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ABSTRACT 

Microfinance institutions (MFIs) serve as vital conduits for financial inclusion among low-income 

populations, particularly in emerging economies like India, where they extend credit, savings, and 

insurance to millions excluded from formal banking. Microfinance institutions (MFIs) play a crucial 

role in promoting financial inclusion, particularly for low-income borrowers in emerging economies 

like India. This study examines the antecedents of borrower self-sufficiency—such as access to credit, 

social capital, loan monitoring, income diversification, regulatory compliance, and digital financial 

services adoption—and their impact on MFI sustainability, measured by financial indicators like 

return on assets (ROA), loan loss rate, and portfolio at risk. The long-term viability of these institutions 

increasingly depends on fostering borrower self-sufficiency, defined as the capacity of clients to 

generate sustainable livelihoods, repay loans without external aid, and transition out of dependency 

cycles. This study delves into the antecedents of borrower self-sufficiency such as financial literacy, 

access to training, entrepreneurial skills, and group lending dynamics and rigorously examines their 

cascading impact on key MFI sustainability metrics, including operational self-sufficiency (OSS) and 

financial self-sufficiency (FSS). Employing a mixed-methods framework with primary data from 400 

borrowers across 10 MFIs in Tamil Nadu, structural equation modeling (SEM) uncovers robust 

relationships: financial literacy emerges as the strongest predictor with a standardized beta of 0.42 (p 

< 0.01), correlating with a 25% reduction in default rates and an 18% uplift in OSS. Training programs 

and entrepreneurial skills follow closely, while group dynamics reinforce repayment discipline 

through social collateral (beta = 0.22, p < 0.05). A novel contribution is the development of a 

"borrower self-sufficiency index," integrating income stability, repayment autonomy, and skill 

proficiency, which offers MFIs a practical diagnostic tool absent in prior literature. These findings not 

only bridge theoretical gaps by linking micro-level borrower behaviours to macro-institutional 

outcomes but also provide actionable policy recommendations for regulators and practitioners aiming 

to scale sustainable microfinance amid digital disruptions and regulatory scrutiny.      



 

International Journal of Research in Commerce and Management Studies 

  
ISSN 2582-2292 

 

Vol. 8, No. 01 Jan-Feb; 2026 Page. No. 897-913 
 

 

 

 

https://ijrcms.com Page 898  

 

KEYWORDS: Borrower Self-Sufficiency, Microfinance Institutions, Financial Inclusion, Financial 

Literacy 

 

INTRODUCTION 

Microfinance has become an important strategy to extend financial services to low-income households 

who do not have access to formal banking, especially in developing countries such as India 

(Ledgerwood, 1998). By offering small, low-risk, and payment services, microfinance institutions 

(MFIs) aim to help poor clients to make their consumption go smoothly, invest in micro-enterprises, 

and gradually become self-sufficient (Ledgerwood, 1998). Early discussions in this area have largely 

focused on the institutional sustainability of MFIs, focusing on indicators such as operational and 

financial self-sufficiency to assess whether providers can cover their costs without the continued 

subsidy (see Meyer, 2002). More recent work has suggested that the long-term sustainability of 

microfinance hinges just as much on the ability of the borrowers themselves to graduate out of a cycle 

of financial vulnerability and to become financially self-sufficient (Arribas et al., 2023).  

 

Microfinance was initially designed to serve as a stepping-stone toward economic independence, not 

as a perpetual credit source. However, multiple studies have shown that a portion of borrowers remain 

trapped in cyclical borrowing and debt rollover behavior (Schicks, 2014). Persistent indebtedness 

undermines both client welfare and the reputation of MFIs, raising questions about whether 

microfinance truly empowers the poor or merely perpetuates dependency under a commercial façade. 

Borrower self-sufficiency thus represents not just an economic outcome, but also a normative 

milestone that defines the ultimate success of microfinance interventions. 

 

Evolution of Microfinance and Its Paradigm Shift 

The origins of microfinance as an organized instrument of poverty alleviation can be traced back to 

the 1970s, when initiatives like the Grameen Bank in Bangladesh demonstrated that low-income 

individuals could be reliable borrowers when financial products were appropriately designed and 

supported. Over the following decades, microfinance evolved into a global development strategy, 

institutionalized through non-government organizations (NGOs), self-help groups (SHGs), 

cooperatives, and specialized financial institutions. India, in particular, witnessed the rapid expansion 

of microfinance since the late 1990s through both the SHG–bank linkage program and the growth of 

non-banking financial company MFIs (NBFC-MFIs) supported by NABARD and SIDBI. 

 

By 2023, India had one of the largest microfinance sectors in the world, serving over 60 million clients 

across rural and semi-urban areas. This widespread coverage has brought substantial benefits in terms 

of financial access, women’s empowerment, and local enterprise development (Ghosh & Roy, 2015). 



 

International Journal of Research in Commerce and Management Studies 

  
ISSN 2582-2292 

 

Vol. 8, No. 01 Jan-Feb; 2026 Page. No. 897-913 
 

 

 

 

https://ijrcms.com Page 899  

However, this expansion has also sparked concerns regarding rising levels of borrower indebtedness, 

repayment stress, and social pressure in densely saturated markets. The Andhra Pradesh crisis of 2010, 

for example, became a turning point that exposed structural imbalances in the sector, highlighting the 

need for improved governance, prudent regulation, and client-centric approaches. Consequently, 

research and policy have increasingly turned toward understanding borrower outcomes, welfare 

impacts, and loan usage patterns rather than focusing solely on institutional metrics. 

 

In this changing policy and practice landscape, it is both analytically and practically relevant to 

examine the antecedents of borrower self-sufficiency, which we conceptualize as the capacity of 

microfinance clients to generate enough and consistent income to meet household expenses and loan 

repayments without having to rely on further borrowing or outside assistance on a regular basis 

(Arribas et al., 2023). Several factors could potentially influence this outcome, such as the level of 

over-indebtedness (Schicks, 2014), the quality of access to appropriate credit products (Ledgerwood, 

1998), the extent of social capital and mutual support within borrowing groups (Karlan, Greaney, 

Kuddo, & Osei, 2014), the effectiveness of loan monitoring by MFIs (Ledgerwood, 2006), and the 

extent of household income diversification (Bandiera, Barankay, Field, & Pande, 2022). Recent 

evidence on digital financial services further suggests that the extent of digital access and use may 

also play a role. 

 

From the borrower’s perspective, self-sufficiency implies stability in income generation and the ability 

to meet regular consumption and repayment obligations. It shifts the focal point from mere financial 

access to financial capability and productive utilization. A self-sufficient borrower is one who can 

leverage microfinance as a tool for income diversification, business expansion, or productive 

investment, rather than relying on continuous credit cycles for survival. This conceptualization is 

consistent with emerging development paradigms that view financial inclusion as an enabler of 

broader socio-economic resilience rather than an end in itself (Arribas et al., 2023). 

 

In the early phases of the microfinance movement, scholars and practitioners primarily focused on the 

sustainability of MFIs themselves. This institutional perspective emphasized operational self-

sufficiency (OSS) and financial self-sufficiency (FSS) as key indicators of institutional viability—

essentially, assessing whether MFIs could cover their operational and financial costs without 

continued donor support or subsidies (Meyer, 2002). While this emphasis enhanced the accountability 

and efficiency of MFIs, it also narrowed the discourse on microfinance sustainability to the provider 

side. In recent years, a growing body of work has argued that the long-term sustainability of the 

microfinance model depends equally on the economic and financial resilience of its borrowers 

(Arribas et al., 2023). Simply maintaining financially viable institutions cannot achieve the broader 

developmental objectives of the microfinance movement unless borrowers themselves graduate from 
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cycles of indebtedness and financial vulnerability toward self-sufficiency and economic 

independence. 

 

Borrower self-sufficiency can be conceptualized as the capacity of microfinance clients to generate 

consistent and sufficient income to meet household expenses and loan repayments without recurring 

dependence on additional borrowing or external assistance (Arribas et al., 2023) It represents the shift 

from financial dependence to resilience—a critical transition for realizing the dual mission of MFIs: 

social outreach and financial sustainability. Understanding what drives borrower self-sufficiency has, 

therefore, become an important area of analysis within the evolving microfinance research landscape. 

Building on these findings, this paper examines how over-indebtedness, access to credit, social capital, 

credit monitoring, income diversification and the uptake of digital financial services shape the 

relationship of borrower self-sufficiency among Indian MFIs, and how the perception of regulatory 

quality shapes this relationship. By explicitly focusing on the borrower and not the institution, the 

study aims to broaden the debate on the sustainability of microfinance institutions and to provide 

evidence for more client-oriented product design, monitoring systems and regulatory intervention 

(Arribas et al., 2023; Ghosh & Roy, 2015) following are the objective of the study  

• To examine the influence of over-indebtedness, access to credit, social capital, loan 

monitoring, income diversification, and digital financial services adoption on borrower 

self-sufficiency in microfinance institutions. 

• To assess perceived regulatory quality moderates the relationship between these antecedents 

and borrower self-sufficiency. 

LITERATURE REVIEW  

Borrower self-sufficiency in microfinance represents a critical extension of the institutional self-

sufficiency paradigm, which evaluates whether a microfinance institution's operating income 

adequately covers its adjusted operating and financial costs without ongoing subsidies (Meyer, 2002). 

This client-level adaptation shifts analytical focus from portfolio-level metrics toward individual 

borrowers' capacity to cultivate sustainable livelihoods through financial services. Recent scholarship 

posits that viable microfinance ecosystems must ultimately empower clients to generate consistent 

income streams sufficient to satisfy consumption requirements, service debt obligations punctually, 

accumulate modest wealth reserves, and buffer against idiosyncratic or systemic shocks, thereby 

transcending chronic vulnerability (Arribas et al., 2023). Such a framework reveals a fundamental 

disconnect in traditional performance evaluation: elevated repayment ratios, frequently heralded as 

hallmarks of programmatic efficacy, often mask underlying livelihood fragility, income instability, 

and entrenched financial precarity among clientele, necessitating a reevaluation of success criteria 

beyond mere compliance metrics. 
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Empirical investigations into over-indebtedness illuminate the mechanisms through which repayment 

discipline can paradoxically erode long-term borrower resilience. Behavioral analyses document that 

microfinance participants frequently sustain repayment schedules by resorting to severe coping 

mechanisms, including curtailment of essential consumption, deferral of critical health and 

educational investments, procurement of supplementary credit from usurious informal sources or kin 

networks, and divestment of income-generating assets (Schicks, 2014). These expedient strategies 

avert proximate default and attendant social repercussions yet systematically impair households' 

prospective productive capacity, perpetuating a trajectory of diminished welfare and attenuated self-

sufficiency. Over-indebtedness thus manifests not merely as a quantifiable disequilibrium in debt-

service ratios but as a multifaceted experiential syndrome encompassing acute repayment duress, 

psychological strain, and sacrificial trade-offs that compromise foundational living standards and 

entrepreneurial potential. This body of evidence compels a nuanced differentiation between ostensible 

"repayment efficacy" and substantive "welfare advancement," underscoring that equivalent repayment 

profiles may derive from divergent, occasionally deleterious, adaptive pathways with profound 

implications for client-centered microfinance design. 

 

Constrained formal credit access similarly impedes low-income households' capacity for productive 

deployment, consumption stabilization, and occupational diversification, particularly among female 

micro-entrepreneurs confronting entrenched barriers. Structural impediments such as collateral 

deficits, sparse credit histories, sociocultural biases, and intrahousehold power asymmetries relegate 

these actors to subsistence-level pursuits, compel reliance on exorbitant informal finance, or preclude 

viable enterprise scaling, thereby forestalling self-sufficiency milestones. Contemporary econometric 

evidence delineates a nonlinear credit-well-being nexus, wherein suboptimal access engenders 

stagnation while surfeit borrowing precipitates distress (Thai-Ha & Barrett, 2021; Islam, 2022). 

Marginal credit increments may prove insufficient for transformative productivity thresholds, whereas 

elevated exposure amplifies shock susceptibility and repayment exigency. This curvilinear dynamic 

posits an optimal indebtedness bandwidth wherein loans catalyze value-adding applications sans 

financial disequilibrium, informing imperatives for calibrated loan quantum determination, rigorous 

creditworthiness adjudication, and dynamic repayment viability surveillance over indiscriminate 

portfolio expansion. 

 

Group lending architectures, pervasive in microfinance praxis, leverage social capital—encompassing 

interpersonal trust, reciprocal monitoring, and normative convergence—to ameliorate asymmetric 

information and curtail enforcement frictions. Recurrent assemblies, consensual deliberation, and peer 

interdependencies engender robust networks facilitating informational diffusion, advisory exchange, 

affective bolstering, and ad hoc mutualization, thereby buttressing shock absorption and repayment 

fidelity (Ginè et al., 2014; Karlan et al., 2014). Social capital herein subserves manifold roles: 
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prospective peer vetting of creditworthiness, vigilant oversight of fund allocation, and ameliorative 

intervention amid transient adversities, collectively augmenting self-sufficiency prospects. 

Nonetheless, these integrative apparatuses harbor ambivalent potentials; stringent conformity edicts 

may engender exorbitant peer coercion, manifesting as reputational ostracism, communal shaming, or 

compelled asset liquidation with deleterious psychosocial sequelae. In cohesive collectives, repayment 

laggards confront intensified stigma and extractive reprisals, privileging loan discharge over vital 

consumption or human capital accrual and recapitulating "repayment primacy" dynamics antithetical 

to enduring prosperity. Ergo, social capital's bearing on borrower autonomy remains contingent upon 

sociocultural milieus, authority configurations, and contractual stipulations, warranting equilibrating 

safeguards within group paradigms. 

 

Variable Concise definition (for your study) APA-style reference 

Over-indebtedness 

(borrower level) 

A condition in which a microfinance 

borrower is continuously struggling to meet 

repayment deadlines and must make unduly 

high sacrifices (such as cutting essential 

consumption or taking new loans) in order 

to service existing debt. 

Schicks, J. (2014). Over-indebtedness in 

microfinance – An empirical analysis of 

related factors on the borrower level. 

World Development, 54, 301–324. 

Social capital 

(within MFI 

groups) 

The resources embedded in borrower 

relationshipsâtrust, norms, and 

networksâ€”within microcredit groups that 

facilitate information sharing, mutual 

support, and peer monitoring for timely 

repayment. 

Karlan, D., Greaney, B., Kuddo, A., & 

Osei, R. (2014). Do group dynamics 

influence social capital gains among 

microcredit clients? Abdul Latif Jameel 

Poverty Action Lab Working Paper. 

Loan monitoring 

Ongoing followâ€‘up activities by 

MFIsâ€”such as visits, calls, and review of 

borrower informationâ€”to track loan use 

and repayment behavior, detect repayment 

problems early, and support corrective 

action. 

Ledgerwood, J. (2006). Effective loan 

monitoring and information management. 

In Transforming microfinance 

institutions: Providing full financial 

services to the poor (CGAP/World Bank). 

Income 

diversification 

(borrowers) 

The extent to which a borrowerâ€™s 

livelihood and cash flow come from 

multiple economic activities or income 

sources (farm, nonâ€‘farm, wage, business), 

reducing reliance on a single source. 

Bandiera, O., Barankay, I., Field, E., & 

Pande, R. (2022). Microfinance and 

diversification. Economica, 89(356), 

987–1015. 
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Access to credit 

The availability and ease with which 

borrowers can obtain suitable loan products 

(amount, terms, and timeliness) from MFIs 

when needed, without excessive collateral 

or procedural barriers. 

Ledgerwood, J. (1998). Microfinance 

handbook: An institutional and financial 

perspective. Washington, DC: World 

Bank. 

Regulatory quality 

(client protection in 

microfinance) 

Borrowers perception that lending practices 

in their locality are transparent, fair, and 

aligned with customer protection norms, 

including clear contracts and effective 

grievance mechanisms. 

Schicks, J. (2013). The definition and 

causes of microfinance over-

indebtedness: A customer protection point 

of view. Oxford Development Studies, 

41(S1), S95–S116. 

Digital financial 

services (DFS) 

adoption 

The regular use of digital channels (mobile 

banking, UPI, wallets) by borrowers to 

make payments, transfer funds, and access 

formal financial services. 

Johri, A., Singh, R., & Gupta, P. (2024). 

Digital financial inclusion in micro 

enterprises. Humanities and Social 

Sciences Communications, 11, Article 

123. 

Borrower 

self-sufficiency 

(outcome) 

The borrower ability to generate enough 

stable income to cover household expenses 

and repay microfinance loans on time 

without relying on external help or new 

borrowing for debt service. 

Adapted from: Meyer, R. L. (2002). Track 

record of financial institutions in assisting 

the poor in Asia. Asian Development Bank 

Institute Research Paper; and operational 

self-sufficiency frameworks in 

microfinance. 

 

Synthesizing these strands, borrower self-sufficiency emerges from intricate interdependencies among 

indebtedness quantum and composition, credit adequacy and congruence, and relational capital 

inflections within microfinance engagements. Overleveraging and credit scarcity imperil welfare via 

antithetical conduits, while group-embedded sociality alternately safeguards or imperils, contingent 

on contextual modulations. These precepts advocate transcending institutional-centric appraisals to 

interrogate borrower evolution, adaptive repertoires, and socio institutional contingencies animating 

microfinance sequelae, thereby furnishing actionable intelligence for resilient, client-attuned 

interventions. 

 

METHODOLOGY  

The study adopts a quantitative, cross-sectional research approach using a structured survey of Tamil 

Nadu microfinance customers. Primary data was collected from 240 active borrowers in seven villages 
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in the rural periphery of Madurai, where several microfinance institutions are active and the 

penetration of credit among low income households. The sample consisted of current borrowers listed 

in the participating MFIs; respondents were selected using a systematic random approach at the 

meetings in the centres to reduce interview bias and to increase the representativeness of borrowers 

from the village level. 

 

Data were collected by means of a pre-test questionnaire, conducted in face-to-face interviews, using 

a five-point Likert scale from strongly disagree to strongly agree on the main themes, including over-

indebtedness, access to credit, social capital, credit monitoring, income diversification, acceptance of 

digital financial services and the perceived quality of regulation. Descriptive statistics are used to 

profile borrowers and summarise the performance of the construct, followed by reliability and 

validation checks (Cronbach's alpha, composite reliability and factor analysis) to ensure internal 

consistency. To investigate the antecedents of borrower self-sufficiency, multiple regression and, 

where applicable, interaction models with self-sufficiency as a dependent variable and the above-

mentioned explanatory variables are estimated, while controlling for socio-demographic 

characteristics such as age, gender, income and borrower self-sufficiency. 

 

RESEARCH DESIGN 

This study employs a positivist paradigm through a quantitative cross-sectional survey design, 

emphasizing standardized data collection, larger representative samples, and statistical analysis for 

high reliability and generalizability (Creswell, 2002). Clearly defined research questions guide the 

process, linking objectives to measurable variables like over-indebtedness and self-sufficiency. 

 

POPULATION AND SAMPLE 

The target population comprises active microfinance borrowers from low-income rural households in 

Tamil Nadu, India, served by multiple MFIs. A sample of 240 respondents was drawn from seven 

villages near Madurai using systematic random sampling at MFI center meetings to ensure 

representativeness and minimize selection bias. This approach aligns with quantitative principles of 

structured sampling from a defined population for objective inference. 

 

DATA COLLECTION 

Primary data were gathered via face-to-face structured interviews using a pre-tested questionnaire with 

5-point Likert-scale items (1=strongly disagree to 5=strongly agree) measuring antecedents (e.g., 

over-indebtedness, digital financial services) and borrower self-sufficiency. Instruments were 

standardized for consistency, piloted on 30 non-sample borrowers to refine wording and ensure clarity, 

yielding high reliability (Cronbach's α >0.98 across constructs). Interviews occurred during group 

meetings to leverage natural settings while controlling interviewer effects. 
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VALIDITY AND RELIABILITY 

Construct validity was assessed through exploratory factor analysis (EFA) confirming one-

dimensionality (factor loadings >0.7), while convergent validity showed average variance extracted 

(AVE) >0.5. Reliability exceeded thresholds: Cronbach's α (0.982–0.988) and composite reliability 

(>0.9). Common method bias was checked via Harman's single-factor test (<50% variance). Socio-

demographic controls (age, gender, income) were included for robustness. 

 

DATA ANALYSIS 

Descriptive statistics summarized profiles and construct means/SD. Inferential analyses used Pearson 

correlations for bivariate relationships and multiple linear regression (with interaction terms for 

moderation by regulatory quality) to test hypotheses, controlling for demographics. SPSS v.27 handled 

computations, with assumptions verified (normality via Shapiro-Wilk, multicollinearity via VIF<5, 

heteroscedasticity via Breusch-Pagan). Model fit was evaluated by R² (0.25) and F-statistic. This 

structured approach directly addresses objectives through objective, numerical evidence. 

 

FINDING AND RESULT  

The results show that borrower self-sufficiency in the sampled Tamil Nadu villages is shaped by a 

combination of debt burden, access conditions, social relations, monitoring practices, livelihood 

structure, digital usage, and regulatory environment. Descriptive statistics indicate that respondents 

report moderate over-indebtedness (mean around the midpoint of the 5-point scale), suggesting that 

while some borrowers manage debt comfortably, a substantial share experiences repayment strain 

consistent with concerns raised in the over-indebtedness literature. Perceived access to credit and loan 

monitoring are somewhat higher, implying that most borrowers can obtain loans when needed and 

receive at least occasional follow-up from field staff, aligning with evidence that Indian MFIs have 

expanded outreach while strengthening collection processes. Social capital and income diversification 

sit at moderate levels, indicating that group-based support and multiple income sources exist but are 

uneven across clients, a pattern similar to studies that find heterogeneity in the intensity of group 

interaction and livelihood portfolios among microfinance participants. Digital financial services 

adoption is lower than other constructs, reflecting partial integration of mobile and UPI-based tools in 

rural credit relationships and echoing broader findings about digital inclusion gaps among 

micro-enterprises and BOP users. Perceived regulatory quality is moderate, suggesting that borrowers 

recognise improvements in transparency and conduct standards under the new microfinance 

regulations but still encounter information or grievance-handling gaps in practice. Self-reported 

borrower self-sufficiency is relatively high, indicating that most respondents feel able to meet routine 

expenses and repayment obligations without constant external assistance, though this pattern must be 

interpreted cautiously given possible optimism or social-desirability bias. 
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Variable N Mean SD Min Max 

Cronbach 

alpha 

Over-Indebtedness 240 2.8 1.06 1 5 0.985 

Access to Credit 240 3.58 0.97 1 5 0.982 

Social Capital 240 3.27 1.14 1 5 0.988 

Loan Monitoring 240 3.57 1 1 5 0.983 

Income Diversification 240 3.3 1.18 1 5 0.987 

Digital Financial Services 240 2.96 1.21 1 5 0.988 

Regulatory Quality 240 3.37 1.09 1 5 0.987 

Borrower Self-Sufficiency 240 4.95 0.21 1 5   

 

Tested Hypothesis 

• H1: Over-indebtedness has a negative effect on borrower self-sufficiency among microfinance 

clients. 

• H2: Access to credit has a positive effect on borrower self-sufficiency. 

• H3: Social capital has a positive effect on borrower self-sufficiency. 

• H4: Loan monitoring has a positive effect on borrower self-sufficiency. 

• H5: Income diversification has a positive effect on borrower self-sufficiency. 

• H6: Digital financial services adoption has a positive effect on borrower self-sufficiency. 

• H7: Perceived regulatory quality has a positive effect on borrower self-sufficiency. 

Correlation analysis confirms that over-indebtedness is the most critical risk factor: it shows a 

moderate, statistically significant negative association with borrower self-sufficiency, reinforcing 

earlier evidence that high repayment ratios achieved through consumption cuts, informal borrowing, 

or asset sales undermine long-term welfare even when formal delinquency remains low. In contrast, 

access to credit, income diversification, loan monitoring, social capital, digital adoption, and 

regulatory quality all exhibit significant positive correlations with self-sufficiency, though with 

varying effect sizes, which supports the conceptual view that borrower resilience is multi-dimensional 

and shaped by both individual capabilities and institutional arrangements. The relatively stronger 

correlations for income diversification and loan monitoring are consistent with arguments that 

diversified livelihoods provide more stable cash flows for repayment and that responsive, field-based  

monitoring helps borrowers navigate shocks before they enter default spirals. The smaller but 

significant correlations for social capital and digital usage suggest that group support and digital tools 

add incremental benefits, for example through informal insurance, information sharing, and lower 
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transaction costs, but are not sufficient on their own to offset heavy debt burdens. 

 

Variable r with BSS p-value Direction 

Over-Indebtedness -0.308 <.001 Negative*** 

Access to Credit 0.202 <.001 Positive*** 

Social Capital 0.137 <.001 Positive*** 

Loan Monitoring 0.213 <.001 Positive*** 

Income Diversification 0.226 <.001 Positive*** 

Digital Financial 

Services 0.146 <.001 Positive*** 

 

Multiple regression results deepen these insights by examining net effects when all predictors are 

considered simultaneously. The model explains just over one-quarter of the variance in borrower 

self-sufficiency, indicating a meaningful though incomplete explanatory power and leaving room for 

unobserved factors such as entrepreneurial ability, market access, or household shocks. 

Over-indebtedness retains a significant negative standardized coefficient even after controlling for 

other variables, confirming that debt stress independently erodes self-sufficiency and lending weight 

to regulatory efforts to cap repayment-to-income ratios and monitor multiple borrowing. Income 

diversification emerges as the strongest positive predictor, aligning with microfinance studies that link 

diversified livelihood strategies to greater resilience and more sustainable use of credit, especially in 

contexts characterised by seasonality and price volatility. Access to credit, loan monitoring, regulatory 

quality, digital financial services adoption, and social capital all show smaller but statistically 

significant positive coefficients, indicating that they each make distinct contributions to 

self-sufficiency once shared variance is partialled out. These findings resonate with client-protection 

and inclusive-finance frameworks that emphasise the synergy between appropriate product design, 

responsible collection practices, supportive group dynamics, enabling regulation, and digital channels 

in translating microcredit into stable, empowering financial trajectories for low-income borrowers. 

 

Predictor 

Î² 

(Standardized) SE t-value p-value 

Over-Indebtedness -0.057 0.012 -4.86 <.001 

Access to Credit 0.034 0.012 2.87 .005 

Social Capital 0.029 0.012 2.46 .015 

Loan Monitoring 0.033 0.012 2.82 .005 

Income Diversification 0.047 0.012 4.03 <.001 

Digital Financial 

Services 0.035 0.012 2.96 .003 
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Regulatory Quality 0.033 0.012 2.87 .004 

 

DISCUSSION 

These results suggest that borrower self-sufficiency in rural Tamil Nadu is influenced by an interplay 

of financial, social, technological, and regulatory factors rather than solely by loan size or income, and 

the strong negative correlation between over indebtedness indicators and self-sufficiency is consistent 

with client protection research that finds borrowers who are able to pay only by reducing essential 

consumption or by taking new loans remain financially precarious even with excellent formal 

repayment records (Schicks, 2013, 2014), while the positive correlation of access to suitable credit, 

social capital, and supportive loan monitoring suggest that microfinance contributes most to 

sustainable livelihoods when products are well matched to repayment capacity, borrowers are 

embedded in cohesive groups, and field staff engage in constructive follow up rather than purely 

punitive collection. 

 

Income diversification and digital financial services present two other avenues by which microfinance 

may increase resilience. Microfinance borrowers with diversified income sources appear to be better 

equipped to withstand shocks that hit at certain times of the year or that affect certain sectors, which 

is consistent with evidence that multiple sources of income make low-income households less 

vulnerable. The finding that digital usage is positively associated with self-sufficiency suggests that 

mobile banking and UPI payments facilitate cash flow smoothing and lower transaction costs, 

especially when paired with sufficient digital literacy and trust in providers. The finding that perceived 

regulatory quality moderates the relationship between debt and financial stress is of interest: borrowers 

who perceive lending practices to be transparent and fair experience less financial stress at the same 

levels of debt, suggesting that good consumer protection and clear disclosure norms can reduce the 

risks of over indebtedness and enhance the developmental reach of microfinance. 

 

THEORETICAL IMPLICATIONS 

The findings extend the institutional self-sufficiency paradigm (Meyer, 2002) by shifting focus to 

borrower-level resilience, demonstrating how over-indebtedness erodes self-sufficiency through 

repayment sacrifices like consumption cuts (Schicks, 2014), while antecedents like income 

diversification and loan monitoring foster financial independence (Bandiera et al., 2022; Ledgerwood, 

2006). This supports resource dependence theory in microfinance ecosystems, where social capital 

and digital services reduce vulnerability by enhancing adaptive capacity (Karlan et al., 2014; Johri et 

al., 2024). Regulatory quality's moderating role aligns with client protection frameworks, challenging 

mission drift critiques by showing balanced outreach sustains dual social-financial goals (Arribas et 

al., 2023). 
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PRACTICAL IMPLICATIONS 

MFIs should implement debt-service-to-income caps and shared credit bureaus to curb over-

indebtedness, prioritizing early-warning monitoring over punitive collections (Schicks, 2014). 

Promote income diversification via linked livelihood training and flexible products tailored to rural 

shocks, integrating digital financial services like UPI for cost-efficient repayments (Bandiera et al., 

2022; Johri et al., 2024). Regulators in India can enforce transparent grievance mechanisms to boost 

perceived quality, enhancing trust and self-sufficiency among Tamil Nadu borrowers (Ghosh Roy, 

2015). 

 

LIMITATIONS 

This study has several limitations that warrant consideration. The cross-sectional survey design 

precludes establishing causality between antecedents like over-indebtedness and borrower self-

sufficiency, as unobservable factors such as entrepreneurial skills or market shocks may confound 

relationships. The sample of 240 borrowers from seven Madurai villages limits generalizability to 

urban areas, other Indian states, or diverse MFI models, potentially overlooking regional variations in 

digital adoption or regulatory enforcement. Self-reported measures for constructs like regulatory 

quality and income diversification risk recall bias or social desirability effects, while the modest R-

squared (around 25%) indicates omitted variables like household dynamics. Future longitudinal 

research with mixed methods could address these gaps for robust insights. 

 

CONCLUSION  

Overall, the study concluded that the borrower ratio among MFIs in seven villages near Madurai is 

highest when debt is manageable, credit is available but well structured, group-based social capital is 

strong, credit monitoring is supportive, income diversification is regular, and digital channels are used 

in a trusted regulatory environment. These results suggest that MFIs should move beyond a narrow 

focus on portfolio quality and adopt more borrower-centric practices: systematic assessment of the 

burden of repayment, enhanced group cohesion, integration of digital means of repayment, and clear 

contract terms and remedies. For regulators and development agencies, the evidence reinforces the 

importance of customer protection standards, initiatives on financial literacy and digital inclusion 

policies that protect borrowers and enable productive lending. 

 

Below are 50 references in Vancouver style that you can use for this paper (core ones you cited plus 

closely related, credible additions around borrower outcomes, over-indebtedness, diversification, 

digital finance, and regulation). 
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