
 
 
 
 

 
696 

 

International Journal of Central Banking 
 

January 2024 
Vol. 20 No. 1 

FACTORS OF MICROFINANCE ON WOMEN EMPOWERMENT: A 
COMPREHENSIVE STUDY 

 
M. Jayaseely1*, Dr. Saffina C2* 

1*Designation: Research Scholar, Commerce Phone: 9884773586 Email: 
jayaseely79@gmail.com , Holy Cross College (Autonomous), Affiliated to Bharathidasan 

University, Tiruchirappalli, Tamil Nadu 620002 
2*Designation: Assistant Professor and Research Advisor, Commerce Phone: 9442408291, 

Email: saffinac79@gmail.com Holy Cross College (Autonomous), Affiliated to 
Bharathidasan University, Tiruchirappalli, Tamil Nadu 620002 

Abstract 
Microfinance, the provision of financial services to low-income individuals who lack 

access to conventional banking, has emerged as a pivotal tool for women’s empowerment, 
particularly in developing countries. This paper explores the diverse factors through which 
microfinance influences women’s empowerment, delving into economic, social, and 
psychological dimensions. By reviewing empirical data and case studies, we seek to 
understand the mechanisms that drive empowerment and highlight the conditions under 
which microfinance is most effective. 
Keywords: Microfinance, Women's Empowerment, Economic Development, Financial 
Inclusion 
 
Introduction 

Microfinance institutions (MFIs) provide small loans, savings accounts, insurance, 
and other financial services to the economically disadvantaged. The concept gained global 
recognition with the success of Grameen Bank, founded by Muhammad Yunus in Bangladesh 
in the 1970s. Given that women constitute the majority of the world’s poor and are often 
excluded from formal financial systems, microfinance has been particularly targeted at 
women to enhance their economic opportunities and societal status. 
 
Purpose of the Study 

This study aims to investigate the specific factors through which microfinance 
contributes to women's empowerment. By examining economic, social, and psychological 
dimensions, we aim to provide a comprehensive understanding of the impact of microfinance 
on women’s lives. 
 
Research Questions 

• What are the economic impacts of microfinance on women? 
• How does microfinance influence women’s social standing and relationships? 
• In what ways does microfinance affect women's psychological well-being and self-

confidence? 
 

Literature Review 
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Economic Empowerment 
Economic empowerment entails improving women's ability to participate in, contribute to, 
and benefit from economic activities. Microfinance facilitates this by providing access to 
capital, which allows women to start or expand businesses, thus generating income and 
achieving financial independence. 
Income and Savings: Studies show that access to microfinance increases women's incomes 
and enables them to save money. For instance, Kabeer (2001) found that women in 
Bangladesh who received microloans experienced substantial income growth and improved 
savings habits. 
Investment in Assets: Women often use loans to purchase productive assets such as livestock, 
sewing machines, or raw materials for handicrafts, which can generate sustained income 
streams. 
Social Empowerment: Social empowerment involves improving women’s social status and 
enabling them to participate more fully in societal decision-making processes. 
Community Participation: Participation in microfinance programs often involves group 
lending, where women meet regularly, fostering a sense of community and mutual support 
(Mayoux, 2000). This social cohesion can enhance women's bargaining power within their 
households and communities. 
Gender Dynamics: Economic contribution by women can shift traditional gender roles and 
dynamics, leading to greater involvement in household decisions, as observed by Pitt and 
Khandker (1998) in their study on Bangladesh. 
 
Psychological Empowerment 
Psychological empowerment refers to an individual's sense of self-worth, confidence, and 
agency. 
Self-Esteem and Confidence: Access to financial resources and the ability to manage these 
resources successfully can significantly boost women's self-confidence and self-worth. 
Armendáriz and Morduch (2010) note that women who successfully run businesses feel more 
confident in their capabilities. 
Autonomy: Financial independence allows women greater control over their lives, enabling 
them to make decisions regarding their health, education, and family welfare. 
 
Methodology 
Data Collection 
This study employs a mixed-methods approach, combining quantitative data from surveys 
and financial records with qualitative data from interviews and focus group discussions. The 
primary data sources include women who are participants in microfinance programs across 
different regions, along with data from microfinance institutions. 
Data Analysis 
Quantitative data are analyzed using statistical methods to measure changes in income, 
savings, and asset acquisition. Qualitative data are analyzed thematically to identify patterns 
and insights regarding social and psychological impacts. 
 
Correlation analysis on factors of micro finance on women empowerment: 
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Table 1: Pearson Correlation Coefficient between Factors of 
Microfinance on Women in Rural areas 

Factors of 
Microfinance 

Micro Credit Micro Saving Micro 
Insurance 

Skill 
Development 

Micro Credit 1.000 0.609** 0.651** 0.644** 

Micro Saving - 1.000 0.749** 0.832** 

Micro Insurance - - 1.000 0.774** 

Skill Development - - - 1.000 

Note: 1. ** Denotes significant at 1% level 
 
The correlation coefficient between Microcredit and Micro Saving is 0.609, which 

indicate (0.6092 = 0.3708), 37.08 percentage positive relationships between Micro Credit 
and Micro saving and is significant at 1% level. The correlation coefficient between Micro 
Credit and Micro Insurance is 0.651 which indicate 42.38 percentage positive relationships 
between Micro Credit and Micro insurance and is significant at 1% level. The correlation 
coefficient between Micro Credit and Skill Development is 0.644 which indicate 41.47 
percentage positive relationships between Micro Credit and Skill development and is 
significant at 1% level. 

 
 
 
 
 
 
 
 
 
 

Figure 1: Structural Equation Model (SEM) based on Standardised Coefficient on Impact of 
Microfinance 

Table 2: Variables in the Structural Equation Model Analysis 

Variables Unstandardize
d co-efficient 

(B) 

S.E 
of B 

Standardise
d co-

efficient 
(Beta) 

t 
value 

P value 

Economic 
Developmen
t  

<--
- 

Micro 
Credit  

0.095 0.04
2 0.073 2.233 0.026* 
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Variables Unstandardize
d co-efficient 

(B) 

S.E 
of B 

Standardise
d co-

efficient 
(Beta) 

t 
value 

P value 

Economic 
Developmen
t 

<--
- 

Micro 
Saving 0.115 0.03

2 0.164 3.629 <0.001*
* 

Economic 
Developmen
t 

<--
- 

Micro 
Insurance 0.363 0.04

8 0.321 7.571 
<0.001*

* 

Economic 
Developmen
t 

<--
- 

Skill 
Developme
nt 

0.308 
0.04

5 0.335 6.818 
<0.001*

* 

Impact of 
Microfinanc
e 

<--
- 

Economic 
Developme
nt 

0.876 0.08
4 0.880 10.46

6 

<0.001*
* 

Note: ** denotes significant at 1% level 

From the above table, Unstandardised coefficient of Micro Credit on Economic 
Development is 0.095 represents the partial effect of Micro Credit on Economic 
Development, holding the other path variables as constant. The estimated positive sign 
implies that such effect is positive that Economic Development would increase by 0.095 for 
every unit increase in Micro Credit and this coefficient value is significant at 1% level. 

Unstandardized coefficient of Micro Saving is 0.115 represents the partial effect of 
Economic Development, holding the other path variables as constant. The estimated positive 
sign implies that such effect is positive that Economic Development would increase by 0.115 
for every unit increase in Micro Saving and this coefficient value is significant at 1% level. 

Unstandardized coefficient of Micro Insurance is 0.363 represents the partial effect of 
Economic Development, holding the other path variables as constant. The estimated positive 
sign implies that such effect is positive that Economic Development would increase by 0.363 
for every unit increase in Micro Insurance and this coefficient value is significant at 1% level. 

Unstandardized coefficient of Skill Development on Satisfaction is 0.308 represents 
the partial effect of Economic Development, holding the other path variables as constant. The 
estimated positive sign implies that such effect is positive that Economic Development would 
increase by 0.308 for every unit increase in Skill Development and this coefficient value is 
significant at 1% level. 

 Unstandardized coefficient of Economic Development on Impact of Microfinance is 
0.876 represents the partial effect of Economic Development on Impact of Microfinance, 
holding the other path variables as constant. The estimated positive sign implies that such 
effect is positive that Impact of Microfinance would increase by 0.876 for every unit increase 
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in Economic Development and this coefficient value is significant at 1% level. 

Based on Standardised coefficient, Economic Development (0.880) is most 
influencing path in this SEM model, followed by Skill development  (0.335), Micro 
Insurance (0.312) and so on 

Findings 
Economic Impact 
Income Generation: Women who receive microloans typically report higher incomes. For 
example, a study by the World Bank showed that women in Bangladesh with microloans had 
their incomes increase by approximately 50% over three years. 
Asset Accumulation: Many women invest in productive assets, which help stabilize and grow 
their income sources. These investments range from agricultural tools to inventory for small 
retail businesses. 
Social Impact 
Enhanced Social Networks: Participation in microfinance groups fosters strong social 
networks, which can provide emotional and practical support. This community bonding 
enhances women's social capital. 
Psychological Impact 
Increased Self-Esteem: Successfully managing a business and contributing financially to the 
household significantly boosts women’s self-esteem. Interviews reveal that women feel more 
respected and valued both at home and in their communities. 
Empowerment and Autonomy: Access to financial resources and economic success provide 
women with a greater sense of autonomy and control over their lives, enabling them to make 
independent decisions regarding personal and family matters. 
Case Studies 
Grameen Bank, Bangladesh 
The Grameen Bank has successfully demonstrated how microfinance can empower women. 
Women who took loans from Grameen Bank have reported improved living standards, better 
education for their children, and enhanced social status. 
SEWA, India 
The Self-Employed Women’s Association (SEWA) in India integrates microfinance with 
vocational training and social support. This holistic approach has not only increased women’s 
incomes but also their skills and social standing. 
Discussion 
Success Factors 
The effectiveness of microfinance in empowering women hinges on several factors: 
Targeted Programs: Programs that specifically target women and are designed to meet their 
unique needs tend to be more successful. 
Support Services: Providing additional services such as training, education, and healthcare 
enhances the benefits of microfinance. 
Community Engagement: Programs that encourage community involvement and group 
activities foster social networks and mutual support. 
Challenges 
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Despite its potential, microfinance faces several challenges: 
High-Interest Rates: Some MFIs charge high-interest rates, which can lead to over-
indebtedness and financial stress. 
Cultural Barriers: Societal norms and cultural barriers can limit the extent of women’s 
empowerment through microfinance. For instance, in some cultures, women may still be 
restricted in their economic activities despite having access to financial resources. 
Sustainability: The sustainability of microfinance programs can be an issue, particularly when 
external funding is reduced or when economic conditions are unfavorable. 
 
Conclusion 
Microfinance has significant potential to empower women economically, socially, and 
psychologically. However, its success depends on several factors, including targeted support, 
comprehensive services, and community involvement. Addressing the challenges associated 
with high-interest rates, cultural barriers, and sustainability is crucial to maximizing the 
benefits of microfinance for women. 
Recommendations 
Policy Support: Governments should create favorable policies for microfinance, ensuring fair 
interest rates and protection for borrowers. 
Holistic Approach: MFIs should offer additional services such as training, healthcare, and 
education to enhance the impact of financial services. 
Continuous Monitoring: Regular monitoring and evaluation of microfinance programs can 
help identify and address issues, ensuring continuous improvement and adaptation to 
changing circumstances. 
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