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ABSTRACT 

Micro Finance- A form of financial support given in the form of loans with low rates 

of interest for the lower income individuals who do not have access to the banking system and 

regular income, with the motto of providing financial support for establishing their own business 

and for its daily operations. Micro Financing is divided into two types, namely- Organized and 

Unorganized Micro Finance. Organized Micro Financing includes Organizations such as MFIs, 

cooperatives, and sectors of government banks. Unorganized Micro-Financing include money 

lenders, private financial institutions etc. Recently a lot of drawbacks and failures have been 

witnessed in the Unorganized Micro-Financing Sector. Few of the reasons being-High Interest 

rates, unauthorized financiers, harassment of borrowers and scams. Thus the government has 

introduced schemes such as JanDhan Program, Mudra Scheme, etc to bring the people under 

organized Financial sector. Recently Karnataka State Government has taken an initiative to 

provide finance for vegetable vendors from Rs.1000 to Rs.5000 with an interest of 1% with the 

sole security of their Adhar Card Photo copy. The Pilot project will commence from 13th 

September 2018 in K.R Market. The objective of the study is to understand the perception of 

vendors in market towards the Micro-Financing Scheme to be implemented by the State 

Government.      
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I. INTRODUCTION 

"Microfinance is an idea whose time has come."  

              "Microfinance recognizes that poor people are remarkable reservoirs of energy and knowledge. 

And while the lack of financial services is a sign of poverty, today it is also understood as an untapped 

opportunity to create markets, bring people in from the margins and give them the tools with which to 

help themselves." 

       --Kofi Annan, Nobel Peace Prize Winner 

                And Former Secretary General of UN 

As microfinance institutions (MFIs) grow in many countries worldwide, debate continues over 

whether such programs truly benefit the poor. Proponents emphasize the need for innovative ways to 

provide poor populations access to financial services. Critics argue any successes may be temporary 

because microfinance programs require training and entrepreneurship skills, which many poor 

populations lack. In addition, some fear that beneficiaries may be charged high interest rates or become 

dependent on MFIs, borrowing more than they can pay back and becoming further trapped in poverty 

1.1 What is microfinance? 

Microfinance, also known as microcredit, is a financial service that offers loans, savings and insurance to 

entrepreneurs and small business owners who don't have access to traditional sources of capital, like 

banks or investors. The goal of micro financing is to provide individuals with money to invest in 

themselves or their business. 

1.2 History or Birth of Micro Finance  

The history of micro financing can be traced back as long to the middle of the 1800s when the 

theorist Lysander Spooner was writing over the benefits from small credits to entrepreneurs and farmers 

as a way getting the people out of poverty. But it was at the end of World War II with the Marshall plan 

the concept had an big impact. The today use of the expression micro financing has it roots in the 1970s 

when organizations, such as Grameen Bank of Bangladesh with the microfinance pioneer Mohammad 

Yunus, where starting and shaping the modern industry of micro financing. Another pioneer in this sector 

is Akhtar Hameed Khan. At that time a new wave of microfinance initiatives introduced many new 

innovations into the sector. Many pioneering enterprises began experimenting with loaning to the 

underserved people. The main reason why microfinance is dated to the 1970s is that the programs could 

show that people can be relied on to repay their loans and that it´s possible to provide financial services 

to poor people through market based enterprises without subsidy. Shore bank was the first microfinance 

and community development bank founded 1974 in Chicago. 
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1.3 Types of Micro Finance 

 

1.4 Organized Micro Finance  

Organized Micro Financing includes Organizations such as MFIs, cooperatives, and sectors 

of government banks. These are basically government run bodies or bodies which are affiliated to the 

government. The government has taken up lot of initiatives to give support in the form of loans with low 

rates of interest for the lower income individuals who do not have access to the banking system and 

regular income, with the motto of providing financial support for establishing their own business and for 

its daily operations. 

i. Private Sector Banks 

            Microentrepreneurs (the self-employed poor) have little access to the formal financial system in 

developing economies. At best, formal financial institutions reach the top 25 per cent of the economically 

active population, which leaves the bottom 75 per cent without access to formal financial services. 

Microfinance institutions have grown rapidly to try to meet this demand. However, their outreach 

remains very small compared with the demand – less than 5 per cent of the poor households had access 

to microfinance services. Similarly, very few institutions involved in microfinance are profitable. It was 

estimated that less than 10 per cent of all MFIs in the region were financially self-sufficient. The following 

are some ways in which commercial banks are involved in microfinance.  

• Government-subsidised lending programs channelled through the banks 

• Government-mandated lending targets met by banks subsidising interest rates 

• Government-mandated lending targets with banks charging commercial interest rates 

• Microfinance as a profitable business 

ii. MFI’s- Micro Financial Institutions 

   MFIs are financial institutions working towards the upliftment of the needy and underprivileged 

section of the society by providing short-term loans to set up their own venture. They take a minimum or 

https://www.bankbazaar.com/personal-loan/short-term-loans.html
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very calculated risk and fund the interested borrowers to help them get trained, setup and run a small-

scale business. Microfinance institutions apart from giving financial help also educate people about the 

current market trends and help them compete in the present market. These financial institutions usually 

do not take any guarantee or ask for any kind of collateral from the borrower to lend money. This is 

where these institutions stand out from the traditional banking organisations. While banks are quite 

reluctant about lending money to the poor unemployed crowd considering them as high-risk 

components, MFIs are specially dedicated to provide all the necessary financial help to this section of the 

society. These organisations not only take the risk of funding them, but also work with them to ensure 

that the offered money gets utilised appropriately. They contribute in every possible way to uplift the 

underbanked section and make them financially independent 

Forbes magazine named seven microfinance institutes in India in the list of the world's top 50 

microfinance institutions. 

Bandhan, as well as two other Indian MFIs—Microcredit Foundation of India (ranked 13th) and 

Saadhana Microfin Society (15th) – have been placed above Bangladesh-based Grameen Bank (which 

along with its founder Mohammed Yunus, was awarded the Nobel Prize). Besides Bandhan, the 

Microcredit Foundation of India and Saadhana Microfin Society, other Indian entries include Grameen 

Koota (19th), Sharada's Women's Association for Weaker Section (23rd), SKS Microfinance Private Ltd 

(44th) and Asmitha Microfin Ltd  

iii. Self Help Groups 

In India, Self Help Groups or SHGs represent a unique approach to financial intermediation.  The 

approach combines access to low-cost financial services with a process of self management and 

development for the women who join as members of an SHG. The SHGs are formed and supported 

usually by NGOs, or (increasingly) by Government agencies and sometimes directly by banks. SHGs are 

linked to banks first with a group deposit account, then for credit, which is disbursed to the group and in 

turn distributed to the members.  There is a process of group formation and group leaders and members 

of trained on managing the savings and credit.  Often too SHGs are linked to wider development or 

community programmes. SHGs are thus seen to confer many benefits, both economic and social, 

providing new and real opportunities for rural women that challenge the traditional barriers that women 

face.  SHGs enable women to grow their savings and to access the credit which banks are increasingly 

willing (or directed) to lend. SHGs can also be community platforms from which women become active 

in village affairs, stand for local election or take action to address social or community issues 

1.5 Unorganized Micro Finance 

        Historically the poor have relied on informal sources such as Rotating Savings and Credit 

Associations (RoSCAs), moneylenders, and middlemen to try and meet their financial needs. These 

sources suffer serious limitations in their ability to provide viable financial alternatives for the poor. These 

methods are termed as unorganized Micro Financing.  
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i. Moneylenders 

 Moneylenders are where the poor traditionally go when they have no other options. Moneylenders 

charge high interest rates; over 100 percent annual interest is not uncommon even in countries with mild 

inflation. However, loans from a moneylender have certain desirable features: they are granted on the 

spot (no long wait for credit approval and loan processing), the borrower’s reputation in the community 

is more important than collateral, and the moneylender is conveniently located right in the borrower’s 

hometown. But, after the principal and a large amount of interest are repaid, the borrower may be no 

better off, and possibly worse off, than before taking out the loan. 

ii. Rotating Savings and Credit Associations 

   Rotating Savings and Credit Associations are next to the moneylender, the most prevalent type of 

informal finance source around the world. RoSCAs existed in China 1,500 years ago. People form a 

RoSCA by inviting individuals they trust to join. The group decides how often and where they will meet, 

how much will be collected at the meetings (the group is self-managed). Each time the RoSCA meets, 

every member contributes a small set amount of money. Then the group decides who will receive the 

total amount collected, usually one member. When every group member has received funds from the 

group one time, the cycle is complete. The group dissolves and may freshly reorganize.  

iii. Middlemen 

         Middlemen make loans for the purchase of raw materials, or they sell the raw materials, sometimes 

at inflated prices, to poor producers. The producers are then obligated to repay the loans or cost of raw 

materials by turning over their products to the middlemen at submarket rates. It is not unusual for 

middlemen to have a monopolistic hold over small producers, particularly in agriculture. Interest rates on 

a loan from a middleman are also extremely high. 

1.6 Micro Finance Models in India 

 Micro Finance Institutions in India have adopted various traditional as well as innovative approaches for 

increasing the credit flow to the organized sector. They can be categorized into six broad types.  

1) Grameen model 2) SHG model 3) Federated SHG model 4) Cooperative Model 5) ROSCA s 6) 

Micro-finance companies (MFCs) 

Recently Karnataka State Government has taken an initiative to provide finance for vegetable vendors 

from Rs.1000 to Rs.5000 with an interest of 1% with the sole security of their Adhar Card Photo copy. 

The Pilot project will commence from 13th September 2018 in K.R Market.  

II. REVIEW OF LITERATURE 

It is one of its kind in the country, therefore review of literature regarding the same was not 

made. But literature regarding Micro Finance was available. 
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Ghate Prabhu(2007): Microfinance rapid growth is a detailed review of microfinance sector in India. The 

report is based on the secondary data and available literature and contains a comprehensive discussion on 

the microfinancing sector in India. 

III. METHODOLOGY 

Exploratory method of research is adapted. Data was collected from primary and secondary 

sources. Primary data was gathered through structured interview schedule, where in 100 vendors were 

personally interviewed and information was obtained. The data gathered was tabulated using percentages 

based on which data was analysed and interpretation was drawn. 

3.1 Analysis & Interpretation 

 

 

 

 



Muralidhar. V & Mr. Ashwin Kumar. B & Nithin. V 

  
                                                                                                                                                             146 

    146 

 

Emperor International Journal of Finance and Management Research 

Emperor International Journal of Finance and Management 

Research 

 

IV. FINDINGS 

 Majority of the venders have an initial investment of not more than Rs.20,000 and thus will 

require finance to run their day to day business and also for life sustainability. 

 The daily turnover averages between Rs.5,000 to Rs.10,000. This  being the case, the profit 

gained will be less and it will a huge burden for the venders to repay the finance taken on a daily 

basis. 

  Also the rate of interest lies between 5% and 15% per day. Whatever the finance taken might be, 

it will be a task for the venders to repay them with such huge interest rates with such small 

turnovers. 

 The average finance taken per day lies between Rs.0 to Rs.20,000.  

 Not more than 50% of the vendors have bank accounts. 

 Not more than 70% of the vendors have Adhar Cards and thus it will not be possible for them 

for being benefitted from the schemes from the government.  

 It is found and is most unfortunate that almost 100% of the vendors interviewed do not have any 

sort of knowledge of any Government schemes launched in the past or to be launched in the 

future.  

 Around 30% of all finance receivers get harassed from lenders and also late payment will result in 

very high amount of interests.    

V. CONCLUSION 

The basic purpose of Microfinance to help Microentrepreneurs establish their own business and 

support them run the same on a daily basis is not being met from the Government’s end. Efforts have 

been made but have not been implemented properly which has resulted in their failures in the past. As the 

finance receivers do not have any knowledge about any sort of government related schemes they stick on 

to unorganized methods of finance receiving, despite paying high interests for the same. It can also be 
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concluded that the venders will not be able to stand in long queues leaving their place of business to 

receive the finance which will be provided by the government during their peak business hours. Private 

financers make it a point to meet the requirements of the vendors in their place of business. Thus the 

private financing or the unorganized microfinance sector still holds monotony till date.  

VI. SUGGESTIONS 

 More efforts have to be made to educate the vendors about Government related schemes. 

 Daily returnable finance will be a burden to vendors. Weekly or half monthly returnable finance 

will help them in case of any problem caused for their business during the period. 

 Vendors questioned about”what if it is not paid on the same day”. Answers for questions like 

these must be made clear as they are accustomed to the unorganized microfinance sector. 

  Finance given should be increased at least to Rs. 10.000, if not it will not help all the sections of 

vendors. 

 Documentation of financing in the unorganized sector must be made compulsory and strict in 

order to prevent the vendors from getting harassed. 
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