
Impact of Microfinance on Income: Evidence from Rural 
Areas in Selected Districts of Gujarat

Abstract

This study basically attempts to analyse the impact of microfinance interventions on the income of rural respondents in rural 
areas of selected districts of Gujarat. The sample data are collected from SEWA bank women respondents. SEWA bank is 
mainly functioning in Ahmedabad and its surrounding districts. Besides Ahmedabad district, three more districts namely 
Mehsana, Gandhinagar and Sabarkantha are considered for research. A convenience random sampling technique was 
employed to select the respondents from four districts in the state of Gujarat. The sample respondents were classified into two 
groups on the basis of their availment of loan. Those respondents who have availed loan from SEWA bank are called 
beneficiaries and those who did not availed are known as non-beneficiaries. Descriptive statistics was used to analyze the 
characteristics of the respondents. A comparison is made between beneficiaries and non-beneficiaries income. The impact of 
availment of loan on respondent income was carried out by t- test, while for econometric analysis, Multiple Linear Regression 
Model (MLRM) was used to know the impact of micro-credit. The study provides strong evidence of the positive effect of 
microfinance on the income of the beneficiaries. The result of the study shows the significant increase in the income of the 
beneficiaries after availment of loan. The results of econometric analysis shows that increase in micro credit will increase the 
income of the beneficiaries. Education has also shown the positive impact on the income of the beneficiaries, while family size 
is found insignificant.
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Introduction

Improvement in living standard of the poor people of the 
developing countries is achieved by enhancing their 
income level or purchasing power. This phenomenon 
reduces poverty and causes to achieve poverty alleviation 
objective gradually (Akram & Hussain, 2011). Poverty has 
been a crucial issue in India since independence. The pace 
of poverty reduction in the past decades - despite 
widespread and enormous schemes - has been slow (Bhat, 
2002). According to planning commission report nearly 
21.9% of India's population (219 million) is poor (GOI, 
2013). Poverty indicates a condition in which a person fails 
to maintain a living standard adequate for his physical and 
mental efficiency (Azad India Foundation). Even after 
more than 50 years of Independence, India still has the 
world's largest number of poor people in a single country. 
Of its nearly 1 billion inhabitants, an estimated 260.3 
million are below the poverty line, of which 193.2 million 
are in the rural areas and 67.1 million are in urban areas 
(Valmiki Foundation). 
Providing financial services to low income people is very 

old. There were many informal agencies that were 
operating in different parts of the world like hui in China, 
susu in Nigeria, the arisan in Indonesia or the paluwagan in 
the Philippines and chit funds and Rotating Savings and 
Credit Associations (ROSCAs) in India (Seibel, 2005). The 
concept of microfinance was introduced in Bangladesh by 
Prof. Mohd. Yunus in the mid-1970s. It has not only offered 
credit to support self-employment in rural Bangladesh but 
also established an environment that has led to improve the 
economic and social status of women (Khandker, Khalily, 
& Khan, 1995). Microfinance is a major developmental 
intervention for income generation and poverty alleviation 
in rural India. Many impact assessment studies of 
microfinance programs have been conducted in India, 
which lead to the conclusion that programs based on the 
Self-Help Group (SHG) have a positive effect on the socio-
economic development of the poor (Panda & Atibudhi, 
2010). Up to 80% people in developing countries generate 
their income from the informal sector (UNCDF1, 2005).
Microfinance in India can trace its origins back to the early 
1970s, when the Self Employed Women's Association 
(“SEWA”) formed an urban cooperative bank, called the 
Shri Mahila SEWA Sahakari Bank in 1974, with the 
objective of providing banking services to poor women in 
Ahmedabad City, Gujarat (Legatum2 Ventures, 2011). 
Microfinance refers to all types of financial intermediation 
services (savings, credit funds transfer, insurance, pension 
remittances, etc.) provided to low-income households 
(Robinson, 2003). 
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