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Lending microloans for employment creation and prosperity of production is an appropriate way to em-
power the poor, generate income, reduce poverty and improve food security. Nevertheless, the evidence
shows that part of these microloans is faced with moral hazards and spent on non-productive affairs.
This study aimed to investigate the spending of business microloans granted by local microcredit funds
in the county of Qaleh Ganj in Kerman province and to identify the most important factors affecting their
efficient usage. The statistical population consisted of 21,000 rural members of the microcredit funds set
up in Qaleh Ganj County. The sample size was calculated using the G*Power software (n = 203) and the
sampling was carried out by multistage sampling. The results showed that 46.8% of the members used
their production loans in a non-productive way and took it out of the business, 44.3% of the respondents

Key words: © used their loans to maintain their previous business and 8.9% of them used their loans to create new
Microloans, Rural jobs. Logistic regression analysis showed that the variables, namely "times of supervision", "number of
business, Entrepre- : group members", "dissatisfaction with high monthly installments", "perceived behavioral control", "per-
neurship, Poverty ception of job performance”, "perceived career advancement prospects" and "level of education" have
alleviation, Qaleh explained between 46 and 61 percent of the individual membership in both groups of the dependent
Ganj © variable "using business microloans for business development".
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Extended Abstract of pundits and policymakers in various countries over

the last few years (Negin, 2005). While the formal bank-

1. Introduction ing system initially refused to provide the poor with credit

services, most developing countries are now increas-

icrocredit is one of the poverty eradica- ingly considering meeting the financial needs of the poor

tion and unemployment reduction strate- through granting microloans. All of the key international

gies that has become the primary focus institutions, including the European Union (EU), United
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Nations (UN), World Bank, and Asian Development
Bank, allocate a portion of their financial resources and
research efforts to microcredit. Granting microloans to the
poor for the sake of poverty remediation is a vital poverty

reduction strategy (Akhter & Cheng, 2020). The microloan
granting process was accelerated across the globe in more

than 60 countries over two decades (Bateman, 2010).

On the other hand, loans seemingly granted for the de-
velopment of small businesses are often used for fulfilling

other purposes (Sebstad & Cohen, 2001). However, these
loans are offered to develop the businesses owned by the
economically active poor. The Alavi Foundation set up
some rural microcredit funds in 2015 to reduce poverty
and empower rural communities in Qaleh Ganj County,
Kerman Province, Iran, by enhancing rural businesses.
Despite achievements of these funds, it appears that busi-
ness microloans are being used indiscriminately and devi-
ate from production and business development purposes.
Thus, this study aimed to analyze the variables affecting
the use of business microloans in production and employ-
ment development in Qaleh Ganj County. The results of
this research can offer invaluable insights into appropriate
lending of business micro-loans and maximizing their ef-
fectiveness in business development.

2. Methodology

The present study is a nonexperimental (survey) quan-
titative research project that follows a post-positivist
paradigm. The statistical population consisted of 21,000
rural members of the microcredit funds set up in Qaleh
Ganj County. The sample size was calculated using the
G*Power software (n = 203) and the sampling was car-
ried out by multistage sampling. The required data were
collected by means of a questionnaire. The dichotomous
dependent variable was "using business microloans for
business development" with two categories: low and high
usage of the microloan in business development. Those
who had spent less than 50% of their microloan on devel-
oping their businesses were categorized as the first group,
and the villagers who had spent at least 50% of their mi-
croloan on developing their businesses were categorized
as the second group.

3. Results

The results of descriptive statistics suggested that 95
(46.8%) members spent the business microloan on pur-
poses other than business development. Among 203 re-
spondents, 117 (57.8%) individuals confirmed that no su-
pervision had been exercised on how the microloan was
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spent. Besides, 34 (16.7%) individuals had low levels of
perceived job performance, and 108 (53.6%) had mod-
erate levels of personal attitude toward entrepreneurship.
The logistic regression results indicated that certain vari-
ables had a significant impact on explaining individual
membership in both groups of the dependent variable
"using business microloans for business development"
which explained 46-61% of the changes in the dependent
variable. These included "the number of supervisions",

"perceived job performance”, "dissatisfaction with high

monthly installments”, "the group size", "perceived be-
havioral control”, "level of education”, and "perceived
career advancement prospects”, among the variables im-
ported into the model. Notably, the level of significance
was 1% for the four dependent variables and 5% for the
other three variables. According to the CV (coefficient of
variation), the respondents respectively had the highest
consensus on "increasing fund resources through sources
of charities and endowments”, “granting loans for meet-
ing basic needs", and "increasing fund resources through
government budget” as mechanisms for ensuring the ef-

fectiveness of business microloans.

4. Discussion

The findings showed that over 47% of microcredit fund
members had spent their business microloans outside the
business, and only 9% had spent their microloans on start-

ing a new enterprise. Previous studies such as Afrashteh
(2003), Rashidi & Mansouri (2005), Varmazyari, Kalantari,

& Sha'ban Ali Fami (2009) have also proposed that a pro-
portion of the production loans has deviated from their

intended route. Moreover, Karimkoshte (2004) concluded
that the farmers had spent large amounts of their loans
received from unofficial sources on satisfying their basic
daily and other needs. Therefore, it is vital to identify the
variables contributing to optimum behavior exhibited
during spending business and production loans, particu-
larly microloans granted for business development and
sustainable poverty eradication. The broadest consensus
of fund members on "increasing fund resources through
sources of charities and endowments,” "granting loans
for meeting basic needs," and "increasing fund resources
through government budget" as the mechanisms of en-
hancing the role of the business microloans indicates that
they are reliant on external sources to perpetuate the fund
activities and their unmet basic needs.

5. Conclusion

Given the key factors affecting the wise spending of
business microloans, lending these loans can be expected
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to promote business development when the appropriate
climate has been set for their productive use. This climate
must be commensurate with the weak financial status
of the members. It is therefore recommended to adopt
all appropriate measures to supervise loan spending,
strengthen fund-dependent groups both quantitatively
and qualitatively, improve members' self-confidence and
their perceptions of their inner power, diversify the prod-
ucts manufactured by the members, and enhance financial
affordance and savings to pave the way for applying for
larger loans.
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