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Micro financial schemes play vital role in increasing people’s participation in 
economic activities and decision making. In this research paper an effort is made to 
investigate various causes of people Empowerment especially through Micro financial 
schemes.  Microfinance or Micro credit, both used interchangeably, is an importunate 
tool for the growth of the economy of our country. Microfinance  lending  has  some  
noticeable  characteristics  that differentiate  them  from  lending  of  prevalent  banks. 
There has been enormous growth of organizations, known  as  Microfinance Institutions 
(MFIs) in this field to deal with the Micro financial activities. The present paper will 
focus  on  the  creative trends  of  Micro  financial  activities  in  rural  areas  of  our 
country. The motto of this paper is also to test the role of Microfinance in the 
empowerment of downtrodden people and the realization of financial inclusion in rural 
India. With increasing demand for rural finance, and the shortages of formal sources, the 
MFIs have tremendous emerging trends and opportunities in the field of Microfinance in 
India. Studies have shown that it has had a positive impact on improving social and 
financial condition of the stated people. 
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Introduction 

The meaning of Microfinance is supplying micro credit to people living in abject 
poverty and has no reach to the conventional and formal financial products.  It  is  an  aid  
for  them  to engage  in  productive  activities  or  grow  their  small  businesses. Concept 
of Microfinance is emerged in need of meeting special goal to empower under-privileged  
class  of  society, women, and poor,  downtrodden  by  natural  reasons  or men  made; 
caste,  creed,  religion  or  otherwise.  The principles of Microfinance are founded on the 
philosophy of cooperation and its central values of equality, equity and mutual self-help 
(V. Sapovadia). 

Credit is the essential input for the development of an economy. The availability 
of it intime in the virtuous magnitude and at a bearable cost contributes to the prosperity 
of the   downtrodden people living in rural India. In this way access to finance by the 
poor and  downtrodden  people  is  a  prerequisite  for  empowerment,  economic  growth,  
poverty alleviation  and  employment.  Microfinance  lending  has  some  noticeable  
characteristics  that differentiate  them  from  lending  of  prevalent  banks.  Clearly  these  
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programs  are  for  the downtrodden  people  living  in  rural  India.  The programs have 
been expected to uplift the economic condition of these people.   

The report of the country’s Eleventh National Development Plan tells that the 
number of poor peoples amount to more than 300 million. India becomes  successful in 
cutting  down  the proportion  of  poor people  from  about  55  per  cent in 1973  to  
about 27  per  cent  in  2004. But nearly 1/3 population of the country of more than 1.1 
billion continues to live below the poverty line. A large proportion of poor people live in 
rural areas. Poverty remains an unmitigated condition for almost 30 % of rural population 
of India. It is another fact that rural poverty has come down somewhat over the past three 
decades as a result of rural to urban migration. Scheduled Castes  and  Tribes  population  
is  the  poorest  in the  country's  rural  areas.  In2005 these groups accounted for 80 % of 
poor rural people, although their share in the total rural population is much smaller. In 
India, the poorest parts are in Rajasthan, Madhya Pradesh, Uttar Pradesh, Bihar, 
Jharkhand, Orissa, Chhattisgarh and West Bengal. 

One of the major causes of poverty among India’s rural people is lack of approach 
to productive assets and financial resources. Level of illiteracy, insufficient health care 
and highly limited access to social services are common among poor rural people. 
Microfinance institutions development,  which  could  produce  income  and  enable  poor  
people  to  improve  their  living standard, has  only recently become a focus of the 
government. The following table shows the statistics of rural poverty of India: 

The  Situation  Assessment  Survey  (NSSO,  2003)  indicated  that  out  of  the  
total  89.3million farmer households in the  country, 84 percent  (750 million) households 
were small and marginal farmers and more than half (51.4 percent) of the total 
households were non-indebted. Further,  out  of  the  total  43.4  million  indebted  
households,  20.3  million  (46.8  percent)households had  availed  financial  services 
from  informal sources.  The  NSSO  survey  of farmer households for 2003 shows that 
45.9 million farmer households in the country that is, 51.4 percent out  of  the  total 89.3  
million  households do not  access  credit either  from institutional and non-institutional 
sources. Further, only 27 per cent of the total farm households are indebted to formal 
sources; in other words 70 per cent of the farmhouses do not have access to formal credit 
sources. (Rangarajan, 2007). 

Objectives: 

The main aims of this paper are as following: 

To test the role of microfinance in the empowerment of downtrodden people in rural 
India. 

To test the realization of financial inclusion in rural India. 

To test the role of our banking system in boosting Microfinance activities in rural areas of 
the country. 
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Concerns and Comforts: 

The Reserve Bank of India conducted the first survey of rural indebtedness i.e. 
All India Rural Credit Survey in 1947. The survey revealed the truth that landlords and 
other in formal money lenders met more than 90% of rural credit needs. The banks share 
was only about 1% in total rural household debt.  The ratio kept on low until 1971when it 
was 2.4%. However the cooperative banks played a vital role to increase the share of 
formal sources of credit in rural areas up to 29%. 

The RBI has identified large gap in the demand and supply of credit to the poor 
and suggests the urgent need to widen the scope, outreach and scale of financial services 
to cover the unreached populace. Estimates reveal that the credit support for poor 
households in India is of the order of Rs. 450,000 crore. Some micro level studies show 
that the poor still continue to depend on informal sources of credit, up to 60 per cent of 
the household demand (The Hindu Business Line, 28 Nov., 2007). 

The question arises, do the extreme poor who lack both land and human capital 
assets really benefit from Micro financial schemes? The literature review on 
Microfinance describes that the core poor do not take part in Micro financial schemes. 
Curtailment of poverty is the chief goal of Micro financial schemes. The Micro financial 
schemes for poverty diminution should take care of the poor with imperceptible skills 
because there are more expectations from these people to engage more in these schemes. 
We can quantify the contribution of Microfinance to poverty diminution by using the 
following estimates. The results of these estimates are shown in the columns of Table 2. 
The findings indicate that moderate poverty dropped 6.11 percentage points over the 
period of eleven years from 1994 to 2005 under US$2 per day and declined 6.90 
percentage points over the period of only five years from 2005 to 2010 while moderate 
poverty dropped about 8.97 percentage points over the period of five years from 2005 to 
2010 under US$1.25 per day. The consumption levels i.e. food, wearing, health and 
education etc. has also improved for the persons taking part in Micro financial schemes 
over this period. 

Easy  access  to  various  Micro  financial  products  should  be  there,  
accessibility  to  core poor and underprivileged  people.  Approach to these products may 
rely upon references from eminent family members. Some mutual arrangements are 
separated by gender but women may be exploited in access to private sector money 
lenders. Although money lenders often offer flexible services, other sources may be less 
accessible.  As such accessibility and flexibility of credit should be more convenient. The 
interest rates charged in Microfinance schemes to poor borrowers are higher. Most 
Microfinance  schemes charge  close to market-clearing interest rates such high  rates  
cannot be afforded  by  the  core  poor  given  their  lack  of  complementary  inputs. The  
high  interest  rates  will  bring  the  result  of  either  not  taking  up  the  Micro financial 
services or if taking it up then get into financial difficulties. 

Banking industry can play significant role in the growth of the Microfinance 
schemes by getting the support of more partners. Different institutions involved in social 
sector activities (including Micro financial institutions) are progressing for promotion of 
these schemes in a confined manner. Their activities are limited only to a small area or a 
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particular locality. Hence the banks should come forward to join hands with these 
institutions for developing relationships, suggest guidance to such institutions and 
provide proper financial management for their financial services. This will enhance the 
profitability of the rural branches of the commercial banks and rural banks. It should be 
kept in mind that the role of rural banks in this regard is more important than commercial 
banks. 

The banking industry has shown tremendous growth in volume and complexity 
during the last few decades. Despite making significant improvements in all the areas 
relating to financial viability, profitability and competitiveness, there are concerns that 
banks have not been able to include vast segment of the population, especially the 
underprivileged sections of the society, into the fold of basic banking services (Thorat, 
2007a). 

Methodology: (i) Data collection: 

The present study tests the role of Microfinance in the empowerment of 
downtrodden people especially women and the realization of financial inclusion in rural 
India. Only secondary data is used to explain the various objectives of the study. Findings 
are not offered through empirical data.  
(ii)Personal experience and engagement: 

The researcher has direct contact with and gets close to the people, situation, and 
phenomenon under study; personal experiences of the researcher and his insights are an 
important part of the study. 

Findings and conclusions: 

According to Asian Development Bank, about 90% of the 180 million poor 
households in the region still lack access to institutional financial services. Most formal 
financial institutions deny the poor financial services because of perceived high risks, 
high costs involved in small transactions and the poor's inability to provide marketable 
collateral for loans. The Microfinance Development Strategy of ADB aims to ensure 
permanent access to institutional financial services for the region's poor people and their 
small businesses. 

Micro financial schemes resemble to banking services which offer access to 
financial services to low income and downtrodden people. It is a tool which empowers 
the downtrodden people especially women in developing countries. Micro financial 
schemes are a mean to reduce poverty. The decade of 1970 is witnessed poor women 
development in many developing countries.  

Our banking system must be prepared to deal with the opportunities of higher 
growth, and the challenges of ensuring more equitable growth. In dealing with the needs 
of rural enterprises and of small and medium enterprises in urban areas, banks have to 
look for new delivery mechanisms. These must economize on transaction costs and 
provide better access to the currently under-served. To serve new rural credit needs, 
innovative channels for credit delivery will have to be found. The MFIs should be 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN2249-9598, Volume-III, Issue-I, Jan-Feb 2013 

 

 w w w . o i i r j . o r g                      I S S N 2 2 4 9- 9 5 9 8 
 

Page 93 

strengthened with the tools of managerial expertise, user-friendly technology and with the 
principles of good governance and social responsibility (Jayasheela and Basil Hans V.). 

Technology is widespread throughout the world. It can be used as a very crucial 
instrument for the access to banking services in rural areas. Cash distributing machines 
(ATMs) should be easily available in rural areas and the authorities should try to make 
them suitable as user friendly for poor people who are generally not aware of technology. 
They are mostly uneducated, less educated or do not know how to use the electronic 
devices like ATMs. On the part of banks, it is required to formulate their business 
strategies to encourage financial services among those poor who don’t have access to 
these services till now. For them, it is a social responsibility and they will find here lot of 
business opportunities as well. Optimum utilization of all available resources must be 
there. Skilled personnel should be recruited for managing the resources available with 
Micro financial institutions and Non-Government Organizations. NGOs play an 
admirable role in advancing Self Help Groups and linking them up with banks. Micro 
financial institutions should redesign their policies about weekly installment. Most of the 
borrowers have indicated that repayment of loan should be started at least four weeks 
after its grant. 

 

In my opinion, Microfinance should go ahead of the financial services to show a 
stronger reduction on poverty. It should try its best to develop the skills of poor 
borrowers to enhance their productivity and income. It should help the borrowers in 
marketing and enriching the quality of their products. Different institutes and colleges of 
social sciences all over the country should include Microfinance as a subject of study. In 
a nut shell, Microfinance is one of the many tools of poverty reduction. 
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TABLE 1: Rural Poverty of India 

 
 
Source: IFDA 
 

Table 2: Poverty head count ratios on different levels:- 

Source :( http://www.indexmundi.com/facts/india/poverty-headcount-ratio)/accessed on 
28thJan.’2012 
 
 
 
 
 

Total 
Population 

(2010) 

Rural 
population 

(2010) 

Number of 
rural poor 

(2010) 

poverty 
headcount 

ratio at rural 
poverty line 
(% of rural 
population) 

(2005) 

Poverty 
headcount 

ratio at 
national 

poverty line 
(% of 

population) 
(2005) 

 
1,170,938,000.0 
 

 
818,485,662.0 

 
231,631,442.3 

 
28.3 

 
27.5 

Poverty headcount ratio 
under US$2 per day 

(PPP) (% of population) 

Poverty headcount ratio 
under US$1.25 per day 

(PPP) (% of population) 

Poverty headcount 
ratio at national 

poverty line (% of 
population) 

Year % Year % Year % 

1994 81.73 1994 49.40 1994 45.30 

2005 75.62 2005 41.64 2005 37.20 

      2010 68.72       2010 32.67 - - 

  
  


