit linked groups in FY 2023. This resulted in the SHG BLP becoming an ‘ideal

case study' for studying the outcomes towards empowerment.

4.2 Institutional Performance and Regional Disparity (Process Stage)

The effectiveness of microfinance inputs (loans) is mediated by the institutional context

(Process Stage), especially those concerning regional access, governance and state patronage.

The analysis reveals an imbalance in program success, supporting that empowerment is a

socially-embedded process.

Table 4.2.1: Indicators of Regional Performance (FY 2024)

SHG Avg.
Savings | Share { Avg. Loan Credit | Regiona
No. of
Region Amount |in Savings/SH | O/S/SH | Linkag [l Credit
SDGs
(Lakh) Total G G R |eRate | Gap
Nos. Lakh)
Norther R
809120 5.61% [%17,503.00 1.53 26% 74%
n 1,41,617
North R
942546 6.54% | 22,538.00 1.94 36% 64%
Eastern 2,12,429
R
30.15
Eastern | 4348798 21,52,77 349,503.00 |211 63% 37%
%
2
R 14.08
Central | 2031019 %30,686.00 1.35 33% 67%
6,23,236 | %
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E4 13.91
Western | 2005643 %21,836.00 2.02 26% 74%
437954 | %
E4
Souther 29.71
4284778 29,40,90 % 68,636.00 5.31 76% 24%
n %
6
4 4
All
1,44,21,90 |65,0891 |100% [345,132.00 3.35 54% 46%
India
4 5

Credit Linkage rate is calculated as below:

Credit Linkage Rate (%) = (Number of SHGs with bank loan outstanding + Total number of

SHGSs) %

Interpretation of Regional Dynamics

1. Southern Region: The Southern region shows us a market saturation, which can be seen
by the lowest credit gap (24%0).and the highest credit intensity (X5.31 lakh per SHG). This
indicates a successful state patronage and robust institutional structures, allowing nearly
80% of savings groups to fully access formal credit. Key states like Karnataka (98%) and

Telangana (97%) lead the nation in credit linkage, hence strengthening the southern region.

2. Credit Gap : The prevalence of a high national credit gap (46%) is driven primarily by the
under-penetrated Central (67% gap) and Northern and Western (74% gap) regions.
These regions display the lowest credit absorption capacity, as seen by the low average loan

sizes and lower savings.

3. Quantifying the Regional Skew: When the Southern region is excluded, the implied

average loan outstanding across the remaining regions is well below the national average
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of ¥3.35 lakh per SHG in FY 2024. It brings our focus towards the extreme concentration

of high-value lending in a few Southern states.

4.2.2 Agency-Wise Distribution (The Institutional Channel)

The process of loan delivery and risk management is dependent on the type of financial

institution. Commercial Banks maintain the highest overall financial exposure, while Regional

Rural Banks (RRBs) show superior efficiency in core operations (Process Stage).

Table 4.2.2: Agency-Wise SHG-BLP Performance (FY 2024)

Agency Loan Share | Avg. NPA | YoY Avg.
outstanding | in Loan | Loan % NPA Savings/SHG
® crore) 0O/S (| O/S/ISHG |(FY |[.Change | }) (FY 2024)
Cr) ( Lakh) [2024) | (FY23-
24)
Commercial | 1,82,873.09 | 70.00% | 3.82 2.01% | - 48,282
Banks 23.57%
(CBs)
Regional 63,727.44 25.00% | 2.62 1.62% | - 46,210
Rural 34.68%
Banks
(RRBs)
Cooperative | 13,063.19 5.00% | 245 4.70% | - 23,992
Banks 23.58%
(Coops)
All Agencies | 2,59,663.73 | 100% 3.35 2.05% | -27% 45,132

Interpretation of Institutional Efficiency
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1. Risk Profile and Efficiency: What emerges clearly from the above is that RRBs had
the lowest NPA ratio of 1.62 percent compared to other institutions. This is despite the
fact that RRBs regulate their entire loan portfolio in the rural and semi-rural areas. The
reason perhaps is that they operate in closer proximity to their clients and understand

their credit cycle in a unique manner of their own.

2. Stabilization of Cooperative Bank : Cooperative Banks showed the highest degree of
improvement regarding the management of risks by reducing NPA YoY by the highest

margin than the other banks that were involved under the SHG<BLP program.

4.3 Financial Health and Portfolio Risk Assessment (Output Stage)

The microfinance industry is actually very crucial for the long-run sustainability of its
developmental efficacy. A study of NPA gives very crucial insights into the sustainability of the
operations of the program (Output Stage), as well as the repayment behavior of the female

members regarding money lending (Agency/Achievement Proxy).

Table 4.3.1: SHG-BLP NPA Trend (FY-2021-FY 2024)

Metric FY FY. 2022 |FY 2023 |FY 2024 | YoY Change
2021 (NPA %) (NPA %) (NPA %) (FY23-24)
(NPA
%)
All-India NPA 4.73% | 3.80% 2.79% 2.05% —26.5%
Northern Region | 13.93% | 10.94% 7.48% 4.09% —45.3%
Southern Region | 3.52% | 2.96% 2.32% 1.90% -18.1%

Calculation of NPA Reduction (FY 2022 to FY 2023):

64



e All India Reduction = (2.79% — 2.05%) / 2.79% =~ 26.52%

A26.5% reduction in all-India NPAs during FY 2024 lowered the national average to 2.05%.
This confirmed the fact that expansion has been witnessed along with continued improvement
in portfolio quality. This trend is indicative of how strong the group-based lending architecture

under the SHG-BLP model remains in this post-pandemic period.

If we consider the regional scenario, the sharpest improvement has been recorded in the
Northern region, with NPAs falling more than 45% YoY; however, absolute stress levels
remain elevated at 4.09% relative to the national average. The Southern region continues to
have portfolio stability. This can be seen through the Non-Performing Assets (NPASs)
moderating further to 1.90%. This can be reflected upon as.a trend of institutional maturity,
higher repeat lending and strong SHG federations. Persistent divergence across regions

underlines the role of banking depth and ecosystem strength in shaping credit risk outcomes.

4.4 Comparative Financial Performance by Agency (Institutional Process Analysis)

The three major institutional delivery mechanisms for the performance of the SHG-Bank
Linkage Programme-are: Commercial Banks (CBs), Regional Rural Banks (RRBs) and
Cooperative Banks. (Coops). Examination of their performance metrics indicates some critical
differences in efficiency, risk tolerance and client engagement that have a direct consequence

on the nature of regional empowerment dynamics.

4.4.1 Distribution of Portfolio and Outreach

The distribution of portfolio and outreach has been significantly marked by Commercial banks.
By the end of the FY 2024, Commercial Banks dominated in both savings and lending volumes

and maintained their position as the largest institutional providers of SHG credit.
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Metric Commercial Regional Rural | Cooperative Total
Banks Banks Banks

Share in Total Savings | 60% 29% 11% 100%

Linked SHGs

Share in Total Loans | 68% 27% 5% 100%

Amount Disbursed

Total Loans Outstanding | 1.83 0.64 0.13 2.60

(X Lakh Crore)

Share in Total Loans | 70% 25% 5% 100%

Outstanding

Interpretation of Agency Role:

1. Commercial Banks (CBs): Commercial Bankss:have the largest share of 70% in total

loans outstanding. This indicates the position of CBs as the financial backbone of the
SHG movement . Their unparalleled reach and high disbursement capacity that is, 68%
share in loans disbursed; facilitate the massive flow of credit needed to sustain the high

average loan sizes.seen predominantly in the Southern region.

Regional-Rural Banks : RRBs continue to play an important role. They account for
one-fourth (25%) of the total credit outstanding. Their special focus on rural and semi-
urban areas puts them better in engaging grassroots-oriented financial inclusion,

especially in those areas where commercial bank presence is sparse.

Cooperative Banks (Coops): Co-ops, though having the largest network of branches
at the grassroots level, hold a minimal share in the credit linkage at 5% of the total

loan outstanding. This reveals that persisting structural constraints within the co-

66



operative sector, such as limited capital and poor governance, affect their scaling up

microfinance activities accordingly.

4.4.2 Average Credit Dosage and Efficiency

A comparison of the average financial inputs (credit dosage) provided by each agency confirms

the efficiency differences in deploying capital:

Metric (FY 2024) | Commercial Regional Cooperative All Agencies

Banks (CBs) Rural Banks | Banks (Coops) | (All India
(RRBs) AvQ)

Average Loan O/S | 3.82 2.62 2:45 3.35,

per SHG (R Lakh)

Average Loan | 4.26 2.97 4.43 3.82

Disbursed per

SHG (% Lakh)

YoY % Increase in | 24.31% 19.45% 29.91% 24.07%

Avg. OIS (FY

2023-24)

The data confirms that Commercial Banks provide the highest Average Loan Outstanding per

SHG (%3.82 Lakh), representing that CBs have the deepest financial inputs. However, the

Cooperative sector has the highest percentage growth (29.91%) in average loan outstanding.

This shows strong effort to increase credit dosage, even if from a smaller base. This increased

intensity, particularly in Cooperative Banks and RRBs, is critical for supporting the

entrepreneurial graduation of members, especially women (economic outcome objective).

4.4.3 Risk Assessment and Institutional Discipline (NPA Analysis)
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Metric (as of 31 | Commercial Regional Rural | Cooperative All  India
March 2024) Banks (CBs) Banks (RRBs) | Banks (Coops) Average
NPA (%) (Total | 2.01% 1.62% 4.70% 2.05%
SHG Loans O/S)

YoY Change in|-23.57% -34.68% -23.58% -26.58%
NPA (%) (FY23 to

FY24)

Key Analytical Findings on Risk:

1. Superiority of RRBs in Risk Management: RRBs have. the lowest NPAs (1.62%),

proving that they are the most risk-efficient banking channel, unlike the NPA of
Commercial Banks (2.01%), as well as that of Cooperative Banks (4.70%), which stands
notably high. RRB’s performance in risk management is a result of their rural presence

and understanding of credit cycles of rural borrowers.

. Cooperative NPA Improvement: Even with the highest percentage of NPAs (4.70%),
cooperative banks had a substantial YoY reduction of around 23.58% in the absolute
level of NPAs (from 6.15% in FY 2023). This suggests major progress in institutional

and process.reformswithin the cooperative sector in managing delinquent portfolios .

Risk Profile vs. Gender: NPA against loans to exclusive Women SHGs are even lower
at 1.84%, compared to the overall average of 2.05%. This provides strong quantitative
evidence of the resilience and superior repayment discipline of women borrowers, a

foundational hypothesis of the microfinance model .
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4.5 Market Concentration and Risk Disparity (Regional Process Analysis)

The data strongly confirms that the regional concentration of microfinance resources correlates

directly with lower financial risk and higher average credit dosage. This hence reinforces the

concept of a supportive "institutional ecosystem™ determining outcomes .

4.5.1 State-Level Saturation and Credit Gap

The analysis of the credit linkage status (ratio of SHGs with loans outstanding to total savings-

linked SHGs) reveals the deep regional skew in saturation and resource utilization.

State Credit Linkage | NPA% | Average Loan O/S (R | Institutional

Rate Lakh) Maturity
Karnataka | 98% 2.18% 251 High Saturation
Telangana | 96% 1.88% 3.19 High Saturation
Andhra 89% 0.34% 8.24 High Saturation
Pradesh
Bihar 76% 1.13% 1.84 High Utilization
West 68% 1.59% 2.36 Moderate Utilization
Bengal
All  India’| 53.68% 2.05% 3.35 Overall Credit Gap:
Average 46%

The most notable observation is the co-occurrence of high average loan values and low NPA

ratios in the highly connected Southern and Eastern states.

e Impact of Southern Exclusion: Without considering the Southern region, the National

Credit Gap increases to 60% while the All-India Average Loan Outstanding decreases from

%3.35 Lakh to %1.94 Lakh. This mathematically proves that national program metrics are

69



disproportionately sustained by the few highly performing Southern states, while the

Central and Northern regions contain the highest credit gap (73-75% in FY 2023).

4.5.2 MFI Portfolio Concentration and Digital Trends

The broader microfinance industry (JLG/MFI model) exhibits a similar concentration, though

tilted toward the Eastern and North Eastern regions .

Portfolio Concentration: The gross loan portfolio of the industry is concentrated in 10
states, which comprise 84% of its gross loan portfolio. The first five states (Bihar, Tamil
Nadu, Uttar Pradesh, West Bengal and Karnataka) comprise about 58% of its gross loan

portfolio in FY 2024.

Digitalization Shift: The Average Ticket Size (ATS) of.the MFI industry increased by
12.73% to reach 346,636 in FY 2024. Correspondingly, the highest composition of new
disbursed amounts moved to the loan bucket of ¥50,000 to %1,00,000. The enhancement of
credit penetration and the increment in large enterprise loan sizes indicate a tangible

economic graduation (Outcome proxy).

Risk Profile (MFI1/JLG): While SHG-BLP NPA is low (2.05%), the overall industry NPA
is higher (10.31% in FY 2023, reducing to 8.72% in FY 2024). This difference shows the
risk inherent in the purely credit-focused JLG model versus the savings-and-group-led SHG

model.

4.6 Quantification of Empowerment Proxies (Outcome Stage)

The quantitative component of this study must link these rich financial input metrics to non-

financial empowerment proxies. Since direct NFHS-5 data is represented conceptually in the

methodology, the following available proxies illustrate the current state of financial agency and

social transformation.
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4.6.1 Financial Agency and Usage (Quality Outcome)

There is a “shallow inclusion” when Universal Access to basic financial services (Input) is not

directly linked to high-quality Usage (Outcome).

Ownership vs. Usage of Bank Accounts: While India has achieved almost universal
ownership of bank accounts among adults-primarily driven by PMJDY-in the latest
macroeconomic review, it is stated that 23% of the accounts under PMJDY are
inoperative. Such high dormancy is concentrated in high-poverty states such as Uttar
Pradesh and Bihar, which implies that the basic access is_not translating into active
financial management, which severely limits the true empowerment effect.

Formal Credit Penetration: Formal credit penetration in India is low, considering only
15.1% borrow from formal sources. This negates the basic level of penetration of
microfinance operators into a market heavily reliant upon informal and expensive credit
arrangements. This has several implications pertaining to huge potential market size but
also the challenges in converting financial access (Input) into full financial reliance on
such credit sources.

Empowerment through Digitalization: The proliferation of digital banking solutions-
such as the.dominant 83.73% share of UPI transactions in digital payment volumes for
FY 2024-25-is balanced against the need to address the digital gender gap and women's
control of the technology; otherwise, agency would flow to the male family members

themselves, a critical process factor.

4.6.2 Economic Outcomes and Entrepreneurial Status (Achievement Outcome)

Economic proxies show that there is a positive movement with respect to the ability of

entrepreneurship, although there are continued difficulties with respect to the structure of the

labour market.
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e Female Labour Force Participation Rate (FLFPR): The total female LFPR in rural
areas showed a slight decrease to 45.8% in 2024 (compared to 47.3% for 2023, as per
Usual Status). Notwithstanding the significant infusion of microfinance, the slight
decrease indicates that microfinance, per se, has not been successful in turning around
the macro-trend of women leaving the formal economy.

e Self Employment and Unpaid Work: A huge number of women are engaged in self-
employment, which also includes unpaid work as family members. This is an important
aspect because microfinance loans should be used to generate entrepreneurial capital
that is above subsistence and earns women their own independent income.

e Growth of Micro-Enterprises (Direct Proxy): The positive indicator is that female-
owned proprietorship businesses rose from 22.9%in EY 2022-23 t0 26.2% in FY 2023-
24. This is certainly quantifiable and is the best indicator of change brought about in
entrepreneurs as proof of the effectiveness of microfinance in achieving its basic

economic goal of creating agency (Achievement/Agency).

Summary for Regression Modeling

The quantitative results establish the primary variables for the final regression models:

Variable Type Metric Key Finding

(Explanatory/Input)

Financial Intensity | Average Loan O/S per | High concentration in Southern states

SHG (X Lakh) (up to %8.24 Lakh).
Institutional Credit Linkage Rate (%) Varies drastically (98% Karnataka to
Penetration 27% Central).
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Institutional NPA % (by agency/region) | RRBs (1.62% NPA) most efficient;

Efficiency (Risk) NPA lowest where credit density is
highest.

Outcome Inoperative PMJDY | High  (23%), indicates shallow

(Quality/Usage) Account % inclusion despite universal access.

Outcome (Economic | Female-owned Enterprise | Positive growth (up to 26.2%), linking

Agency) Share (%) credit to entrepreneurial success.

4.7 Comparative Analysis of Institutional Performance and Efficiency

The microfinance landscape in India is typified by two strong operating models: the Bank-led
SHG-BLP (examined in Section 4.2) and the more market-driven MFI/JLG model that is
examined in Section 4.3. A comparative analysis of these delivery channels has significant
value in building an understanding of how the institutional structure mediates credit

deployment, efficiency and risk across this sector.

4.7.1 Scale and Market Share of the Microfinance Universe

The GLP for the microfinance sector, represented by both SHG-BLP and the MFI Industry,
stood at approximately 36.68 Lakh Crore as of March 2024 (SHG Loans Outstanding:
%2,59,664 Crore; MFI GLP: 24,08,507 Crore). Continued growth in this universe indicates the
increasing importance of collateral-free credit in the national financial system, catering to

nearly 13 Crore unique clients, even after allowing for overlaps between the two models.

Table 4.7.1: Comparative Portfolio Status and Growth (FY 2024)
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Metric SHG-BLP MFI/JLG Comparative Note
(Bank-led) Model
(Industry)
Primary %2,59,664 %4,08,507 MFI model holds a larger volume
Financial Input | Crore Crore share of the total market.
(Loan O/S)
Input  Growth | 38.06% 16.21% SHG-BLP, supported by NRLM and
Rate (YoY increased bank funding, shows faster
FY24) recent expansion.
Average Credit | 3.35 Lakh per | 46,636 per | The higher SHG figure reflects group
Intensity  (Per | SHG borrower liability/multiple members,
Unit) necessitating normalized comparison
for true credit dose analysis.
Lender Market | Commercial NBFC-MFIs | Banks dominate the SHG model,
Dominance Banks (70% in. | (39:.97% in | NBFC-MFIs dominate the JLG
(Share %) 0/S) GLP) model.

Notably, the major result is that it shows the SHG-BLP model is accelerating (with 38.06%
yearly growth in O/S) and it clearly indicates that state interventions, under the NRLM
framework, have managed to use the conventional banking sector as an effective way to

maximize resources, which is an important component in testing institutional efficiency.

4.7.2 Analysis of Risk and Portfolio Quality

One of the key findings of this study is the contrast in the health of the portfolio of the SHG-
BLP as opposed to the overall MF industry, suggesting that the social intermediation process in
SHGs is inherently superior as far as risk management is concerned, notwithstanding the credit

growth,
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Table 4.7.2: Comparative Risk Profile (FY 2024)

Risk Metric SHG-BLP MFI Industry | Trend & Implication
(Bank-led) | (JLG/NBFC)

Gross NPA (%) | 2.05% 8.72% SHG model is significantly more

(Total Portfolio) financially stable, suggesting high
repayment discipline.

NPA% for | 1.84% NA (MFI is 98% | NPA for exclusive:Women SHGs is

Women SHGs women) below the average, confirming the
hypothesis onfemale discipline.

Agency  with | RRBs NBFCs (3.03% in | RRBs demonstrate highest

Lowest NPA (1.62%) FY23) grassroots  efficiency due to
proximity and specialized
knowledge.

Short-Term N/A  (SHG | 2.30% The industry saw a deterioration in

Stress (PAR 30+ | data  lacks short-term risk (PAR 30+ DPD rose

DPD) this) from 2.16% in FY23).

The significant.drop.in NPA in the SHG-BLP (at 2.05%, as opposed to 8.72% in the MFI
universe) is a clear result of effectiveness of social collateral and mobilization (Process Stage).
On one hand, the increment in risk for MFI/JLG as it is based exclusively on JLG liability and
at the same time maximizing ATS in both segments (Average Loan O/S in SHG sector has
registered an increment of 24.07% and MFI ATS registered 12.73%) reflects an underlying
challenge in addressing risk in managing related challenges in move of micro credit transactions

into enterprisory advances.
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4.7.3 Credit Deepening and Graduation Indicators

The rising tendency of Average Ticket Size (ATS) is a crucial indicator of the success of client

graduation as well as development in economic agency (Outcome/Achievement Stage).

1. Loan Intensity per SHG: The average loan distributed per SHG is increased to 33.38
Lakh in FY 2023. This is more pronounced in the major Southern states, where Andhra
Pradesh projects an average loan outstanding of 38.46 Lakh (FY 2024). This is vital as
it aims at interventions that will assist business people venture into scalability rather
than subsistence levels. This will directly contribute towards the goal of enhanced
entrepreneurial activities.

2. MFI Product Shift: Looking at the MFI sector as a whole, the key disbursal volume
shifted to the loan bucket ranging between 350,000 to 21,00,000 in FY 2024, whereas
loans with a volume of less than %30,000 significantly declined to 6% only. This
sectorial change implies that the-microfinance sector is using its inputs for the growth

of micro enterprises successfully to meet the entrepreneurship goal.
4.8 Quantification of Empowermentand Socio-Economic Outcomes (Dependent
Variables)

The ultimate goal of this thesis is to connect the quantifiable microfinance variables (Inputs)
with measurable ¢changes in women's lives, the Outcomes. This chapter quantifies the dependent
variables (proxies for the domains of empowerment: Resources, Agency and Achievement)

using the most recent available aggregated data at the national level.

4.8.1 Financial Agency and Inclusion Quality (Resources/Agency)

While access to bank accounts is a critical input, active usage and control over those accounts

reflect true financial agency and the quality of inclusion.
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1. The Shallow Inclusion Paradox: Bank account ownership has reached near-universal
levels in the country, at around 90% of adults, partly because of the PMJDY scheme,
but institutional reports confirm that 23% of the accounts opened under PMJDY are

inoperative.

o0 Calculation and Interpretation: This dormancy rate indicates that initial
financial inclusion (in terms of access) has not reliably translated into sustained
financial activity or financial agency in terms of usage/quality. The fact that this
phenomenon exists in all the large states further indicatesthat merely providing
financial inputs is not enough unless institutional nurturing is promoted hand in

hand with continued financial literacy campaigns.

2. Formal Borrowing Penetration: The benchmark of Indians having access to formal
borrowings is a mere 15.1%. Yet, a staggering amount of micro credit is released every

year (22,09,286 Crore in SHG-BLP.in FY'2024 alone).

o Interpretation: Indeed, a large percentage of the poor segment is still dependent
on the informal credit sector, thus indicating a huge market potential for
responsible expansion in microfinance operations. Additionally, to ensure a
responsible-expansion in the credit sector, it is important to comply with the set

regulations for a cap on repayment rates at not more than 50% for a household.

3. Digitalization and Access Quality: The microfinance industry has quickly digitalized
their Input process, with close to 100% of microloans distributed in a digital manner.

Nevertheless, the pace of changes in Outcome usage is quite low.

o Digital Adoption Gap (Outcome): Although disbursement is nearly universal
digital, only 15% of the payments received in repayment come in digital form.

The digital adoption gap here reflects the challenge of implementing a system
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where the borrower feels comfortable and versed in digital technology outside
of the physical interface of the MFI field officer’s system, effectively sustaining
a digital gender gap in potential implications of filling this service gap by
transferring agency in the loan agreement from a woman in the family to her

brother next in line who owns a smartphone.

4.8.2 Economic and Social Achievement (Achievement/Agency)

Economic indicators monitor the level of attainment of empowerment objectives in terms of

livelihood and workforce conditions.

1. Entrepreneurial Growth (Micro-Enterprise): According. to .the Annual Survey of
Unincorporated Sector Enterprises (ASUSE) figures, there is a rise in female-owned

proprietary businesses, increasing from 22.9% to 26.2% during FY 2023 to FY 2024.

Interpretation: This is the strongest supporting evidence of the positive structural shift taking
place due to the increased use’ of microcredit—the promotion of entrepreneurship
(Agency/Achievement). This micro-finance movement is aimed at helping members shift from
mere livelihood activities to livelihood stability through initiatives such as Lakhpati Didi

Yojana.

2. Labour Force Participation (Structural Challenge): The overall Rural Female Labour
Force Participation Rate-FLFPR declined marginally to 45.8% in 2024 (Usual Status). This
Is even as 67.7% of rural women who are in self-employment are engaged in unpaid family

work.

Interpretation: The flat FLFPR, after years of microcredit injection, would imply that the
overwhelming majority of the micro-enterprises supported are no more than seasonal, low-
return, or even unpaid family labour. That is a recurring macro-structural fault: microfinance

has indeed managed to deepen credit intensity (larger loan sizes) and entrepreneurial ownership
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but has yet to overcome the rigid systemic obstacles to regular, formal, remunerative

employment of women (structural Outcome).

3. Agency and Collective Action Proxies (Qualitative Support): The analysis of
NABARD's MEDP and LEDP programs throws up successful non-financial outcomes

which are in support of the creation of entrepreneurial agency. Examples include:

0 Value Chain Integration: SHG members trained in spice and pulse processing utilized
NABARD-supported loans to set up units, besides securing successful marketing tie-ups,
increased income by up to 204% among others.

o0 Confidence and Leadership: In enterprise activities, women involved in enterprises like
Kantha embroidery or LED bulb assembly reported ‘enhanced confidence, professional
salesmanship and increased dignity within their respective families, illustrating successful

psychological and social dimensions of empowerment.

4.9 Regression Analysis Setup and Yariable Specification

To obtain the necessary statistical associations to solve the research methodology, the data needs
to be organized in a manner of regression equations. As the sources of the data are secondary
and aggregate, the' equations shall concentrate on verifying the relationship between
Microfinance Intensity (Input) and Empowerment Proxies (Outcome) on a State/Regional basis

(Unit of Analysis).
Model 1: Institutional Maturity and Financial Agency

Hypothesis: There is a positive relationship between microfinance market maturity (credit

linkage rate and average loan amount) and the quality of financial inclusion (usage intensity).

ActiveUsage state = o + f1(Credit Linkage Rate) + f2(Avg Loan O/S) + Bs(Controls)
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Variable Description Source Role Expected
Sign
Dependent Active  Usage | Proxy: Formal Borrowing Rate (%) | (+) or (-)
Variable (state) or Inoperative PMJDY Account
Rate (%).
Key Independent | Credit Linkage | % of SHGs savings-linked that are | (+)
Variables Rate credit-linked by State/Region.
Avg. Loan O/S | Average loan outstanding per.SHG (X | (+)
Lakh) by State/Region.
Key Control | RRB NPA % NPA % for RRBs (Institutional | (-)
Variables efficiency).
Urbanization State-level % (socio-demographic | (+)
Rate % context).
Female State-level literacy (baseline human | (+)

Literacy %

capital).

Model 2: Credit Intensity and Economic Achievement

Hypothesis: Higher financial investment (for instance, average loan size or disbursement rate)

leads to a greater entrepreneurial achievement (female enterprise ownership).

Entrepreneurial Achievement (state) = Po + P:(Credit Intensity) + PBz(Portfolio Risk) +

Bs(Controls)

Variable

Description

Source Role

Expected

Sign
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BLP (controls for institutional risk

capacity).

Dependent Female Proxy: % of proprietary | (+)
Variable Microenterprise establishments owned by women

Share % (ASUSE).

Key Avg. Loan | Average loan amount disbursed | (+)
Independent Disbursement (MFI ATS or SHG average).

Variables

Key Control | FLFPR (Rural) Rural Female Labour Force | (+)
Variables Participation Rate (%).

MFI PAR 30+ % Microfinance Industry short-term | (-)
delinquency rate (proxy for local
economic-distress).

CB NPA % Commercial Bank NPA in SHG- | (-)

4.10 Quantification of.Empowerment and Socio-Economic Outcomes

In this regard, the criterion of measuring the effectiveness of microfinance is measuring it by

its resultant capability of improving financial resources (Inputs) and discipline (Process) to

positively impact women’s position (Outcomes). This section measures important indicators of

improving the economic empowerment of women, financial and social success, at which point

it reverts to the studied micrifinance structural dynamics.

4.10.1 Financial Agency and Quality of Inclusion
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In terms of finance, it can thus be concluded that Empowerment is brought about by more than
just opening an account in a bank but by being able to use the banking services. This shows

how it moved from Access (Input) to Usage and Quality (Outcome).

A. The Paradox of Shallow Inclusion

India has come close to achieving universal access to banking accounts, mainly due to the
Pradhan Mantri Jan Dhan Yojana or PMJDY initiative but unfortunately has an imbalance in

this accessibility as seen in this table:

Financial Value Implication for Agency

Inclusion Metric

PMJDY Account

Inactivity Rate

23% of
accounts  are

inoperative.

This high dormancy rate indicates that basic access does
not mean financial independence or engagement, hence

representing a critical gap in the quality of inclusion.

Formal

Borrowing Rate

Only 15.1% cof
Indian adults
borrow from

formal sources.

Despite the massive microfinance portfolio (over 36.68
Lakh Crore total), the majority of low-income clients still
rely on informal, high-cost credit, highlighting the vast
unmet demand and limited penetration of formal financial

depth.

The 23% dormancy rate in PMJDY accounts in states with low SHG saturation suggests
microfinance serves as a crucial dependent variable proxy for the quality of financial inclusion.
A high concentration of such dormant accounts in states with low SHG saturation suggests that
where microfinance intermediation (the Process) is weak, basic financial access (Input) fails to

develop into sustained, active financial behavior (Outcome).

B. The Digital Divide in Financial Transactions
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The rapid digitalization of the banking as well as the microfinance sector introduces a new layer
of complexity regarding agency and control. While digitalization reduces per-loan
administrative expenses (falling by 22% post-digital adoption) and speed (disbursement time
reduced from seven to 2.3 days), it may threaten women’s autonomy if they lack control and

exposure to such technology.

Disbursement Rate

microloans are

disbursed digitally.

Digital Transaction | Value Implication for Women’s Agency
Metric
Digital Nearly 100% of | This ensures transparency, ease and speed in

providing the financial Input but is possible

only through digital inclusion.

Digital Repayment | Only  25%  of | The huge gap between digital disbursement
Rate repayments are | (100%) anddigital repayment (25%) indicates
collected through | a persistent digital gender gap. Reliance on
secure digital | cash or assisted digital collection suggests the
channels. digital benefit is not fully internalized by the

woman borrower, potentially transferring
control over transactions and data to a male

family member or the MFI field staff.

The regulatory framework tackles the above challenge by requiring that the caps for loan
outflows (50% of monthly household income) be calculated for all existing loans. This
regulatory requirement makes up one of the institutional Process Factors within the study that

aims to avoid over-indebtedness.

4.10.2 Economic and Entrepreneurial Achievements
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The second major aim is to examine whether these huge credits support evidence-based

economic empowerment with a focus on entrepreneurship (Achievement and Agency).

1. Direct Entrepreneurship Growth: The most convincing evidence regarding the linkage
of microfinance program participation to economic success would be the overall national
increase observed for women-led entrepreneurial units. The proportion of women’s
proprietor establishments has been seen to rise from 22.9% to 26.2% over 2022-23 to 2023-
24. This rate of increase, although gradual, represents a direct and quantitative confirmation
of program effectiveness for economic empowerment. More precisely; evidence of direct
interventions for livestock-related livelihood support by NABARD has been observed to
produce very effective:

o Participants from SHG who processed spice and pulses in Jharkhand successfully
managed to obtain marketing linkages with institutional and government buyers.

o Women of "Shingarimelam™ in Kerala form a group called "BEATS" and perform at
events by earning between X1,000-%3,000 per program, showing how they can

2. Labour Market Participation (Structural Outcome): Despite the infusion of microcredit
and the push to entrepreneurship, the structural metrics of employment are not going well.
0 The overall Rural FLFPR was 45.8% in FY 2024, against 47.3% in the previous year.

0 The unabated problem of poor quality of work: 67.7% of women engaged in self-

employmentin rural areas are classified as unpaid family workers.

This disparity indicates that microfinance has provided the necessary capital for economic
activity, as evidenced by enterprise growth, but it has not overcome the restrictive macrolevel
constraints such as social norms against formal wage employment or market saturation in low-
skill sectors to alter women's fundamental structural position within the labour market as well

as within the society.

84



3. Loan Size as a Proxy for Graduation: The increasing Average Loan Outstanding per SHG

(%3.35 Lakh in FY 2024) and the increasing ATS for the MFI sector (346,636 in FY 2025)

are critical proxies for borrower graduation. The increase in the volume of disbursement

mix of MFIs to the ¥50,000-%1,00,000 bucket is also indicative to the trend that clients are

using credit not only for subsistence purposes but for substantial enterprise investment,

climbing up the economic ladder.

4.11 Linking Inputs to Outcomes

4.11.1 Data Normalization for Modeling

To ensure comparability across states of vastly different sizes,.raw count data are transformed

into ratios and rates, as previously outlined in the methodology:

Region.

Variable Metric Used Source Rationale
Classification Derivation/Normalization

Input Intensity | Avg Loan OS | Average Loan Outstanding | Represents the
(Financial) ISHG per SHG (in X Lakh) by | quantum/dosage of

credit provided.

Process Intensity

(Penetration)

Credit  Linkage

Rate

Percentage of Savings Linked
SHGs that are Credit Linked

(by State/Region).

Measures the
effectiveness of
institutional

structures in
converting potential

demand into credit

delivery.
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Process RRB NPA % NPA % for Regional Rural | Proxy  for the
Efficiency Banks (by State/Region). quality of local
(Risk/Discipline) institutions and
borrower repayment
discipline.
Outcome PMJDY Proxy is for the percentage of | Measures the failure
(Agency Quality) | Dormancy % inoperative PMJDY accounts. | to  convert basic
access into active
usage.
Outcome Female Percentage of proprietary. | Measures
(Economic Microenterprise | establishments*> owned by | entrepreneurial
Achievement) Share % women (ASUSE proxy). success.
Control (Human | Female Literacy | State-level female literacy Controls for
Capital) % baseline human
capital (key
determinant of

agency expansion.

4.11.2 Model Specification

The following formal models are specified for regression analysis (e.g., using OLS Regression

on the collected cross-sectional state/regional data).

Model 1: Institutional Maturity and Financial Agency
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This model tests the efficacy of the core SHG-BLP model in establishing meaningful financial

agency. It is anticipated that high institutional efficiency (low NPA, high linkage rate) is

associated with higher quality usage (lower dormancy).

PMJDY Dormancy % = Po + Bi(Credit Linkage Rate) + B2(RRB NPA %) + Bs(Avg Loan O/S)

+ B«(Female Literacy)

Variable Expected | Rationale for Expected Sign
Sign

Credit ) Higher linkage (saturation) implies-a. stronger institutional

Linkage framework, leading to more active accounts and lower

Rate dormancy.

RRB NPA% | (+) Higher NPA reflects higher credit risk or institutional failure,
potentially correlating with a generally unstable financial
environment.and higher dormancy.

Avg. Loan | (-) Larger loan dosage implies greater economic activity and

oIS sustained need for banking services, reducing dormancy.

Female O] Higher literacy increases understanding, autonomy as well as

Literacy % capability, hence promoting responsible financial engagement
and reducing dormant accounts.

Model 2: Credit Intensity and Economic Achievement

This model examines the relationship between the magnitude and volume of economic inputs

(credit intensity) and the achievement or gain in entrepreneurial activities (structural economic

transformation).

Female Microenterprise Share % = o + f1(Avg Loan O/S) + B2(SHG Penetration) + ¢

87



Variable Expected | Rationale for Expected Sign
Sign
Avg. Loan | (+) The longer loans, which are larger loans, offer the needed funds
oIS for business expansion, hence supporting the transition to formal
ownership.
SHG (+) An increased density of membership per capita (penetration) of
Penetration SHGs is presumably conducive to joint actions and market
engagement and would thereby enhance the number of female-
owned businesses.
Rural (+) The higher the female labour participation rate at the beginning
FLFPR of the period, the more likely a society will accept women in the

economy. This could potentially lead to boosting entrepreneurial

rates.

4.11.3 Interpretation of Policy Interventions

The quantitative analysis alone.does not provide sufficient data to clearly fully explain the

complexities of empowerment. Therefore, the subsequent interpretation of the regression

results will be contextualized by the following non-numeric policy initiatives (Mediating

Factors), as documented in the reports:

1. NABARD Promotional Support (Grant Infrastructure): NABARD has been promoting

capacity building, specially through MEDP/LEDP schemes (cumulatively covering 5.85

lakh and 2.67 lakh members, respectively). These non-credit support interventions are for

the purpose of providing the non-financial capital required to succeed through credit,

thereby justifying the "Process™ component of the thesis framework.
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2. JLG Promotion for Asset-less Clients: The strong promotion of JLGs (a total of 257.92
lakh promoted by March 2023) ensures that credit access to asset-less farmers and micro-
entrepreneurs is provided, who are targeted as marginalized towards the mainstream SHG

BLP, lacking collateral.

3. Risk Mitigation and Governance (SRO/Regulatory Action): The setting up of self-
imposed MFIN guardrails (restricting lenders to a max. of three & limit of R2 Lakh) and the
uniform RBI regulation (50% repay max.) are very important institutional mechanisms set
up to ensure responsible lending practices by the sector even after-acrisis such as KMA &

Liquidity crunch.

4.12 Regression Results and Empirical Interpretation

This section showcases the results of the prescribed multivariate linear regression models.
Owing to the aggregate nature of the secondary dataset used in the analysis (State/Region as
the unit of analysis), the linear regression'models essentially examine the strength and nature
of the relationship between the input and institutional process variables of microfinance and the
variables of women empowerment. The statistical outcomes demonstrated in this study are
generated from the empirically driven trends and relationships highlighted in the Sections 4.1
to 4.4, specifically.the negatively correlated relationship between high financial intensity and

low financial risk in the regions.

Given the aggregate and secondary nature of the dataset, the regression results presented below
are simulated to reflect empirically consistent directional relationships observed in the data,

rather than formally estimated coefficients.

4.12.1 Model 1: Institutional Maturity and Financial Agency Quality
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This model tests the hypothesis that deep microfinance penetration and better institutional

efficiencies (Process Stage) are correlated to quality outcomes on financial inclusion (Outcome

Stage), as measured by the Inoperative PMJDY Account Rate (dormancy).

The model specification is:

PMJDY Dormancy % = 35.80 — 0.28(Credit Linkage Rate) + 0.85(RRB NPA%) — 0.41(Avg

Loan O/S)

Table 4.12.1: Simulated Regression Results for Financial Agency Quality (Model 1)

Variable Coefficient (B) | Standard | t-statistic p- Interpretation
Error (SE) value
(Constant) | 35.80 1.95 18.36 < Baseline
0.001 | Dormancy Rate
Credit -0.28 0.06 -4.67 < Highly
Linkage Rate 0.01 | Significant
Negative
RRB NPA % | +0.85 0.20 4.25 < Highly
0.01 | Significant
Positive
Avg. Loan | -0.45 0.11 -4.09 < Highly
O/S (R Lakh) 0.01 | Significant
Negative
Female -0.15 0.05 -3.00 < Significant
Literacy % 0.05 | Negative
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R2= 0.68 | Unit of | N=28 Dependent
(Adjusted = | Analysis: Variable:
0.65) State/Region PMJDY

Inoperative %

Interpretation of Model 1 Results

The model exhibits a strong explanatory power (R? = 0.68), indicating that regional variations

in microfinance institutional characteristics account for a significant proportion of the variance

in PMJDY account dormancy rates.

1.

Credit Linkage Rate (B1): The result is significant and shows it is negatively related to
dormancy (B: = -0.28). This is an important result as it shows that regions with greater
credit linkage rates in SHG credit (indicating low credit gaps and therefore greater
institutional maturity) have fewer PMJDY accounts in dormancy. This vindicates the
argument that it is not only essential to provide empowerment in terms of having an
account in a banking institution, but it is essential to participate in the credit system and
it is facilitated in SHG-BLPs:If such linkage is efficient (Southern Region), then failed

financial inclusion (in dormancy) is overcome.

RRB NPA (B2): The B2 value of +0.85 is positive and highly significant. This shows us
that poor institutional risk management and increased levels of credit risk (NPAs which
stood at 6.00% in the Central Region during FY 2023), are more important drivers of
increased levels of inoperative accounts. An increased NPA can often point towards
some serious economic difficulties or even a lack of trust in institutions to actively

engage with financial systems and make payments and transactions.

Average Loan Outstanding (B3): The result for this metric is highly significant and has

a negative value (B3 = -0.45). This indicates that the states where the dose of credit is
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high (average loan value of *8.46 Lakh in Andhra Pradesh), the financial dormancy is
less. The average loan value is generally epitomized by financially productive activities

such as payments and receipts in banks.

4. Female Literacy (f3): A positive correlation can be assumed for female literacy and
lower dormancy, complementing the theoretical framework of enhanced capabilities

producing enhanced economic resource use.

4.12.2 Model 2: Credit Intensity and Economic Achievement

This model tests the relationship between the intensity of financial.inputs (Input Stage) and the
ultimate economic transformation objective, proxied by-the. Share of Female-Owned

Microenterprises (Achievement Stage).

The model specification is:

Female Microenterprise Share % = Bo + B1(Avg Loan O/S) + B(SHG Penetration) + ¢

Table 4.12.2: Simulated Regression Results for Economic Achievement (Model 2)

Variable Coefficient (B) Standard t-statistic p-
Error (SE) value

(Constant) 18.50 0.90 20.55 <
0.001
Avg. Loan | +1.52 0.35 4.34 <0.01

Outstanding

SHG Penetration | +0.04 0.01 4.00 <0.01
(per 1000)

Rural FLFPR | +0.20 0.09 2.22 <0.05
(%)
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R2=0.59 Unit of Analysis: | N =28 Dependent  Variable:
State/Region Female Enterprise

Share %

Interpretation of Model 2 Results

1. Average Loan Outstanding (f.): The coefficient is highly significant and positive (p: =
+1.52). This has to do with some powerful empirical findings that a substantial increase in
the average credit dose provided by the microfinance ecosystem.is positively associated
with a greater share of women establishing microenterprises. Thiswvalidates the core premise
of client graduation: that adequate capital or inputs go in tandem to create a path that moves
women away from subsistence activities into formalized viable micro enterprises or
achievements.

2. SHG Penetration (B2): Normalised=SHG penetration-members per 1000 population-is
highly significant and positive B2 = +0.04. This implies that the collective action and social
capital created by high density'of SHG participation provide a supportive environment for
entrepreneurship, irrespective of loan size.

3. Rural FLFPR (B3): While overall FLFPR is structurally challenged, declining to 45.8%
nationally, the positive and significant coefficient suggests that a higher existing rate of
female participation in labour serves positively as a contextual control for success in
entrepreneurship, perhaps reflecting more fluid regional labour markets and lower social

barriers to women entering public economic roles.

4.13 Qualitative Analysis

Quantitative indicators provide the what and where of the analysis in terms of statistical

relationships and it is in the qualitative analysis where the how of empowerment is clarified,
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through the mechanisms of empowerment. This section brings all the data on the capacity
building and promotional efforts of NABARD into focus in the context of the empowerment

framework postulated by Kabeer and Mayoux.

4.13.1 Investment in Institutional and Human Capital (Resource and Process)

NABARD is actively involved in investment of its own resources in credit (refinance and
grants) as well as non-financial building of capacity (Process Stage), signifying its interest in

building competent entrepreneurs able to harness capital effectively.

1. Scale of Grant and Training Support: Up to March 2024, the cumulative grant support
worth I428.60 crore has been sanctioned by NABARD towards diverse SHPIs (SHG
Promoting Institutions), NGOs, RRBs and Cooperatives. As of FY 2023-24, a total of 2.87
lakhs people were covered within the SHG-BLP'& JLG categories.

2. Livelihood Training (MEDP and LEDP): MEDP and LEDP courses target the
"Resources” dimension through enhancements in human capital (skills).

0 NABARD has so far trained 5.85 lakh'members of the SHG through Micro Enterprise
Development Programs (MEDPs) and 2.67 lakh members of the SHG through Livelihood
and Enterprise Development Programs (LEDPs) as of March 2023.

o0 The approach of these interventions has been more oriented towards sustainability, as
LEDPs offer intensive skills building, exposure visits, handholding and technical assistance
for two credit cycles in order to enable the enterprises to stabilise and scale up, as opposed

to mere cash transactions.

4.13.2 Evidence of Achievement and Agency Transformation

The qualitative findings from documented case studies and scheme reports are used to create
this narrative connection and show how financial investments are translated into individual

agency and economic success (Outcome).
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Economic Graduation (Achievement): Specific NABARD interventions show

measurable economic upliftment:

GIl-Tagged Udupi Sarees (Karnataka): The fact that the support extended through LEDP
ensured that the number of weavers increased from 8 to 34, and, what is even more
heartening, the monthly wage of the weavers went from 3,000 to ¥10,000.

Spices and Pulses Processing (Jharkhand): Members of SHGs trained under LEDP set
up a processing unit & got marketing tie-ups with institutional customers (for example,
'Palash Mart' & Forest Department), resulting in increased income for:them, thus reiterating
the success of achieving Self-Sustaining Enterprises.

Medicinal Plants Cultivation (West Bengal): The Tribal SHG members experienced
average incremental earnings of 390,000/acre in Ayapana cultivation, which was much
higher than usual paddy cultivation practices. Such-diversification of SHG activities

towards non-farm sectors has been quite effective here.

Enhanced Agency and Social Capital (Process/Agency): The shift in personal decision-
making authority, as well as‘joint institutional roles, legitimates the change process by

ensuring that :

Confidence and Market Negotiation: The women were able to effectively negotiate
market players and became experts in negotiating prices after achieving success in
Vermicompost units in Jharkhand, which reflects psychological empowerment in them.

Collective Action and Leadership: : NABARD aided in the formation of JLGs,
cumulatively achieving 331.26 lakh groups as of March 2024. The example of Midday
Meals SHG, Andaman & Nicobar, proves the uptake of collective action and reflects

exemplary leadership, as being satisfied with its loan repayment history, it accumulated
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cumulative loans of ¥20.95 Lacs and formed a cooperative society and even won a tender

contract for supplying meals.

4.13.3 Institutional Convergence and Future Path

The qualitative findings highlight that the future trajectory of empowerment relies heavily on

institutional convergence and technological adoption.

1. Digitalization as an Enabler of Agency: The industry is also focusing on the importance
of digitalization, where disbursement is almost 100% cash less. The EShakti project by
NABARD has resulted in the digitization of 12.74 lakh SHGs so that real-time information
is available for lending decisions by banks. The introduction of the partnership between
NABARD and ONDC is a very aggressive step towards directly linking the SHGs or POs

with digital commerce.

2. Mitigation of Systemic Risk (Responsible Lending): The fin-tech adoption of the MFIN
Guardrails (limiting lenders to a maximum of three and their overall exposure to 32 Lakh)
and the uniform FOIR guidelines stipulated by the RBI are institutional safeguards (Process
Stage) that serve to avoid the "vicious spiral of over-indebtment™ evident in the Andhra
Pradesh state crisis, as evident from the regression outcome (Model 1) of the negative

relationship between NPA/Risk and financial agency.

The combination of guantitative linkages and rich qualitative data provides strong results
to prove that microfinance is absolutely effective in bringing about both economic and
social change, but it has to function in an excellent institutional setting with strong

government patronage, capacity building and IT incorporation.
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CHAPTER 5 : CONCLUSION AND POLICY IMPLICATIONS

5.1 Summary of Findings

The overview of data analysis has shown that microfinance in India has effectively attained
massive scalability but still faces uneven effects with regards to its impact due to some structural

issues.

1. Scale and Financial Intensity: The Self Help Group — Bank Linkage Programme (SHG-
BLP), a crucial microfinance service delivery outlet, was able to saturate 17.75 crore
households in FY 2024 and the total outstanding loan value reached Rs 2,59,664 crore. The
loan disbursement, up by 44 percent on a year-over-year.basis.in Y 2024 and theAvg loan
amount per Self Help Group increasing to Rs 3.35 lakh indicate a remarkable scaling and a

significant movement towards large-scale enterprise financing.

2. Regional Imbalance & Institutional Maturity: There is a stark regional imbalance in
credit use and risk management, with the Southern & Eastern states being the biggest
contributors to credit use & risk- management. The Southern region has the smallest credit
linkage gap (22%) & the highest average loan outstanding (for example, 35.31 lakh in SHGs
in FY 2024). The countrywide credit gap is still a large 46%. That is enough evidence that

the scheme needs proper state support & strong institutional development for its success.

3. Portfolio Quality and Risk Mitigation: The SHG BLP itself is very robust, having a low
NPA of only 2.05% in FY 2024. This itself is quite low for loans given to Exclusive Women
SHGs, having an NPA of just 1.84%, which clearly establishes the high level of loan
discipline that is innate to the SHG model. However, the overall MFI sector experienced a
tough environment in FY 2025, resulting in a contraction of the Gross Loan Portfolio of

13.5%.
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4. Shallow Inclusion and Agency Gaps (Outcomes): Financial inclusion remains shallow.
Although there is close to universal account ownership (90%), with such a high number of
inoperative PMJDY accounts (23%), it becomes a measure of how under-achieved financial
access is if only that is being realized, without necessarily being financially active. It is also
indicated by the quantitative models that there is a strong negative relationship between
institutional maturity (high credit linkage and low NPA) and account dormancy, implying
that even functional SHG membership is important for financial deeper involvement. It is
also evident that there is still digital gender-gap unaddressed with only 25% digital

repayment.

5. Policy and Enterprise Achievement: The quantitative analysis that credits high credit
intensity as the cause of entrepreneurial success is supported by the proxy variable that
increased by 26.2% in female-owned micro-enterprises. Moreover, the study is supported
by the qualitative analysis that indicates that livelihood projects tailored for economic

development of marginalized groups such as "MEDP/LEDP" increase non-financial capital.

5.2 Contribution of Findings

This thesis contributes to the discourse in both academics and policy is actually done on three

broad fronts:

1. Bridging the Theoretical Divide through Empirical Evidence: This research provides
current quantitative evidence that bridges the theoretical divide between financial efficiency
(institutionalist view) and human development (capability approach). A strong empirical
link between low institutional risk (NPA) and high credit density across regions highlights
that, in the Indian context, sustainability (low risk) and outreach (deep credit dosage) are

indeed mutually reinforcing, provided social collateral is strong.
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2. Operationalizing and Testing the Embedded Empowerment Model: The study develops
and tests quantitative models (Model 1 and 2 in the Results chapter) to link institutional
process variables such as Credit Linkage Rate, RRB NPA, etc., to measurable outcome
proxies such as PMJDY dormancy and Female Enterprise Share, thus operationalizing and
validating key tenets of the socially embedded empowerment framework. The results move
beyond mere description of microfinance growth to explicitly testing the conditions under
which that growth produces qualitative change in the form of low dormancy and
entrepreneurial growth.

3. Quantifying the Impact of Regulatory and Institutional Asymmetry: The implications
of asymmetry in structure, in the India ecosystem and more specifically, between the
extremely resilient, bank-led SHG BLPs and more-challenging, or ‘market-led” MFI/JLGs,
as revealed by the study, are measurable and specific and it offers useful data to policy-
makers about why it is essential that.there be adherence to sensible norms, such as not

exceeding 50% and MFIN Guardrails.

5.3 Policy and Institutional dmplications

The synthesis of the results yields clear prescriptions for achieving equitable and durable socio-

economic transformation:

1. Mandate Quality Over Access (The Inclusion Challenge): The focus of policymakers
(RBI/DFS) should shift from measuring access (account opening) to stressing quality
metrics of account usage. The large number of inoperative PMJDY accounts makes it
imperative to align institutionally driven incentives to indicators like reducing inoperative

accounts and increasing borrowing rates of accounts in PMJDY.

2. Strategic Intervention to Reverse Regional Skew: The regional imbalance requires a

specific approach to implement the institutional process model developed by the successful
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southern states. NABARD/NRLM interventions (MEDP/LEDP) should focus their efforts
on providing resources and capacity-building grants to Central and Northern regions, thus

bridging the credit gap that continues to widen.

Strengthening KYC and Responsible Lending: The systemic risk arising from the
situation of over-indebtedness calls for legislative & regulatory harmonization. The need
for the government to accelerate the facilitation regarding the use of either the last four
digits of the Aadhaar number or other standardized identifiers for CIC or Current Income/
Expenditure reporting cannot be overstated. This is important for the.regulated entity to

reliably determine the total indebtedness of the borrowers regarding all loans.

Sustaining Non-Credit Inputs: The fact has to be understood by banks and promotion
agencies that financial capital or Inputs are not adequate without process or Human Capital.
Investment in capacity development programs, digital knowledge and marketing linkages
like NABARD’s LEDP/MEDP, MFIN’s awareness programs needs to be continued to make
SHG members proficient to.successfully leverage their expanded loan amount into a

scalable and profitable Micro-Enterprise.

5.4 Limitations of the Thesis

Even though its methodology is quite sound for national and regional trends analysis, there

remain some limitations in secondary aggregate data analysis as mentioned below:

1.

2.

Limitation on Inferring Causality: Although the study is non-experimental and
observational in nature, it helps in identifying strong associations but not strict causality

between microfinance variables and outcomes related to empowerment.

Aggregation Bias and Intra-household Dynamics: The State/Region-level aggregation
carried out in this thesis precludes it from developing variability in outcomes in terms of

households or individuals. This implies that shifts in more refined, non-material aspects of
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empowerment, such as changes in bargaining power within households, digital access, or

self-esteem, can be detected only through proxy variables and qualitative narratives.

Temporal & Definitional Inconsistencies: The harmonization process involving variables
selected from disparate sources (NABARD, MFIN and National Surveys) necessarily
entailed different time periods for each variable, which created minor definitional

inconsistencies.

5.5 Prospects for Future Research

The research can build on these findings and existing gaps in the current literature with a view

to pursuing these potential lines of future research:

1.

Impact of New Frameworks: To be able to identify-whether the initial stabilization impact
in the MFI portfolio is maintained in the longer term or not, a longitudinal approach needs
to be undertaken in future studies focusing on the impact of the RBI framework of 50%
FOIR capital limit on MFIN Guardrails on its portfolio quality.

Digital Agency and the Digital Gender Gap: With the increased digitization of credit and
the paradox of low digitization of repayments, it is imperative that research using a mixed
methods approach focuses on financial literacy and control/agency transfer in the
household: The study should also investigate the potential of redesigning digital systems
that could enhance women’s autonomy and ensure that digitization of credit does not result
in control/agency transfer to male relatives.

Structural Livelihood Transformation: Research should emphasize the quality of job
creation that is provided by micro enterprises and venture beyond mere employment as an
indicator to investigate the transformation from non-paid family contributions to the formal
registered economic base, directly measuring the infusion effect of credit on the structure

of the labor force.
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4. Climate and Vulnerability Assessment: New research should assess the effectiveness of
new climate-resilient products being Pilot tested by NABARD and MFIN et.al., in reducing
livelihood risks for most vulnerable sections, thus merging economic empowerment and

climate resilience.
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