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Abstract 

This study's goal is to empirically examine how microfinance tools have affected Pakistan's efforts 

to combat poverty. The panel data of Pakistani microfinance institutions—both deposit-taking and 

non-deposit-taking institutions—was selected from Microfinance Information Exchange (MIX) 

and the World Bank data resources between 2004 and 2018. Due to the presence of endogeneity 

and heteroskedasticity in the model we apply One Step Robust System GMM model. This paper's 

major objective is to determine how gross loan portfolio affects the country's efforts to combat 

poverty. The assertion made in the hypothesis that there is a negative association between them 

was disproved by our findings. The other macro level control variable unemployment rates is 

significant and accepting the hypothesis that unemployment is negative to poverty. When applied 

to the regression analysis, the other variables show that OSS and TA are negatively related to 

poverty. This suggests that loans should be distributed through large size microfinance institutions 

that are capable of sustaining themselves in such a way that it will increase employment, which 

will ultimately lead to a reduction in poverty.  
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Introduction 

Throughout our world, there are roughly 6 billion people, 2.8 billion of whom live on less than 

$2 per day, and 1.2 billion on less than $1. The estimations were highlighted in the World Bank, 

2001 report to emphasise how widespread poverty has become.  But on the other hand over the 

past ten years, Pakistan has experienced a continuing decline in the number of people living in 

poverty, and both the national and provincial levels of government may see this trend. Over the 

previous ten years, the proportion of persons living in poverty has considerably dropped, 

dropping from 50.4% in 2006 to 24.3% in 2016. In 2016, the number of individuals living in 

poverty in urban areas was 12.5%, compared to 30.7% in rural areas. This suggests that both 

urban and rural areas are experiencing a drop in poverty. Compared to rural areas, metropolitan 

areas show the most noticeable decrease in the proportion of individuals living in poverty 

(Pakistan Economic Survey, 2018) 

Akanji, 2001 described the methods of curbing the poverty according to him, initially economic 

growth was considered as the factor to reduce the poverty. Morduch, 2000 and Morduch, 1999  

developed and stressed the institutional approach as a means of reducing poverty; this approach 

proposed that, in order to improve the lives of the poor, commercial self-sustained institutions 

must be developed, government performance must be improved, and political structures and 

attitudes toward the poor must change. Akanji, 2001 is of the opinion that due to the 

government's failure, NGOs stepped up and gave funds to the needy so they could meet their 

fundamental needs. These funding programmes were replaced by microfinance programmes due 

to the risk factor as well as other factors, a business plan in the private sector that uses insurance 

and high interest rates to be risk-free and self-sustaining. Finally, he examined the relevance of 

the shift in emphasis toward encouraging saving among the poor.  

Microfinance organisations are quickly becoming the most important institution in the battle 

against global poverty. The most effective approach was one that was based on the informal 

sector and had low prices and easy access. In the 1980s, the Aga Khan Rural Support Programme 

(AKRSP), a non-governmental organisation, was founded in the northern region to improve 

infrastructure and community-based organisations. This programme was part of the formal 

sector. The Pakistan Poverty Alleviation Fund (PPAF) was established in 1997 as a private 
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corporation that did not seek to make a profit. The Pakistani government served as the 

organization's sponsor, while the World Bank provided the funding. It was motivated by the 

achievements of Bangladesh's PKSF, an organisation that is primarily concerned with 

microfinance. In addition, the government encouraged the private sector to build microfinance 

institutions, which resulted in the development of nine such institutions between the years 2001 

and 2018. (Q.compendium, 2020), (PMR, 2018) 

Although the commercial and non-governmental organisation (NGO) sectors have been lending 

for many years, the government is relatively new to the microfinance industry. Women and other 

small business owners can obtain microcredit from non-governmental organisations. 

Microfinance provided by non-governmental organisations has been beneficial to around 

300,000 people, the majority of whom are women. The nongovernmental organisations (NGOs) 

working in Pakistan's microfinance sector have gained national and international recognition for 

their efforts and have established the Pakistan Microfinance Network as a forum in which they 

can discuss and share their ideas. Microfinance has been recognised for its potential and 

effectiveness by the government, as well as the private and nongovernmental sectors, and some 

businesses in the private sector are mulling over whether or not to enter the microfinance 

industry for the sole purpose of making a profit. These businesses have realised that there is a 

very large demand for credit that must be satisfied, and that customers are willing to pay a high 

price for the use of financial capital. (S.Akbar et al., 2007).  

Literature Review 

Liabilities to society are supported by a microfinance subsidiary base funding, and from the early 

1950s until the 1980s, several countries' development plans focused on reducing poverty by 

offering subsidised credit; nevertheless, in the perspective of Morduch, 1999, these experiences 

were nearly all failures. He went on to explain in his article Morduch, 2000 that in order to keep 

microfinance in even the breakeven position, the poor must pay higher interest rates. He 

contends that people who are unable to pay that much interest are destitute and deserve 

contributions rather than credit. According to  Cull et al., 2007, microfinance promises to 

eradicate poverty by implementing profitable banking methods in underprivileged areas. 

Empirically, microfinance loans (gross loan portfolio) considerably lower poverty, as shown by 

K. Imai et al., 2010; Nadiya et al., 2012, Crombrugghe et al., 2008; Nadiya, 2013, Thanh et al., 



International Journal of Social Science and Entrepreneurship (IJSSE)                                  Vol 3   , Issue 2 

ISSN (Online): 2790-7716   , ISSN (Print): 2790-7724                                                      April to June 2023 

210 
 

2020, K. S. Imai et al., 2012, Farah et al., 2019, Hossain & Khan, 2016. K. Imai et al., 2010 

shown that a country tends to have lower poverty measures when the gross loan portfolio per 

capita of MFIs is higher.  The population has a negative association with poverty, while 

unemployment and inflation both have a negative link with it, according to Meo et al., 2018, who 

analysed annual data from 1970 to 2016 to analyse  influence of inflation and unemployment on 

poverty in Pakistan. By using the 2SLS technique, Miled & Rejeb, 2015 also shown how 

poverty, as defined by the head count ratio, significantly impacted by the total loan portfolio of 

microfinance. Khandker, 2005  Using panel data from Bangladesh, this paper explores how 

microfinance affects the overall and participant levels of poverty reduction. The findings 

suggested that having access to microfinance helps reduce poverty, notably for the female 

participants, as well as general poverty at the village level. Samer et al., 2015  carried out a 

survey in the form of a cross-section in which a total of 780 clients of the Amanah Ikhtiar 

Malaysia (AIM) microfinance institute were interviewed. The findings demonstrated that AIM 

had a favourable effect on the household income of its female borrowers, which, in turn, 

contributed to the reduction of poverty in the region. Inpaeng & Phouphet, 2015 also found that 

the village development fund contributes to the rise in household I ncome and lowering poverty 

in the area by collecting cross-sectional data from 361 households in 15 villages in the rural 

district of Sukhuma of Champasak province. The majority of recent research on the effects of 

microfinance on poverty or income, including those by (David & Mosley, 1996), (K. S. Imai et 

al., 2010), (Khandker, 2005), (Mosley, 2001), and K. S. Imai et al., 2012, have relied on micro-

level evidence from household data or entrepreneurial data. 

Studies of the effect of microfinance on poverty at the macro level are very rare due to the lack 

of trustworthy macro statistics on microfinance. Ahlin et al., 2011, Ahlin & Lin, 2006, Kai & 

Hamori, 2009, Ahmad & Riaz, 2012 and Forgha, 2006 found the strong positive relationship 

between poverty and unemployment. On the other hand, there are a few publications that were 

published not too long ago that study the relationship between the macro economy and the 

activities and/or performance of microfinance. According to Osinubi, Simbowale, 2005, poverty 

and unemployment have a negative association despite the fact that poverty and unemployment 

are significantly associated. According to Gillani et al., 2009, poverty and GDP growth have a 

negative association. 
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Significance of this study 

The studies as shown above revealed that we can analyse the macro-variable with the 

microfinance variables. On the basis of this when we analyse the impact of poverty on the 

microfinance variables like GLP, LTA, OSS and other macro-variable like GDPG and UNR. 

GLP result shows that loan of microfinance cannot contribute to the reduction in poverty. This 

suggested that those loan are not provided to the microenterprises, which contributing for the 

poverty reduction. The result of unemployment suggesting that unemployment is increasing in 

Pakistan but our poverty level is decreasing. The policies of the government should be to reduce 

the unemployment in the region which are more prone for poverty.   If loans of MFIs are 

distributing in such a way that it enhance the employment opportunity by  reducing  the poverty 

level in Pakistan. So instead of providing the loan for consumption should be given to enterprises 

that will generate the employment and ultimately reduce the poverty in Pakistan.  So there in a 

need to have a comprehensive study to suggest the variables of microfinance that have influence 

the employment generation in Pakistan. The result also shows that more self-sustainable 

microfinance institutions are reducing the poverty in Pakistan. The self-sufficiency is through 

institutional approach that is through commercial banking as suggested by Morduch, 2000, 

Morduch, 1999, Cull et al., 2007, or the Welfarist approach  suggested by Amir & Anam, 2019, 

Malkhaz, 2015, Roy & Pati, 2019 and Dichter & Harper, 2007 which emphasised the breadth of 

outreach. This hot debate circulating around the researchers worldwide should be addressed in 

Pakistan. Small size institutes are contributing for the poverty reduction in Pakistan is also an 

important finding that government and stake holders in microfinance industry should emphasise 

the small institution because their operation cost is low and they can reach the far flung areas of 

Pakistan easily.   

Methodology 

Data source and variables 

All of the independent variables exhibit very little correlation, as displayed in table 2 of the 

correlation matrix. The macro-variables, such as unemployment rate, GDP growth rate, and 

poverty ratio, are sourced from the World Bank website and Pakistan Economic Survey Report, 

which is published by the Ministry of Finance. The variables that demonstrate the performance 
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of microfinance are taken from the microfinance information and exchange (MIX) source. Due 

to the fact that microfinance has grown over time and has been reported to MIX data source over 

a range of years, the unbalanced panel data has been gathered from 2003 to 2018 for this reason. 

Many scholars, including (Ahlin et al., 2011), (Cull et al., 2007)212,  (Ehiabhi, Andrew, 2019),  

(Oluseye, 2017),  212 and (K. S. Imai et al., 2012) and others, have used MIX as a source for 

their analyses. Microfinance and macro-level variable are selected for analysis and their detail 

are shown as under 

Table 1  

VARIABLE

S 

Unit Obser

vations 

Mean Std. dev Minimum Maximum 

POV ratio 392 34.75 9.22 24.3 51.7 

OSS  ratio 421 1.0109 0 .4611 0. 0108 2.7871 

LTA   log 420 20.43 1.89 15.612 24.97 

GLP value 421 2.21e+09 4.99e+09 763307 4.35e+10 

GDPG ratio 421 4.714 1.939 1.61 10.64 

UNR ratio 421 2.893 2.358 0 .4       8.45 

TA value 421 3.67e+09 8.18e+09 6029040 7.05e+10 

 

POV= Poverty headcount ratio at national poverty lines (% of population). In this 

framework, poverty is a reliant variable. Poverty is calculated on a national scale using a ratio of 

population size. Table 1 shows that poverty rates in Pakistan ranged from 24.3% to 55.6%, on 

average, with a score of 34.53. The majority of the poor within the time frame (25-30%) 

remained in that bracket, as seen in Graph 1. Pakistan's poverty rate is falling, as shown in Graph 

2, which backs up a finding from the 2018 Pakistan Economic Survey. This report suggested that 

the declining trend in Pakistan's poverty headcount is encouraging and reassuring, despite the 

2010 floods, ongoing energy shortages, deteriorating security, and the government's limited 

capacity to mobilise and direct its own resources exclusively for social welfare and poverty 

eradication programmes. 
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Figure 1 

 

 

Figure 2 

 

 

GDPG= GDP growth rate at constant factor cost (Base Year 2005-06) is independent variable. 

The data is extracted from Pakistan Economic survey.  From table 3 for the time period 2003 to 

2018 minimum GDP growth was 2.6 percent and maximum was 7.5 percent and from graph 4 

mostly the values lies around 4 percent.  
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Figure 3 

 

 

Figure 4 

 

UNR= the unemployment rate overall, expressed as a percentage of the entire labor force 

(national estimate). The percentage of a labour force that does not have paid employment despite 

being available for and looking for work is referred to as the unemployment rate. The terms 

labour force and unemployment are defined differently in each country. As in graph 5 

unemployment rate is highest in 2004 7.4 then it declined sharply in 2006 to 0.58 and now 

increasing and reached to 4.08 in 2018. Which is also depicted in table 1. The histogram graph 7 

shows that most of the values are around 1 percent. 
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Figure 5 

 

Graph 6 shows the relationship between UNR, GDPG and POV, which quit significant that 

poverty in Pakistan is declining, but on the other hand unemployment and GDP growth is 

increasing marginally or slightly.  

Figure 6 
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Figure 7 

 

OSS = Operational self-sufficiency (OSS) is a ratio used by Microfinance Institutions (MFIs) to 

assess their ability to cover operating expenses with operating revenues. Operational revenues 

include interest from loans and fees and commissions. Total cost includes operating, financial, 

and loan-loss impairment costs. Financial and impairment expenses are factored in because they 

can be substantial. OSS ratio highlights the company's primary revenues and costs. 100% 

indicates break-even in OSS. The MFI is doing well if its ratio is above 100% or 1. If it's less 

than 100%, MFI is losing money. The MFI may need to increase operating income or reduce 

overall expenses to raise the ratio. Table 1 shows that the OSS is above one, and the histogram 

graph 8 shows that most values are on the right. 

Figure 8 

 

LTA = Log value of total asset. Total asset shows the size of MFIs, the table 1 suggesting that 

the TA on average during 2003 to 2018 was Rs. 3.99 billion. The smallest size of MFI in this 
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data worth Rs.1.94 billion and the largest one is worth of Rs. 70.5 billion.  The graph 9 shows 

that mostly the MFIs size is less than Rs 10 billion.  

Figure 9 

 

GLP= Use the term "gross loan portfolio" when discussing the total outstanding principle 

balance of all outstanding client loans, including current, late, and restricted client loans. This 

includes all outstanding client loans. However, this does not take into account any interest or 

customer loans that have already been paid off. As can be seen in table 1, microfinance 

institutions in Pakistan distribute an average of Rs 2.4 billion in loans each year. During the 

period covered by this report, the loans ranged from a minimum of Rs. 7.6 lacks to a maximum 

of Rs. 43 billion. According to the histogram depicted in graph 10, the vast majority of MFIs had 

annual distributions of less than Rs. 5 billion. 

Figure 9 

 

 



International Journal of Social Science and Entrepreneurship (IJSSE)                                  Vol 3   , Issue 2 

ISSN (Online): 2790-7716   , ISSN (Print): 2790-7724                                                      April to June 2023 

218 
 

Table 2  

 

 

 

 

 

 

 

Model specification and Hypothesis 

The purpose of this paper is to investigate the impact of microfinance on the rise of poverty in 

Pakistan. The majority of recent studies on the impact of microfinance on poverty or income 

have relied on micro-level data from households or businesses, such as Hulme & Mosley, 1996 

research, K. S. Imai et al., 2010, Khandker, 2005 , and  K. S. Imai et al., 2010. For example, K. 

S. Imai et al., 2012, Hulme & Mosley, 1996 ,  K. S. Imai et al., 2010  were of the opinion that the 

availability of trustworthy macro data on microfinance is quite limited, which means that studies 

on the effect that microfinance has on poverty at a macro level are rather restricted. On the other 

hand, there have been several recent studies that study the relationship between the macro 

economy and the operations and/or performance of microfinance institutions. These studies 

consist of, among others, the ones done by Ahlin et al., 2011, Ahlin & Lin, 2006, and Kai & 

Hamori, 2009, amongst others. For this we use poverty as a dependent variable which is a macro 

level variable and its impact on micro finance variables as describe above. Using the panel data 

of 34 microfinance institutions during 2002 to 2018. When using panel data it is recommended 

by different researchers like Cull et al., 2007, Naz et al., 2019, Beg, 2016 and Rahman & 

Mazlan, 2014 to apply the pool OLS, random model, fixed effect model. If found endogeneity 

we will apply the Arellano– Bond's GMM model as recommended by Chikalipah, 2017, Banto & 

Monsia, 2021 and Ullah et al., 2017.  Breusch-Pagan/Cook-Weisberg  and White's tests are 

applied to check the  heteroskedasticity, to check the endogeneity we applied Durbin (score) and 

Wu-Hausman tests, VIF test was applied to check the autocorrelation and to select between 

random and fixed effect we apply Hausman test suggested by the above mentioned researchers 

Table 2 OSS LTA           GLP         GDPG            UNR         cons. 

OSS  1.0  

 

LTA   -0.1855 1.00 

GLP 0.0010 -0.6575          1.0                                                    

 

GDPG -0.0961 0.0183         -0.0697        1.0000                      

 

UNR 0.0359 0.0224          -0.0439       -0.7696     1.0000            

 

cons  0.0531 -0.9681          0.6530       -0.1905      0.0655      1.0000 
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and others Breusch & Pagan, 1979, Bassett & Koenker, 1978, WHITE, 1978. Gujarati, 2013 

pp385-388. These regression and diagnostic tools are applied by using STATA software. The 

hypothesis which we developed from review of literature is that Gross loan portfolio as the 

indicator of the performance of MFIs is negatively related to poverty as suggested by Miled & 

Rejeb, 2015, K. S. Imai et al., 2012, Hulme & Mosley, 1996; Pitt et al., 2003; Copestake et al., 

2001and Khandker, 2005. 

The hypothesis we develop from the review of literature is summarize in table 3 which shows that  

1. H0: GLP has a negative impact on poverty 

2. H1: OSS can impact poverty positively and will reduce the poverty 

3. H2: Showed the negative relationship between TA and POV 

4. H3: UNR shows positive relationship with poverty 

Table 3  

Result and hypothesis with references 

Variab

les 

Definition Hypothesis Result Rejection/ac

ceptance of 

hypothesis 

GLP Gross loan 

portfolio 

H0: GLP has a negative 

impact on poverty. 

Accepted H0: by 

(Nadiya et al., 2012), 

(Crombrugghe et al. 2008); 

Nadiya (2014), (Thanh et 

al., 2020), (K. S. Imai et al., 

2012), (Farah et al., 2019), 

(Hossain & Khan, 2016),  

Reject H0: by  

(Miled & Rejeb, 2015) 

Significant 

and negative 

Accept the 

hypothesis 

under OLS, 

random 

effect, fixed 

effect models 

Reject the 

hypothesis in 

GMM 

system 

model 

OSS  Operational 

self-

sufficiency 

OSS= 

operation 

revenue / 

(Financial 

expenses+ 

operation 

Financial sustainability 

indirectly effect the poverty 

according to these studies 

(Morduch, 2000), 

(Morduch, 1999), (Cull et 

al., 2007) 

H1: OSS can impact 

poverty positively and will 

reduce the poverty 

Significant 

and negative 

Accept the 

hypothesis 

under OLS, 

random 

effect, fixed 

effect  and  

one system 

GMM 

models 
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expenses + 

impairment 

expenses)  

TA   Total Asset Number studies showed the 

indirect impact of TA on 

poverty.  

(Khan, Ahmad et al., 2017), 

(Beg, 2016), (Farah et al., 

2019), (Hossain & Khan, 

2016) 

H2: showed the positive 

relationship between 

financial sustainability and 

TA which ultimately reduce 

poverty 

Significant 

and negative 

Accept the 

hypothesis 

under OLS, 

random 

effect, fixed 

effect and 

one system 

GMM 

models. 

GDPG Growth of 

Gross domestic 

product   

H3: negative relationship 

with poverty 

(Gillani et al., 2009), 

 

Significant 

and positive 

relationship  

Reject the 

hypothesis 

under OLS, 

random 

effect, fixed 

effect and 

one system 

GMM 

models. 

UNR Unemploymen

t rate 

H4: positive/ negative 

relationship with poverty 

(Meo et al., 2018), (Ahmad 

& Riaz, 2012), (Forgha, 

2006), (Gillani et al., 2009) 

 -ve ralation 

(Osinubi, Simbowale, 

2005),  

Significant 

and negative 

Accepting  

the 

hypothesis 

under OLS, 

random 

effect, fixed 

effect  and  

one system 

GMM 

models by 

(Osinubi, 

Simbowale, 

2005), 
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Results 

Table 3 displays the findings of the OLS, random, and fixed effect models. Table 10 displays the 

results of the GMM system model, and Tables 4, 5, 6, 7, and 8 display the results of their 

diagnostic tests. When using the polled OLS model, all the variables are significant. However, 

when using the random and fixed effect robust models, OSS is insignificant, GLP is insignificant 

under the fixed robust effect model, and GDPG is insignificant when using the one system GMM 

model. Except for GDPG, all the other variables are inversely associated to poverty, and the 

GMM result indicates that GLP is inversely related to poverty. Table 3 displays the outcomes of 

models that accept the null hypothesis when OLS, random effect, fixed effect, and GMM system 

models are used. However, GLP rejects the hypothesis under the GMM system model while 

accepting it under the OLS, random effect, and fixed effect models. In table 3 the GDPG results 

suggest the rejection of hypothesis and UNR result shows the mix of acceptance and rejection. 

Table 4 displays the results of the VIF test, which suggest that there is no multicollinearity 

because VIF values for all variables are less than 5. The Breusch-Pagan/Cook-Weisberg/White 

tests for heteroskedasticity in tables 5 and table 6 indicate that the model contains 

heteroskedasticity. Table 8 Hausman test state that a fixed effect model would be more suited for 

this research; nonetheless, a GMM model should be suggested due to endogeneity present in one 

of the variables, GDPG, among the independent variables shows in table 7.  Finally we use a 

robust system GMM model to prevent heteroskedasticity and endogeneity in the model.  

 

Table 4 

Multicollinearity VIF test: 

VARIABLES VIF 

OSS  1.08 

LTA   1.89 

GLP 1.88 

GDPG 2.57 

UNR 2.54 

Mean VIF 1.99 

VIF of all variables are less than 5 indicate no multicollinearity 

 

 

Table 5  
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Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

Ho: Homoskedasticity   Ha: heteroskedasticity 
 

Tests Result 

F-stat 4.55 

Prob > F-stat  0.0330 

We reject  Ho and accept Ha heteroskedasticity present 
 

Table 6 

White’s test of Heteroskedasticity 

Ho: Homoskedasticity   Ha: heteroskedasticity 

Tests Result 

chi2(20)      242.98 

Prob > chi2   0.00000 

We reject  Ho and accept Ha heteroskedasticity present 

 

Table 7   

Post-estimations 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Endogeno

us 

Variables 

Tests of endogeneity First-stage regression the strength 

of instruments 

Tests of over-

identifying 

restrictions 
Durbin 

(score) 

chi2 (p-

value) 

Wu-

Hausman 

F-stat(P-

value) 

Endogeno

us variable 

F-stat 

2SL Wald 

test   

(10%) 

LIML 

Wald 

test  

(10%) 

Sargan 

(score) 

chi2 

Basman

n chi2 

OSS  5.693 

*** (p = 

0.017) 

5.68865  

(p = 

0.0176) 

146.496 26.87 4.84 0.000 0.000 

LTA   0.005p = 

0.939 

0.0057 

p = 0.93 

1104.45 26.87 4.84 0.000 0.000 

GLP .03114(p 

= .85) 

0.015 

p = .902 

1158.77 26.87 4.84 0.000 0.000 

GDPG 3.3716**

*  p = 

0.066 

3.34577   

p = 0.068 

68.2303 26.87 4.84 0.000 0.000 

UNR 1.96097  

p = .1614 

1.93794   

p = 

0.1648 

26.78*** 26.87 4.84 0.000 0.000 

H0 variable is exogenous Instrument is strong Instrument is over-

estimated 

Reject Ho *** 

Instrument is weak *** 

Instrument is over estimated *** 
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Table 8 

 

 

 

 

 

 

 

 

The system GMM result 

POV=   0 .81674POV (-1) - 0.14109 LTA - 1.4145 OSS + 4.91e-11 GLP + 0 .79663 GDPG - 

          (0,000)           (0.089)             (0.036)            (0.097)                   (0.000)                  

0.3820 UNR                                                              ----------------------------------- 1 

( 0.043) 

According to Eq. 1's interpretation of the system GMM model's results, the poverty rate 

increased by 0.8167 units for every unit that the leg value of poverty increased. The operational 

self-sustainability (OSS) or self-sustaining MFIs increased by one unit in Pakistan decreased 

poverty by 1.4145 units. Self-sufficient and sustainable microfinance institutions are able to 

reduce the poverty level in Pakistan. As shown in the table3 this result signifies the hypothesis 

and results of (Morduch, 2000), (Morduch, 1999) and (Cull et al., 2007). One unit increase in 

LTA, which measures the MFI's size, reduced poverty by 0.14109 units indicating that small 

MFIs are better suited to reducing poverty. As given in table 3 this result is according to the 

results of  (Khan, Ahmad et al., 2017), (Beg, 2016), (Farah et al., 2019), (Hossain & Khan, 

2016), therefore we accept the hypothesis. The GLP results indicate that microfinance loans in 

Pakistan are not helping the poor to reduce poverty. This significant result do not verifies the 

findings of (Nadiya et al., 2012), Crombrugghe et al. (2008); Nadiya (2014), (Thanh et al., 

2020), (K. S. Imai et al., 2012), (Farah et al., 2019) and (Hossain & Khan, 2016), therefore reject 

the hypothesis. 

Since GDP growth's is an instrumental variable therefore we do not interoperate the results. The 

poverty level in Pakistan rose by 0.3820 units for every unit decrease in unemployment. The rise 

in poverty in Pakistan is being exacerbated by unemployment. One unit increase in 

unemployment rate (UNR), decreases the poverty level by 40%, which is in accordance with the 

study of (Osinubi, Simbowale, 2005). 

Hausman 

Test 

 

 

Chi-Sq. 

Statistic 
 

 

Chi- Sq Prob. 

 341.31 0.0000 

Ho: Accept random effect      Ha: Accept fixed effect 

Result : Accept Fixed effect and reject Ho 
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Table 9  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table9  

Variables 

Pooled OLS 

regression 

model 

Fixed effect 

regression 

model 

Random effects 

regression 

Fixed effect 

Robust  

regression model 

Dependent  POV POV POV POV 

C (68.311)*** (147.339)*** ( 126.881) *** ( 147.339) *** 

 {0.000} 
 

{0.000} {0.000 } {0.000} 

 [11.33] [22.93] [ 19.84] [ 10.09] 

OSS  (-5.52)*** (-2.6313) ( -3.6561) *** ( -2.6313) 

 {0.000} 
 

{-2.93} {0.000} { 0.152} 

 [-5.97] [-0.04] [ -3.99] [ -1.46] 

LTA (-1.48)*** (-5.5125)*** ( -4.544) *** ( -5.5125) *** 

 {0.000} 
 

{0.000} {0.000} {0.000} 

 [-4.97] [-16.88] [ -14.08] [ -7.55] 

GLP (-1.86e-10)*** (-1.11e-10)*** ( -1.60e-10) *** ( -1.11e-10) 

 {0.082} 
 

{0.170} { 0.059} { 0.357 } 

 [-1.74] [-1.37] [ -1.89] [ -0.93] 

GDPG (1.298)*** (1.3489)*** ( 1.360) *** ( 1.34893) *** 

 {0.001} 
 

{0.000} {0.000} {0.000} 

 [3.24] [5.06] [ 4.77] [ 5.85] 

UNR (-1.051)*** (-.86607)** ( -0.8930) *** ( -0.8660) ** 

 {0.001} 
 

{0.000} {0.000} {0.000} 

 [-3.31] [-4.15] [ -4.00] [ -6.56] 

R2 0.2764 within=  0.6469 within  =  0.6429 within = 0.6469 

Adj. R2 0.2670    

F- statistics 29.42 127.85 sigma_u=   5.6855 

sigma_e =   5.118 

Sigma u = 10.31 

sigma_e =  5.11 

P-value (F) 0.0000 0.0000   

No. of 

observation

s 

391 391 391 391 

Values in parentheses () are coefficient, values in bracket {} are P>|t, and values in bracket [] 

are t-statistics.   

*** significant at 5%   ** significant at 10% 
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Table 10 

 

Conclusion 

In this study, we make use of the unbalanced panel data of 34 different MFIs operating in 

Pakistan between the years 2003 and 2018. When doing the empirical research, we use models 

such as polled OLS, fixed effect, random effect, robust fixed effect, and robust one step system 

GMM. According to the results of the diagnostic tests, the GMM model is the most appropriate 

one for the analysis. As a result, we make use of the System GMM model with poverty 

functioning as the dependent variable; GLP, LTA, OSS, and GDPG function as independent 

Variables 

 

0ne step System GMM regression model 

Small, robust, collapse 

Dependent  POV 

POV(-1) (0 .81674)*** 

 {0.000} 

 [ 25.07] 

OSS  ( -1.4145)*** 

 {0.036} 

 [-2.18] 

LTA ( -0.14109)** 

 {  0.089 } 

 [   -1.75] 

GLP (  4.91e-11)** 

 {  0.097} 

 [ 1.71] 

GDPG (0 .79663)*** 

 { 0.000} 

 [  5.82] 

UNR (-0.3820)*** 

 {  0.043 } 

 [  -2.10] 

SNumber of obs      317 

Number of groups 36 

Number of instruments 18 

F(8, 337)  

Prob > F  

Arellano-Bond test for AR(2) in first 

differences:  

z =   4.90  Pr > z =  0.000 

Arellano-Bond test for AR(1) in first 

differences:  

z =  -5.11  Pr > z =  0.000 
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variables; and the leg value of each of the independent variables function as instrumental 

variables. Based on the findings, it appears that loans (GLP) from microfinance are not being 

distributed to the poor in a manner that may lead to a reduction in poverty in Pakistan. As a result 

of unemployment, it is suggested that loans should be provided in a way that makes employment 

opportunities improved. Microfinance loans of a modest amount are making a contribution to the 

fight against poverty. Institutions that can support themselves without outside assistance are 

preferable for alleviating poverty in Pakistan. Because of these results, we are able to draw the 

conclusion that if loans from MFIs are distributed through small size microfinance institutions 

that are self-sufficient and that can boost employment opportunities, then it will result in a 

reduction in the level of poverty in Pakistan. 
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