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Abstract

Microfinance is a key factor in empowering society
and the nation as a whole since it promotes greater
respect, independence, and involvement for women
in the home and at work. This page contains
definitions of microfinance that go into further
detail. According to the World Bank, a
microfinance institution is a small-scale provider of
financial services (loans, savings, and insurance) to
people and small enterprises, especially those with
low or moderate incomes. Giving small business
owners modest-value loans with low interest rates
is one of the most popular ways to support them in
their endeavours to escape poverty in developing
nations.

Small business owners can apply for microloans,
which are low-value loans.

A variety of funding strategies enable
microfinance institutions (MFIs) to offer loans and
savings services to small and medium-sized
businesses (SMEs). Small and medium-sized
enterprises (SMEs) that get services from
microfinance institutions (MFIs) contribute to both
social and economic growth. The theory goes that
over time, the impoverisher’s financial situation
will become more stable, predictable, and secure as
a result of having access to these services. People
will be able to better plan for their futures and
improve their livelihoods through education,
healthcare, and self-determination. Individualism
can also use microfinance to help them reach their
financial goals.

Keyword: microfinance, rural, development,
government scheme

l. INTRODUCTION:

The technique of organising community
groups to help those living in poverty by providing
them with loans devoid of credit or collateral is
known as microfinance. The origins of

microfinance can be found in the writings of
theoretician Lysander Spooner in the mid-1800s,
who discussed the advantages of small credits for
farmers and business owners as a means of
assisting the poor. Friedrich Wilhelm Raiffeisen
established the first cooperative lending banks to
assist farmers in rural Germany, separate from
Spooner.

The definition of microfinance is "the
provision of very small-scale credit and other
financial services and products to the poor in rural,
semi-urban, or urban areas, with the aim of
enabling them to improve their living standards and
income levels." It is a strategy for the economy
intended to encourage financial inclusion, which
lifts low-income and struggling families out of
poverty.

The phrase "microfinancing" as we
understand it today has its origins in the 1970s,
when institutions like Grameen Bank of
Bangladesh, founded by Muhammad Yunus,
pioneered microfinance, helped to establish and
shape the current microfinance business. Akhtar
Hameed Khan is another trailblazer in this field.
Many actions that would be considered financial in
the industrialised world are mot monetised, or done
without the use of money, in emerging economies,
especially in rural regions. This frequently occurs
when people need services that money can buy but
lack the disposable income needed to pay for them,
leading them to find alternative ways to pay for
them.

1.2COMPONENTS OF MICRO FINANCE

. Micro  finance:The  provision  of
extremely small loans to borrowers who often do
not have collateral, a reliable source of income or
job, or a verified credit history is known as
microcredit. It is intended to empower women,
encourage small-scale business ownership, reduce
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poverty, and, indirectly, improve the lot of the
impoverished socioeconomic class. A range of
institutional channels are wused to supply
microcredit,  including  Cooperative  Banks,
Scheduled Commercial Banks (via Business
Correspondents), Regional Rural Banks (RRBSs),
Non-Banking Financial Companies (NBFCs), and
Microfinance Institutions (MFIs).

o Micro insurance: It's the insurance with
minimal coverage and cheap premiums.
Microinsurance pays for low-net-worth individuals
and low-value transactions. It can cover a wide
range of hazards, such as harm to livestock and
crops, just like regular insurance.

. Micro Saving: Individuals with limited
incomes and savings are the target audience for
microsavings. Though intended for smaller
deposits, they resemble savings accounts. Usually,
there are no service fees and a minimal minimum
deposit/balance limit

. Microfinance Institutions:Institutions
offering microfinance services are referred to as
microfinance institutions, or MFIs. Microfinance
services are provided by a wide range of
organisations of different sizes and legal structures.
Due to the distinctive characteristics of
microfinance, such as high transaction costs, short
loan terms, frequent repayment/instalments, lack of
collateral, and a comparatively high default rate,
MFIs are able to operate independently.

1.3WAYS OF MICRO FINANCING

According to Rutherford (2009), there are three
ways of micro financing are

1. Saving up (deposit collectors),
2. Saving down (the urban moneylenders) and

3. Saving through (the merry go round)

Saving up

Getting a "usefully large" amount of
money is the main challenge faced by the
impoverished as money managers. As an
illustration Building a new house may need years
of preserving and safeguarding a variety of
building materials until there are enough to move
forward with construction. Other concerns include
the potential requirement for funding for children's
education, uniforms and other related costs. This
money management technique is known as saving
up since all the value is accumulated before it is
needed.

In this case, the individuals save a lot of little
amounts of money until they reach a sizeable
enough total to satisfy the requirements.

Saving down

Here, the borrowers receive the advance
payment from the microloan and return it over time
through savings. Saving down basic personal
financial intermediation is the process by which a
moneylender lends money to the underprivileged
without requiring any security or collateral and
then withdraws the money in instalments over the
course of the following few weeks or months.

Saving through

A woman named Mary gave an example
of how she and fifteen other people could save
fifteen shillings a day, or a total of one thousand
and five hundred shillings. For a number of years,
each member will alternately receive that lump
sum.

1.4 BENEFITS OF MICRO FINANCE FOR
DEVELOPMENT OF RURAL ECONOMY

) Credit to Low-Income
Borrowers:People in poverty with low incomes
and little assets who have trouble getting loans
from traditional banks can get credit through
microfinance. They assist in supplying small
business owners in underdeveloped areas with
funding.

. Collateral-Free Loans: Microfinance
loans do not demand collateral. This facilitates
financial access for those with few or no assets

. Financial Inclusion: Individuals who
cannot obtain credit from banks or other formal
organisations are assisted by microfinance

. Income Generation: MFI loans assist
small business owners in starting, growing, and
scaling up their enterprises. They can increase their
income as a result of this.

. Empowerment of Women: It has been
shown that microfinance institutions are essential to
granting women financial independence and,
consequently, their empowerment. According to
the NABARD Report, 119 lakh SHGs—of which
87% are led by women—have benefited from the
SHG-Bank Linkage Programme. More women-led
MSMEs will arise as a result of financial access.

. Rehabilitation: Microfinance can also
give people in Naxal areas access to capital. Thus,
it has aided in the rehabilitation of those impacted
by the violence.
Rural Development: Microfinance stimulates the
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economy in rural areas, which helps to promote
rural development. It also aids in generating
opportunities for a living.

. Promote Self-Sufficiency and
Entrepreneurship: ~ Microfinance  institutions
(MFIs) can give individuals the much-needed
capital they need to launch a new company that
will turn a profit over time with a minimal initial
outlay. They encourage self-sufficiency and
entrepreneurship among those with lesser incomes
as a result.

1.5 GOVERNMENT PROGRAMMES FOR
RURAL DEVELOPMENT

. NABARD launched this channel in 1992.
With this strategy, women are encouraged to band
together to form groups of ten to fifteen people.
Women from lower socioeconomic strata
contribute by regularly contributing their personal
savings to the group. Members of the group receive
loans based on their contributions.

. Micro Enterprise Development
Programmes (MEDPS): These programmes give
SHG members the opportunity to upgrade their
skills so they can engage in livelihood activities
that generate revenue. The program's primary goal
is to increase participants' capacities through
suitable skill enhancement in new or current
livelihood activities, whether they are farm-related
or not. It enhances participants' understanding of
business dynamics, rural markets, and company
management;

. Livelihood and Enterprise Development
Programme (LEDP), which was launched in 2015
as a pilot project, is to help mature SHG members
establish sustainable means of subsistence and
maximise the benefits of skill enhancement. The
goal of the all-encompassing intervention
mechanism known as LEDP is to maintain the
environment that is necessary for promoting
livelihood in both on- and off-farm activities.
Within adjacent villages, a cluster-based method is
used to implement it. It includes provisions for
backward-forward connections, intensive training

for  skill development, refresher training,
handholding, and escort support for loan linkage.
o Credit Guarantee Fund Trust for Micro

and Small Enterprises (CGTMSE): This trust
manages the programme that provides -credit
guarantees to MSEs, or micro and small businesses.
MFIs are now listed among the member lending
institutions (MLIs) on the list.

. Pradhan Mantri Mudra Yojana
(PMMY). This programme enables income-

generating microenterprises operating in the
manufacturing, trading, or service sectors—
including those involved in agriculture-related
industries like dairy, beekeeping, or poultry—to get
microcredit or loans up to Rs. 10 lakhs. The
Scheme offers financial support to noncorporate,
non-farm sector income-generating activities of
micro and small businesses, which is extended by
Member Lending Institutions. These micro and
small  entities comprise of millions of
proprietorship / partnership firms running as small
manufacturing  units,  service sector units,
shopkeepers, fruits / vegetable wvendors, truck
operators, food-service units, repair shops others.

. National Rural Livelihood Mission
(NRLM) The Ministry of Rural Development, an
arm of the Indian government, oversees the
National Rural Livelihood Mission (NRLM), an
initiative to reduce poverty. The organisation of the
rural poor and the promotion of self-employment
are the main goals of this strategy. The purpose of
this programme is to enable the impoverished to
become self-employed by organising them into Self
Help Groups (SHGS).

. Micro  Credit  Schemes:  Various
microfinance organisations give credit to small
entrepreneurs andSHG’SA lending programme
called the Micro Credit Scheme (MCS) is mostly
offered by microfinancial institutions (MFIs).
These financial schemes are primarily available for
microbusiness activities like farming and artisanal
pursuits. This scheme offers microcredit or loans
up to Rs. 10 Ilakhs to revenue-generating
microbusinesses operating in non-farm industries
like manufacturing, trading, or services, including
activities related to agriculture. The programme has
been divided into three groups, denoted by the
terms:

* Shishu: This provider covers loans up to Rs.
50,000

* Kishore: Assisting with loans above Rs.
50,000.and not exceeding Rs. 5 lakhs

* Tarun: Assisting with loans aboveRs. 5 lakhsand
not exceeding Rs. 10lakhs

. Rashtriya Mahila Kosh:The Indian
government founded Rashtriya Mahila Kosh
(RMK) in March 1993 as an independent
organisation under the Ministry of Women & Child
Development. To support or carry out initiatives
aimed at advancing or offering credit as atool for
socioeconomic development and transformation by
offering a range of social and financial
Development services for women’s advancement.
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. Integrated Rural Development
Programme (IRDP)India's government launched
the Integrated Rural Development Programme
(IRDP) with the goal of ending povertyl. It
emphasises the development of women and
children in rural India and offers youth training to
launch their own companies. The programme
provides poor people with  employment
possibilities, skill development, and subsidies.

MAJOR FINDINGS

v It is expected that the government will
invest %2,65,808 crore in rural development. By
326,824 crore, the allocation increased slightly in
comparison to the revised estimates forFY24.

4 When comparing FY24 updated estimates
to FY25 projected spending, the government will
spend 286,000 crore on MGNREGA.

v In comparison with the revised estimates
for FY24, the government is anticipated to spend
%2,027 crore on IGNWPS.

v In FY25, the government is anticipated to
spend X12,000 crore on PMGSY, 5,000 crore less
than revised expectations.

4 According to revised projections, the
government will spend 354,500 crore on PMAYG
an increase of ¥22,500core over FY?24.

1. CONCLUSION

Successful experiences in lending money
to small business owners and producers over the
past tenyears show that when provided with prompt
and attentive financial services at market rates, pay
back their debts and utilise the money they receive
to build up their assets and income. This is
understandable given that their only practical
option is to borrow money at interest rates
significantly higher than those on the open market
from the informal market. Microfinance is
considered one of the most effective techniques to
reduce poverty since it can be profitable for both
lenders and borrowers. This has been demonstrated
by community banks, NGOs, and grassroots
savings and credit groups worldwide. Rural
development is significantly hampered by well-
known but poorly understood problems such as
prolonged poverty, complex social stratification,
limited infrastructure, and inefficient
administration. When attempting to change this
perspective and search for workable solutions and
strategies to the development difficulties, it is
important to keep in mind India's overall
development strategy. It performs far worse than
national trends and contributes significantly to the

growing economic gap between states. If rural
dwellers do not follow the national economy's
growth and prosperity trajectory, performance gaps
will only widen.To lessen poverty, focus on the
impoverished. Working for oneself can lead to an
increase in revenue. Financial sustainability
through the use of microfinance organisations.
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