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ABSTRACT

The aim of the study is to test the impact of efficiency,
productivity, size and profitability of microfinance
institutions on capital structure in microfinance sector.
For this, micro finance NGO’s are selected to infer and
specifically seven NGO’s (e.g. Kashf, Safco, Damen,
CSC, Akhuwat, Opp and Assassah) were selected.The
data is obtained from annual financial statements of
these organization ranging 2005-2019 (t = 15 years).
For analysis, regression analysis technique is applied
and unit root test is applied to check data stationary. We
found role of size and efficiency significant in
determining  capital structure and  productivity
insignificant. Planning and implementation mechanism
on key performance indicators (KPI’s) is suggested to
maximize productivity of micro finance institutions.
Strategic flexibility is another important aspect to
reconsider and bring into operations to enhance
productivity.

The results of the study will help to know that how such
antecedent’s affects capital structure in micro finance
sector for performance concern. It will also help to
understand psyche of poor borrowers in Pakistan in
borrowing. This research is original for theorists,
scholars and practitioners and this concept is also
important for organizations to know the alarming
outcomes when capital becomes adequate and entire
cycle moves adversely when funding sources are very
less.

Key words: Capital Structure, Efficiency, Micro
finance Institutions.

1. INTRODUCTION

The key success factor behind every business is accurate
funds estimation to meet stipulations at corporate
plethora [1]. It is uneasy to foretell such financing
requirements in each corporate sector and MFI’s [2]. As

compare to pure financial sector micro finance
organization has its own vivacity to assemble capital
structure —constructed by donor’s funding and internal
financing [3].

So, it discloses to work on proper funds planning,
arranging & deployment is very important because there
are less sources of finance in micro finance business to
eradicate their precautionary requirements [4]. And
objectively these funds are planned and deployed to
change status of poor peoples into social sustainable
individuals [5]. So it is another strong reason to arrange
manages funds of this sector accurately [6].

There are numerous factors that reduces poverty and
many others those causes reason of this social issue as
deducted by thousands of prior researchers [7], [8], [9].
Though, [10] proved significantly that poverty can be
alleviated by rich funding sources and supportive
institutionalworking capital. [11] Also investigated
capital structure determinants in MFI’s and have
tabulated significant association with sustainability.

This sustainability is acquired with lower risk, timely
funds availability and regular funds repayment by
borrower [12]. And for financial sustainability such
institutes have to meet long term obligations with
internal financings and to fill funding pool by short term
borrowings [13]. So, the funds management and their
associated decisions are executed by institutional
governance, has significant link with outreach and
performance [14], [15].

The outreach and institutional performance is affected
with time variations, funding natures &financing
decisions [16]. But financing strategy fluctuates
strongly due to business and contextual changes having
significant collision on firm’s capital [17]. Such change
comprises n efficiency, sustainability of portfolio,
productivity, size, growth and profitability. Therefore,
corporate capital is affected with in manufacturing
sector [18], Joint ventures [19], non-profit hospital [20],
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and agricultural businesses [21] utility sector [22] and in
micro finance institutions in presence of various
contextual limitations.

Moreover, Firm’s capital is also contrived by nature of
resource provider. In micro financing funds providers
has two categories i-e informed and uninformed [23].
Thus, informed investor has richorientationto support
socially and uninformed participates less in poverty
reduction having negatively significant cause on poverty
reduction and MFI’s capital both [24].

So, when less informed lenders limits their participation
then funds becomes scares, costly or rate of interest
roses up, a shape of poverty penalty also makes capital
structure tight and problematic sequentially and is
affected by various with in firm’s factors [25]. While,
[26] also found similar findings in this regard and have
ceased capital structure significant affecting MFI’s and
commercial banks both.

Moreover, [27]described significant association of
sustainability of commercial banks with capital. And
this sustainability in MFI’s is found due to its
determinants i-e gross loan, per borrower cost, loan
amount and size having significant impact with and
sustainability [28] and alleviation of poverty by proper
funds management [29].

In last few decades, microfinance organizations have
become an active participant of society in developing
and improving status of poor individuals [30].
Therefore, it is considered as a valuable act for society,
especially, in developing countries by making poor
individuals as self-sustainable [31]. This structure of
business is working in two streams; First, Serving poor
by developing their standard of life, and, Secondly,
making these poor as able to be self-sufficient or
sustainable [32].

Comparatively, these both points are considered by
microfinance  organizations according to their
organizational vision [33]. First point is keenly
composed for extreme needy, destitute or mentally
distracted peoples [34]. While the second one is for
those who need little effort can make their selves as
self-dependent [35].

For these objectives such MFI institutes need excessive
financial resources to deploy [36]. But the pinching
factor that tweaks is arrangement of funds and/or
sources of money [37]. Evidently, most of these
organizations are relying on donations, charities and
funding provided by wealthy peoples in favor of
intellectual ~ trust [38]. These resources are
comparatively less in comparison to poverty in any
context [39]. Moreover, less developed procedures for
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internal funds arrangement are available to microfinance
institutions (MFI’s). Thus, it has become a serious issue
that how any of the MFI may be productive, efficient in
achieving target, progressive and profitable. However,
due to such shortage of funds what would be financing
system of MFI’s is the motivation of study when an
MFI is less productive, small in size and less efficient.
To address these inquiries recent study aim to test the
role of efficiency, size and productivity in determining
finance requirements, such as, capital structure of
microfinance institutions.

Microfinance is widely considered as modern, rich and
demand field in research side and it has wider room to
conduct surveys contextually. Interestingly, this field is
that its underlying base is one “reduction in poverty”.
Thus, it is very rich concept in itself and also demands
rich side of society to make balance as it is operated in
recent time. But it becomes adversely suspense if an
organization becomes poor in reduction of poverty
travel due to its funds flow system. Hence, the study is
going to fill the gap by addressing this issue that what
are the factors that affects internal financial system of
them that is less investigated in local context of
Pakistan.

Moreover, capital structure is widely investigated by
thousands of researchers in conventional finance.
However in micro finance it has limited investigation in
both local and international context. So a wider room
exits to conduct much more investigations on this area
of study contextually. As Pakistan is under researched
country [40] in this area therefore study aims to
interrogate the impact of efficiency, productivity, size
and profitability on micro finance institutions capital
structure.

The study reveals important implications for theorists,
scholars and practitioners. And the study will help to
know that how such antecedent’s affects -capital
structure in micro finance sector for performance
concern. It will also help to understand psyche of poor
borrowers in Pakistan in borrowing. This concept is also
important for organizations to know the alarming
outcomes when capital becomes adequate and entire
cycle moves adversely when funding sources are very
less.

To address such issues stated above recent research is
categorized into three sections i-e first part divulge
literature,  theoretical ground &  hypothesis,
secondelaborates research design & analyses and third
part comprehensively explains findings and implications
of study.

268



2. LITERATURE REVIEW

The capital structure is pinched by various
organizational factors mainly by firm’s productivity,
growth, risk level, efficiency and size [41]. Efficiency is
defined as the efficient mobilization of funds and other
resources [42]. Thus, Indian MFI’s efficiency is found
significant with debt to equity ratio, ROA and capital to
assets ratio [43]. It is the efficiency that is uplifted due
to donors and other funds providers — generates access
to capital [44] and this efficiency is also boosted by
commercial institutions [45]. [46]Comprehended in
their study that is significant correlation between
efficient availability of funds and productivity with
capital of MFI’s andoutreaches [47].

However, [48], [49] have also found similar findings
about efficiency and capital structure. Moreover,
productivity is a factor that has rapidly changed
structure of micro financing institutions around the
globe with changing policies up to context and tastes.
So, [50] has concluded in their study that technological
and system innovation have changed people’s attitude to
utilize micro funds as 93%, proving productivity
significant association with organizational capital.
Moreover, [51] has also contributed by evaluating
efficiency, productivity and capital structure and have
concluded significant links.
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In practice, such NGO’s are found depending on
external financings more as compare to others. So, this
section of population is hot to test the model empirically
to obtain value results. For results main source of the
data were audited financial statement of these
organizations taken from national database for data
collection and analysis. And the sample is
operationalized through random sampling used for data
collection in order to have generalized results. The
adopted sampling does not lead to any biasness because
these organizations are working with different clients in
all over the Pakistan.

Hence, there is less chance of sample or response
biasness. The data type is panel consisting of 2005-2019
financial statements and is obtained from database of
Pakistan Microfinance Network. However, herein
current investigation capital structure is dependent
variable and efficiency, productivity, size & profitability
are independent. In equation (1) Y is dependent variable
i-e capital structure, B, to Ps all are independent
variables named as efficiency, productivity and size
respectively.

Y = a+ B,Efficiency + B,Productivity + [;Size
+e (1)

Table (1) Measurement of Variables

While, [52] argued in his study that such efficient flow Variable Measurement Model Source
of funds, higher productivity leads MFI’s size high on  Capital Structure Debt to Equity Ratio Khan etal.,
operations and financing requirement too [53] narrated _ L . . (291‘9
capital of micro funding institutes as a modern issue that Efficiency (Total OPEI:;?;:I’?;:ES fo Gross fmﬁ%
can optimally support or defuse institutional size Khan. (2014)
significantly. Thus, [54] found that institute size and Productivity Loans per Loan Officer Basharat,
financing needs has significant association in Tanzanian Arshad &
context. Hence, [55]-[56] also found parallel results. _ o Khan, (2014)
[57]Said that higher size, more productivity and optimal Size La(Financial Revenue) Kh(f’,lé f;;’l
efficiency leads to bigger figures and these all have -
significant impact on capital structure. So profitability 4 RESULTS

in conventional institutes and in micro finance institutes
in both is found significant with capital structure
[58],[59] [60]. So we hypothesized that there is
significant role of MFI’s efficiency, productivity and
size in determiningcapital structure.

In this section collected data of the sample is tested and
reported here, to meet the basic statistical assumptions
data reliability and validity tests are prior conducted and
resulted significantly. Further, unit root test is applied to
check the data stationary. The unit root comprises on
two i-e Phillip Peron test and ADF test. For ADF and
Phillips Perron (PP), the lag value criterion has been
selected using Schwarz criteria. Akaike and Schwartz
criteria were used to determine whether or not included
intercept in the test Application. The following table
reveals the stationary,

3. METHODOLOGY

This is prior suggested by literature that capital structure
is wan by micro funding institute’s size, productivity
and efficiency. Thus to check it empirically, we tested
the impact of these factors on structure of capital in
MFI’s. Therefore, study is explanatory and has selected
MFI’s (NGOQO’s) of Pakistan as population of study and
has obtained seven Pakistani NGO’s MFI as sample
from population of local MFI’s.
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Table (2) Unit Root Test for Stationary

Variable Unit t. stats Sig 01% C.V 05% C.V
Root
Efficiency ADF 4.286 0.011 3.54 291
PP 4.323 0.001 3.54 291
Productivity ADF 522 0.000 3.54 2.91
PP 5.40 0.000 3.54 291
Size ADF 5.50 0.000 3.54 291
PP 5.56 0.000 3.54 291
Capital Structure ADF 4.09 0.003 3.54 291
PP 4.975 0.002 3.54 291

The above table provides the detail of study variables
that either these are stationary or not. Thus, to check the
data stationary ADF test is applied and for conformation
Phillip Peron test is also executed, results of both are
tabulated here and variables have p value less than 0.05
shall be non-stationary. So ADF value of efficiency t-
stats is 4.286, Phillip Peron (PP) is 4.323 and both non
stationary (p<0.05). Productivity is also non stationary
with ADF t-value as 5.22 and PP as 5.40. Size is also
non stationary as 5.50 ADF and PP value of t-stats is
5.56. Meanwhile, capital structure is also found non
stationary with ADF ad 4.09 & PP as 4.975
respectively. Unit root at 01% is found as 3.54 and at
05% is as 2.91. Hence, unit root test concludes all
construct of study as non-stationary.

Table (3) Regression Analysis

Variable Coefficient Stand Error t. stats Sig

Efficiency 0.016078 0.002473 6.501543 0.0000
Productivity 4.17E-08 8.73E-05 0.000478 0.0002
Size 0.097114 0.030290 3.206144 0.0022
R-squared 0.653306 Mean dep var 0.676659
Adjusted R- squared 0.605351 S.D. dep var 0.365597
S.E. of regression 0.281925 Akaike info crit 0.396040
Hannan-Quinn
Log likelihood -6.475256 crit 0.476317
Durbin-Watson 1.223550

By following the statistical procedure data stationary is
evaluated and it concluded as variables are non-
stationary. Therefore, to elaborate further results of
study and to have findings linear regression as extension
to non-stationary is applied showed in above table,
where efficiency of NGO’s is found positively
significant with capital structure as 0.0000 (p<0.05)
resulting as efficiency pinches as 16 percent
significantly on capital of these MFI-NGO’s and t-stats
is 6.501543 with 0.01608 coefficient.

Productivity is found positively significant that it
plays its role as 4.17 in capital building significant as
0.0002 (p< 0.05). While, size of the MFI’ also affects
significantly as 9 percent in it. The coefficient of size is
0.097114 and t-stats is 3.21. Profitability t-value is 4.02
and coefficient is 0.077. Moreover, the value of R-
Square is 0.65 explaining the model as sixty five
percent. And adjusted R? value is sixty percent. After
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having the lag the value of Schwarz criterion is 60% and
the Durbin-Watson is 1.22 less than 02 as being much
satisfactory. Hence, results indicated that positively
significant  affecting  capital  structure  except
profitability.

5. CONCLUSION AND POLICY
IMPLICATIONS

In current research four hypothesis are tested and out of
these one hypothesis of profitability is rejected and
other three of size, productivity and efficiency are
accepted those impacting significantly capital structure
of micro finance institutions. So, results are coherent to
basic theoretical frame and rejected but hypothesis is
rejected as stated by literature and has supported its
generic concept. Thus, results comprehended that as
efficiency of a MFI rises the capital structure is
positively affected and supports operational & financing
activities of institutions [61], [62].

Moreover, similar findings are about size and
profitability that as size of the MFI’s rises in shape of
financial revenue capital structure is affected because
excessive financial revenue supports institutions
financings requirements and helps to renegotiate or
continue financial policies. Hence, study concluded
significantly that capital structure is being affected by
these three factors in m Microfinance sectors of
Pakistan.

The stakeholders associated to this study can
take advantage from it because capital structure of
MFI’s is always hot, crucial and integral part in this
sector especially and the study has shown the indicators
association towards it. So the NGO’s of MFI’s are
required to work on these beyond the limits to be self-
relying in fund matter. Another finding of our research
that can help management of this sector is that
launching profitable schemes and putting work force in
pressure for funds generation by this way is not found
favorable in this sector because it is unaurthognal to
mission of this sector.

Hence, management should focus other sides for funds
generation than to be profit centric. In last, most
important implication is that such effects have directed a
theoretical/empirical reason but the implications are not
considered in policy matters by practitioners that makes
weak estimations and shows poor planning. This implies
as MFI management should consider findings in
practice as a chunk rather to isolate from these. In
further investigations, cross country analysis will
provide more comprehensive findings. And comparative
analysis of MFI’s banks and MFI’s NGO’s can be
investigated.
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