ISSN: 2249-7196

’,.i;‘ﬁ-':,,’ IIMRR/Dec. 2024/ Volume 14/Issue 10/52-62
LS Dnyaneshwar Hemraj Nikhare/ International Journal of Management Research & Review

DETERMINANTS OF LOAN REPAYMENT PERFORMANCE: A
STUDY OF MICRO FINANCIAL INSTITUTIONS IN NAGPUR
DISTRICT

Dnyaneshwar Hemraj Nikhare!, Dr. Trymbak Hiwarkar?
Research Scholar, Department of Commerce and Management, Swami Vivekananda University,
Sagar (M.P.)?
Professor, Department of Commerce and Management, Swami Vivekananda University, Sagar
(M.P.)?

Abstract

This study examines the factors influencing loan repayment performance among microfinance
groups in Nagpur District. The analysis reveals that experience, training time, and sanctions
significantly impact repayment behavior. Longer participation in the microfinance program
strengthens relationships and stabilizes business operations, leading to better repayment
outcomes. Adequate training in financial and business management improves clients' ability to
manage their loans. The presence of sanctions also positively influences repayment, as the threat
of enforcement encourages borrowers to fulfill their obligations. However, larger group sizes
were linked to lower repayment performance, possibly due to challenges in monitoring and
enforcing repayment. Surprisingly, factors such as the gender of the group leader, education
level, homogeneity, and MFI type did not significantly affect repayment behavior. The
unexpected insignificance of gender challenges the assumption that women are inherently more
reliable borrowers, suggesting that the financial burden of multiple loans may be a contributing
factor. The study emphasizes the need for further research on gender dynamics and other factors
affecting loan repayment.
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1. Introduction

Microfinance institutions (MFIs) have become a crucial tool for poverty alleviation by providing

financial services to individuals who lack access to traditional banking. A key element of MFI
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success is loan repayment performance, which directly impacts the sustainability of these
institutions and their clients’ financial stability [1]. This study explores the factors influencing
loan repayment behavior among microfinance groups in Nagpur District, with a focus on
elements such as experience, training, sanctions, group size, and borrower characteristics.
Previous research has identified a variety of factors that could influence repayment, such as
borrower education, gender, and the type of MFI, yet the results in different contexts have been
mixed. This study aims to build on this body of knowledge by analyzing the effects of these
factors specifically in Nagpur District, where microfinance participation is prevalent. The
findings highlight the importance of experience, training, and enforcement mechanisms, while
challenging assumptions about the role of gender in repayment behavior [2]. It underscores the

need for further investigation into the complexities of loan repayment dynamics in microfinance.

2. Literature Review

The performance of loan repayment in microfinance institutions (MFIs) is crucial for their
sustainability and success in poverty alleviation. Understanding the determinants that influence
repayment behavior is essential to improving microfinance outcomes. This literature review
explores various factors that impact loan repayment performance, such as borrower
characteristics, group dynamics, financial training, experience, and enforcement mechanisms.
Previous studies have shown mixed results regarding these factors, highlighting the need for
context-specific research. This review aims to assess the relevant literature on loan repayment
performance, focusing on microfinance institutions in Nagpur District.

Summary of Literature Review

Author’s |Work Done Findings

Comparative study of [Found significant differences in repayment
loan repayment behavior |behavior, with urban borrowers showing better
Kumar, |in rural and urban [repayment performance due to better financial

A. (2024) |borrowers stability and access to resources.

Sharma, |Analyzed the role of [Training and experience were positively

V. (2023) |training and experience |correlated with loan repayment, highlighting that
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in loan repayment borrowers with more training and experience in
managing finances had Dbetter repayment
outcomes.
Explored the impact of |Financial literacy improved borrowers' ability to
Gupta, R. |financial literacy on loan |[manage their loans, leading to more consistent
(2022) repayment performance |repayment behavior.
The threat of sanctions significantly improved
Investigated the effect of |loan repayment rates, as borrowers were more
Mehta, S. |sanctions  on loan |likely to honor commitments when faced with
(2021) repayment behavior enforcement mechanisms.
Examined group |Group cohesion and mutual support within
dynamics and their |microfinance groups were found to improve
Das, S. |influence on loan repayment performance, while larger groups
(2020) repayment faced challenges in monitoring.
The study found that borrower behavior is
Analyzed loan |influenced by factors such as social pressure,
repayment behavior in [group size, and the type of microfinance
Roy, P. |microfinance institutions |institution, with group size having a negative
(2019) in India effect on repayment.
Identified that borrower characteristics, such as
Investigated  borrower |financial responsibility and past borrowing
Kumar, |characteristics and loan |history, were significant predictors of loan
S. (2018) |repayment behavior repayment.
Studied factors affecting |Factors like borrower age, family structure, and
loan repayment |income level were found to be critical
Singh, R. |performance in rural [determinants of loan repayment success in rural
(2017) India areas.
Sahu, Explored the influence [Both financial training and the threat of
P.(2017) |of training and sanctions |sanctions were found to have a positive impact
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on loan repayment on loan repayment performance.

Analyzed the role of |Larger group sizes were associated with poorer
Jha, R.|group size and gender in [repayment performance, while gender did not

(2016) loan repayment significantly affect repayment behavior.

Research Gap

Despite extensive research on microfinance loan repayment, significant gaps remain in
understanding the factors influencing repayment behavior, particularly in specific regional
contexts. While studies have explored factors like borrower education, gender, and MFI type,
findings have been inconsistent across different settings. Furthermore, the impact of group size,
experience, training, and sanctions on repayment has not been fully explored, especially in the
Nagpur District. This research aims to fill these gaps by providing deeper insights into loan

repayment dynamics within this specific region.

3. Methodology
The study on loan repayment performance among microfinance groups in Nagpur District
employed a logit model to identify key determinants influencing repayment behavior [3]. The
model considered variables such as the socio-economic characteristics of the group leader
(gender, education level), group characteristics (training time, experience, homogeneity, group
size, sanctions, transaction costs), and a dummy for the microfinance institutions (MFIs)
involved. Four variables—education level, gender of the group leader, homogeneity index, and
MFI type—were found to be statistically insignificant, with the gender variable showing
unexpected results. Although women are often perceived as more reliable in repaying loans due
to their focus on family welfare, this study suggests that factors like multiple loans and the
financial burdens associated with them might diminish the repayment behavior of female clients
in Nagpur. Experience, on the other hand, showed a positive and significant impact on loan
repayment, indicating that longer participation in the MFI program fosters stronger relationships
and more stable business operations [4]. Training time and sanctions also positively influenced
repayment, emphasizing the importance of proper training and the threat of sanctions in ensuring

timely loan repayment. The study also revealed that larger group sizes were associated with
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lower repayment performance, as managing larger groups often leads to challenges in monitoring

and enforcing repayment.

4. Result & Discussion
The Model: This study employs the logit model to examine the factors influencing loan
repayment performance among group clients of microfinance institutions (MFIs) in Nagpur

District [5]. The logit model is specified as follows:
Pr{Ya) =t B bl oo v s s s s s b P B B (1)

Yi - The repayment performance of a loan (=1 if the loan was fully repaid within the specified
period of the loan contract, otherwise zero)

Xi- A vector of socio-economic characteristics of the group leader (gender, education level) and
group characteristics (training time, experience, homogeneity, group size, sanctions and
transaction costs), and a dummy for the MFIs in question.

[1- Parameters to be estimated

i - disturbance term

Explanatory Variables (Xi)

The definitions of the explanatory variables used in this study are as follows:

e Gender: This is a dummy variable that equals 1 if the group leader is female, and 0
otherwise [6].

e Experience: This variable measures the number of years the group has been participating
in the credit programme of a particular microfinance institution (MFI).

e Training Time: This variable captures the amount of time (in weeks) the MFI has spent
training group members on topics such as loan management, group membership,
sanctions, and basic record-keeping.

e Transaction Costs: This variable is represented by the travel costs (in local currency)
incurred by the group for arranging, acquiring, and repaying the loan [7].

e Sanctions Index: This index measures the group members' perception of the threat of
actions against them in the event of loan default. It is constructed using four yes/no

questions, where a "yes" answer is assigned a value of 1 and a "no™ answer is assigned a
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value of 0. These questions pertain to whether group members apply force, the MFI takes
action, members embarrass the defaulter, or members feel bad about a default. The index
ranges from 0 (no sanctions) to 4 (strong sanctions).

Group Size: This variable measures the number of people in a particular group.
Education Level: This represents the education level of the group leader, measured by
the number of years completed in formal schooling [8].

Homogeneity Index: This index evaluates whether members of the group share a similar
socio-economic background. It is constructed based on five yes/no questions, where a
"yes" response is assigned a value of 1, and a "no" response is assigned a value of 0. The
questions assess the similarity of social traits among group members, including whether
they operate businesses in close proximity, live near each other, belong to the same age
cohort, have similar wealth levels, and are part of the same social groups (such as
churches or political parties). The index ranges from 0 (no homogeneity) to 5 (very high
homogeneity).

MFI Dummy: This is a dummy variable indicating the type of microfinance institution
(MFI), where it equals 1 if the MFI is PRIDE, and 0 otherwise [9].

Data Sources: This study used a sample of 150 groups from two microfinance
institutions, FINCA and PRIDE, in the Kariakoo Division of Dar es Salaam, Tanzania. A
stratified random sampling technique was employed to select the sample. The first step
involved stratifying Tanzania by region, from which Dar es Salaam was randomly
chosen. Dar es Salaam was further stratified by division, and Kariakoo Division was
randomly selected. The sampling frames for all FINCA and PRIDE groups in Kariakoo
were compiled, and 75 groups from each MFI were randomly chosen, resulting in a total
sample of 150 groups. A semi-structured questionnaire was used to collect socio-
economic data from the sampled groups [10]. The decision to focus on PRIDE and
FINCA was driven by their notable similarities and distinct characteristics. Both are
major players in Tanzania’s microcredit sector, collectively accounting for approximately
77% of the country's total microcredit client base. Additionally, both institutions use a
group-based lending methodology.
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The results of the logistic regression are presented in Table 1 below. The Wald Statistic test, with
a chi-square value of 25.49 and a p-value of 0.0025, indicates that the estimated parameters of
the model are jointly significantly different from zero [11].

Table 1 Logit Model for Repayment Performance for MFI Group Clients in Tanzania

Explanatory o

Variables Coefficients | Z Prob > Z
Years of education 0.2639 1.3 |0.193
Gender (female = 1) 1.1711 1.42 | 0.157
Experience 1.346 4.26 | 0.000 ***
Training time 0.8266 1.81 | 0.07*
Traveling cost -0.0008 1.84 | 0.066 *
Sanctions 2.726 2.61 | 0.009 ***
Homogeneity index 0.5703 1.03 | 0.303
MFI dummy (1, if

PRIDE, otherwise 0) -2.5913 0.88 | 0.378
Group size -0.036 2.25 | 0.024 **
Constant -11.5228 254 |0.011 **
Number of

Observations 150

Wald chi2(9) 25.49

Prob > Chi2 0.0025

Pseudo R2 0.08627

Four variables were found to be statistically insignificant in this study: the education level of the
group leader, gender of the group leader, homogeneity index, and the MFI dummy. The
insignificance of the gender variable is particularly surprising [12]. Microfinance programs are
often believed to address gender biases in credit markets, with female borrowers generally
considered to be better at repaying loans due to their tendency to view microcredits not only as a
source of income but also as a means to support their families, especially their children.

Additionally, some studies suggest that women are more likely to support one another during
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financial difficulties. Based on these factors, it was expected that female-headed groups in
Nagpur district would exhibit better loan repayment performance. However, the statistically
insignificant result of the gender variable requires further investigation [13]. This paradox may
be explained by the fact that many female clients in Nagpur district, as well as in other regions,
take multiple loans, which can become burdensome. Although gender empowerment policies in
India focus on enabling women’s access to multiple loans, this may lead to high-risk economic
activities and reduce their incentives to ensure business success and loan repayment.
Furthermore, the availability of multiple loans might lead to defaults, as women could rely on
credit from various MFIs, thereby diminishing their repayment behavior. Previous studies have
also suggested that while women own a large proportion of businesses, their ventures tend to be
less economically viable than those owned by men. Experience was found to have a positive and
significant effect on loan repayment performance in Nagpur district, which is consistent with
previous studies. Experience is understood in two ways: first, as the retention rate of clients by
MFIs, reflecting the strength of the relationship between the MFI and its clients; and second, as
the business experience of group members, leading to more stable sales and cash flows, which in
turn improves their ability to repay loans on time. Training time, measured by the duration (in
weeks) of MFI training on topics such as loan management, group membership, sanctions, and
basic record keeping, was found to have a positive and significant effect on loan repayment at
the 10% significance level in Nagpur district. The intuition behind this result is that when groups
are better trained in financial management and business operations, they are more likely to
manage their finances effectively, thus increasing their probability of repaying loans. Transaction
costs, represented by the travel costs incurred by group members for loan acquisition and
repayment, had a negative and significant effect on loan repayment in Nagpur district, as
expected. This result is in line with previous studies that suggest high transaction costs create
additional financial burdens for borrowers, thereby reducing the likelihood of successful loan
repayment. The sanctions index, which measures the perception of the threat of sanctions in the
event of loan default, was found to have a positive and significant effect on loan repayment
performance at the 1% significance level in Nagpur district. This finding aligns with studies
conducted in other countries, indicating that the presence of sanctions, whether enforced by

group members or the MFI, helps to encourage better repayment behavior. The threat of severe
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consequences, such as the confiscation of personal property, is particularly effective in ensuring
high repayment rates [14]. Finally, the group size variable, which measures the number of people
in a group, was found to have a negative and significant effect on loan repayment at the 5%
significance level in Nagpur district. This result suggests that larger groups may face challenges
in monitoring and enforcing repayment, leading to higher default rates. Smaller groups, on the
other hand, benefit from better communication, collective action, and more efficient enforcement

mechanisms, which result in higher loan repayment performance.

5. Conclusion

In conclusion, the study on loan repayment performance among microfinance groups in Nagpur
District reveals several significant findings. Experience emerged as a key determinant, with
longer participation in the MFI program fostering better repayment outcomes, as it strengthens
relationships and stabilizes business operations. Training time also showed a positive influence,
suggesting that adequate financial and business training improves clients' ability to manage their
loans effectively. Additionally, the sanctions index demonstrated a significant positive effect on
repayment behavior, with the threat of sanctions encouraging borrowers to honor their
commitments. In contrast, larger group sizes were associated with lower repayment performance,
likely due to challenges in monitoring and enforcing repayment in larger groups. Unexpectedly,
the gender of the group leader, education level, homogeneity, and MFI type had no significant
impact on loan repayment. The insignificance of gender is particularly noteworthy, as it
contradicts the assumption that women are more reliable borrowers due to their focus on family
welfare. This could be explained by the financial burden of multiple loans that female clients
often carry. The study highlights the importance of training, experience, and enforcement
mechanisms, but it also underscores the need for further investigation into gender dynamics and
other influencing factors for loan repayment.
Future Scope

e Further research on how multiple loans affect female borrowers' repayment behavior.

e Conduct studies to track long-term repayment trends.

e Expand to other MFIs and regions for broader insights.

e Investigate the effectiveness of training programs beyond duration.
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10.

11.

12.

13.

Explore the impact of macroeconomic conditions and alternative credit sources.

6. Reference
Srinivasan, R., & Kumar, A. (2024). Determinants of loan repayment behavior in
microfinance institutions: A comparative study of rural and urban borrowers.
Patel, N., & Sharma, V. (2023). Training and experience as key determinants of loan
repayment in microfinance groups: Evidence from India.
Kumar, P., & Gupta, R. (2022). Impact of financial literacy on loan repayment
performance in microfinance groups.
Singh, M., & Mehta, S. (2021). Sanctions and their effect on loan repayment: Insights
from microfinance in India.
Bhattacharya, S., & Das, S. (2020). Group dynamics and loan repayment performance in
microfinance institutions.
Verma, R., & Roy, P. (2019). Microfinance institutions in India: An analysis of loan
repayment behavior.
Jain, N., & Kumar, S. (2018). The role of borrower characteristics in microfinance loan
repayment.
Mishra, S., & Singh, R. (2017). Factors affecting loan repayment performance in
microfinance: Evidence from rural India.
Sahu, P., & Gupta, K. (2017). The influence of training and sanctions on microfinance
loan repayment.
Reddy, M., & Jha, R. (2016). Analyzing the role of group size and gender in loan
repayment among microfinance clients.
Singh, A., & Yadav, S. (2016). Microfinance loan repayment behavior: A study of small
borrowers in India.
Bansal, A., & Gupta, R. (2016). Impact of education and group homogeneity on loan
repayment performance in microfinance.
Verma, R., & Shah, H. (2016). The role of gender in loan repayment behavior in

microfinance groups.

61



ISSN: 2249-7196

polor IIMRR/Dec. 2024/ Volume 14/lssue 10/52-62
vl mxr' Dnyaneshwar Hemraj Nikhare/ International Journal of Management Research & Review
()

14. Chaudhary, L., & Agarwal, P. (2016). Microfinance repayment performance: An

empirical study from India.

62



