From Capital to Capability: How Entrepreneurial Behaviour Mediates the Impact of Microcredit on Income Generation








Abstract
Microcredit programs have been widely implemented as a strategy to alleviate poverty and promote income generation among disadvantaged communities. However, empirical evidence regarding their effectiveness remains inconclusive, as access to financial capital alone does not necessarily translate into improved economic outcomes. Existing studies have largely focused on the direct relationship between microcredit and income generation while paying limited attention to the behavioural mechanisms that explain how financial resources are transformed into sustainable economic benefits. Therefore, this study aims to develop a conceptual framework that positions entrepreneurial behaviour as a mediating variable in the relationship between microcredit programs and income generation. Specifically, the study examines how entrepreneurial behaviour serves as a capability that enables individuals to convert financial capital into productive entrepreneurial activities and enhanced income outcomes. This study adopts a narrative review methodology, with data collected from the Scopus database using a comprehensive search strategy covering the domains of entrepreneurship, microcredit, financial inclusion, and business development. An integrative thematic analysis approach was employed to identify and synthesize key themes, concepts, and theoretical perspectives from the reviewed literature. The findings indicate that microcredit programs positively influence entrepreneurial behaviour by enhancing individuals' access to financial resources and entrepreneurial opportunities. Entrepreneurial behaviour, characterized by opportunity recognition, innovation, proactiveness, networking, and risk-taking, subsequently contributes to sustainable income generation. The study extends the Capability Approach by highlighting entrepreneurial behaviour as a critical conversion factor linking financial capital and economic outcomes. Practically, the findings suggest that policymakers and microfinance institutions should complement financial assistance with entrepreneurial development initiatives. Future research is encouraged to empirically validate the proposed framework across different socioeconomic and geographical contexts.
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1. Introduction
Microcredit has long been regarded as one of the most influential financial innovations for poverty alleviation and economic empowerment among low-income populations. Since the pioneering work of microfinance institutions in developing economies, access to small-scale financing has been promoted as a mechanism for enabling individuals to establish microenterprises, improve household welfare, and generate sustainable income. Nevertheless, despite its widespread adoption, empirical evidence regarding the effectiveness of microcredit remains mixed. While some studies report significant improvements in income, quality of life, and business performance among microcredit recipients, others find only marginal or inconsistent outcomes, suggesting that financial capital alone may not guarantee economic advancement (Isa et al., 2019; Isa, 2020). Increasingly, scholars argue that the benefits of microcredit depend not merely on the provision of capital but on borrowers’ ability to transform financial resources into productive economic activities through entrepreneurial capabilities and behaviours. This shift in perspective—from viewing microcredit as a financial intervention to understanding it as a catalyst for capability development—has generated renewed interest in examining the behavioural mechanisms underlying income generation.
The relationship between microcredit and entrepreneurial outcomes has attracted considerable scholarly attention over the past decade. Existing literature suggests that entrepreneurial behaviour, characterized by innovativeness, proactiveness, risk-taking, networking, and opportunity recognition, plays an important role in determining how effectively microcredit is utilized. Empirical evidence indicates that borrowers who demonstrate stronger entrepreneurial orientation are more capable of leveraging microloans to expand their businesses and improve financial performance (Vyas & Gupta, 2026). Furthermore, entrepreneurial behaviour is influenced by psychological and social factors such as personal attitudes, subjective norms, perceived behavioural control, and entrepreneurial intentions, all of which contribute to entrepreneurial actions and subsequent economic outcomes (Isa et al., 2019; Isa, 2020). Recent research also suggests that microcredit does not necessarily create entrepreneurial intention; rather, it facilitates the translation of pre-existing intentions into entrepreneurial actions, particularly when favourable social norms and institutional support are present (Shahriar et al., 2026). Complementary evidence from studies on microenterprise development further demonstrates that entrepreneurship remains a crucial determinant of enterprise growth alongside external factors such as market location, gender, and value-chain integration (Sahai et al., 2020). Despite these insights, the pathways through which entrepreneurial behaviour mediates the effect of microcredit on income generation remain underexplored and insufficiently integrated within a unified conceptual framework.
This limitation presents an important research problem. Although numerous studies have independently examined the effects of microcredit on income generation or investigated entrepreneurial behaviour as an antecedent of business success, limited attention has been paid to understanding entrepreneurial behaviour as the underlying mechanism linking microcredit and income outcomes. The existing literature tends to emphasize direct relationships, often overlooking behavioural and capability-related dimensions that may explain why some microcredit recipients succeed while others fail to improve their economic conditions. Moreover, findings concerning the effectiveness of microcredit remain inconclusive, partly because studies rarely consider the mediating role of entrepreneurial behaviour in transforming financial resources into productive capabilities (Ceballos Gomez et al., 2025). Consequently, there is a need for a more holistic perspective that integrates financial and behavioural dimensions. Addressing this gap, the present study proposes a conceptual framework that positions entrepreneurial behaviour as a mediating variable in the relationship between microcredit and income generation. The framework seeks to explain how access to financial capital can be translated into enhanced economic outcomes through the development and enactment of entrepreneurial capabilities.
The significance of this study is threefold. First, it contributes to the microfinance literature by extending the understanding of microcredit beyond financial access and highlighting the behavioural processes that influence income generation. Second, the proposed framework enriches entrepreneurship research by emphasizing entrepreneurial behaviour as a capability that enables individuals to convert resources into economic value. Third, the study offers practical implications for policymakers and microfinance institutions by suggesting that financial assistance should be complemented with entrepreneurial training, financial literacy, mentoring, and support services to maximize developmental outcomes. Such complementary interventions have been shown to enhance entrepreneurial competencies and strengthen the sustainability of income-generating activities among microcredit participants (Ferdousi et al., 2023; Vyas & Gupta, 2026). Theoretically, this study adopts the capability perspective, which emphasizes individuals' abilities to transform resources into valuable functionings, together with insights from entrepreneurship and behavioural theories to explain how entrepreneurial behaviour mediates the conversion of financial capital into income-generating capabilities.
The remainder of this paper is organized as follows. The next section reviews the literature on microcredit, entrepreneurial behaviour, and income generation, followed by a discussion of the theoretical foundations underpinning the proposed relationships. Subsequently, the paper develops a conceptual framework and formulates relevant research propositions. The implications of the framework for theory, practice, and policy are then discussed, before concluding with recommendations for future empirical research aimed at validating and extending the proposed model.
2. Literature Review
2.1 Entrepreneurial Behaviour
Entrepreneurial behaviour has emerged as one of the most important determinants of entrepreneurial success and sustainable economic outcomes, particularly among microcredit recipients. The concept refers to the actions and behavioural tendencies that enable individuals to identify opportunities, mobilize resources, innovate, take calculated risks, and proactively pursue business goals. Unlike entrepreneurial intention, which reflects an individual's willingness to become an entrepreneur, entrepreneurial behaviour focuses on the actual implementation of entrepreneurial activities and the execution of business decisions (Shahriar et al., 2026). Contemporary entrepreneurship literature argues that entrepreneurial behaviour is shaped by a combination of cognitive, psychological, and social factors, including attitudes, subjective norms, perceived behavioural control, and self-efficacy. These factors collectively influence how entrepreneurs respond to challenges and exploit opportunities in dynamic business environments. Consequently, entrepreneurial behaviour is increasingly viewed as a capability that transforms resources into productive outcomes rather than merely an individual trait.
The importance of entrepreneurial behaviour is particularly evident in the context of microfinance and poverty alleviation programs. Studies conducted among participants of microcredit schemes have consistently demonstrated that individuals who exhibit stronger entrepreneurial characteristics are more likely to utilize financial resources effectively and achieve superior economic outcomes. Isa et al. (2019) found that entrepreneurial-related factors such as personal attitude, subjective norms, and perceived behavioural control significantly influence participants' quality of life through their entrepreneurial activities. Similarly, Isa (2020) reported that microcredit participants with stronger entrepreneurial engagement experienced better socioeconomic conditions and improved well-being. Entrepreneurial orientation, which encompasses innovativeness, proactiveness, networking ability, and risk-taking propensity, has also been identified as a key driver of effective microcredit utilization. Vyas and Gupta (2026) demonstrated that borrowers with higher entrepreneurial orientation are better equipped to transform microloans into productive investments and business growth, thereby enhancing their income-generating capabilities.
Despite the growing recognition of entrepreneurial behaviour as a key success factor, the literature remains fragmented regarding its role within the microcredit-income nexus. Most studies have examined entrepreneurial behaviour either as an antecedent of business performance or as an outcome of entrepreneurship education and training. Comparatively fewer studies have conceptualized entrepreneurial behaviour as a mediating mechanism through which microcredit translates into income generation. Shahriar et al. (2026) argued that microcredit itself does not necessarily create entrepreneurial intentions; instead, it facilitates the conversion of existing intentions into entrepreneurial actions. This perspective suggests that entrepreneurial behaviour functions as an enabling capability that determines whether financial capital can be effectively transformed into economic gains. Therefore, positioning entrepreneurial behaviour as a mediator offers a more nuanced understanding of how microcredit contributes to sustainable income generation and provides a promising direction for future conceptual and empirical research.
2.2 Microcredit Program
Microcredit programs are designed to provide small-scale financial services to economically disadvantaged individuals who are often excluded from conventional banking systems due to limited collateral, poor credit histories, or inadequate financial records. Since the emergence of microfinance initiatives in developing countries, microcredit has been widely promoted as an instrument for poverty reduction, social inclusion, and economic empowerment. The underlying premise is that access to financial capital enables low-income households to establish or expand microenterprises, generate income, and improve their living standards. Consequently, microcredit has become an integral component of development strategies in many countries, particularly in Asia, Africa, and Latin America. Numerous empirical studies have reported positive effects of microcredit on household welfare, enterprise development, and financial resilience, although the magnitude of these impacts varies across contexts and beneficiaries (Isa et al., 2019).
Nevertheless, the effectiveness of microcredit programs remains a subject of ongoing debate. Critics argue that access to financial capital alone may not be sufficient to guarantee business success or sustained income growth. Some borrowers fail to invest loans productively, while others encounter difficulties related to market competition, inadequate business skills, and limited entrepreneurial competencies. Ceballos Gomez et al. (2025) found that although microcredit positively influences the short-term financial conditions of microentrepreneurs, the sustainability of these benefits depends on borrowers' capacity to manage and utilize financial resources effectively. Similarly, Sahai et al. (2020) reported that factors such as market location, value-chain integration, gender, and entrepreneurial capability significantly influence the growth of microenterprises. These findings suggest that the impact of microcredit extends beyond the mere provision of capital and is contingent upon various behavioural and environmental factors that shape borrowers' entrepreneurial activities.
Recent studies have therefore shifted attention from the direct effects of microcredit to the mechanisms through which microcredit influences entrepreneurial outcomes. This emerging perspective views microcredit not only as a financial instrument but also as a developmental tool that can enhance entrepreneurial capabilities when accompanied by supportive interventions. Shahriar et al. (2026) proposed that microcredit serves as a bridge between entrepreneurial intentions and entrepreneurial actions by enabling individuals to implement business ideas that they might otherwise be unable to pursue. Likewise, Vyas and Gupta (2026) emphasized that entrepreneurial orientation strengthens the effectiveness of microcredit utilization, highlighting the importance of behavioural competencies in maximizing financial assistance. These findings indicate that the success of microcredit programs depends not only on access to loans but also on borrowers' entrepreneurial behaviour, thereby supporting the need to investigate behavioural mechanisms that mediate the relationship between microcredit and income generation.
2.3 Income Generation
Income generation is widely regarded as one of the most important indicators of economic empowerment and a primary objective of microcredit programs. It refers to the process through which individuals or households create sustainable financial returns from productive activities such as self-employment, microenterprise operations, and small-scale business ventures. In the context of microfinance, income generation is often used as a proxy for measuring the effectiveness of financial interventions because increased income contributes directly to poverty reduction, improved living standards, and enhanced social welfare. The literature generally suggests that microcredit can stimulate income generation by providing borrowers with the capital necessary to invest in income-producing activities. However, empirical findings remain mixed, with some studies reporting significant income improvements while others reveal limited or inconsistent impacts (Isa et al., 2019).
The inconsistency in findings has prompted researchers to explore factors that influence the effectiveness of income generation among microcredit participants. Several studies have demonstrated that income growth is not solely determined by financial capital but is also influenced by entrepreneurial skills, business strategies, and behavioural attributes. Sahai et al. (2020) found that entrepreneurship-related factors are among the strongest determinants of microenterprise growth and profitability, surpassing several structural and environmental variables. Similarly, Ferdousi et al. (2023) emphasized that entrepreneurial development initiatives, including training, mentoring, and social business support, significantly enhance young entrepreneurs' ability to generate sustainable income. These findings reinforce the argument that entrepreneurial competencies and behaviours are critical resources that enable individuals to convert financial capital into long-term economic benefits.
Furthermore, recent scholarship increasingly adopts a capability-based perspective to explain income generation among disadvantaged populations. According to this perspective, access to resources is only meaningful when individuals possess the capabilities required to transform these resources into valuable outcomes. Entrepreneurial behaviour represents one such capability because it equips individuals with the skills and mindsets needed to recognize opportunities, manage risks, and exploit available resources effectively. Consequently, the relationship between microcredit and income generation is unlikely to be purely direct; instead, it may operate through behavioural mechanisms that determine how financial resources are utilized. This argument aligns with the proposition advanced in this study, namely that entrepreneurial behaviour mediates the relationship between microcredit programs and income generation. By incorporating entrepreneurial behaviour into the conceptual framework, the study provides a more comprehensive explanation of how financial capital can be transformed into sustainable economic capabilities and improved income outcomes.
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Figure 1: Entrepreneurial Behaviour - The Hidden Driver of Microcredit Success
3. Method
3.1 Research Design: Narrative Review Methodology
This study adopts a narrative review methodology to develop a conceptual understanding of how entrepreneurial behaviour mediates the relationship between microcredit programs and income generation. A narrative review is particularly suitable for conceptual studies because it enables researchers to synthesize and interpret existing literature from diverse theoretical and empirical perspectives, thereby facilitating theory development and conceptual advancement. Unlike systematic reviews that emphasize strict protocols for study inclusion and statistical aggregation, narrative reviews provide greater flexibility in examining broad and multidisciplinary topics while allowing researchers to critically evaluate and integrate findings across different contexts and research traditions (Baumeister & Leary, 1997; Snyder, 2019).
The choice of a narrative review is appropriate for the present study for several reasons. First, the relationship among microcredit, entrepreneurial behaviour, and income generation spans multiple disciplines, including entrepreneurship, microfinance, development economics, and behavioural sciences. Existing studies tend to examine these variables independently or focus primarily on direct relationships, resulting in fragmented knowledge regarding the mechanisms through which microcredit contributes to economic outcomes. A narrative review allows the researchers to bridge these fragmented streams of literature and develop a more holistic understanding of the phenomenon. Second, because the primary objective of this study is to propose a conceptual framework rather than test specific hypotheses empirically, the narrative review approach offers the flexibility required to identify conceptual relationships, explore theoretical explanations, and synthesize evidence from different methodological traditions.
Furthermore, narrative reviews are widely recognized as an effective methodology for theory building and conceptual model development. According to Snyder (2019), narrative reviews enable researchers to identify patterns, contradictions, and emerging themes within a body of literature, thereby contributing to the advancement of theoretical understanding. In the context of this study, the narrative review facilitates an integrative examination of how microcredit programs influence entrepreneurial behaviour and how such behaviour subsequently affects income generation. The approach allows the study to move beyond simple cause-and-effect relationships and emphasize the behavioural and capability dimensions underlying the microcredit-income nexus. Consequently, the narrative review serves as an appropriate methodological foundation for developing a conceptual framework that positions entrepreneurial behaviour as a mediating mechanism between microcredit programs and income generation.
3.2 Key Steps in Conducting a Narrative Review
The narrative review in this study follows several structured stages to ensure rigor, transparency, and comprehensiveness. Although narrative reviews offer greater flexibility than systematic reviews, adopting a systematic process in searching, selecting, and synthesizing literature enhances the credibility and reliability of the findings. The first stage involves identifying the scope of the review and establishing the key concepts relevant to the study, namely microcredit programs, entrepreneurial behaviour, and income generation. At this stage, the research objective was clearly defined, which is to explore the mediating role of entrepreneurial behaviour in explaining the relationship between microcredit and income generation and subsequently develop a conceptual framework based on existing evidence.
The second stage involves literature identification and data collection through the Scopus database. Scopus was selected because it is one of the largest and most reputable abstract and citation databases of peer-reviewed literature, covering a broad range of disciplines including business, economics, entrepreneurship, finance, and social sciences. Previous review studies have highlighted the comprehensiveness and reliability of Scopus in capturing high-quality scholarly publications and facilitating interdisciplinary literature reviews (Donthu et al., 2021). The database was searched using a comprehensive search strategy comprising keywords related to entrepreneurship, microcredit, financial inclusion, business development, and entrepreneurial characteristics. Relevant articles were identified based on their titles, abstracts, and keywords, followed by a detailed examination of the full text to determine their relevance to the objectives of the study.
The third stage focuses on reviewing, analyzing, and synthesizing the selected studies through an integrative thematic analysis approach. Thematic analysis allows researchers to identify recurring concepts, theoretical perspectives, and patterns across studies while preserving the contextual richness of the literature (Braun & Clarke, 2006). In this study, the identified literature was categorized into several themes, including the characteristics and outcomes of microcredit programs, dimensions of entrepreneurial behaviour, determinants of income generation, and theoretical explanations underlying the relationships among these variables. The final stage involves integrating these themes to develop a conceptual framework that explains how entrepreneurial behaviour functions as a mediating capability that transforms financial capital into sustainable income-generating outcomes.
3.3 Data Collection and Review Strategy
The literature search for this study was conducted exclusively using the Scopus database due to its extensive coverage of peer-reviewed journals and multidisciplinary research outputs. Scopus is recognized as one of the most comprehensive citation databases and is widely used in review studies because of its ability to provide high-quality scholarly publications with robust citation tracking and indexing capabilities (Donthu et al., 2021). The database encompasses journals in entrepreneurship, finance, development economics, and social sciences, making it particularly suitable for investigating the intersections among microcredit, entrepreneurial behaviour, and income generation.
To ensure comprehensive coverage of relevant studies, a search strategy was developed using combinations of keywords and Boolean operators. The search string employed in this study was as follows:
("entrepreneurial behavior" OR "entrepreneurship" OR "entrepreneur" OR "start-up") AND ("microcredit" OR "microfinance" OR "micro-lending" OR "small loans") AND ("access to finance" OR "financial inclusion" OR "credit access" OR "funding") AND ("business development" OR "venture creation" OR "enterprise growth" OR "start-up support") AND ("risk taking" OR "innovation" OR "opportunity recognition" OR "decision making").
The selected keywords were derived from previous studies and the conceptual domains underpinning the research framework. The entrepreneurship-related terms capture entrepreneurial attitudes, intentions, and behaviours, while the microcredit and financial inclusion terms focus on access to financial resources among underserved populations. Additional keywords related to business development and entrepreneurial characteristics were incorporated to ensure the retrieval of studies discussing entrepreneurial processes, enterprise growth, and behavioural competencies. The use of Boolean operators such as "OR" and "AND" broadened the search coverage while maintaining conceptual relevance among the retrieved publications.
After retrieving the literature from Scopus, the selected articles were reviewed using an integrative thematic analysis approach. This analytical strategy enables the synthesis of findings from studies employing different methodologies and theoretical perspectives while preserving the complexity of the research phenomenon (Braun & Clarke, 2006). The articles were first read and coded to identify recurring concepts, followed by the classification of findings into major themes and subthemes. Particular attention was given to theoretical explanations of entrepreneurial behaviour, the effectiveness of microcredit programs, and mechanisms underlying income generation. The synthesis process also examined the relationships among these themes to identify conceptual linkages and research gaps. Through this iterative process, the study developed a conceptual framework that positions entrepreneurial behaviour as a mediating variable that explains how microcredit programs can be transformed into enhanced income-generating capabilities. This integrative approach provides a richer and more nuanced understanding of the behavioural pathways connecting financial access and economic outcomes and offers a solid theoretical basis for future empirical investigations.
3.4 Key Findings from the Narrative Review
The narrative review identified several recurring themes concerning the relationships among microcredit programs, entrepreneurial behaviour, and income generation. Through the integrative thematic analysis, five major findings emerged: (1) entrepreneurial behaviour serves as a mediating mechanism linking microcredit and income generation; (2) entrepreneurial orientation enhances the effective utilization of microcredit; (3) entrepreneurial intentions and social norms influence entrepreneurial actions; (4) socioeconomic and institutional factors shape entrepreneurial success; and (5) complementary support programs strengthen the effectiveness of microcredit interventions. Table 1 summarizes the key findings and their descriptions.
Table 1
Key Findings from the Narrative Review
	Key Findings
	Description

	Entrepreneurial behaviour as a mediator
	Entrepreneurial behaviour emerged as the most important mechanism explaining how microcredit contributes to income generation. Borrowers who demonstrate stronger entrepreneurial attitudes, intentions, and behaviours tend to achieve better financial outcomes, higher income, and improved quality of life.

	Entrepreneurial orientation enhances microcredit utilization
	Entrepreneurial orientation, including innovativeness, networking ability, proactiveness, and risk-taking, improves the ability of microcredit recipients to utilize loans productively for business expansion and enterprise growth.

	Entrepreneurial intentions and social norms influence entrepreneurial actions
	Microcredit does not directly create entrepreneurial intentions but facilitates the translation of pre-existing intentions into entrepreneurial actions. Social norms and perceived behavioural control significantly shape entrepreneurial behaviour, especially among women and disadvantaged groups.

	Socioeconomic and institutional factors influence entrepreneurial success
	The effectiveness of microcredit is influenced by factors such as household economic status, education, market location, gender, institutional support, and access to resources. These factors may strengthen or weaken entrepreneurial outcomes and income generation.

	Complementary support programs strengthen microcredit effectiveness
	Entrepreneurial training, financial literacy, mentoring, and business support services enhance borrowers' entrepreneurial competencies and improve the long-term effectiveness of microcredit programs.


The first major finding concerns the mediating role of entrepreneurial behaviour in the relationship between microcredit and income generation. The reviewed studies consistently suggest that microcredit alone is insufficient to guarantee improved economic outcomes. Instead, the benefits of financial assistance depend on borrowers' ability to identify opportunities, manage risks, innovate, and transform financial resources into productive ventures. Studies conducted in the Malaysian context by Isa et al. (2019) and Isa (2020) demonstrate that personal attitudes, subjective norms, and perceived behavioural control significantly influence entrepreneurial behaviour, which subsequently contributes to enhanced quality of life and economic well-being. Similarly, Shahriar et al. (2026) argue that microcredit acts as an enabler that facilitates the transition from entrepreneurial intentions to entrepreneurial actions. These findings collectively indicate that entrepreneurial behaviour represents a critical capability through which financial capital is converted into sustainable income-generating activities.
The second key finding relates to entrepreneurial orientation and its influence on microcredit utilization. The literature suggests that entrepreneurial orientation, characterized by innovativeness, proactiveness, networking ability, and risk-taking propensity, strengthens the capacity of borrowers to utilize financial resources effectively. Vyas and Gupta (2026) found that entrepreneurs who possess stronger entrepreneurial orientation are more capable of using microloans strategically for business development and expansion. This finding is particularly important because it highlights that microcredit is not merely a financial intervention but a developmental tool whose success depends on the behavioural attributes of borrowers. Therefore, entrepreneurial orientation serves as an important antecedent of entrepreneurial behaviour and contributes to improved income generation through better resource utilization and strategic business decisions.
Another important finding concerns the influence of entrepreneurial intentions, social norms, and socioeconomic conditions on entrepreneurial success. The review reveals that entrepreneurial intentions are often shaped by social and cultural environments, and microcredit primarily supports individuals who already possess entrepreneurial aspirations. Shahriar et al. (2026) found that social norms play a significant role in determining whether entrepreneurial intentions are translated into entrepreneurial actions, particularly in patriarchal societies where social expectations influence economic behaviour. In addition, household economic status, education level, gender, and institutional support were identified as important contextual factors affecting entrepreneurial outcomes. Tundui and Tundui (2024) demonstrated that household economic status moderates the relationship between microcredit and entrepreneurial success, suggesting that personal and environmental circumstances influence the extent to which borrowers benefit from financial assistance. Similarly, Sahai et al. (2020) reported that market location, value-chain participation, and gender significantly affect the growth of microenterprises.
The review also highlights the importance of complementary support programs in maximizing the effectiveness of microcredit initiatives. Several studies emphasize that financial assistance should be accompanied by entrepreneurial training, financial education, mentoring, and business advisory services to strengthen entrepreneurial capabilities. Ferdousi et al. (2023) found that social business initiatives and entrepreneurship development programs significantly enhance entrepreneurial competencies and improve the sustainability of income-generating activities among young entrepreneurs. Likewise, Ayayi and Dali (2020) argue that microcredit programs that integrate financial support with entrepreneurial development services produce more successful and resilient microenterprises. These findings suggest that entrepreneurial behaviour can be nurtured and strengthened through targeted interventions, thereby increasing the likelihood that microcredit recipients will achieve sustainable income growth.
Overall, the findings from the narrative review provide strong support for the conceptual proposition advanced in this study. The evidence consistently demonstrates that while microcredit provides the financial capital necessary for entrepreneurial activities, entrepreneurial behaviour determines how effectively such capital is utilized to generate income. Entrepreneurial behaviour therefore functions as a mediating capability that bridges financial resources and economic outcomes. The review further suggests that entrepreneurial orientation, social norms, socioeconomic conditions, and supportive interventions shape this mediating process. Consequently, the proposed conceptual framework offers a more comprehensive explanation of the microcredit-income relationship by emphasizing the behavioural pathways through which financial capital is transformed into sustainable entrepreneurial capabilities and improved income generation.
4. Development of Theoretical Framework
The present study is grounded primarily in the Capability Approach (CA), a theoretical perspective developed by Sen (1999) and further elaborated by Nussbaum (2000). The Capability Approach argues that development should not be assessed solely based on the possession of resources but rather on individuals' capabilities to transform available resources into valuable outcomes and functionings. In this perspective, resources such as financial capital are considered means to an end rather than ends in themselves. Individuals differ in their abilities to utilize these resources due to variations in skills, knowledge, social conditions, and behavioural characteristics. Consequently, equal access to resources does not necessarily translate into equal achievements. The Capability Approach has gained increasing attention in entrepreneurship and development studies because it provides a human-centred explanation of how individuals convert available resources into economic and social well-being (Sen, 1999; Nussbaum, 2000). In the context of the present study, microcredit programs represent a financial resource that provides access to capital, while entrepreneurial behaviour represents an individual capability that enables borrowers to transform financial resources into productive entrepreneurial activities and sustainable income generation. Thus, the Capability Approach offers a strong theoretical foundation for understanding the behavioural mechanisms through which microcredit influences economic outcomes.
The application of the Capability Approach in this study provides a more nuanced explanation of the relationship among microcredit, entrepreneurial behaviour, and income generation. Traditional microfinance theories often assume that providing financial capital directly leads to entrepreneurial success and poverty reduction. However, empirical evidence has shown that access to credit alone is insufficient to guarantee positive economic outcomes because borrowers vary in their abilities to utilize financial resources effectively (Ceballos Gomez et al., 2025). From the capability perspective, entrepreneurial behaviour is viewed as a conversion factor that determines how efficiently individuals transform microcredit into income-generating activities. This conceptualization is consistent with previous studies that emphasize the importance of entrepreneurial attitudes, subjective norms, perceived behavioural control, and entrepreneurial orientation in shaping business success (Isa et al., 2019; Isa, 2020). Similarly, Shahriar et al. (2026) argue that microcredit does not directly create entrepreneurial intentions but facilitates the conversion of pre-existing intentions into entrepreneurial actions. Entrepreneurial orientation, including innovativeness, networking ability, proactiveness, and risk-taking propensity, further enhances borrowers' capacity to utilize microcredit productively (Vyas & Gupta, 2026). Accordingly, the proposed conceptual framework positions entrepreneurial behaviour as a mediating capability that bridges financial capital and income generation. The framework suggests that microcredit influences income not only directly but also indirectly by fostering entrepreneurial behaviour, which subsequently enhances borrowers' ability to identify opportunities, manage resources, innovate, and sustain business growth.
The theoretical framework developed in this study contributes to the existing literature by integrating insights from the Capability Approach with entrepreneurship and microfinance research. The framework extends prior studies that primarily focus on the direct effects of microcredit on income generation by emphasizing the behavioural pathways through which financial resources are transformed into economic outcomes. The integration of theory and empirical evidence suggests that entrepreneurial behaviour is not merely an individual characteristic but a dynamic capability that can be nurtured through education, training, mentoring, and supportive institutional environments (Ferdousi et al., 2023). From a practical perspective, the framework implies that policymakers and microfinance institutions should move beyond the traditional emphasis on loan disbursement and develop integrated programs that strengthen entrepreneurial capabilities among borrowers. Such interventions may include entrepreneurial training, financial literacy, business advisory services, and social support mechanisms to improve the effective utilization of microcredit. Ultimately, the proposed framework reinforces the central argument of this study that economic empowerment is achieved not simply through access to capital but through the development of capabilities that enable individuals to convert financial resources into sustainable income-generating opportunities. Therefore, entrepreneurial behaviour serves as the critical link that transforms capital into capability and capability into meaningful economic outcomes.
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Figure 2: Proposed Theoretical Framework
4.1 Proposition Development
Microcredit programs have long been recognized as an important development instrument that extends financial services to individuals who are traditionally excluded from formal financial institutions. Beyond providing access to small loans and financial resources, microcredit programs can stimulate entrepreneurial behaviour by enabling borrowers to initiate business activities, recognize market opportunities, and develop entrepreneurial capabilities. According to the Capability Approach, access to resources alone does not guarantee improved outcomes; rather, individuals must possess the capabilities to convert resources into valuable achievements (Sen, 1999). In the context of microcredit, financial capital acts as an enabling resource that empowers borrowers to engage in entrepreneurial actions such as opportunity identification, innovation, networking, resource mobilization, and risk-taking. Empirical evidence supports this argument. Isa et al. (2019) found that microcredit participants with stronger entrepreneurial attitudes and perceived behavioural control experienced greater improvements in quality of life and business outcomes. Likewise, Isa (2020) reported that microcredit programs positively influence entrepreneurial engagement by enhancing participants' confidence and economic participation. Shahriar et al. (2026) further argued that microcredit does not directly create entrepreneurial intentions but facilitates the conversion of existing intentions into entrepreneurial actions by reducing financial constraints and enabling business experimentation. Similarly, Vyas and Gupta (2026) demonstrated that entrepreneurial orientation, including innovativeness, proactiveness, networking ability, and risk-taking propensity, enhances the productive utilization of microcredit and encourages entrepreneurial activities among borrowers. Complementary support mechanisms, such as entrepreneurial training, financial literacy, and mentoring, have also been shown to strengthen the behavioural outcomes of microcredit interventions and foster sustainable entrepreneurial development (Ferdousi et al., 2023). Collectively, these findings suggest that microcredit programs are not merely financial interventions but catalysts for entrepreneurial behaviour by expanding individuals' capabilities and motivating them to engage in entrepreneurial activities. Proposition 1 (P1): Microcredit programs positively affect entrepreneurial behaviour among borrowers by enhancing their capability to identify opportunities, mobilize resources, innovate, and undertake entrepreneurial activities.
4.2 Proposition Development
Entrepreneurial behaviour is widely acknowledged as a critical determinant of income generation because it reflects an individual's capability to recognize opportunities, mobilize resources, innovate, and make strategic decisions that contribute to business growth and economic success. From the perspective of the Capability Approach, entrepreneurial behaviour represents a conversion factor that enables individuals to transform available resources into valuable outcomes, including higher income and improved well-being (Sen, 1999; Nussbaum, 2000). Entrepreneurs who exhibit strong entrepreneurial behaviour are more likely to engage proactively in identifying market opportunities, adopting innovative practices, expanding networks, and taking calculated risks, thereby enhancing their ability to create and sustain profitable ventures. Empirical evidence consistently supports this argument. Isa et al. (2019) found that entrepreneurial-related factors, including personal attitudes, subjective norms, and perceived behavioural control, significantly influence the quality of life and economic outcomes of microcredit participants. Similarly, Isa (2020) reported that participants who demonstrated stronger entrepreneurial engagement achieved better socioeconomic conditions and financial well-being. Entrepreneurial orientation, characterized by innovativeness, proactiveness, networking capability, and risk-taking propensity, has also been shown to positively influence business growth and the productive utilization of resources, ultimately contributing to improved income generation (Vyas & Gupta, 2026). Furthermore, Sahai et al. (2020) identified entrepreneurship as one of the most important determinants of microenterprise growth, surpassing several environmental and structural factors such as market location and value-chain participation. Complementary evidence from Ferdousi et al. (2023) further indicates that entrepreneurial competencies developed through training and social business initiatives significantly enhance entrepreneurs' capacity to generate sustainable income and improve their economic resilience. Collectively, these findings suggest that entrepreneurial behaviour is not merely a personal characteristic but a strategic capability that enables individuals to transform resources into sustainable financial outcomes and long-term economic prosperity. Proposition 2 (P2): Entrepreneurial behaviour positively affects income generation, such that individuals who exhibit stronger entrepreneurial behaviour are more likely to achieve higher and more sustainable income outcomes.

4.3 Proposition Development
The preceding discussions suggest that entrepreneurial behaviour plays a pivotal role in explaining how microcredit programs influence income generation. While microcredit programs provide financial resources and improve access to capital among disadvantaged individuals, the mere availability of financial support does not automatically translate into higher income or business success. Instead, borrowers must possess the capability to identify business opportunities, mobilize resources, make strategic decisions, innovate, and manage risks effectively in order to transform financial capital into productive economic outcomes. From the Capability Approach perspective, entrepreneurial behaviour functions as a conversion factor that enables individuals to transform available resources into valuable functionings and achievements (Sen, 1999; Nussbaum, 2000). Empirical evidence supports this proposition. Isa et al. (2019) and Isa (2020) found that entrepreneurial-related factors such as personal attitude, subjective norms, and perceived behavioural control significantly influence the quality of life and economic well-being of microcredit participants. Similarly, Shahriar et al. (2026) argued that microcredit does not directly create entrepreneurial intentions but instead facilitates the translation of existing entrepreneurial aspirations into entrepreneurial actions. Entrepreneurial orientation, which encompasses innovativeness, proactiveness, networking ability, and risk-taking propensity, has also been found to enhance the productive utilization of microcredit and improve entrepreneurial outcomes (Vyas & Gupta, 2026). Furthermore, studies indicate that the impact of microcredit on entrepreneurial success and income generation varies according to borrowers' household economic status, motivation, and behavioural characteristics, suggesting that entrepreneurial behaviour is a critical mechanism underlying the effectiveness of financial interventions (Tundui & Tundui, 2024). Therefore, integrating entrepreneurial behaviour as a mediating variable offers a more comprehensive explanation of how microcredit programs contribute to sustainable income generation by emphasizing the behavioural and capability dimensions that convert financial resources into economic value. Proposition 3 (P3): Entrepreneurial behaviour mediates the relationship between microcredit programs and income generation, such that microcredit programs enhance entrepreneurial behaviour, which subsequently leads to improved income generation.

5. Conclusion
[bookmark: _GoBack]This study proposes a conceptual framework that explains how entrepreneurial behaviour mediates the relationship between microcredit programs and income generation by shifting the focus from financial capital alone to the capabilities required to transform resources into meaningful economic outcomes. The narrative review reveals three key findings. First, microcredit programs serve as an important catalyst for entrepreneurial activities by providing financial access and reducing resource constraints among disadvantaged individuals. Second, entrepreneurial behaviour, characterized by opportunity recognition, innovation, resource mobilization, proactiveness, and risk-taking, plays a pivotal role in converting financial resources into productive business activities and sustainable income generation. Third, the effectiveness of microcredit programs is enhanced when complemented by entrepreneurial development initiatives such as training, mentoring, and financial literacy programs. Theoretically, this study contributes to the literature by extending the Capability Approach into the fields of microfinance and entrepreneurship, emphasizing entrepreneurial behaviour as a critical conversion factor that bridges financial capital and income outcomes. The proposed framework enriches existing knowledge by moving beyond the traditional direct-effect perspective and offering a more comprehensive behavioural explanation of how microcredit contributes to economic empowerment. Practically, the findings suggest that policymakers, microfinance institutions, and development agencies should adopt integrated strategies that combine financial assistance with entrepreneurial capability development to maximize the long-term effectiveness of microcredit interventions. Despite these contributions, this study is not without limitations. As a conceptual paper based on a narrative review, the proposed framework has not been empirically tested and relies primarily on existing literature, which may be influenced by contextual and geographical variations. Furthermore, the review focuses mainly on entrepreneurial behaviour as the mediating mechanism and does not consider other potential mediators or moderators that may influence income generation. Therefore, future research is encouraged to empirically validate the proposed framework using quantitative or mixed-method approaches across different countries and socioeconomic settings. Future studies may also examine additional variables, such as entrepreneurial intention, financial literacy, social capital, institutional support, and digital capabilities, to develop a more comprehensive understanding of the mechanisms through which microcredit programs contribute to sustainable income generation and economic empowerment.
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Entrepreneurial Behaviour: The Hidden Driver of Microcredit Success
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Given the preceding discussions, Figure 1 illustrates the proposed theoretical framework of the study:
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Figure 1: Proposed Theoretical Framework

Note. Entrepreneurial behaviour mediates the relationship between microcredit program and income generation.




