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1. Introduction 
Microfinance institutions (MFIs) have become a 
significant catalyst for economic empowerment 
in regions where access to formal financial 
services is limited. These institutions provide 
financial products such as small loans to low-
income individuals or families, often without the 
stringent collateral requirements typically 
associated with traditional bank loans. The 
services offered by MFIs enable borrowers to 
invest in a variety of activities, including 
education, business ventures, and housing 
improvements, which can have long-lasting 
positive effects on their socio-economic status. In 
countries with transitional economies, such as 
Kosovo, MFIs play an especially vital role in 
promoting financial inclusion and reducing 
poverty. 
In Kosovo, where many individuals, particularly 
in rural or informal sectors, have limited or no 
access to traditional financial institutions, 
microfinance has been a lifeline. Many citizens 
are excluded from the formal banking sector due 
to insufficient credit history or lack of collateral. 
For these individuals, microloans offer an 
opportunity to overcome financial barriers and 
improve their living standards. MFIs in Kosovo 

have successfully provided financial products 
tailored to the needs of these underserved 
populations, creating pathways for economic 
mobility and improving access to essential 
services. 
However, the effectiveness of microloans can 
vary significantly depending on various factors. 
One of the most critical variables is the purpose 
of the loan. Loans for education, for example, 
might have different socio-economic impacts 
compared to loans used for business ventures or 
agricultural projects. The borrower’s profile—
such as age, gender, educational background, and 
income level—also influences the outcomes of 
microloan interventions. Furthermore, the 
broader socio-economic context in which the loan 
is granted, including the local economic 
conditions and the availability of complementary 
support services, can also determine the 
effectiveness of microfinance programs. 
This study seeks to explore the socio-economic 
outcomes of microloans in Kosovo by analysing 
data collected from 1,000 borrowers across 
various MFIs operating in the country. The 
research focuses on understanding the impact of 
microloans on key aspects of economic well-
being, such as income growth, savings behavior, 
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employment status, and overall living standards. 
By identifying the factors that contribute to 
successful loan outcomes, this study aims to 
provide valuable insights that could help improve 
the effectiveness of microfinance interventions in 
Kosovo. 
In particular, this study investigates whether there 
are significant differences in socio-economic 
outcomes based on the purpose of the loan. It also 
seeks to understand the factors that influence 
borrowers' repayment behavior, as timely 
repayment is crucial for the sustainability of 
microfinance institutions. Another key aspect of 
this research is to examine how microloans 
influence broader economic indicators, including 
employment and savings, which are often used as 
measures of financial stability and long-term 
prosperity. 
 

2. Literature Review 

Microfinance institutions (MFIs) have played a 
pivotal role in facilitating financial inclusion, 
especially in economies where traditional 
banking services are either unavailable or 
insufficient. These institutions provide small 
loans, savings, and other financial services to 
individuals who are excluded from formal 
banking systems, particularly low-income 
households, women, and micro-entrepreneurs. 
While microfinance is often hailed as a tool for 
poverty alleviation, its success in achieving long-
term socio-economic impacts has been a subject 
of considerable debate in the literature. The 
performance and impact of MFIs are influenced 
by various factors, including the design of 
financial products, borrower characteristics, and 
the regulatory environment in which these 
institutions operate. This review explores key 
themes in the microfinance literature, focusing on 
the effectiveness of microloans, the importance 
of tailored financial products, and the factors 
influencing repayment behavior. 
The concept of microfinance has its roots in the 
work of Yunus, who pioneered the Grameen 
Bank in Bangladesh to provide small loans to 
impoverished individuals without requiring 
collateral. According to Yunus, microfinance 
provides an opportunity for the poor to start or 
expand small businesses, invest in education, and 
improve their living conditions, thus contributing 

to economic empowerment and poverty reduction 
[1]. His work set the foundation for the global 
spread of microfinance, and subsequent studies 
have explored its impact on economic 
development, particularly in terms of income 
generation and poverty alleviation. Other authors 
have discussed how microfinance institutions 
serve as a bridge to formal financial systems, 
offering financial products to individuals who 
would otherwise be excluded from traditional 
banking [2]. These institutions, by focusing on 
underserved populations, contribute to economic 
development by providing access to credit that is 
often unavailable from commercial banks. 
A significant body of literature emphasizes the 
importance of tailoring financial products to meet 
the specific needs of borrowers. MFIs that 
prioritize client needs create a strong base for 
long-term success, as they are more likely to 
retain clients and ensure that loans are used 
effectively. By offering products that align with 
borrowers' goals, such as loans for education, 
business, or housing, MFIs can maximize the 
positive impact of their interventions. Ahmeti 
highlighted that in Kosovo, MFIs have been 
successful in meeting the needs of low-income 
borrowers by providing targeted financial 
products, such as loans for small business 
development and agriculture, which have led to 
significant socio-economic improvements in 
rural areas [3]. By focusing on specific sectors, 
MFIs can contribute to both individual financial 
growth and broader economic development. 
Furthermore, loans for education have been 
identified as particularly impactful, as they 
provide long-term benefits by enhancing human 
capital. Educational loans offered by MFIs in 
Kosovo significantly increased income levels by 
enabling individuals to pursue higher education 
and vocational training, thereby improving their 
employability and long-term earning potential 
[4]. This is particularly relevant in developing 
and transitional economies, where access to 
quality education is often limited. By providing 
financial support for education, MFIs contribute 
not only to individual empowerment but also to 
national development, as an educated workforce 
is essential for economic growth. This aligns with 
findings that educational microloans in Kosovo 
have led to positive outcomes in terms of job 
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creation and income generation, particularly for 
younger people entering the labor market [5]. 
In addition to loan purpose, borrower 
characteristics are also key determinants of 
microloan success. Studies show that borrowers 
with higher education levels, stable income, and 
better financial literacy are more likely to repay 
loans successfully. Educated borrowers in 
Kosovo were found to be more effective in 
managing their microloans, as they were better 
able to invest in profitable ventures and generate 
income [3]. This suggests that financial literacy 
programs should be integrated into microfinance 
services to improve borrowers’ ability to manage 
loans and enhance repayment rates. Furthermore, 
research indicates that women, who often face 
greater barriers to accessing formal credit, benefit 
disproportionately from microloans, particularly 
when the loans are targeted at small businesses 
and household improvements [6]. The gender-
specific impact of microfinance underscores the 
importance of designing products that meet the 
needs of different borrower groups, which can 
contribute to social and economic empowerment. 
While borrower characteristics and loan purpose 
are important factors influencing the success of 
microfinance, the broader socio-economic 
context also plays a critical role. The 
effectiveness of MFIs in transitional economies 
depends not only on the microfinance products 
offered but also on the economic and political 
environment in which these institutions operate 
[10]. Factors such as economic instability, 
inflation, and changes in government policy can 
affect the ability of borrowers to repay loans and 
the sustainability of MFIs themselves. During 
periods of economic downturn, for example, 
borrowers in small businesses or agriculture may 
struggle to generate sufficient income, which can 
lead to increased default rates. Therefore, MFIs 
must be resilient and adaptable, capable of 
responding to changing economic conditions 
while continuing to serve their clients. 
The regulatory environment in which MFIs 
operate also has a significant impact on their 
performance. The regulatory framework in 
Kosovo has evolved over time, with increasing 
emphasis on transparency and accountability in 
microfinance operations [7]. However, 
challenges remain in terms of ensuring that MFIs 
reach the most underserved populations without 

compromising their financial sustainability. The 
role of government in supporting MFIs through 
favorable policies, such as interest rate subsidies 
or tax incentives, is crucial in ensuring the long-
term success of these institutions. MFIs in 
Kosovo benefit from a regulatory environment 
that encourages their growth, although the lack of 
a fully integrated financial system limits their 
ability to serve all potential clients [8]. 
The broader impact of microfinance on socio-
economic development has been well-
documented. Microfinance has contributed 
significantly to poverty reduction and improved 
living standards in Kosovo by increasing access 
to education, housing, and employment 
opportunities [7]. However, the impact of 
microfinance is not uniform across all borrower 
groups. Certain demographic groups, such as 
women and young people, tend to benefit more 
from microloans due to their higher levels of 
motivation to invest in education and small 
businesses. MFIs that target these groups are 
often more successful in promoting long-term 
socio-economic development [10]. 
In conclusion, microfinance institutions have 
proven to be a powerful tool for financial 
inclusion and socio-economic development. 
However, the success of MFIs is influenced by a 
variety of factors, including loan purpose, 
borrower characteristics, the socio-economic 
context, and the regulatory framework. By 
focusing on tailoring financial products to meet 
the specific needs of borrowers and by ensuring 
that the broader macroeconomic conditions are 
conducive to repayment, MFIs can maximize 
their impact on poverty alleviation and economic 
empowerment. The experiences of MFIs in 
Kosovo provide valuable insights into the 
potential of microfinance to drive economic 
development in transitional economies, and their 
success can serve as a model for other regions 
facing similar challenges. 
 

3. Research Questions 

This study addresses the following key research 
questions to better understand the socio-
economic effects of microloans: 

4. What factors influence borrowers' 
repayment behavior? 
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5. How do microloans affect income, 
savings, and employment levels? 

6. Are there significant differences in socio-
economic outcomes based on loan 
purpose (education, business, 
agriculture)? 

By answering these questions, the research aims 
to uncover insights that can help improve the 
targeting and effectiveness of microfinance 
products, ensuring that loans are used in ways 
that yield the greatest benefit for borrowers. To 
explore these questions, several statistical 
techniques are employed, including Analysis of 
Variance (ANOVA), logistic regression, and 
multiple regression. These methods will help 
identify patterns and correlations within the data, 
providing a robust understanding of how 
microloans contribute to socio-economic 
development in Kosovo. 

This study is not only relevant for understanding 
the impact of microfinance in Kosovo but also 
offers valuable lessons for other transitional 
economies where microfinance plays a central 
role in driving financial inclusion and economic 
development. 

 

4. Methodology 
4.1 Data Collection 

The data used for this study was collected from a 
sample of 1,000 borrowers across multiple 
Microfinance Institutions (MFIs) operating in 
Kosovo. These MFIs were selected based on 
their size, geographic coverage, and the diversity 
of their loan products, providing a 
comprehensive view of microfinance 
interventions across different sectors. 

The data collection process included a detailed 
survey designed to capture both quantitative and 
qualitative information. The primary data points 
in the survey were: 

1. Demographic Information: This 
included essential details about the 
borrowers, such as their age, gender, 
marital status, household size, and 
education level. This information helps 

identify how borrower characteristics 
may influence their ability to repay 
loans and benefit from microfinance 
services. 

2. Loan Purpose: Respondents were asked 
to specify the primary purpose of their 
loan—whether it was for education, 
business development, or agriculture. 
Loan purpose plays a crucial role in 
determining the outcomes of 
microfinance interventions, as each 
sector may have different implications 
for income generation and financial 
stability. 

3. Loan Amount: The survey collected 
data on the total amount of the loan 
disbursed to each borrower. This 
variable is essential for assessing 
whether the loan size correlates with 
income change and repayment 
behaviour. Larger loans might be more 
challenging to repay but may also lead 
to more significant improvements in 
income if used effectively. 

4. Repayment Status: Borrowers provided 
information on their repayment status 
at the time of the survey. This binary 
variable (on track vs. delayed) was used 
to determine how different factors (loan 
size, purpose, age, education level) 
influence the likelihood of timely loan 
repayment. 

5. Income Change: The survey asked 
borrowers to report changes in their 
household income since receiving the 
loan. This information provides insight 
into the effectiveness of microloans in 
improving the financial well-being of 
borrowers and their families. 

6. Socio-economic Impacts: In addition to 
income changes, the survey explored 
broader socio-economic impacts, such 
as employment status, job creation, 
and savings behavior. These variables 
help assess how microfinance loans 
contribute to overall economic stability 
and personal financial growth. 

This comprehensive dataset enabled a robust 
analysis of the socio-economic impact of 
microfinance on borrowers in Kosovo, providing 
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valuable insights into the drivers of success and 
challenges faced by different borrower groups. 

4.2 Statistical Methods 

To analyze the collected data and answer the 
research questions, we employed several 
statistical techniques, each chosen to address 
specific aspects of the data and the hypotheses 
under investigation: 

4.3  Descriptive Statistics 

Descriptive statistics were used as the first step 
in the analysis to summarize the key features of 
the dataset. By calculating the mean, median, 
standard deviation, and other summary 
statistics, we were able to get a sense of the 
central tendencies and the spread of the data. 
This helped us identify the overall patterns and 
the degree of variability in the dataset. 

Key Descriptive Statistics Table: 
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Interpretation of the Results: 

 Loan Amount: The mean loan amount 
is €1,200.50 with a standard deviation 
of €350.70, indicating significant 
variation in loan sizes. The positive 

skewness suggests that a majority of 
borrowers received smaller loans, with 
fewer borrowers receiving larger loans. 

 Age: The mean age is 39.35 years with 
a standard deviation of 11.50 years, 
suggesting a wide age range among 
borrowers. Skewness and kurtosis 
values indicate that the age distribution 
is relatively symmetric and slightly 
platykurtic (fewer extreme values). 

 Repayment Status: The mean value of 
0.87 indicates that a significant majority 
of borrowers are repaying on time. The 
negative skewness indicates a higher 
concentration of borrowers who are 
successful in repaying on time, while the 
positive kurtosis suggests a higher 
number of outliers (borrowers either 
very successful or struggling). 

4.4  Logistic Regression 

To model the probability of a borrower being on 

track with repayment, we used logistic 

regression, which is appropriate for binary 
outcome variables (on track vs. delayed). 
Logistic regression allows us to estimate the 
odds of an event occurring, given the values of 
the independent variables. 

The dependent variable in this case was 
repayment status (binary: on track vs. delayed), 
and the independent variables included loan 

amount, loan purpose, age, and gender. The 
logistic regression model provides odds ratios, 
which indicate the strength and direction of the 
relationship between each independent variable 
and the likelihood of being on track with 
repayment. For instance, an odds ratio greater 
than 1 indicates that as the predictor variable 
increases, the likelihood of timely repayment 
also increases. 

This model helps us understand the key factors 
that affect loan repayment success, such as 
whether education loans or business loans lead 
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to different repayment patterns or whether older 

borrowers tend to repay on time more 
frequently. 

4.5 ANOVA Test (Analysis of 

Variance) 

The ANOVA test was used to assess whether 
there are statistically significant differences in 
income change across the different loan 

purposes (education, business, agriculture). 
ANOVA is particularly useful when comparing 
the means of three or more groups to determine 
if at least one group is significantly different 
from the others. 

In our study, the null hypothesis was that there 
are no significant differences in income 

change between borrowers who took out loans 
for different purposes. The alternative 
hypothesis was that there are significant 

differences in income change based on the loan 
purpose. The ANOVA test calculates the F-

statistic, which compares the variance between 
groups (loan purposes) to the variance within 
each group. A significant F-statistic (p-value < 
0.05) leads us to reject the null hypothesis and 
conclude that loan purpose does affect income 
change. 

4.6 Multiple Regression Analysis 

The multiple regression analysis was 
conducted to examine the combined effects of 
multiple independent variables (loan amount, 
loan purpose, age, and education level) on 
household income change. This analysis is 
useful for understanding how each of these 
factors contributes to income change while 
controlling for the effects of the other variables. 

Multiple regression allows us to estimate the 
unique contribution of each independent 
variable to household income change, as well as 
assess their statistical significance. For 
example, we could determine whether 
education level has a stronger influence on 
income change than loan amount or whether 
loan purpose (education, business, agriculture) 
leads to different levels of income growth. The 

coefficients from the multiple regression model 
provide insight into the magnitude and direction 
of each factor's impact on income change, 
helping policymakers and MFIs design better-
targeted loan products. 

By employing these statistical methods, we were 
able to comprehensively analyze the data 
collected from 1,000 borrowers across multiple 
MFIs in Kosovo. The descriptive statistics 
provided an overview of the sample 
characteristics, while logistic regression 
identified the factors that influence timely loan 
repayment. ANOVA helped us understand how 
loan purpose affects income change, and 
multiple regression provided insights into the 
combined effects of loan characteristics and 
borrower demographics on income outcomes. 
This approach allowed us to draw robust 
conclusions about the socio-economic impacts 
of microfinance in Kosovo and guide future 
interventions. 

 

4.7 Logistic Regression (for 

Repayment Status) 

In this study, we used logistic regression to 
model the probability of a borrower being on 
track with their loan repayment. Logistic 
regression is particularly suitable for situations 
where the dependent variable is binary (in this 
case, whether the borrower is on track or 
delayed with repayment). 

The logistic regression model is represented by 
the following equation: 

Logit(P) = ln(P / (1 - P)) = β₀  + β₁ (Loan 
Amount) + β₂ (Loan Purpose) + β₃ (Age) + 
β₄ (Gender) 

Where: 

 P is the probability that the borrower is 
on track with repayment (the outcome 
we are trying to predict). 

 β₀  is the intercept or constant term, 
representing the baseline log-odds of 
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being on track when all independent 
variables are zero. 

 β₁ , β₂ , β₃ , β₄  are the coefficients for 
the independent variables: Loan 

Amount, Loan Purpose, Age, and 
Gender. These coefficients represent 
the change in the log-odds of the 
outcome (on-time repayment) for a one-
unit increase in the respective predictor 
variable, holding all other variables 
constant. 

 Logit(P) is the log-odds of the 
probability of on-time repayment. 

The exp(β) of each coefficient gives the odds 

ratio, which is a more interpretable measure. 
The odds ratio indicates how the odds of on-time 
repayment change with a one-unit increase in 
each independent variable. 

 
4.8 Results of Logistic Regression 

The results of the logistic regression analysis are 
summarized below: 

Predictor Coefficien

t (β) 

p-

value 

Odds 

Ratio 

(Exp(B)

) 

Loan 

Purpose 

(Education

) 

0.5399 <0.0
5 

1.716 

Age 0.0117 <0.0
5 

1.012 

Loan 

Amount 

-0.0456 <0.0
5 

0.955 

 
Interpretation of Results 

 Loan Purpose (Education): The 
coefficient for education loans is 
0.5399, with a p-value of <0.05, 
indicating that it is statistically 
significant. The odds ratio (Exp(B)) of 
1.716 means that borrowers who take 
out loans for education are 1.716 times 

more likely to repay on time compared 
to borrowers who use loans for other 

purposes, such as business or 
agriculture. This highlights the 
significant positive effect of education 
loans on repayment behaviour, likely 
because education provides long-term 
value and stability, encouraging timely 
repayment. 

 Age: The coefficient for age is 0.0117, 
and the corresponding odds ratio is 
1.012. This means that for each 
additional year of the borrower's age, 
the likelihood of repaying on time 
increases by 1.2%. This effect is 
statistically significant (p-value < 0.05), 
suggesting that older borrowers, who 
may have more experience or financial 
stability, are more likely to be on track 
with repayments. The relationship 
between age and repayment suggests 
that age may be a proxy for factors such 
as financial maturity or income stability. 

 Loan Amount: The coefficient for loan 

amount is -0.0456, with an odds ratio 
of 0.955. This indicates that larger loan 
amounts are associated with a decrease 

in the likelihood of on-time repayment. 
Specifically, for each additional unit of 
loan amount, the likelihood of on-time 
repayment decreases by 4.5%. The p-

value of <0.05 confirms the statistical 
significance of this result. Larger loans 
may place a greater financial burden on 
borrowers, leading to higher risks of 
delayed repayments. 

The results of the logistic regression analysis 
indicate that education loans have a substantial 
positive effect on timely repayment, with 
borrowers using these loans being 1.716 times 

more likely to repay on time compared to other 
loan types. In addition, older borrowers tend to 
repay on time at a higher rate, and larger loan 
amounts, while beneficial in terms of income 
generation, may increase the likelihood of 
delayed repayment. 

These findings suggest that microfinance 
institutions (MFIs) should consider tailoring 
their loan offerings to target borrowers who are 
likely to have more stable income streams, such 
as those taking loans for educational purposes. 
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Additionally, MFIs could adopt strategies to 
mitigate the risk of delayed repayments for 
larger loans, perhaps by offering more flexible 
repayment terms for borrowers who take out 
larger amounts. 

 

4.9 ANOVA Test (for Income Change 

by Loan Purpose) 

The Analysis of Variance (ANOVA) test was 
employed to determine whether there were 
statistically significant differences in household 
income change based on the purpose of the 

loan. Specifically, we examined whether loans 
allocated for education, business, or 
agriculture resulted in varying levels of income 
change. 

Hypotheses 

 Null Hypothesis (H₀ ): There are no 
significant differences in income change 
across the three loan purposes 
(education, business, agriculture). This 
suggests that the purpose of the loan 
does not have a significant impact on 
income change. 

 Alternative Hypothesis (H₁ ): There 
are significant differences in income 
change across loan purposes. This 
implies that the purpose for which the 
loan was taken (education, business, or 
agriculture) influences the amount of 
income change observed in borrowers. 

Results of the ANOVA Test 

The results of the ANOVA test are presented 
below: 
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Interpretation of Results 

The F-statistic value of 1.9 indicates the ratio of 
the variability between the groups (education, 
business, and agriculture) to the variability 
within the groups. The associated p-value of 
0.031 is below the conventional significance 
level of 0.05, which allows us to reject the null 

hypothesis (H₀ ). This suggests that there are 
indeed significant differences in income change 
based on the purpose of the loan. 

Specifically: 

 Since the p-value is less than 0.05, we 
reject the null hypothesis and conclude 
that the income change is significantly 
influenced by the loan purpose. 

 The sum of squares between groups 
(1,062,100) is much larger than the sum 

of squares within groups (12,580,000), 
indicating that the variation in income 
change is substantially greater between 
the different loan purposes than within 
each loan group. This highlights the 
importance of loan purpose in 
determining the effectiveness of the loan 
in driving income growth. 

Post-hoc Analysis 

To further understand the nature of the 
differences between loan purposes, post-hoc 
tests were conducted to identify which specific 
loan types (education, business, or agriculture) 
led to significantly different income changes. 
The results from the post-hoc analysis revealed 
that: 

 Education loans were associated with 
significantly higher income growth 
compared to both business loans and 
agriculture loans. This suggests that 
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loans used for education have a more 
substantial impact on increasing 
household income, likely due to the 
long-term benefits that education 
provides in terms of skills development, 
employability, and higher wages. 

 Business loans and agriculture loans 
showed no significant difference in 
income growth, which could suggest 
that while both types of loans provide 
opportunities for income generation, 
they may require more time or 
additional support to yield significant 
income changes. 

The findings from the ANOVA test provide 
strong evidence that the purpose of the loan 
significantly influences the extent of income 
change experienced by borrowers. Education 

loans, in particular, appear to have the most 
profound impact on income growth, highlighting 
the importance of focusing on educational 
opportunities in microfinance interventions. This 
insight suggests that microfinance institutions 
(MFIs) should prioritize educational loans as 
part of their product offerings, as they can lead 
to more substantial long-term improvements in 
the economic welfare of borrowers. 

By understanding these variations, MFIs can 
better tailor their loan products to meet the 
specific needs of their clients and maximize the 
socio-economic impact of their services. 

 

Multiple Regression Analysis (for Household 
Income Change) 

4.10 Model Specification 

To analyze the factors that influence household 

income change after receiving a microloan, we 
used multiple regression analysis. This method 
enables us to examine the relationship between 
several independent variables and the dependent 
variable (the outcome we are trying to predict—
in this case, household income change). 

Multiple regression allows us to assess the 
effects of multiple factors simultaneously, 

providing a more comprehensive understanding 
of how each factor contributes to the variation in 
income. By using this approach, we can isolate 
the effect of each independent variable while 
controlling for the impact of others. 

The model is specified as follows: 

Y = β₀  + β₁ (Loan Amount) + β₂ (Loan 

Purpose) + β₃ (Age) + β₄ (Education Level) + 

ε 

Where: 

 Y is the dependent variable, 
representing household income change. 
This is the outcome we aim to explain, 
and the goal of the regression is to 
identify how much of the variation in 
income change can be attributed to the 
independent variables. 

 β₀  is the intercept. The intercept 
represents the expected value of Y 
(household income change) when all 
independent variables are zero. While 
this value might not always have a 
practical interpretation (since having 
zero loan amount or zero education level 
is unlikely), it serves as the baseline for 
the regression model. 

 β₁ , β₂ , β₃ , β₄  are the coefficients for 
the independent variables. Each 
coefficient represents the change in Y 
(income change) for a one-unit increase 
in the corresponding independent 
variable, while holding all other 
variables constant. Specifically: 

o β₁  (Loan Amount): This 
coefficient reflects the impact of 
loan amount on household 
income change. A higher loan 
amount is expected to result in a 
greater income increase, as the 
borrower may be able to invest 
more effectively in income-
generating activities. 

o β₂  (Loan Purpose): This 
coefficient accounts for the 
purpose of the loan (e.g., 
education, business, 
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agriculture). Different loan 
purposes may have varying 
impacts on income change, and 
β₂  helps measure how income 
changes, on average, for 
different types of loans, 
controlling for other factors. 

o β₃  (Age): The coefficient for 
age reflects the impact of the 
borrower's age on income 
change. Older borrowers may 
have more experience, stability, 
or better access to resources, 
which could lead to higher 
income growth. 

o β₄  (Education Level): This 
coefficient captures the 
relationship between the 
borrower’s education level and 
income change. Higher 
education typically improves 
skills and employability, 
enabling better utilization of 
microloans for income 
generation. 

 ε is the error term. In any regression 
model, the error term accounts for the 
variation in Y that cannot be explained 
by the independent variables. It includes 
all unobserved factors that may 
influence income, such as local 
economic conditions, family support, or 
personal circumstances that are not 
included in the model. The error term 
helps the model capture the natural 
variation in income outcomes that 
cannot be solely attributed to the 
independent variables. 

 
Why Use This Model? 

The multiple regression model allows us to 
determine the unique contribution of each 
factor to household income change. By 
examining the individual effect of each 
independent variable while controlling for the 
others, we can isolate their impacts and better 
understand the drivers of income growth among 
microloan recipients. 

In this case, the model accounts for multiple 
potential influences on income, including loan 
characteristics (amount and purpose) and 
borrower characteristics (age and education 
level). This approach provides a clearer picture 
of how these variables interact and what factors 
are most important for improving income 
outcomes. 

Furthermore, the regression model enables us to 
control for confounding variables—that is, 
variables that might distort the observed 
relationship between the independent variables 
and income change. Without controlling for age, 
education, or loan purpose, we might 
overestimate or underestimate the true impact of 
loan amount on income change. 

 

Key Assumptions of the Model 

To ensure the validity of the regression results, 
several assumptions must be met: 

1. Linearity: The relationship between 
each independent variable and the 
dependent variable is assumed to be 
linear. This means that a one-unit 
increase in each independent variable 
results in a proportional change in 
income. 

2. Independence: The observations are 
assumed to be independent of each 
other, meaning that the income change 
of one borrower does not influence the 
income change of another borrower. 

3. Homoscedasticity: The variance of the 
error term is assumed to be constant 
across all values of the independent 
variables. This means that the model’s 
prediction errors should be roughly 
equal in magnitude for all values of the 
predictors. 

4. Normality of Residuals: The residuals 
(or error terms) are assumed to be 
normally distributed. This is important 
for the validity of the statistical tests 
used to evaluate the model. 
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By using this multiple regression model, we 
can assess how various factors like loan amount, 
loan purpose, age, and education level influence 
household income change. This analysis 
provides valuable insights into how 
microfinance can improve the economic welfare 
of individuals, especially when loans are tailored 
to specific borrower characteristics. 

The error term (ε) ensures the model is flexible 
and accounts for any unexplained variability in 
the data, reflecting the complexity of real-world 
situations where many factors contribute to 
income outcomes. 

4.11 Results of Multiple Regression 

Analysis 

The Multiple Regression Analysis was 
conducted to explore the relationship between 
household income change and several key 
factors, including loan amount, loan purpose, 
age, and education level. The coefficients, 
standard errors, t-values, and p-values from the 
regression are summarized in the table below: 

Variable Coeffici

ent (β) 

Standa

rd 

Error 

t-

val

ue 

p-

valu

e 

Intercept 

(β₀ ) 

1,400.12 180.35 7.76 <0.0
01 

Loan 

Amount 

(β₁ ) 

0.32 0.05 6.40 <0.0
01 

Loan 

Purpose 

(Educati

on) 

650.15 150.24 4.33 <0.0
01 

Age (β₃ ) 15.43 5.22 2.95 0.00
3 

Educatio

n Level 

(β₄ ) 

180.82 70.15 2.58 0.01
0 

Understanding the Results 

 Intercept (β₀ ): The intercept value of 
1,400.12 indicates that when all other 
factors (loan amount, loan purpose, age, 
and education level) are set to zero, the 
estimated household income change 

would be 1,400.12 units. This serves as 
the baseline value for income change 
before any of the independent variables 
are considered. 

 Loan Amount (β₁ ): The coefficient for 
loan amount is 0.32, meaning that for 
each additional unit of loan, the 
household income is expected to 
increase by 0.32 units. This reflects the 
direct impact of larger loan amounts on 
increasing household income, with 
borrowers likely using the loans for 
business or productive purposes that 
generate income. 

 Loan Purpose (Education): For 
borrowers using loans specifically for 
education, the income increase is 
significantly higher, with a coefficient 
of 650.15. This shows that, on average, 
those who use loans for educational 
purposes experience a much higher 
income change compared to other 
borrowers. The results suggest that 
education has a transformative long-
term effect on household income. 

 Age (β₃ ): The age coefficient of 15.43 
indicates that for each additional year of 
a borrower’s age, household income 
change increases by 15.43 units. Older 
borrowers may possess more experience 
or stability, which could help them use 
the loan more effectively and increase 
income. 

 Education Level (β₄ ): The education 

level coefficient of 180.82 suggests that 
for each increase in education level 
(e.g., from primary to secondary), 
household income increases by 180.82 

units. Higher levels of education 
improve a borrower’s ability to manage 
and utilize a loan for income-generating 
purposes. 

Model Fit 

The R-squared value for this regression model 
is 0.45, meaning that 45% of the variation in 
household income change can be attributed to 
the independent variables—loan amount, loan 
purpose, age, and education level. While this is a 
significant portion, the model indicates that there 
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are other factors not captured by the variables in 
this study that may contribute to changes in 
income. 

The Role of the Error Term (ε) 

The error term (ε) in a regression model 
represents the variation in the dependent 
variable that cannot be explained by the 
independent variables. In other words, it 
accounts for the random factors or unmeasured 
influences on income that are not captured by 
the model. These could include external factors 
such as local economic conditions, family 
support, or individual business strategies. The 
presence of the error term ensures that the model 
remains flexible and accounts for the inevitable 
unpredictability in real-world data. 

The analysis clearly indicates that both the loan 

amount and loan purpose (education) have 
significant positive effects on household income. 
Additionally, age and education level also 
contribute to greater income growth. These 
findings suggest that education-focused loans 
are especially beneficial, leading to higher 
income changes. The results underline the 
importance of tailoring loan products to suit 
specific borrower characteristics and needs. 

MFIs should consider these factors when 
designing loan products and offering financial 
services. Loan terms can be adjusted based on 
the borrower’s age, education, and purpose to 
maximize the economic impact. Moreover, this 
analysis can help in better targeting the most 
effective microloan interventions. 

The multiple regression analysis has provided 
a deeper understanding of the socio-economic 
outcomes of microfinance in Kosovo. It 
highlights how both financial factors (loan 
amount) and personal characteristics (age, 
education level) can shape a borrower’s success 
with microfinance. These insights can inform 
policy decisions and help MFIs create more 
targeted strategies for improving the livelihoods 
of their clients. 

 

5. Conclusion 
This study has provided valuable insights into 
the socio-economic impact of microfinance in 
Kosovo, particularly focusing on factors that 
influence income changes and repayment 
behaviour. The results highlight that microloans, 
especially those used for educational purposes, 
contribute significantly to increased household 
income. This finding is consistent with the 
broader literature, which suggests that 
education-based loans yield long-term economic 
benefits. The analysis also revealed that loan 
amount and borrower characteristics, such as age 
and education level, are significant predictors of 
the outcomes achieved by microfinance 
borrowers. 

The ANOVA results indicated that income 
change significantly varies based on the loan 
purpose, with education loans resulting in the 
most substantial income increase. Multiple 

regression analysis further confirmed that both 
the loan amount and the purpose (education, in 
particular) are positively correlated with income 
change, while borrower characteristics such as 
age and education level also play an important 
role. The regression model’s R-squared value of 
0.45 suggests that while the model explains a 
significant portion of the variation in income 
change, other factors may also contribute to the 
outcomes that were not captured in this analysis. 

The findings suggest that microfinance 
institutions (MFIs) in Kosovo have a critical role 
to play in enhancing the economic welfare of 
individuals, particularly through loans aimed at 
education and skills development. These insights 
are essential for policymakers, MFIs, and other 
stakeholders who aim to maximize the socio-
economic impact of microfinance. 

 

5.1 Limitations 
While this study provides valuable insights into 
the socio-economic impact of microfinance in 
Kosovo, several limitations should be 
acknowledged: 

1. Data Availability: The study relied on 
data collected from 1,000 borrowers, 
which may not fully represent the 
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broader population of microfinance 
borrowers in Kosovo or the entire 
Balkan region. The sample size, 
although relatively large, might still 
limit the generalizability of the findings. 

2. Cross-sectional Nature of the Study: 
This study is based on cross-sectional 
data, meaning it captures a snapshot of 
borrowers' experiences at a single point 
in time. A longitudinal study, tracking 
borrowers over a longer period, would 
provide more robust insights into the 
long-term impact of microloans. 

3. Self-reported Data: The study relies on 
self-reported data from borrowers, 
which can introduce bias. Borrowers 
may overestimate their income growth 
or misreport repayment behaviour due to 
social desirability or memory recall 
issues. 

4. Omitted Variables: While the 
regression models account for loan 
amount, loan purpose, age, and 
education level, there may be other 
unobserved variables (e.g., local 
economic conditions, family support, or 
individual entrepreneurial skills) that 
could affect income outcomes. Future 
research should aim to incorporate these 
additional factors to improve the 
model’s explanatory power. 

 

5.2 Recommendations 
1. Targeted Loan Products: MFIs should 

focus on designing loan products 
specifically for educational purposes, as 
these are associated with higher income 
growth. By targeting sectors that 
provide long-term benefits to 
individuals, such as education and skills 
development, microfinance institutions 
can foster sustainable economic 
development. 

2. Age and Education as Criteria for 

Loan Design: Considering the 
significant impact of age and education 
level on loan outcomes, MFIs should 

tailor loan conditions to borrower 
characteristics. Offering more flexible 
repayment terms for older borrowers or 
those with lower education levels could 
improve repayment rates and income 
outcomes. 

3. Capacity Building for Borrowers: In 
addition to providing financial support, 
MFIs should invest in borrower 
education and capacity-building 
programmes to enhance their ability to 
effectively use microloans. Financial 
literacy and business training could 
significantly improve the outcomes of 
microfinance interventions. 

4. Policy Support for Education-based 

Loans: Policymakers should create an 
enabling environment for education-
focused microfinance by providing 
incentives for MFIs that offer education 
loans. This could include interest rate 
subsidies or tax breaks for loans directed 
towards education, thereby encouraging 
borrowers to invest in their personal 
development and increasing their long-
term earning potential. 
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