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participants. The objectives of this research is to investigate that micro-credit
finance participation leads to over-indebtedness of micro-credit finance and
over-indebtedness of micro-credit finance effect the social and financial
mobility of micro-credit finance participants. The study also investigates the
role of women participation in those financial decisions through which over-
indebtedness exist. The study is quantitative and the research design is
ar T explanatory in nature. The data was collected from 266 current and ex-
JEL Classification: micro-credit finance participants through questionnaire and interview were
MO, M1 also conducted in order to facilitate respondents. The data was analyzed
through different statistical software l.e. Microsoft Excel and SPSS. The
findings of the study indicate that micro-credit finance participants
experience over-indebtedness by participation in micro-credit finance
program but it does not affect the social and financial mobility of micro-
credit finance participants. It also evaluate that women involvement has
weak mediating relation with over-indebtedness and financial mobility. This
study has important implications because it provides insights regarding over-
indebtedness of micro-credit finance participants that effects their social &
financial mobility. This study also helps policy makers in formulating new
regulations in the area of micro-credit finance sector in Pakistan. The new
policies may target the aspect of over-indebtedness among micro-credit
participants in future.
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1. Introduction

Pakistan is the sixth most populated country of the world. According to the census of 2017, the population of Pakistan
is about 197 million with 1.97% growth rate, where 29.5% of the population lives under the poverty line. Poverty is
defined as living on less than $1.90 a day according to the the World Bank. Poverty means the failure to fulfill basic
needs due to the deficiency of financial and social services. Poverty is one of the chief issues facing Pakistan. Most of
the people living under the poverty line rely on micro-credit finance to alleviate themselves out of poverty. A number
of micro-credit finance institutions work in Pakistan and provide micro loans to poor people. These micro-credit
finance institutions play an important role in the development of Pakistan. Micro-credit finance is viewed as a tool to
alleviate poverty (Mia, 2017; Uri & Leikem, 2012) and improving the living standard for its clients.

Hence, the focus of this study investigates over-indebtedness, and social and financial mobility of micro-credit finance
participants (Mia, 2017). Micro-credit finance (MF) is a type of financial service that offers small loans to low-income
or unemployed people. The aim of micro-credit finance is to provides loan to poor people to invest in their businesses
and to eliminate poverty among those people (Adjei & Arun, 2009). MF is used to improve the social and financial
position of poor people especially females are included in this sector.

Micro-credit finance was first initiated by Dr. Muhammad Yunus in Bangladesh in 1970, and he was awarded the
Nobel Peace Prize for his endless efforts against reducing poverty. Dr. Muhammad Yunus and Grameen Bank made
efforts to uplift the poor of Bangladesh economically and socially by providing them small loans. This earned Dr.
Yunus the title of “banker of the poor”. Providing loans to poor people without any financial security seems to be a
challenge, as micro-loans are perceived to be more riskier than commercial loans. However, he managed to turn his
idea into practice by serving millions of people.

The Grameen bank gives a micro-credit loan between $27 to $500 to low-income people, to start or expand their small
businesses. If the borrowers are able to repay their loans, they become eligible for larger loans. A slogan at Grameen
bank is “If you give a man a fish you feed him for a day. If you teach him to fish, you feed him for a lifetime”. The
aim of micro-credit finance is to eliminate poverty, support self-employment and to empower poor people (Brana,
2012). Most of the loans are given to women, as they are contemplated as better at repaying loans than men Hence,
about 94% of the loan are given to women.

The focus of this study is to determine the socio-economic impact of micro-credit finance industry in Pakistan. Most
of the empirical studies on micro-credit finance indicates that, it works exceptionally well — like micro-credit finance
reduces poverty, empowers women and improvs standard of living (Addae-korankye, 2012; Ahmed, 2014; Uri &
Leikem, 2012). But on the other hand academic literature demonstrate that micro-credit finance has some flaws, and
the most important is over-indebtedness to MF (Gu, 2014a; Koomson, Peprah, & Inclusion, 2018).

The study identifies that participation in MF leads to over-indebtedness. The study assesses the impact of over-
indebtedness of MF participants on their social and financial mobility. The study investigates the role of female
participants in terms over-indebtedness of MF and social & financial mobility.

1.1 Research Questions
i. Is micro-credit finance participation a source of over-indebtedness of micro-credit finance participants in
Bahawalpur?
ii. Does over-indebtedness of micro-credit finance affects the social and financial mobility of micro-credit
finance participants in Bahawalpur?

iii. Women participation mediates the relationship between over-indebtedness of micro-credit finance and social
& financial mobility of micro-credit finance participants in Bahawalpur?
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1.2 Research Hypotheses
H-1: Participation in micro-credit finance leads to over-indebtedness among micro-credit finance participants in
Bahawalpur.

H-11: Over-indebtedness of micro-credit finance affects the social and financial mobility of micro-credit finance
participants in Bahawalpur.

H-111: Women participation has a mediating relation between over-indebtedness and social & financial mobility
among the micro-credit finance participants in Bahawalpur.

2. Literature Review

Micro-credit finance is a type of financial service that offers small loans to low-income individuals who have no
access to banks. The aim of micro-credit finance is to provide money to poor people to invest in their business and to
eliminate poverty among those people (Adjei & Arun, 2009). The micro-credit finance model was formed to eradicate
poverty, Dr. Muhammad Yunus was the founder of this model and World Bank became the main supporter of micro-
credit finance model. Micro-credit finance is a response of worldwide economic problems such as high population
growth, low economic development, poverty and lack of formal financial series to the poor (Drasarova & Srnec,
2016).

Despite all those facts, it is not necessary that MF always provide relief, to the poor, sometimes it becomes a serious
problem for its users. There are some negative aspects as well as positive aspects of MF. The negative aspect of MF is
that, the clients of MF wants to stay longer with MF institutions and demand micro-credit finance throughout their life
(Peprah & Koomson, 2014) because they consider it an easy way to fulfill their needs. The client wants micro-credit
finance over and over again to fulfill their needs and became addicted to micro-credit finance (Peprah & Koomson,
2014).

The clients develops addiction through multiple borrowing of micro-credit finance from different micro-credit finance
institutions at a time (Koomson et al., 2018). Multiple borrowing of micro-credit finance leads a client to over-
indebtedness. To avoid over-indebtedness, poor people borrowing multiple times but it is not a solution of their
problems. Multiple borrowing, addiction to micro-credit finance and over-indebtedness are those major issues
encountered by the poor micro-credit finance participants. Social mobility is the transformation of a person from one
social class to other and financial mobility is the transformation of an individual from one financial structure to
another (Peprah & Koomson, 2014).

The factor of over-indebtedness is not only generated by the demand side factors of the clients of micro-credit finance
programs but it is also generated by the supply side factors of the micro-credit finance institutions. After a thorough
study of literature on over-indebtedness of micro-credit finance participants, it is evident that micro-credit finance is
linked with numerous factors. These are the factors that lead participants of micro-credit finance program to over-
indebtedness. Some of these factors are positively linked with micro-credit finance and some are negatively linked.
Let's discuss these factors in detail.

2.1 Micro-Credit Finance as a Poverty Reduction Tool

Micro-credit finance is generally acknowledged as provision of financial services to low income people to take
advantage of those opportunities through start-up a new business or extending current business. Micro-credit finance
has been used as a tool of poverty reduction (Samer, Majid, Rizal, & Muhamad, 2015) as micro-credit finance
increase job opportunities and lowers the unemployment rate and it is used as an effective tool for breaking the
malicious circle of poverty all around the world (Drasarova & Srnec, 2016). Participation in micro-credit finance
programs has a signifiant impact on the social and financial condition of the poor participants.

Numerous studies argue that the success of micro-credit finance as a poverty reduction measure depends upon the
indicators of micro-credit borrowers (Barai & Adhikary, 2015), the reason is that micro-credit finance not only
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increases the income and consumption of the poor, but also impact the empowerment of poor. Micro-credit finance is
considered as an important tool for the development of a country, a number of studies, from different countries, have
attempted to gauge the social impact of MF in elevating poverty. A study conducted in Bangladesh, revealed that
micro-credit finance plays a pivotal role in elevating poverty for any country (Mia, 2017).

Many researchers found that micro-credit finance has a positive impact on old clients of micro-credit finance as
compared to new clients (Samer et al., 2015) due to multi-dimensions of poverty. The old clients of MF programs
with low or no education becomes self-sufficient as compared to new clients. Another study by Uri and Leikem
(2012), also investigated the impact of micro-credit finance as a tool for poverty eradication and determined that the
poor people are the least likely to benefit from micro-credit finance due to the increase in provisions of micro-credit
finance. In some cases micro-credit finance increases the poverty rather than reducing poverty due to the financial
exclusion of micro-credit finance (Stewart, 2012).

2.2 Micro-Credit Finance as a Source of Financial Inclusion

In some cases micro-credit finance is considered that it is directly linked with financial exclusion (Preview &
Accounting, 2018). Financial exclusion is closely associated with poverty and social exclusion. It is a situation where
financial services are inaccessible, such as no saving accounts, no insurance and no access to possible credit line. One
of the key objectives of MF program is to provide financial services to those poor people, especially in the rural areas,
who are excluded from such services offered by conventional financial institutions (Preview & Accounting, 2018).
The purpose is to provide micro-credit finance services to poor people who have no access to these services and lead
to financial exclusion.

The financial exclusion restricts the ability of poor people to start a business and fulfill their needs. Several studies
found that micro-credit finance program focuses on a disproportionate smaller number of poor people (Preview &
Accounting, 2018). As the poor people fail to keep up with installment repayments, the micro-credit finance institutes
excludes these peoples and focuses on the remaining selective people. Another study that addresses the issue of access
to financial services claims that the access to financial services is closely associated with the awareness of micro-
credit finance and its policies.

Financial inclusion refers to the provision of financial services to low-income people of developing countries at
reasonable costs. It is estimated that about 2 billion people worldwide have no access to basic banking services.
Therefore, financial inclusion is important for the development of developing countries, when poor people have
access to financial services they have opportunities to improve their lives. In India a large number of studies were
conducted to address the issue of financial inclusion, especially footing on credit which is a curtail component of
economic development (Hans, 2018). The accessibility of credit in form of micro-credit finance at right time in right
quantity contributes a lot in the welfare of a society.

2.3 Micro-Credit Finance Linked with Over-Indebtedness

Over-indebtedness can be defined as the inability of people to meet their repayments on any consumer credit that they
have. It also refers to the permanent or temporary imbalance in family budget due to increase in spending and
decrease in family income (Anderloni & Vandone, 2008). There are three main causes of over-indebtedness, first one
is when people wants to change their life, second cause is the over commitments made by people and the last cause is
the competition to acquire a luxury life. In relation with poverty the examination of over-indebtedness shows that the
results are very similar, it is clear that someone who is unable to repay his debt faces poverty.

Over-indebtedness lead to financial exclusion because cause-effect relation exist between over-indebtedness and
financial exclusion (Gloukoviezoff, 2015).The expansion of banking sector performs a vital role in creation of
household indebtedness (Roman & Sargu, 2011), expansion of banking sector makes the credit easily accessible to the
poor and cause over-indebtedness. Some studies argue that over-indebtedness is caused by financial inclusion, i.e. the
ease with which any poor person can avail multiple micro-credit loans with little effort and accountability. These
microcredit loan payments become a source of over-indebtedness among the poor.
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Several studies which set out to uncover whether easy availability of micro-credit finance leads to over indebtedness
reveal that micro-credit finance cause over-indebtedness (Ali & Alam, 2010). Micro-credit finance was developed
with the sole purpose of poverty alleviation, however, it has tried into a nightmare that has the potential to cause more
harm then good in the lives of the poor (Bastiaensen, Marchetti, & Francisco, 2013). Studies suggest that micro-credit
finance has lead a lot off poor people to commit suicide due to over-indebtedness (Gu, 2014b) .. Some studies claim
that over-indebtedness is also the cause of multiple borrowing (Koomson et al., 2018).

2.4 Micro-Credit Finance Linked with Addiction

The term addiction refers to the inability off someone to stop consuming something. It is the use of something which
takes the user to that point, where it becomes harmful for the user. At times the clients of MF become addicted to
micro-credit financial services (Peprah & Koomson, 2014) due to the over use of MF and multiple borrowing from
MF programs/institutions. The clients of MF demand micro-loans over and over again to satisfy their basic needs, as
they consider those micro-loans a cheap source of borrowing, this over use of MF cause addiction to MF.

The addiction of micro-credit finance is caused by multiple supply side and demand side factors (Peprah & Koomson,
2014). The supply side factors include the unhealthy competition between micro-credit finance institutions and the
demand side factors include the multiple borrowing of micro-credit finance. Both, supply side and demand side
factors, cause addiction to micro-credit finance. The clients of micro-credit finance consider it a cheap source to
satisfy their needs, they take micro-loans from different micro-credit finance institutes at the same time, because it is
easily accessible from different micro-credit finance institutes at the same time and become addicts (Koomson et al.,
2018).

The clients of micro-credit finance demand micro-loans frequently for their fundamental needs , such as for education
purpose, for wedding purpose, for treatment, etc. These micro-loans are taken for non-productive purpose and are a
major cause for over-indebtedness (Koomson et al., 2018). A thorough and comprehensive literature review on the
literature in micro-credit finance revealed that micro-credit finance client needs financial knowledge to meet their
desired outcomes. To avoid indebtedness of micro-credit finance loan repayment is necessary (Abdul & Kamaluddin,
2015), for that purpose social collateral model has been developed which enlightens micro-credit finance clients on
how to make repayments, and how to achieve social sustainability.

2.5 Micro-Credit Finance Linked with Social and Financial Mobility

Social mobility refers to the movement of a person or group of people in social positions such as moving from low-
income class to middle-income class over time. Moreover social mobility refers to the change in wealth and social
status of a person or families. Like social mobility, financial mobility is the transition of an individual from one
financial structure to other (Koomson et al., 2018). A study revealed that MF participation improves the social status
of poor people to improve its brand image and the study father found that micro-credit finance participation has a
potential and ability to create a channel to its clients to improve their social status (Ashta, Couchoro, Saleh, & Musa,
2014).

Numerous studies have addressed the issue of mobility. In India, it was observed that micro-credit finance services are
associated with mobility and the results show that not only micro-credit finance services but financialisation of
development also creates mobility (Young, 2010). Another study from Pakistan which accessed the impact of MF on
social mobility, concludes that there is a significant positive impact of micro-credit finance participation on social
mobility (Muhammad & Hamdani, 2012). The result comprise that micro-credit finance services improved the social
mobility that eased poor people to raise their standard of living by providing financial opportunities.

Moreover, it is believed that micro-credit finance provides credit to poor people to improve their lives and improve
their social status in society. Poor people use micro-credit finance to limb ot of poverty and move from the bottom of
the pyramid to the paper ranks of lower class or from the lower class to the middle class (Peprah & Koomson, 2014).
Micro-credit finance is viewed as a key strategy to enhance the standard of living through empowering people and
alleviate poverty by improving the social and financial status of poor people in the society.
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2.6 Micro-Credit Finance Linked with Gender Biasness

The term gender biasness is referred as the preferences toward one gender to another gender. Gender biasness exists
when men and women are treated differently. In micro-credit finance gender biasness is considered as a factor that
influences the policies of micro-credit finance. Numerous different studies conducted in different regions of the world
on the impact of gender biasness on micro-credit finance revealed that gender biasness occurs in micro-credit finance
(Gu, 2014b). The reason for this gender biasness is the empowerment of women. This fact is confirmed by the various
studies from Bangladesh.

A study from Bangladesh set out to assess the women empowerment through micro-credit finance participation in
rural areas and uncovered that micro-credit finance is very helpful for rural women to improve their position not only
in family but also in the society through borrowing (Uddin, 2019). Women play a crucial role in the success of micro-
credit finance, that’s why women become a focal point for poverty reduction. Uddin (2019) claims that in Bangladesh
micro-credit finance works exceptionally well for women empowerment and women participation is about 88% as
compared to men.

Despite these facts on women empowerment, women participation is absent in top leadership and women face
discrimination. Empowering of women is associated with the economic development of women (Dutta, 2018).
However, there is evidence that empowering of women is not actually the development of women due to many
constraints that lead to the exclusion of women like illiteracy, lack of awareness, unfamiliarity with technology and
many other factors. Literature also reveals that micro-credit finance causes over-indebtedness (Stewart, 2012),
continently casing harm to the society instead of doing good.

This research has two basic variables as independent variable and dependent variable. The independent variable is the
over-indebtedness of micro-credit finance participation (with sub-variables multiple borrowing, financial literacy,
addiction to borrowing) and dependent variable is social & financial mobility of micro-credit finance participants
whereas the mediating variable is women participation. These variables are designed to evaluate the impact of over-
indebtedness of micro-credit finance participation on social and financial mobility of MF participants and also
evaluate the role of women participation.

3. Research Methodology

This research study investigates the reasons of over-indebtedness of MF participants and its influence on social and
financial status of MF participants and the role of women participants. This study is explanatory in nature and
explains the negative effects of micro-credit finance participation in form of over-indebtedness of microcredit finance.

3.1 Research Design

The research examines the causal relationship between over-indebtedness of micro-credit finance and social and
financial mobility of micro-credit finance participants. In this research the objective is to explain over-indebtedness of
micro-credit finance as a weakness of micro-credit finance, there is very little data available on over-indebtedness of
micro-credit finance, that warrants explanatory research on this topic. The research is quantitative in nature and data is
collected through questionnaire. The same questionnaire was also used to interview the illiterate micro-credit finance
participants.

3.2 Statistical Population

The focus of this study is on micro-credit finance participants of different MF institutes in Bahawalpur, Pakistan.
Therefore, the population consists of the clients of micro-credit finance institutions. Cluster sampling technique was
used to collect data. The data was collected from current and ex- participants of micro-credit finance. The data is
collected through questionnaire survey methodology and interviews, the questionnaire adopts 5-point likert scale. The
sample size is 266 which is an appropriate sample size for this study.
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4. Data Analysis

The data of the study at hand was collected through questionnaire and interview method. The data as analyzed in
SPSS. The data was analyzed to assess the impact of over-indebtedness of MF participation on social and financial
mobility of MF participants.

The data was further analyzed to access the role of female participation. For this purpose different test were run —
such as normality, multicollinearity, reliability, and KMO & Bartlett’s test, correlation, and regression. The data for
this study is reliable based on the Cronbach’s alpha of 0.824. The descriptive statistics are presented in Table 1.

Table 1. Frequency Analysis of Demographic Information

Frequencies | Percentage | Cumulative Percentage

Gender

Male 184 69.2 69.2
Female 82 30.8 100.0
Total 266 100.0

Age

20-30 101 38.0 38.0
31-45 129 48.5 86.5
46-60 36 135 100.0
Total 266 100.0

Education level

Secondary School | 21 7.9 7.9
College Level 89 335 41.4
University Level | 156 58.6 100.0
Total 266 100.0
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Correlation Analysis

Table 2: Correlations
Overindebtedness | AvgWI | AvgFM

overindebtedness | Pearson Correlation |1 2377 | -.031

Sig. (2-tailed) .000 620

N 266 266 266
AvgW] Pearson Correlation | .237" 1 .096

Sig. (2-tailed) .000 120

N 266 266 266
AvgFM Pearson Correlation | -.031 .096 1

Sig. (2-tailed) 620 120

N 266 266 266
**_ Correlation is significant at the 0.01 level (2-tailed).

Correlation analysis is used to assess the relationship between independent and dependent variables. The change in
one variable brings change in other variable either positive or negative. The correlation analysis is used to find the
strength of the relationship among variables and whether the direction of relationship is positive or negative. The
range of correlation lies between +1 to -1 the signs show the direction of relationship among variables.

Table 2 shows the results for the correlation analysis, the results of Pearson Correlation Coefficient at 0.237, -0.031
and 0.096 shows that independent variable is not significantly correlated with dependent variables. The results of
Pearson Correlation Coefficient suggest that financial mobility is negatively linked with over-indebtedness at
correlation value of 0.031.

4.1 Regression

Regression analysis is used to examine the causal effect of one variable on another variable. It is used to analyze the
influence of independent variable (over-indebtedness of micro-credit finance participation as MB, FL, AB) on
dependent variables (financial and social mobility and women participation as mediator). The multiple regression
analysis is used to test the relationship. The multiple regression analysis is used to analyze the hypotheses.

Table 3: Results of regression analysis
Hypothesis Df M.S. F Sig. Result
1 1 4445911 | 186.090 0.000 Significant
2 1 .053 .246 0.620 | Insignificant
3WP— FM 1 516 2.439 0.120 Insignificant
3 O0lI+WP— FM 2 .343 1.619 0.200 | Insignificant

On the basis of results of regression analysis H-I is accepted which claims that micro-credit finance causes over-
indebtedness among its clients. The H-11 is rejected on the basis of the results, which claims that over-indebtedness of
micro-credit finance has not affect on the social and financial mobility of micro-credit finance participants.
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Table 3 shows the regression results of direct link of women micro-credit finance participation and financial mobility,
and the results conclude that women participation has a no significant relationship with social and financial mobility
with f = 0.096 and p value is more than 0.05. The result evaluate that women participation has no influence on social
and financial mobility.

Table 3 further shows the overall link of over-indebtedness of micro-credit finance and women micro-credit finance
participation on social and financial mobility. The results indicate that both the variables have no significant
relationship on financial mobility of micro-credit finance with  values = -0.056 and 0.109 and p values are more than
0.05.

The findings of the above analysis evaluate that over-indebtedness of micro-credit finance has negative relation with
financial mobility and women participation has positive but weak relationship with financial mobility. On the basis of
these findings we conclude that women participation acts as a weak mediator in the relationship between over-
indebtedness of micro-credit finance and social & financial mobility.

Hence, H-I1I is also rejected, and concludes that women participation acts as a weak mediator in the relationship
between over-indebtedness of micro-credit finance and social & financial mobility.

5. Conclusion

This research was conducted in Bahawalpur, to investigate that whether over-indebtedness of microcredit finance
affects the social and financial mobility of micro-credit finance participants in Bahawalpur. Furthermore, this research
examine the mediation impact of women participants on the relationship between over-indebtedness and social &
financial mobility.

The results and findings of the research conclude that one hypothesis of the research is rejected and accept the other
two hypotheses. The overall result of the research concludes that micro-credit creates over-indebtedness but over-
indebtedness does not affect the financial mobility of its clients. It also concludes that women participation has a
mediating impact on over-indebtedness and financial mobility. These finding confirm the two of three hypotheses.

6. Potential for Further Research
The results of the research give us a serious consideration about micro-credit loans for micro-credit finance
institutions. Prior to what we initially theorized, the results turned out to be the complete opposite.

I. Any future study should focus on the current and ex-participants of micro-credit finance in other areas of
Pakistan.
ii. The future study should use a larger sample size.

7. Implications

The scope of this research study is very vast. The study is significant as it determines the flaws of micro-credit
finance. The micro-credit finance industry is growing rapidly and causes harm for its clients in term of addiction and
over-indebtedness. The poor people are easily trapped in the debt trap and indulge in heavy loans, as it seems a cheap
source of financing but actually it is not.

It’s a cause of concern for society and necessary actions should be taken to avoid those issues in future. This research

study is helpful for policy makers to make regulations in micro-credit finance sector to achieve the desired outcomes
from this industry.
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8. Limitations
The limitations of this study are as follows:

I. The first and most obvious issue of this research is the biasness of responses. The data was collected
through questionnaire and biasness on the part of the respondents is prevalent.

I The second limitation is sample size, the sample size is imperatively small.

iii. The third constraint is of time. Due to specific time the research is limited to Bahawalpur and the limited
clients of limited micro-credit finance banks in Bahawalpur.
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