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Abstract 
The main aim of this study was to know the impact of microfinance on 

uplifting the socio-economic conditions of merged areas of Khyber 

Pakhtunkhwa. Objectives, as per the aim, were to know the impact of 

microfinance on basic needs, living standards and microfinance usage in 

merged areas of Khyber Pakhtunkhwa. The research conducted, aligned with 

the positivist philosophical viewpoint. As far as the research approach was 

concerned, quantitative and deductive approaches were employed. On the 

other hand, the research was based on a descriptive or survey-based strategy 

and employed the mono method. Moreover, the time horizon was cross-

sectional. The population of the study was unknown for which G*Power was 

used. The sample calculated was 350, after excluding the incomplete, it 

remained 304. The data was collected from the individuals who had taken 

microcredit from Akhuwat Islamic Microfinance (AIM), Sarhad Rural 

Support Program (SRSP), and National Rural Support Program (NRSP) via 

questionnaires. After highlighting descriptive statistics, the inferential 

statistics were carried out.  The model summary of the predictor and 

predicted variables and values of R2 were calculated. ANOVA statistics and 

regression coefficients were also summarized. Hence, it was concluded that 

microfinance has an impact on basic needs, living standards, and 

microfinance usage. Furthermore, this study contributes to the present body 

of literature by filling a research gap as no such study, to the best of 

researcher knowledge, has been conducted in the said area. 

      Keywords: microfinance, socioeconomic conditions, merged areas, basic 

needs, living standards, microfinance usage  

Introduction 

Microfinance encompasses diverse financial services and is a 

long-standing foundation to empower impoverished households, 

particularly women. Its goal is to enhance their participation in 

economic endeavours, establish sustainable livelihoods, minimize 

vulnerability to financial crises, and facilitate balanced consumption 

patterns (Gertler et al., 2009). Various channels, such as microfinance 

institutions (MFIs), self-help groups (SHGs),  

cooperatives, village banks, and savings groups, are employed 

to deliver microfinance services. It provides different financial 

services like savings, insurance, loans, money transfers, and other 

payment facilities to low-income people (Janjua et al., 2013; 

Nawaz,2010; Dunford,2001). 

In one of the other studies it was revealed that accessibility to 

microloans significantly enhanced overall socio-economic 

development. Moreover, individuals benefiting from microfinance, 

particularly those who had obtained multiple loans, exhibited greater 

overall socioeconomic development compared to those who had taken 
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out only one loan (Bothra et al., 2023). It can also be defined as a 

method for providing small capital to financially deprived people in 

society so that they can improve and enhance their income or initiate 

new businesses. This method is widely used in underdeveloped and 

developing countries to eradicate poverty (Galib et al., 2011; Nawaz, 

2010). According to the literature, credit unions and informal savings 

have actively participated worldwide. Italian monks, for example, 

introduced the first official Pawnshop in 1462 AD beside the 

waterfront in the Middle Ages. Pope Leo X, in 1515, allowed the 

Pawnshop to charge extra payment to cover the management cost. In 

the same way, in the 1700s, Jonathan Swift launched the Irish Loan 

Fund System with the aim of the provision of small loans for poor 

farmers. Friedrich Wilhelm coined the idea of financial cooperatives 

in Germany in the 1800s, which later spread rapidly in almost all 

European countries (Taiwo, 2012). 

             A research investigation carried out by Lal, S., Kumar, D., & 

Murtaza, G. (2023) regarding the influence of Microfinance on 

Poverty Reduction determined that microfinance serves as a potent 

instrument for alleviating poverty. The study indicates that 

microfinance contributes to elevated income levels and enhances the 

living standards of individuals with low incomes. Furthermore, it 

proposes that microfinance institutions offer more effective avenues 

for individuals residing below the poverty line to invest money or 

capital, considering their needs, experience, and knowledge. The 

research also puts forth policy recommendations aimed at fostering 

planned improvements in this regard. 

Microfinance has been used as one of the essential tools for 

generating income for financially weak sections of society, and it has 

been efficiently and effectively running in many developing countries. 

It has been considered one of the great tools in reducing poverty 

(Chowdhury, 2009). Micro-financial institutions provide financial 

services to the unemployed and poor people who would otherwise 

have been deprived of benefiting from other services provided by 

financial institutions.  

The main aim of microfinance is to help people in need by 

allowing them to be self-sufficient and empowered in different ways 

(Naveed Aslam, 2016). Microfinance activities cover a limited amount 

of loans because the borrowers are low-income earners and usually 

have limited access to the other prevailing financial 

services. Microfinance is a microcredit combined with health 

education, skill training, remittance, and social awareness. It is the sum 

of the nonfinancial and financial services explicitly formed for the 

financially weak, who usually need to be provided with financial 

support by conventional institutions as they have stringent rules and 

regulations.  

In their study, Lal, S., Chandio, J. A., & Anwer (2023) found 

that microfinance lending can yield a dual impact. Firstly, it 
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significantly boosts the growth of Microfinance Services Enterprises, 

fostering their business development and creating employment 

opportunities. Secondly, it ensures that vulnerable populations have 

access to financial resources for income-generating activities, playing 

a crucial role in reducing poverty. Furthermore, because of these 

services provided by the microfinance institution, reduction of poverty 

occurs, i.e., wealth generation, income generation, creation of 

entrepreneurship activities, and employment opportunities (Rahman et 

al., 2013). Sustainable microfinance brings different benefits which 

include, but are not limited to, social, economic, and environmental 

developments (Muñoz‐Torres et al., 2019). Furthermore, Sustainable 

Development Goals (SDGs) 2030 may not be known without creating 

an enabling environment, creating easy accessibility to financial 

resources, and motivating and facilitating the deprived parts of society 

in the conventional banking system (Mazumder & Lu,2015).  

Microcredit loans in many regions have put people out of 

poverty by increasing their income (Mustapa et al., 2018; Agbola et 

al., 2017). Those who actively participate in microfinance programs 

have come to know its benefits. This participation has reduced the 

inequality among poor and rich people (Lacalle‐Calderon et al., 2019; 

Hermes, 2014). Financial inclusion via microfinance has also reduced 

economic poverty (Puteri et al., 2019). Micro Financial Institutions 

have been providing micro-loans to the borrowers for many years. 

These borrowers are financially weak and ignored by commercial 

banks. To forward loans to these needy people without any collateral, 

the Irish Loan Fund System was initiated by Jonathan Swift in the early 

1700s. To enhance production in the agriculture sector, the donors and 

government started extending micro-loans to financially weak 

farmers. In South Asia, the movement was initiated in Bangladesh in 

the 1970s. After its success, this microfinance program was initiated 

in India and other countries. Grameen Bank of Bangladesh was the 

first to forward microfinance (Najmi et al., 2015).  

Grameen Bank took the initiative. Initially, the loans were 

small and extended to the rural areas for making pot stools and 

launching other agriculture-related activities. Microcredit helped 

people experiencing poverty, but those benefits could not find any 

uniformity. It was identified that the initial income played a vital role 

and critical determinant that enabled the poor to eliminate poverty 

(Mosley, 1998; Abdul Rahman, 2007; Zaman, 1999). Besides 

alleviating poverty, microfinance has been helping in the generation of 

employment, empowerment of women, education, and increase in 

overall consumption (Hasan & Malek, 2017).  

The problem of vulnerability has been witnessed for centuries 

by human beings, and there exists a direct relationship between the rise 

in financial instability and vulnerability inflicted on individuals. Other 

factors involved in exacerbating human vulnerability are aspects 

related to the environment, such as climate change, which often 
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undermines the development of humans. Despite the great efforts by 

the United Nations and Its allies, the aim of reducing poverty is to be 

met with an estimated 2.2 billion people living in multifaceted poverty. 

To cut it short, it is found that fifteen percent of the population of the 

world remains vulnerable to multifaceted poverty. Nearly eight 

percent of the world's population still needs complete social 

protection. Approximately twelve percent of the world's population 

faces extreme hunger, and almost one billion workers worldwide are 

in precarious condition. Chronic poverty is highly concentrated in East 

Asia, moving to sub-Saharan Africa and South Asia. It represents 

about eighty percent of the global poverty in the current scenario. The 

issued report further revealed that almost forty-seven percent of the 

population in sub-Saharan Asia was in absolute poverty (World Bank 

report, 2014). 

 

Research Questions 

The following are the research questions, 

1. Does microfinance impact the basic needs of individuals taken 

microloans in merged areas of Khyber Pakhtunkhwa? 

2. Does microfinance impact the living standards of individuals taken 

microloans in merged areas of Khyber Pakhtunkhwa? 

3. Does microfinance impact the microfinance usage of individuals taken 

microloans in merged areas of Khyber Pakhtunkhwa? 

 

Research Objectives 

1. To examine the impact of microfinance on the basic needs of 

individuals taken microloans in merged areas of Khyber Pakhtunkhwa. 

2. To examine the impact of microfinance on the living standards of 

individuals taken microloans in merged areas of Khyber Pakhtunkhwa. 

3. To examine the impact of microfinance on the microfinance usage of 

individuals taken microloans in merged areas of Khyber Pakhtunkhwa. 

 

Literature Review  

The concept microfinance envisages delivering financial 

services to those deprived by the traditional banking industry, 

including microloans and micro-savings (Seibel, 2005). Microloans 

are a vital part and sub-component of microfinance. Under the normal 

circumstances of the microfinance program, the financially deprived 

and marginalized people are pointed out to enable them to reach 

financial services to improve their living standards and get them out of 

poverty. Morduch (1999) defined microfinance as providing various 

financial services to poor, micro-enterprises, and low-income 

households, usually deprived of other conventional banking services. 

The term microfinance, generally, has emerged from the concept of 

microcredit, which Bangladeshi Nobel laureate economist and banker 

Dr. Muhammad Yunus initially coined. He handed over a microloan 
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called “Napoleon” to two females to escape the slavery of creditors in 

Bangladesh (Lyman,2015). In today’s era, specialized institutions 

distribute these loans among people experiencing poverty to enhance 

their income levels and eliminate chronic situations in developing 

countries. The main aim of the provision of these loans is that the 

economically deprived people of society will use and invest in 

enterprises for a better future. 

Microfinance institutions (MFIs) are characterized by their 

commitment to helping poor people, micro-entrepreneurs, and 

financially deprived females gain access to financial services (Hardy 

et al., 2003). Though the defined concept of microfinance institutions 

covers a wide range of MFIs having diverse and different legal 

structures, missions, and visions along with different methodologies at 

the exact moment, these institutions share the common objective, 

which is to extend loan services to those low-income people or groups 

that fail to meet the requirement of collateral required by the creditors 

at the time of the loan. The main difference between MFIs and formal 

financial institutions is that the former develops innovative and 

creative techniques that minimize the potential hindrance low-income 

customers’ face in the loan process, such as the lack of valuable 

documents and no credit history. Limited loans and lending in groups 

with frequent repayments are the standard ways and techniques 

microfinance institutions follow to serve low-income people (Torre, 

2006). Thus, it is clear that most institutions involved in microfinance 

extend loans based on group lending. Primarily, the measurements of 

poverty in microfinance literature are based on the absolute poverty 

line. This line differentiates the income of people with low incomes 

and their expenditures. It is clear that income level plays a vital role in 

measuring poverty, but it is ineffective in capturing poverty (Ullah et 

al. i., 2020). On the other hand, the Multidimensional Poverty Index 

(MPI) calculates the improvement in SDGs-2030 by comparing the 

severe or critical multidimensional poverty across ten indicators of 

well-being, which are education, health, and standard of living by 

complementing international $1.90 per day rate for more than one 

hundred countries and over five billion people (Poverty, O., & Human 

Development Initiative. 2019).  

As per the study conducted by Babajide (2012), microcredit 

has indeed an impact on improving agricultural borrowers' economic 

status. Furthermore, the coefficient of borrowers’ age was also seen as 

significant and potentially optimistic. On the other side, the experience 

and qualifications of borrowers have been found to have an 

insignificant impact. Rehman et al. (2012) gauged the correlation amid 

microloan programs and socio-economic conditions in Bangladesh. 

They measured using the cross-tabulated method, and budgetary 

analysis. The results revealed a promising and positive attitude 

towards borrowers' social and economic conditions. MFIs' role in the 

development can be seen in making the micro borrowers improve their 
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lives after lending the loans. If these microfinance institutions' primary 

and essential aim is gained, they may contribute to minimizing and 

enhancing the lives of marginalized people (Snow, 1999). Weber et al. 

(2014) conducted his study in which he collected one hundred and 

twenty respondents who were residents of Multan. After taking some 

benefits from microloans, he analyzed their economic and social status 

via a questionnaire. The findings of his work revealed that there is a 

positive impact of microloans on both social and economic status. 

 

Underpinning Theories 

The Modern Development Theory 

Different theoretical work done by different researchers gives 

significant insights for this study. Modern Development theory 

addresses the socioeconomic gap between developed and developing 

countries (Martin, 1991). It sheds light and suggests decisive actions 

to be taken for the equal distribution of wealth globally. Moreover, it 

also believes that microloans can assist in the minimization of 

economic inequality and vulnerability (Mustapa et al., 2018). Modern 

development theory also indicates that extending financial services can 

significantly reduce and alleviate poverty and enhance households' 

wellbeing (Al-Shami et al., 2018). 

Grameen Bank Theory 

The Grameen Bank theory, also known as the Grameen 

microcredit theory, is the foundation behind the establishment and 

operations of the Grameen Bank, a pioneering microfinance institution 

founded by Muhammad Yunus in Bangladesh. The approach is based 

on making modest, collateral-free loans to disadvantaged people, 

particularly women, who do not have access to standard banking 

services. The central idea is that providing access to small loans, or 

microcredit, can empower impoverished individuals to start and 

expand their small businesses (Coate, 1995; Ghatak, 1999; Stiglitz, 

1990). 

Research Model  

   

    H1 

                 

                     

                   H2 

    

        H3       

           

                                    

 

 

Microfinance 

      Basic Needs 

Living Standard 

Microfinance Usage 
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Hypotheses 

Three hypotheses are being examined, as listed below. H1, 

H2, and H3 were created to investigate the impact of microfinance on 

socio economic conditions. 

   H1:   There is a significant impact of microfinance on basic needs in merged 

areas of Khyber Pakhtunkhwa. 

H2:  There is a significant impact of microfinance on living standards in 

merged areas of Khyber Pakhtunkhwa. 

H3:  There is a significant impact of microfinance on microfinance usage in 

merged areas of Khyber Pakhtunkhwa. 

Research Methodology 

The research conducted, aligned with the positivist 

philosophical viewpoint. As far as the research approach was 

concerned, quantitative and deductive approaches were employed. On 

the other hand, the research was based on a descriptive or survey-based 

strategy and employed the mono method. Moreover, the time horizon 

was cross-sectional. The population of the study was unknown for 

which G*Power was used. The sample calculated, via G*Power, was 

350. Some of the responses were not clear and thus were not made a 

part of the analysis. A total of 304 responses were analysed.  The data 

was collected from the individuals who had taken microcredit from 

Akhuwat Islamic Microfinance (AIM), Sarhad Rural Support Program 

(SRSP), and National Rural Support Program (NRSP) via 

questionnaires. 
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Calculation of Sample Size by G*Power 

Analysis and Results 

SPSS was used for descriptive and inferential statistics. 

Table 1 

Descriptive Statistics 
 N Min. Max. Mean Std. Dev. Skewness Kurtosis 

Statistic Statistic Statistic Statistic Statistic Statistic Std. Error Statistic Std. Error 

MF 304 3 5 4.30 .710 -.787 .140 -.507 .279 

BN 304 2 5 4.33 .699 -1.021 .140 .207 .279 

LS 304 3 5 4.24 .696 -.774 .140 -.594 .279 

MFU 304 2 5 4.32 .737 -.888 .140 -.228 .279 

Valid N 304         

 

Inferential Statistics 

Table 2  

Regression Output of Microfinance and Basic Needs 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .545a .297 .295 .581 

a. Predictors: (Constant), MF 

 

The model summary for the predictor variable "Microfinance" and the 

predicted variable "Basic Needs" is shown in the table above. The R2 

score of 0.297 shows that the independent variable "Microfinance" 

accounts for 29.7 percent of the variation in the dependent variable 

"Basic Needs." 

Table 3  
ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 42.989   1 42.989 127.519 .000b 

Residual 101.810 302 .337   
Total 144.799 303    

a. Dependent Variable: BN 

b. Predictors: (Constant), MF 

 
Coefficients 

Model Unstandardized Coefficients Standardized Coefficients T Sig. 

B Std. Error Beta 

1 

(Constant) 1.763 .227  7.762 .000 

MF 
                               

.589 
.052 .545 11.292 .000 

a. Dependent Variable: BN 
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     Table 4  

Regression output of Microfinance and Living Standards 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .486a .237 .234 .593 

a. Predictors: (Constant), MF 

The table above summarizes the model for the predictor 

variable Microfinance and the prediction variable Living Standards. 

The R2 score is 0.237, indicating that the independent variable 

Microfinance explains approximately 23.7 percent of the variation in 

the dependent variable Living Standards. 

Table 5 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 32.907 1 32.907 93.566 .000b 

Residual 106.213 302 .352   

Total 139.120 303    

a. Dependent Variable: LS 

b. Predictors: (Constant), MF 

 

 

Table 6 

Regression output of Microfinance and Microfinance Usage 
Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .555a  .308 .305 .614 

a. Predictors: (Constant), MF 

The table above shows the model summary for the predictor 

variable Microfinance and the predicted variable Microfinance Usage. 

The R2 value is 0.305, suggesting that the independent variable 

Microfinance explains 30.5 percent of the variation in the dependent 

variable Use of Microfinance. 

 Table 7 

ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 

Regression 50.611 1 50.611 134.220 .000b 

Residual 113.877 302 .377   

Total 164.488 303    

Coefficients 

Model Unstandardized Coefficients Standardized Coefficients T Sig. 

B Std. Error Beta 

1 
(Constant) 2.005 .232  8.641 .000 
MF .516 .053    .486  9.673 .000 

a. Dependent Variable: LS 
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a. Dependent Variable: MFU 

b. Predictors: (Constant), MF 

 
Coefficients 

Model Unstandardized Coefficients Standardized Coefficients T Sig. 

B Std. Error Beta 

1 
(Constant) 1.569 .240  6.528 .000 

MF .640 .055 .555 11.585 .000 

a. Dependent Variable: MFU 

Conclusion 
The research confirms that microfinance acts as an effective 

tool for augmenting income and elevating living standards among 

individuals with low incomes. Moreover, it highlights the dual impact 

of microfinance lending, accentuating its role in nurturing the growth 

of Microfinance Services Enterprises, supporting business 

development, and generating employment opportunities. Additionally, 

the study underscores the significance of ensuring that financial 

resources are accessible to vulnerable populations for income-

generating activities, thereby contributing to the alleviation of poverty. 

The research outcomes carry crucial implications for policymakers, 

practitioners, and microfinance institutions. Moving forward, 

thorough exploration of specific policy recommendations and their 

effective implementation becomes essential for maximizing the 

positive influence of microfinance on socio-economic development. 

 

Limitations of the Study 

Limitations of the study are, the imbalance in the gender 

representation within the sample, where the ratio of males is higher 

than that of females, may limit the applicability of the results to both 

genders equally. Furthermore, selecting a sample that perfectly 

represents the target population is a persistent challenge for 

researchers. Even with a larger sample, there is no assurance that 

respondents will provide honest, factual, and unbiased responses. 

 

Directions for Future Research 

In the future, one can conduct a longitudinal study to analyse 

the long-term impact of microfinance on the socio-economic 

conditions of the target population. Furthermore, one can also add 

moderators like financial literacy and government policies, to know 

that either of them moderates the relationship of microfinance and 

socio-economic condition. 
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