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Abstract 

This research paper is prepared to explore the factors which affecting performance of 

loan repayment in MFIs based on Indore region, M.P., India. This research is unique in 

various aspects as it analyses and identify the main issues or causes of defaults in loan 

repayment, which are funded by Micro Financial Institutions. Self- designed questionnaire 

were distributed among employees of MFIs in Indore region. Data collected and tested by 

SPSS programmed. Linear Regression, ANOVA, Factor Analysis was used for this study. 

Keywords: Factors, Loan Repayment Performance, Micro Financial Institutions. 

 

1. Introduction- 

Micro Financial institutions playing a very vital role to eradicate poverty and generation of 

employment, which are well documented in India (see, e.g., Miled & Rejeb, 2015; UNIDO, 

2003), Micro finance is a facility which was initiated first by the Government and many 

private sectors which boosted micro enterprises and self- employment very effectively. 

According to RBI- “Micro finance is the facility which provided to create own business and 

generate own income level, this finance was created basically for poor families to eradicate 

poverty from the root in our country. Micro finance is also called small finance it is very 

helpful in creating self- employment as well. This financial products and services provided 

in rural, urban, and semi- urban areas to enable them generate their own income level and 

increase their living standard. 

1.1 Statement of the Problem 

Micro finance is included in priority sector by RBI and the annual target of disbursement 

under priority sector is reducing consistently in Madhya Pradesh from three years 

(Source: NABARD, 2018). And if we talk about the growth of borrowers’ business 

development it is very low in M.P. in comparison of other states. Previous studies showed 

many factors which influencing loan repayment performance in Micro Financial
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Institutions. Still there are some hurdles in loan repayment performance in MFIs. This 

study is done to find out those hindering factors which influencing performance of loan 

repayment in MFIs. 

1.2 Significance of this study 

 

1.2.1 This study is helpful for MFIs to improve the performance of loan 

repayment. 

1.2.2 It will also be helpful for research scholars or researchers for further research 

work in their possible areas. 

1.2.3 This study conducted in Indore region where interested researchers can get 

additional information about MFIs and Borrowers’ problems and their solutions. 

2. Literature Review 

Concept of MicroFinance 

1(Sussan & Obamuyi, 2018) - Microfinance contribute remarkably to promote activities 

which are related to income generating of borrowers. It facilitates many financial services 

which are clubbed with building capacity and suitable training for the development of 

borrowers’ businesses in each and every sector, these facilities effect considerably to 

enhance entrepreneurship also. 

2(Ahmad, 2012) analyze that limited government assistance, changes in policies 

randomly, adverse environment of business impact the borrowers’ survival negatively. 

3(Nichter & Goldmark, 2009) revealed that borrowers’ businesses which are small in 

nature are helpful more to those countries where high importance is given to education 

level and they have financial markets which are advanced in nature to generate 

employment in those countries. 

4(Beck et al., 2005) mention that those countries who have developed small and medium 

enterprises sector, they are growing rapidly with high economic rate. 

2.1 Factors of MFIs which Influencing loan repayment performance 

 

 2.1.1 Nature of Business Operation-Borrowers can start any business with the use of 

micro financial loan from MFIs. Borrowers can start a business related to agricultural 

sector like trading of crop, paddy husking etc. They can also operate business which is 

small in nature. In this study, business nature is connected to business sector only for 

the use of borrowers 5(Mokhtar, Gilbert & Christopher, 2012). 

6Roslan & Abd Karim (2009) analyzed that borrowers who are operating in a business 

which is related to service sector, they have lower loan defaulting rate. 
7Chaudhary & Ishafq (2003) defined that borrowers who are doing business in non- 

agricultural sector, they have higher loan defaulting rate. 
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 2.1.2 Loan Collection Procedures- Number of policies are implemented by MFIs to 

make sure to lenders that administration of credit is done in a very effective manner. 

One of those policies is Collection Policy, this policy is required to collect the money 

or payment from the borrowers time to time, because they are not able to pay all the 

amount in lump-sum to MFIs. These collection work is done basically to reduce bad 

debts in MFIs by collecting the amount from those borrowers, who are paying very 

slowly time to time. 

 2.1.3 Age of the borrowers- In India, Micro finance facility can be provided to those 

borrowers who are 18 years old to 60 years old age group 8(TEKUN, 2013 and 

YUM, 2014). This study shows that borrowers’ application for micro loan is considered 

according to their age criteria 9(Fikirte, 2011), he analyzed in his study that there exists 

a relationship of age with defaults in repayment of loan, the lower the age of borrower, 

the higher will be the rate of default in repaying the loan. According to 10Shaik (2014) 

borrowers who are in old age group, they performed very positively to repay their 

loan, because older people have more experience than younger people to manage their 

sustainability and to manage their higher default rate of loan repayment in MFIs. 

 2.1.4 Assessment of Customers- before giving the loan credit manager should know 

the worthiness of borrowers and should make them aware about the procedures of 

credit. Some important factors should be discussed with them such as, capacity, 

character, conditions, and credit history. 

 2.1.5 Management Procedures- Policies of credit in MFIs provide proper guidelines 

to take the loan by borrowers and in future they are helpful to expend credit limit of 

borrowers from MFIs. Policies of credit mostly depend on the terms and conditions of 

MFIs to give the loan to borrowers. To give the loan, different conditions can be 

applied to different group of borrowers. So as a good procedures of management, 

MFIs should maintain a positive policy of credit to confirm a positive loan repayment 

performance. 

 2.1.6 Education level of borrowers- Borrowers get support in terms of education in 

two ways- First, accounting and mathematics skills that are very helpful for borrowers 

in business activities. Second, borrowers who are educated have higher chances to find 

a part time job or second job. So, they can return their loans with minimum problems 

when they face difficulties 11(Bhatt et al., 2002). 12(Oladeebo & Oladeebo, 2008) 

have analyzed that level of education effect on loan repayment performance 

significantly. Education is very important term, which effects positively on demand of 

small-scale entrepreneur for credit. Learning theory have shown good strength to go ahead with 

attainment of education, so that small-scale entrepreneurs who have higher education will be 

able to seek loan from other external sources. 

 2.1.7 Default Rate- If borrowers are not able to repay their loan on time to MFIs 

within given period, then amount of loan is converted in default for MFIs. 
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Research Objectives 

1. To analyze the impact of borrowers’ problems on loan repayment performance of 

MFIs. 

 

2. To determine which factors influencing loan repayment performance of MFIs in 

Indore Region. 

Research Hypotheses 

o H01: There is no significant impact of borrowers’ problems on loan 

repayment performance in MFIs. 

o H02: There are no significant factors of MFIs which influencing loan 

repayment performance of it. 

Research Methodology 

 Area of the Study: This survey mainly conducted in selected MFIs in Indore Region. 

 

 Sampling Design: The study is exploratory in nature with quantitative and 

qualitative methods. 

 Sample Size: The data was collected from primary as well secondary sources. 

Primary source was questionnaire, through which data was collected from selected 

MFIs. 150 respondents were selected as sample unit. On the other side, secondary 

data was collected through various available websites, Research papers, Journals. 

 Statistical Tools used for Analysis of data: Factor analysis was used to find 

out various factors which influencing loan repayment performance of MFIs Linear 

Regression, ANOVA, was used to see the impact of borrowers’ problems on loan 

repayment performance in MFIs. 

 

3. Data Analysis and Interpretation 

Regression Analysis 

Regression analysis was used to analyse the impact of borrowers’ problems 

on loan repayment performance of MFIs. 

Table 1: Model Summary 

 

Model     

      R 
  R Square 

 

Adjusted R Square 
Std. Error of the Estimate 

1 .321 .103 .095 5.06398 

a. Predictors: (Constant), Borrowers 

R square value (.103) suggests that 10.3% of borrower’s problems can be 

explained with the help of loan repayment performance of MFIs. 
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Table 2: ANOVAb
 

 

Model Sum of Squares 
   df 

Mean 

Square 

 

F 

 

Sig. 

1 Regression 352.899 1 352.899 13.762 .000 

 
Residual 3077.265 120 25.644 

 Total 3430.164 121  

a. Predictors: (Constant), Borrowers 

b. Dependent Variable: MFIs 

F value is 13.762 at significant level .000 that means 

model is appropriate for further analysis. 

Table 3 Coefficientsa 

Model  

Unstandardized 

Coefficients 

 

Standardized 

Coefficients 

 

 

 

         t 

 

 

 

      Sig. 

B Std. Error Beta 

1 (Constant) 51.323 5.756  

   .321 

8.917 .000 

 
MFI .525 .142 3.710 .000 

a. Dependent Variable: MFIs 

Regression Equation is Y= a+bx 

Y= 51.323+ .321x 

 

   Y is MFIs (dependent variable) and x is a Borrowers (independent Variables) 

 

T value 3.710 at significant level .000 that means null hypothesis is rejected that means 

there is a significant impact of Borrowers’ problems on loan repayment performance in 

MFIs and this model implies that independent variable that is Borrowers, making 

impact on Loan Repayment Performance in MFIs which is dependent variable. 

The reason behind in this result is that the study is conducted in Indore region and most 

of the borrowers were using this amount of loan for personal expenses and they did not 

have training to start the business with the help of this loan. 

Factor Analysis 

Factor Analysis was used to construct the factors of MFIs which influencing 

loan repayment performance. The Raw scored of 22 items were subjected to factor 

analysis to find out the MFIs’ factors that contribute towards Loan repayment 

performance of MFIs. After factor analysis 7 factors were identified. 
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Table 4 
 

                                     KMO and Bartlett’s Test result 

KMO measure of sampling adequacy Bartlett’s Test of Sphericity 

.701 Approx. Chi-Square 1119.630 

df 231 

Sig. .000 

 

The KMO value of the sample is more than 0.5, which considered as good and the table 

is showing that the value is 0.701, which means that the sample that we have taken for 

factor analysis is adequate. The Chi-Square value is also significant at .000 level of 

significance. 

It is suggested that if the Kaiser-Meyer-Olkin is greater than 0.6 and if the Bartlett’s test 

of sphericity is significant, then factorability is assumed. Seven factors were extracted 

because their eigenvalues are greater than 1. When seven factors were extracted, then 

65.810percent of the variance would be explained. 

Table 4.1 

 Factor Name Eigen Values Variable convergence Loading 

Total % 

Variance 

 

1 Nature of 5.398 24.538 9. No impact of business nature of .750 

Business borrowers on the loan repayment  

operation Default in MFIs.  

 5. Borrowers’ business activities .741 

 Are monitored regularly.  

 4. Provide financial training to .739 

 Borrowers.  

 8. Borrowed fund is not observed .725 

 By MFIs to define purpose of it.  

 20. After Loan

 disbursement, 

.707 

 frequently visits ensure that  

 borrowed fund is used for specific  

 Purpose only.  
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2 Loan 2.095 9.524 22. Effective procedures of loan .721 

collection Collection, suitable for both 

MFIs. 

 

Procedures And Borrowers.  

 17. Due to unwillingness to repay  

 loans by some of borrowers, MFIs .684 

 face poor loan repayment  

 Performance.  

 7. Focus on economic uplift-ment .659 

 of borrowers  

 18. Matched loan amount with .543 

 need of borrowers, helpful in  

 Covering loan on time and in full.  

 

 

3 Age and 

Rates of 

loan 

1.865 8.479 12. Age of borrowers affect the 

loan repayment performance in 

MFIs. 

11. Higher rate of loan for 

farming activities 

1. Measure Quality of borrowers 

with the help of paid 

installments. 

.769 

 

 

 

.526 

 

 

.483 

4 Assessment 

of 

Borrowers 

1.500 6.820 15. Know the history of 

borrowers before granting loans. 

.676 

5 Manageme

nt 

Procedures 

1.385 6.294 16. Due to poor management 

procedures, loan repayment is 

a big problem for MFIs. 

.596 

6 Education 

and Schedule 

1.173 5.333 19. Educated borrowers 

repay their loans on time. 

13. Repayment schedule affect 

the loan repayment performance. 

.762 

 

 

.485 

7. Default rate 1.061 4.823 10. Lower rate of default 

for service sector. 

.843 
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This table shows the Rotated component matrix for the questionnaire. If Factor loadings more 

than .50 were chosen in this study because loadings equals to 0.50 is considered average, 

whereas loadings 0.45 is considered less good. 

 

After performing Varimax Rotation Method with Kaiser Normalization, Factor 1 comprised 

of five items with factor loadings ranging from .71 to .75. The item in Factor 1 are S.9, S.5, 

S.4, S.8, and S.20. Factor 2 comprised of four items with factor loadings ranging from .54 to 

.72. The items in Factor 2 are S.22, S.17, S.7, and S.18. Factor 3 comprised of four items with 

factor loadings ranging from .45 to .77. The items in Factor 3 are S. 12, S.11, S.1, and S.6. 

Factor 4 comprised of one item with factor loading .68. The item in Factor 4 is S.15. Factor 5 

comprised of one item with factor loading .596. The item in Factor 5 is S.16. Factor 6 

comprised of two item with factor loading ranging from .76 to .49. The item in Factor 6 are 

S.19, and S. 13. Factor 7 comprised of one item with factor loading .84. The item in Factor 7 

is S.10. 

(S- Statement of the questionnaire, which influencing loan repayment) 

  

Findings of this Study 

 

1. MFIs provide proper guidelines and credit policies to borrowers before giving the 

loan. 

2. In future these credit policies and guidelines will be helpful to expend credit limit of 

borrowers, because Credit policies mostly focus on the terms and conditions of MFIs for 

giving loan to the borrowers. 

3. Loan collection procedure is done to reduce bad debts in MFIs by collecting the 

amount from those borrowers, who are paying very slowly time to time. 

 

Conclusion of the study 

 

MFIs consider repayment schedule, assessment of borrowers, before giving loan. But they 

need to maintain a good management procedures for optimum performance of loan 

repayment. If MFIs provide financial training, it will be very helpful to recover performance 

of Borrowers for repayment. Previous study showed that Micro financial institutions perform 

its activities according to different zone or we can say that different areas, such as urban 

areas, semi-urban areas, rural areas. As this study was conducted in Indore surrounding areas 

which belongs to semi-urban and urban zone. Where MFIs products and services are 

classified in group lending, Individual Lending. Loan for Small businesses and so on. It is 

also classified in to voluntary and compulsory savings among borrowers. MFIs services are 

very helpful in creating employment, generating income of poor families, growing overall 

economy of our country. 
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Recommendations and Suggestion of the Study 

 

1. This study found that, before giving the loan credit manager should know the 

worthiness of borrowers and should make them aware about the procedures of credit. 

2. MFIs should provide business training as well as financial training, so that borrowers 

can start their business with loan amount in effective manner and would not have to face any 

default in loan repayment. 

3. MFIs need to improve their management procedures such as, regular monitoring, 

assessment of borrowers’ creditworthiness. 

  

4. As older age group have lower default rate, MFIs should encourage younger age 

group also to maintain lower default rate. 

5. MFIs should make their policies according borrowers’ requirements for better loan 

repayment performance. 

 

 

Limitations of this study 

 

1. MFIs employees were busy most of the time in their work so they respond the 

questionnaire too late. 
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