
        Journal DOI: 10.36713/epra1013|SJIF Impact Factor (2025): 8.619                                                                     ISSN: 2347-4378 

     EPRA International Journal of Economics, Business and Management Studies (EBMS) 
      Volume: 12 | Issue: 12|December 2025                                                                               -Peer-Reviewed Journal 

 

 
 

2025 EPRA EBMS     |     https://eprajournals.com/    Journal DOI URL: https://doi.org/10.36713/epra1013  
96 

 

MICRO FINANCE CHALLENGES IN RURAL 
BANKING: THE ROLE OF SOCIAL FACTORS, LOAN 

DISPERSION, AND CREDIT COSTS 
 

Mr. B Ravi Teja1, Dr. G Ramesh2 

1MBA Student (24881E0070), Department of Management Studies, 

Vardhaman College of Engineering, Shamshabad, Hyderabad, Telangana. 
2Associate Professor, Department of Management studies, 

Vardhaman College of Engineering, Shamshabad, Hyderabad. Telangana. 
 

Article DOI: https://doi.org/10.36713/epra25367 

DOI No: 10.36713/epra25367 

 

ABSTRACT 
This work looks into problems tied to microfinance in villages across India - social hurdles, money issues, and how 
things run day-to-day - paying close attention to local traditions, whether interest rates are clear, how well loans 
get delivered, and patterns behind missed repayments. Instead of relying on stories or opinions, it uses numbers 
pulled from 135 women living in remote areas who’ve taken small loans, checking how deep-rooted beliefs about 
gender block their path to borrowing, how hidden charges reduce their control during negotiations, and which 
method - bank branches, self-help groups, or private lenders - feels easier or cheaper to use. Tools like Chi-square 
tests, linear models, ANOVA checks, and decision trees show tradition plus fuzzy rate info strongly shape who 
gets funds and who pays back late. Results suggest even though SHGs and lending outfits beat regular banks 
when it comes to reach, weak openness, poor awareness among users, and lack of personal freedom still drag down 
real change. In short, clearer pricing rules, better support tuned to women’s needs, smarter ways to hand out 
credit, and sharper methods to predict risk could actually make micro-loans last longer and lift communities up. 

KEYWORDS: Microfinance, Rural Banking, Women Empowerment, Cultural Norms, Interest Rate 
Transparency, Credit Delivery Channels, Microfinance Institutions (MFIs), Loan Default Risk, Credit Costs, 
Financial Inclusion. 

 
INTRODUCTION 
Microfinance has grown into a key way to boost economies in villages, giving poor families small loans they can't 

get from regular banks. Because many people live on little money and work unpredictable farm jobs, especially 

in rural India, there's steady need for quick, tiny credits. These programs aim to cut poverty, bring folks into the 

financial system, and help women gain control over their lives - goals that now guide big policy moves. But local 

customs often limit access, men usually handle money choices at home, borrowing costs aren’t always clear, plus 

results differ depending on whether cash comes through banks, SHGs, or private lenders. As micro-lenders focus 

more on profits, issues like sky-high fees, taking on too much debt, stress to pay back fast, and funds being used 

wrong pop up more often. Women, who borrow most of these loans, still face problems including lack of say at 

home, group pressure when repaying together, surprise charges, and unstable earnings - which makes missing 

payments more likely. These problems show a growing split between what microfinance aims to do and what it 

actually achieves. So, figuring out how public views, clear pricing, how programs run, along with borrowers’ risks 

- mix together to affect results - is key when building loan models that truly help countryside areas stay strong 

over time. 

 

REVIEW OF LITERATURE 

• Henk A. J. M. moll (2005) wrote this piece back in 2005 - compares giving cheap loans to specific groups 

versus expanding services into new areas, both about reaching people while staying financially solid. Out in 

rural spots, microfinance runs into special problems like higher costs per user because folks live far apart, 

also shared risks when harvests fail across whole regions at once. These orgs often struggle - chasing profits 

means cutting expenses, yet that can push out poorer borrowers, which makes balancing growth with stability 

tough. Figuring out who’ll actually pay back money is hard; so is managing tiny deals without spending too 

much doing it - that’s what trips most microfinance outfits up. 
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• Hans Dieter Seibel, (2005) The BRI overhaul proved you can grow wide access while staying profitable - 

just ease rules, offer better savings deals, then reward employees for managing big loan costs. Using one-on-

one lending methods turned out to fall short when reaching the very poorest, which made clear it’s smarter to 

split markets into groups. What pushed results was being financially independent (135%), thanks mainly to 

consistent earnings. Struggles stayed around though - knowing who’ll actually pay back loans, along with 

cutting expenses on tiny transactions, kept causing problems. 

 

• Anna T. Schurmann along with Heidi Bart Johnston (2009) look at how group-based loans might leave 

people out, even though they’re meant to help. Instead of fixing social gaps - like money troubles, location 

issues, or cultural limits - they could actually make them worse. These lending setups count on community 

ties plus pressure from peers so payments happen. But that push can backfire; it shakes trust and pushes aside 

those who are weakest. Because of this, the very poorest often don’t get in. So rather than lifting everyone 

up, these programs may end up helping just slightly better-off ones while skipping the neediest. 

 

• Anand Sahasranaman, Deepti George, (2013) This research looks at how much it costs to offer loans in 

rural areas using five different methods - like bank offices, self-help groups, or microfinance orgs - breaking 

down expenses such as borrowing money, investor returns, admin work, and expected defaults. Costs varied 

sharply, hitting nearly 42% for state-run banks but dropping below 14% when handled by AA-rated micro 

lenders, which suggests some paths waste more resources than others. It turned out that financing via self-

help groups carried the weakest loan quality, meaning bigger reserves were needed for bad debts. Instead, 

top-tier MFIs came out ahead because they kept overall spending low while using capital efficiently. 

 

•  Dr. Rituparna Bhattacharyya along with Dr. Polly (2013) looked into how MGNREGA affects women 

living in far-off villages across Assam, India - focusing on topics such as inequality, hardship, and personal 

strength. Using a lens shaped by feminist thought, this 2013 work explores real-life struggles faced by female 

participants instead of sticking to dry statistics, highlighting what happens when anti-poverty plans meet 

everyday reality. Findings show common hurdles - for instance, missing child care options during labor - 

which ties back to deeper cultural limits present in country settings. Main idea? Boost grassroots 

understanding while pushing for changes that actually fit women’s needs when fighting economic struggle. 

 

• Dr. Sanjeeb Kumar Dey (2015) looks at big and small problems in India’s microfinance scene, pointing out 

that lack of enough loans for low-income groups blocks real progress. Main hurdles? Just 8% market reach, 

costly borrowing terms that squeeze borrowers, widespread repayment failures - about 73% - alongside delays 

in payment schedules. On-the-ground issues come from expensive service delivery, remote locations making 

access tough, plus limited borrower knowledge about handling debt. Fixing this calls for smarter oversight 

rules, clearer cost disclosure on interest, also pushing services deeper into countryside regions. 

 

• Dr. Siddharth G. Das, along with Ranjani Srinivasan and Prof. Madhavi Kodamarty  

(2015) looked into big and small hurdles in delivering microfinance services to villages back in 2015. Instead 

of helping more people, high costs plus tiny profits keep programs from expanding where they’re needed 

most. On a broader level, issues pop up like not enough funding, roadblocks from laws, and a wide hole 

between how much credit is wanted versus available in rural areas. At ground level, problems show up 

through favoring loans only if collateral's offered, missing paperwork among the poor, and headaches 

managing loan payouts or keeping track of who paid what. To make things work better, new tools such as 

phone-based banking or using local agents under the Business Correspondent setup seem key - these cut down 

expenses while touching more remote customers. 

 

• Collin Chikwira, Edson Vengesai, Petronella Mandude (2022). This number-based research looks at how 

microloan expansion connects to reducing poverty in Zimbabwe - using past data over time. Instead of 

helping, results show that more microloans lead to higher poverty in the long run. That points to problems in 

who gets loans or how they’re managed, meaning money might not create real change. It also shows lenders 

may be growing because poverty’s getting worse, not despite it. Because of this, both lending groups and 

leaders need to check where cash goes, what it's used for, and whether it actually works. 

 

• Musiliu Okesina, (2025) looks closely at how microfinance changed - once meant to help people in need, 

now acting more like a regular bank focused on making money. Instead of reducing poverty, many programs 

aim for steady income or survival as businesses. Problems popped up, like steep interest rates that make loans 

tough to repay. Some borrowers end up stuck owing too much - this is called the debt trap idea. When big 
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shocks happen, say a pandemic such as COVID-19, these systems tend to wobble. Even though women use 

these services most, they don’t always gain real control or freedom. Tough ways of forcing loan paybacks 

still go on behind the scenes. Overall, the paper questions turning small-scale lending into an industry where 

profit wins over helping communities. 

 

• Kivara William Daudi along with Yagnesh M. Dalvadi, 2025 - this review maps how small-scale lending 

helps people in remote areas gain control by opening up money services and loans. From 2016 to 2024, top 

topics were lifting women’s status, cutting down poverty levels, plus tracking loan provider results, pointing 

at key societal needs and budget limits. Most impactful work came from regions like South Asia or Sub-

Saharan Africa, matching places where such programs actually run. Lately, focus is moving into online tools 

and tech use in microloans; still, terms around innovation show up less often than expected - that hints at 

missing insights. 

 

STATEMENT OF THE PROBLEM  
Even though microfinance has grown fast in rural India, tough social and practical issues still block its full effect 

on bringing people into the financial system or helping women gain power. Because of local traditions and men 

usually calling the shots, women often can't take out or use small loans by themselves, which weakens how much 

it actually helps them. On top of that, unclear interest fees and messy loan pricing make it hard for borrowers to 

know what they're really paying or push back against unfair deals. What's more, ways of delivering credit in 

villages - like banks, self-help groups, or lending nonprofits - differ a lot when it comes to ease of reach, expense, 

and reliability, so user experiences aren't consistent at all. Lately, fears about more people failing to repay loans, 

particularly those with little income, are putting pressure on these lenders' long-term survival. 

 

RESEARCH GAPS 

• Studies usually skip how culture or men’s views shape things in villages - so we miss why gender gaps stick 

around, along with hidden roadblocks that stop real progress. 

• Not enough info exists on using set rules for interest charges, while showing clear details to help borrowers 

negotiate better deals or boost competition across the market. 

• More new ideas are needed to build banking tools that work for faraway, overlooked countryside spots - 

places where both customers and lenders spend too much just to do basic deals. 

• Not much organized study looks into dangers tied to pushing certain lending paths - say, self-help groups - 

rather than letting banks pick what works best when factoring in full expenses. 

• More info’s needed - especially about average default rates and how much they swing when loans move from 

Self-Help Groups to borrowers. 

 

OBJECTIVES OF THE STUDY 

• To check how traditions plus views on men shape women's chances to get small loans. 

• To check if interest rates are clear, so people can pay fair prices while having better chances to negotiate 

loans. 

• To check different ways of giving out loans in rural areas - figuring out which ones save money while still 

working well over time. 

• To check how often loans go unpaid so risk estimates get better - also helps set aside proper funds for losses. 

 

HYPOTHESIS OF THE STUDY 
1. Look into how traditions plus views on men shape women's chances to get small loans. 

Null Hypothesis (H0) 

Cultural habits - like purdah - and men’s views in villages don’t really limit how easily women reach microfinance. 

Still, those factors also don’t mess with their control over loan money once they get it. 

 

Alternative Hypothesis(H1) 

Power imbalances tied to traditions plus how men think usually limit women’s say over loan money - often shifting 

it to males in the home, which weakens their financial independence. 
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2.Check how clear the interest rates are - this helps prices stay fair while boosting borrowers' ability to 

negotiate. 

Null Hypothesis (H0) 

Borrowers in villages aren't really held back when it comes to weighing loan options or pushing for better rates - 

even though microfinance groups often charge differently and don’t always show full costs upfront. 

 

Alternative Hypothesis (H1) 

The use of unclear interest rate setups - sometimes with extra fees or no-interest offers - weakens a borrower’s 

ability to negotiate, which feels like unfair costs when borrowing money. 

 

3. Look at different ways credit is delivered to find affordable options that work long-term for lending in 

rural areas. 

Null Hypothesis (H0) 

Some rural lending options - like regular banks, self-help groups, or microfinance outfits - cost about the same 

when you add up fees, funding expenses, and bad loans. None clearly outperforms the others in staying financially 

viable. 

 

Alternative Hypothesis (H1) 

Credit from Microfinance Institutions (MFIs) works better in villages because it’s cheaper and lasts longer 

compared to banks run by the government or SHG setups - mostly since overall expenses are lower and they don't 

need as much capital locked up. 

 

4. Analyze how often loans default to boost predictions, while adjusting reserves using real trends instead. 

Null Hypothesis (H0) Loan default risk - judged by average failure rates and how much they swing - is pretty 

similar no matter which rural lending method you look at; using info specific to each path doesn't really make 

predictions of losses more spot-on. 

 

Alternative Hypothesis (H1) Loan defaults differ a lot depending on the channel - SHGs need bigger loan loss 

buffers because of shaky stability, whereas top-tier MFIs face smaller costs thanks to steadier performance, 

meaning each path needs its own risk checkup instead of one-size-fits-all guesses. 

 

RESEARCH METHODOLOGY 
RESEARCH DESIGN 

The current project uses numbers, descriptions, and one-time snapshots to explore what shapes microfinance 

results in villages. It captures up-to-date views, actions, and stories from people who borrowed money - frozen at 

just one moment. Instead of interviews, a fixed survey measured things like local traditions, clarity on interest 

fees, how smoothly loans are delivered, along with chances of non-repayment. By describing trends, it spots links 

between different elements; meanwhile, number-based methods check if those insights hold water. Altogether, 

this setup works well for checking live borrower realities while forming solid takeaways about how small-scale 

lending performs. 

 

SAMPLE & DATA COLLECTION 

The research looked at 135 rural women who borrow money, picked simply because they were easy to reach - this 

helped get honest answers from real microfinance participants. These women got loans through self-help groups, 

finance institutions, village banks, or similar options, which gave a mix of personal lending stories. A clear survey 

sent via Google Forms gathered main info, focusing on views about social habits, openness in terms, loan methods, 

and what leads to missed payments. Alongside that, background came from earlier studies, academic articles, 

official documents, plus web-based records - to back up and check the results. Every reply was handled carefully, 

keeping privacy intact while making sure everyone joined by choice. 

 

INSTRUMENTATION  

The study relied on a fixed-format survey to gather info from people in villages who borrowed small loans. This 

survey had over 25 questions aiming to check four main areas: local customs and values, how clear lenders are 

about rates, ease of getting funds, or signs someone might miss repayment. Many questions used a five-step rating 

system so answers reflected personal views well - though some on defaults mixed yes/no options along with scaled 

ones. Before full use, the tool got tested with a small group to make sure wording made sense; also, checks showed 

it gave steady results because Cronbach’s Alpha came out solid. 
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STATISTICAL TOOLS  

The research used several number-based methods to look at how social, money-related, and daily running aspects 

connect in small-scale lending. To check links between community beliefs and whether women can get loans, chi-

square tests came into play. Linear regression helped measure how clear interest rates affect a borrower’s ability 

to negotiate. A one-way ANOVA looked at which loan distribution method works best. For spotting main reasons 

behind missed repayments, a decision tree model was picked. Lastly, Cronbach’s Alpha made sure the survey 

questions gave consistent results. 

 

DATA  ANALYSIS SOFTWARE 

The data was checked with IBM SPSS Stats, helping run tests like Chi-Square, Linear Regression, ANOVA, or 

Decision Tree. Responses were coded in SPSS - this also created basic summaries, looked at ideas, so results made 

clear sense. 

 

ETHICAL CONSIDERATIONS 

All participants joined on their own - no pressure - and we made sure names and details stayed private from start 

to finish. The info gathered went solely toward school-related projects, keeping things open yet secure while 

following solid moral guidelines. 

 

CONCEPTUAL MODEL 
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DATA ANALYSIS & INTERPRETATION 
Objective 1 To examine how cultural norms and male attitudes affect women’s access to microfinance. 

Interpretation 

The chi-square result (p = 0.524) shows gender doesn't really link to thinking social rules keep women from 

borrowing money. This suggests guys, gals, and others see things alike when it comes to village rules tied to 

culture. Even though numbers shift a bit between answers, those gaps don’t really matter in data terms. A lot of 

people went with option 3, meaning they somewhat agree customs shape whether women can borrow money. Just 

a small number picked choice 4, which hints that outright disapproval isn't widely felt. Some cells show few cases, 

which means results need a bit of careful reading. Still, views on cultural limits seem shared across the group, not 

tied just to one gender. 

 

Interpretation Table  

Variable: Cultural norms discourage women from taking loans. 

Comparison: Across Gender Groups 

Response Category Gender 1 Gender 2 Gender 3 Total 

1 36 28 2 66 

2 22 22 2 46 

3 54 36 0 90 

4 4 4 0 8 

Total 116 90 4 210 

Objective 2 To assess interest rate transparency to promote fair pricing and stronger borrower bargaining 

power. 

Interpretation 

The chi-square score (χ² = 5.154, p = 0.524) shows gender doesn't really link to thinking culture blocks women 

from borrowing money. Instead of both genders differing, they actually answer in much the same way - so views 

on social barriers spread widely among participants. While many picked option 1 or 3, it hints at some cultural 

effect, though not extreme. Because the p-value's above 0.05, what we see in numbers likely happens randomly, 

not due to real sex-related differences. Also, hardly anyone chose level 4, which means very few feel pressure is 

intense. Overall, this points to shared experiences: loan access limits tied to tradition hit alike, regardless of who's 

answering. On the whole, views that limit women taking loans seem shared by everyone around - no matter if 

they’re men or women. 

 

Interpretation Table  

Variable: Do cultural norms in your village discourage women from taking loans or running businesses? 

Test: Chi-Square Test of Independence 

 

Statistical 

Component 

Result Interpretation 

Chi-Square Value (χ²) 5.154 Very small difference between gender groups 

Df 6 Degrees of freedom for test 

p-value 0.524 Not significant (p > 0.05) 

Decision Fail to reject H₀ No association between gender & perception 

Meaning Responses are similar across 

genders 

Gender does not influence perception 

Conclusion Cultural norms affect all equally Perception is community-wide, not gender-

based. 

Objective 3 To compare credit delivery channels to identify cost-effective and sustainable methods for rural 

loan dispersion. 

Interpretation 

The ANOVA findings reveal every p-value sits above 0.05, so there’s no real gap among income brackets when it 

comes to how people access credit. That suggests folks across earnings levels feel about the same on where they 

get loans, how easy it is to apply, how fast approval takes, or extra fees involved. With F-values quite small, 

differences between groups hardly stand out. When looking at ease of applying or added charges, average answers 

barely shift in a noticeable way. Even confidence in borrowing later from SHGs or MFIs stays steady no matter 
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income level - p hits 0.123. Still, cash level doesn't seem tied to how people rate loan access costs or results. That 

hints most folks - no matter earnings - feel about the same on using credit paths. 

 

Interpretation Table 

Credit Delivery Channel Variable F-

value 

p-value 

(Sig.) 

Interpretation 

From where do you usually receive loan-related 

services? 

0.113 0.952 No significant difference across income 

groups 

How convenient is the loan application 

process? 

0.245 0.865 Income does not affect perceived 

convenience 

How long does it usually take to get your loan 

sanctioned? 

1.001 0.393 Loan sanction time perception is similar 

across groups 

Do you incur additional costs (travel, 

documentation, unofficial fees)? 

0.237 0.870 Additional costs are perceived similarly 

across income groups 

Do you trust SHG & MFI for future 

borrowings? 

1.947 0.123 No significant difference, though variation 

is slightly higher 

 

Objective 4 To analyze default rate patterns to improve risk modeling and loan loss provisioning. 

Interpretation 

The classification tree shows just two key factors linked to loan defaults: one being credit score, while the other 

relates to income level. Did they actually explain the interest rates properly before you took out the loan - because 

that matters - or did things feel a bit unclear when signing up? Do social habits make it harder for females to 

borrow money. This means info openness plus social habits hit late or skipped loan repayments hardest. The model 

split into five sections - with three ending points - sharply dividing borrowers by behavior. People in group two, 

making up nearly half, carry the biggest average chance of default, so they need focused help. A prediction score 

near 0.66 shows fair but limited accuracy, covering roughly a third of differences seen. In short, poor rate 

explanations along with tight community rules tend to push more people toward missing payments. 

 

Interpretation Table  

Component Result Interpretation 

Significant 

Predictors 

Interest rate explanation; Cultural norms 

discouraging women 

These two variables strongly influence loan 

default behaviour 

Number of Nodes 5 Shows moderate model complexity 

Terminal Nodes 3 Final borrower groups with distinct risk 

levels 

Highest Risk 

Node 

Node 2 (Mean = 2.21, 44.8% of sample) This group has the greatest loan default 

tendency 

Model Depth 2 Simple and easy to interpret 

Risk Estimate 0.659 (SE = 0.072) Moderate accuracy; model errors still 

present 

Conclusion Poor interest-rate clarity + cultural 

discouragement = More defaults 

Key actionable insights for MFIs 

FINDINGS 
The research showed everyone - men and women alike - sees cultural rules limiting women's access to microloans 

in much the same way, suggesting it’s a shared community mindset instead of differing personal views. When 

lenders don’t clearly explain how interest is calculated, trust drops; this leaves borrowers less able to negotiate or 

make solid choices. Even though earnings didn’t really shape opinions on where people get loans, most still found 

self-help groups and microfinance institutions easier to use compared to regular banks. People who got vague 

details about costs - or felt pushed back by social attitudes - were more likely to struggle repaying, according to 

the decision model. In short, clearer info, tackling local biases, and helping users grasp loan terms can boost both 

success rates and consistent repayments. 
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CONCLUSION 

The research finds microfinance works better in rural India when social, practical, and knowledge-related aspects 

support it - though some still block real access. In many areas, traditions and men holding power slow down 

women's money independence, so they struggle to use small loans freely; meanwhile, unclear costs make people 

doubt lenders and feel less secure. Looking at how loans reach users shows MFIs and SHGs beat regular banks 

by being closer, easier, cheaper - but not everywhere gets equal help. Still, poorer clients often carry heavier 

payback pressure, particularly if loan conditions aren't explained well, pointing toward smarter checks and 

safeguards for those borrowing. The research shows better microfinance results come from approaches tuned to 

gender needs, straightforward loan info, smart delivery methods - alongside solid tools to handle risks. Fixing 

these sides can boost how well things run while supporting real progress for women and growth in countryside 

economies. 

 

LIMITATIONS OF THE STUDY 

This research depends heavily on easy-to-reach participants plus covers just a narrow group of rural loan users, 

so results might not apply well to bigger or varied communities. Since people filled out their own surveys, answers 

might lean toward what sounds socially acceptable instead of reality, especially if money knowledge was low. On 

top of that, the snapshot-style approach only shows how things stood at one moment, making it hard to track 

changes over time or spot cause-and-effect links. It zeroes in on certain areas and particular micro-loan systems, 

missing broader differences between regions or lenders. Lastly, the look into data is shaped strictly by what 

questions were asked; deeper aspects like family cash patterns, mindset effects, or rule gaps between organizations 

weren't touched - meaning insights stay somewhat shallow. 

 

FUTURE SCOPE OF THE STUDY 

The current work opens several paths for follow-up research by pushing closer looks at shifting community setups, 

online money systems, and policy updates that might boost small-scale lending in rural parts of India. Instead of 

focusing on limited areas, later projects could include more participants from different zones to reflect differences 

in local values, openness in transactions, or delivery methods. As tech use rises, scholars might explore how 

smartphone banking, algorithm-guided loans, or digital credit affect female borrowers’ reach, decision leverage, 

and repayment habits. There's also a need to build clear rules for showing interest costs - then test whether these 

actually help users grasp terms better or negotiate smarter. On top of that, long-term tracking could reveal how 

shifts in family earnings, group interactions, or knowledge about finances shape loan outcomes year after year. 

Looking at how MFIs, SHGs, and banks perform during shifts in the economy could show which lending methods 

last longest. Moving forward, studies ought to mix insights from society, tech, or finance to build microfinance 

setups that include more people, stay clear about risks, while handling shocks better. 
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