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Abstract 
This study examines how microfinance institutions (MFIs) in the Delhi/National Capital Region have 
changed over time and what that has meant for the growth of micro, small, and medium-sized 
businesses (MSMEs)”. “Seeing a need, this research set out to investigate how microfinance 
institutions affect the expansion and development of small and medium-sized businesses. About 400 
respondents were surveyed, and 221 full questionnaires were returned using a random sample process. 
Using the statistical software for the social sciences (SPSS), the collected data from the respondents 
was examined and interpreted. 
 
Keywords: Microfinance, small and medium enterprises, microfinance institutions 
 
1. Introduction 
Microfinance plays a crucial role in developing small and medium-sized enterprise (SME) 
businesses, particularly in developing economies. SMEs often face challenges in accessing 
traditional financial services, such as loans from banks, due to their limited collateral, credit 
history, and scale of operations. Microfinance offers a tailored and inclusive financial 
solution to bridge this gap and foster the growth and development of SMEs. 
Microfinance institutions provide SMEs with access to much-needed capital, enabling them 
to invest in working capital, purchase equipment, expand their operations, and fund 
innovative projects. By providing loans and financial services to SMEs, microfinance 
empowers entrepreneurs to take advantage of market opportunities and grow their 
businesses. Microfinance promotes financial inclusion by extending its services to segments 
of the population that are traditionally excluded from formal financial systems. SMEs, 
especially those in rural and marginalized areas, benefit from microfinance's focus on 
serving underprivileged and unbanked individuals, bringing them into the formal financial 
sector. 
Microfinance institutions offer flexible loan products tailored to the specific needs of SMEs. 
These loan products often come with customized repayment terms and manageable interest 
rates, accommodating the cash flow patterns and challenges faced by small businesses. 
Microfinance institutions often provide capacity-building and training programs for SMEs to 
enhance their financial literacy, business management skills, and entrepreneurial capabilities. 
These programs empower SME owners with the knowledge and skills needed to run 
successful and sustainable businesses. Microfinance has a significant impact on empowering 
women entrepreneurs in developing economies. Women-owned SMEs often face additional 
barriers in accessing finance and resources. Microfinance initiatives targeting women 
entrepreneurs help in breaking these barriers and promote gender equality and economic 
independence. 
Job Creation and Poverty Alleviation: SMEs are significant contributors to job creation and 
economic growth in developing economies. By supporting SMEs through microfinance, 
more job opportunities are generated, leading to poverty alleviation and improved 
livelihoods for the local communities. Microfinance institutions often provide additional 
support to SMEs by facilitating market linkages and networking opportunities. These 
linkages help SMEs connect with suppliers, customers, and potential business partners, 
expanding their reach and market presence.

https://www.allfinancejournal.com/
mailto:rajora.mr061089@gmail.com
mailto:shilpa.bahl@galgotiasuniversity.edu.in
mailto:shilpa.bahl@galgotiasuniversity.edu.in
mailto:rajora.mr061089@gmail.com
https://doi.org/10.33545/26175754.2023.v6.i1d.242


 

International Journal of Research in Finance and Management  https://www.allfinancejournal.com 

~ 404 ~ 

Microfinance promotes sustainable development by 
fostering the growth of local businesses and industries. 
SMEs that receive financial support through microfinance 
are better equipped to contribute to the economic 
development of their communities and regions. 
With the overarching goal of expanding access to credit for 
people who have historically been shut out of the financial 
system, governments have launched a number of 
microfinance initiatives specifically for the poor in the past. 
All across the world, small and medium-sized businesses 
benefited from these types of loans, which have been called 
"The Launchpad for sustainable development". “Because of 
the underlying socio-economic problems afflicting Nigeria, 
like in many growing countries, the government has 
demonstrated a significant concern for the growth of small 
and medium scale industry. The fact which previous policies 
failed to generate the effective and self-sustaining impetus 
needed to lift the country to the "take-off" stage of growth is 
one reason. Another has become a greater focus on a self-
reliant approach to development and the recognition which 
dynamic and expanding petty business may contribute 
substantially to a wide range of developmental objectives. 
However, several obstacles have prevented microbusinesses 
from reaching their full potential throughout the growth 
process.” As a result, the Indian government included Micro 
Finance Banks in its reform agenda to provide the 
underprivileged with access to financing that is unavailable 
through the country's traditional banking system. The goal 
of this work is to describe how microfinance institutions 
might improve their operations to help alleviate poverty and 
create more jobs. 
Microfinance banking is seen as a way for the government's 
lauded programs on rural development to have an impact, 
easing the difficulties of the country's industrious, 
dedicated, but economically disadvantaged people. 
Microfinance banking, on the other hand, aims to promote 
rural development by means of rural commitment in 
contemporary financial institutions situated in rural areas. 
Since the success of a microfinance bank is intrinsically 
linked to the prosperity of the people it serves, it is often 
touted as a tool for economic and monetary liberation. 
Therefore, it is unclear whether or not micro-finance 
institutions have any effect on local small and medium-sized 
enterprises in the countryside. 
Microfinance's centrality to India's small and medium-sized 
businesses has been hampered by a variety of obstacles, 
shaking the country's foundations for economic growth. 
While studies are being done with the goal of more 
precisely defining these functions, little progress has been 
made thus far. Microfinance faces challenges when it comes 
to lending money to small businesses, but this study will 
determine what those challenges are. What role do 
ineffective microfinance policies have in slowing the growth 
of India's small businesses? The report will also analyze the 
impact that failed government policies have had on India's 
microfinancing industry. The study's final outcome will 
clarify the connection between microfinance and the growth 
of small businesses in India. 
 
2. Micro Finance 
Microfinance means providing a variety of banking and 
other financial services to people who cannot afford them. 

Microfinance is "the provision of thrift, credit, and other 
financial services and products about very small amount to 
the poor in rural, semi-urban, and urban areas for the 
purpose of raising their income levels and improving their 
living standards," as stated in the Reserve Bank of India's 
master circular on microcredit. Microfinance refers to a 
financial service that provides small-scale financial 
assistance, such as loans, savings, insurance, and other basic 
financial services, to low-income individuals and micro-
enterprises. The concept of microfinance emerged as a 
response to the lack of access to traditional banking services 
by the poor and vulnerable populations in developing 
countries. Microfinance primarily targets low-income 
individuals who often lack collateral, formal credit histories, 
or access to traditional banking services. It aims to provide 
them with financial resources to improve their livelihoods 
and escape poverty. Microfinance institutions offer 
relatively small loan amounts to clients to support micro-
enterprises, meet immediate financial needs, or invest in 
income-generating activities. These loans are typically 
smaller than what conventional banks offer. 
Financial Inclusion: Microfinance plays a crucial role in 
promoting financial inclusion by extending services to the 
unbanked and under banked populations. It seeks to bring 
these individuals and micro-enterprises into the formal 
financial system. In some microfinance models, loans are 
provided to groups of individuals who act as guarantors for 
each other. This approach, known as group lending or social 
collateral, helps in mitigating risks associated with lending 
to individuals without traditional collateral. 
Repayment Terms: Microfinance loans often come with 
flexible repayment terms, allowing borrowers to repay in 
small installments over a specific period. This 
accommodation aligns with the cash flow patterns and 
challenges faced by low-income clients. Microfinance 
institutions often have a social mission, aiming to uplift the 
living standards of their clients, particularly the poor and 
marginalized, by providing them with financial tools for 
economic empowerment. Microfinance institutions may also 
offer non-financial services such as financial literacy 
training, business development support, and capacity-
building programs to empower clients to make better 
financial decisions and manage their businesses effectively. 
Impact on Poverty Alleviation: Microfinance is considered a 
tool for poverty alleviation as it provides opportunities for 
low-income individuals to generate income, create jobs, and 
improve their quality of life. 
Microfinance is the practice of making traditional banking 
services available to people with low or moderate incomes 
or to small and medium-sized businesses. “Microfinance 
refers to the provision of financial services such as loans, 
savings accounts, and insurance to low-income people. 
Microfinance products are often for smaller dollar amounts 
than standard financial services since the consumers of 
MFIs have lower incomes and generally have restricted 
access to other financial services. Loans, savings accounts, 
insurance, and money transfers are all examples of such 
services”. 
 
Many different kinds of microenterprise development 
projects receive microloans. Microfinance institutions, 
which provide financial services to people with low 
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incomes, sometimes adopt unconventional approaches, such 
as group lending or other types of collateral not used by the 
conventional banking system. 
The idea of microfinancing is not novel. The origins of 
microlending may be traced back to the middle of the 1700s. 
Dr. Mohammad Yunus, an economics professor at 
Chittagong University in the 1970s, is widely regarded as 
the father of contemporary microfinance since he began 
experimenting with lending to underprivileged women in 
the hamlet of Jobra, Bangladesh. He earned the Nobel Peace 
Prize in 2006 for founding the Grameen Bank (which 
translates to "village bank") in 1983 on the tenets of mutual 
aid and cooperation amongst rural communities. Following 
then, there has been no shortage of new approaches to 
provide financial services that benefit the poor through 
microfinance. The World Bank estimates that nowadays, 
microfinance helps around 160 million people in developing 
nations. Microfinance, as defined by Grameen Bank, 
provides financial services to small firms and entrepreneurs 
who otherwise would not have access to traditional banking 
and its related services.  
 
2.1 There are a pair of primary channels via which such 
customers can get financial services 
 Personal and small business banking built on strong 

relationships. 
 Group-based arrangements, in which a number of 

independent business owners band together to submit a 
joint application for a loan or other service.  

 
Micro Finance Institutions (MFIs) plays a crucial part in 
expanding access to financial services for low-income 
people. Microfinance services are provided by MFIs, or 
microfinance institutions. It includes everything from 
grassroots charities to multinational institutions. 
 
3. Literature review 
Hussen et al. (2021) [10] microfinance's effect on the funding 
of small and medium-sized enterprises (SMEs) in the city of 
Gorodola Harakallo. The study's goal was to investigate 
how much small and medium-sized enterprises (SMEs) 
benefited from microfinance banks' loan programs. Micro-
credit along with other services extended to SMEs by 
microfinance institutions have helped the owners and 
employees of SMEs, as determined by Kere (2020), in the 
form of higher incomes, greater food security, the ability to 
send and keep children in school, the creation of jobs, and 
economic and social empowerment. 
Adhariani (2022) [8] examines into how accounting is used 
in the urban Indonesian culture of microfinance and 
women's empowerment. Using critical accounting theory 
and feminism and empowerment theory inspired by 
Foucault's teachings, this study analyzes the activities of 
female micro-entrepreneurs who are members of a Sharia 
cooperative. 
Microfinance has been linked to the growth of small 
businesses in Nigeria by Zwal (2019) [7]. It is suggested that 

microfinance will benefit the Nigerian economy if the 
government will address the aforementioned shortcomings. 
Microfinance's impact on the link between access to capital 
and the growth of small and medium-sized enterprises 
(SMEs) was studied by Idrees et al. (2022) [3] in Karachi, 
Pakistan. The hypothesis was solved for this reason. 
Theorizing to examine the guiding influence of Micro 
Finance in the relationship between supplying Micro 
Finance and SMEs' development, the theory looked at the 
effect of admission to support SMEs' development. 
In their research, Kumar and Ambrish (2022) [6] discovered 
that micro-financing might encourage business development 
in developing nations like India, which are only beginning 
the process of industrialization and modernization. While 
the banking industry in India has come a long way, many 
Indians still lack access to basic banking products and 
services. The impact of banks and microfinance institutions 
on the expansion of SMEs in Gujarat, with a focus on the 
cities of Ahmedabad and Mehsana, was studied by Shah and 
Hingu (2022) [5]. Lack of financial understanding and a lack 
of instruments to analyze initiatives that need to be 
completed were identified as the key issues encountered by 
MSME's in underutilization. According to Srikanth and 
Srinivas (2022) [4], microfinance plays a crucial role for the 
socioeconomic improvement of poor and low-income 
individuals in developing nations like India. Since the 
1990s, efforts to alleviate poverty have been a top concern 
for governments across the world. The government has 
undertaken a number of projects under this framework. 
Microfinance has gained popularity as a means of 
combating poverty and fostering economic growth. Hence 
The standard of living of the impoverished can be greatly 
increased by the use of microfinance. 
 
4. Research method 
A structured-developed questionnaire It was created for 
primary data collection using the five-point Likert scale. 
The initial part of the survey collects demographic data such 
respondents' ages, sexes, job titles, and years of experience. 
Microcredit, financial backing, financial services, and SME 
expansion are all quantified in the second part. Location 
specifics for the study were not provided. Researchers 
scheduled visits, made phone calls, and sent emails to 
describe the study and collect responses from participants. 
We instructed those who took part in the survey on how to 
answer the questions and how to disseminate the 
questionnaire to any willing subordinates or coworkers. 
About 400 respondents were surveyed, and 221 full 
questionnaires were returned using an independent sampling 
process. The financial assistance and financial products and 
services were collected from Idrees (2022) [3] and the micro-
credit scale was adapted from Aladejebi (2019) [2]. To 
analyze the framework and evaluate the hypotheses, we 
used a one-step technique (Saunders et al., 2009) [1] with 
structural Regression analysis in SPSS. 
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Fig 1: Conceptual model 
 

5. Data analysis 
5.1 Impact of microcredit on the growth of SMEs 

 
Table 1: Impact of microcredit on the growth of SMEs 

 

 B Std. error Beta (T-Value) p-value 
Microcredit .322 .043 .242 (7.862) .000 

 
This study paper has also found that microcredit impacts on 
the growth of SMEs. It is significant as its prob value is < 
0.05 (0.000). 
 
5.2 Impact of finance support on the growth of SMEs 

 
Table 2: Impact of finance support on the growth of SMEs 

 

 B Std. error Beta (t-value) p-value 
Finance support .268 .039 .331 (7.056) .000 

 
This study paper has also found finance support impacts on 
the growth of SMEs. It is significant as its prob value is < 
0.05 (0.000). 
 
5.3 Impact of finance Products and services on the 
Growth of SMEs 

 
Table 3: Impact of finance products and services on the growth of 

SMEs 
 

 B Std. error Beta (t-value) p-value 
Finance product and services .178 .029 .217 (6.116) .000 

 
This study paper has also found finance product and 
services impacts on the growth of SMEs. It is significant as 
its prob value is < 0.05 (0.000). 
 
6. Conclusion 
Research into the effects of microfinance on the growth of 
SMEs in a variety of countries has been conducted, and the 
results of those analyses are presented here, along with a 
discussion of those findings, recommendations for moving 
forward, and directions for future research. According to the 
findings, SMEs were better able to quickly increase 

capital/finance, improve product/service offerings, and 
adapt to market changes because of the availability of 
microfinance opportunities made possible by microfinance 
support. Achieving and covering a target capital, costs, item, 
and benefits, and expanding businesses regionally were not 
possible before the advent of micro financing. The company 
also used miniature finances to learn about its Equity 
requirements, and its customers, and to establish and 
manage warm relationships with them. Microfinance has 
gained widespread recognition as an effective approach to 
financial inclusion and poverty reduction. It has become a 
powerful tool in fostering economic development, 
empowering disadvantaged communities, and promoting 
entrepreneurship in many developing countries. 
microfinance plays a pivotal role in the development and 
growth of small and medium-sized enterprise (SME) 
businesses, particularly in developing economies. By 
providing access to tailored financial services, microfinance 
addresses the barriers that often hinder SMEs from 
accessing traditional banking channels. The impact of 
microfinance on SMEs extends far beyond financial 
support, as it fosters financial inclusion, empowers 
entrepreneurs, and contributes to economic and social 
development. 
Microfinance institutions offer a lifeline to SMEs by 
providing them with much-needed capital for working 
capital, expansion, and investment in innovative projects. 
Through flexible loan products and manageable interest 
rates, microfinance aligns with the unique needs and cash 
flow patterns of SMEs, promoting a sustainable and vibrant 
business environment. Furthermore, microfinance enhances 
financial literacy and offers capacity-building programs, 
equipping SME owners with essential skills to manage their 
businesses more effectively. By promoting gender equality 
and empowering women entrepreneurs, microfinance 
becomes a catalyst for inclusive growth and women's 
economic empowerment. 
As SMEs are significant contributors to job creation and 
poverty alleviation, the support provided by microfinance 
institutions stimulates local economies and improves 
livelihoods. By facilitating market linkages and networking 
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opportunities, microfinance enhances SMEs' market 
presence, fostering economic growth and sustainable 
development. The role of microfinance in developing SME 
businesses is not merely limited to financial services; it 
embodies a broader social mission. By uplifting the 
aspirations of entrepreneurs, promoting economic 
independence, and empowering communities, microfinance 
strengthens the fabric of societies, promoting a more 
equitable and inclusive future. 
To harness the full potential of microfinance in supporting 
SMEs, policymakers, financial institutions, and 
development agencies must continue to collaborate and 
innovate. Efforts to enhance financial literacy, enforce 
robust regulations, and offer targeted financial products will 
ensure that microfinance remains a powerful force in 
propelling SME businesses towards prosperity. 
In essence, microfinance is not just about providing 
financial assistance; it is a transformative force that unlocks 
the potential of SMEs, elevates livelihoods, and paves the 
way for sustainable economic growth. By recognizing and 
nurturing this role, we can embrace microfinance as a key 
driver of prosperity, inclusivity, and development in our 
rapidly evolving world. 
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