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Introduction: 

 As per the definition of Microfinance in Investopedia and other sources, “microfinance, 

also called microcredit, is a type of banking service provided to unemployed or low-income 

individuals or groups who otherwise would have no other access to financial services” (Kagan, 

Microfinance). Microfinance services are made available to jobless persons who have fixed 

incomes. Most people stuck in hardship or with limited financial capacity may not possess 

sufficient money to conduct business with a conventional bank. Individuals can get acceptable 

small business loans via microcredit, enabling them to do so securely and compatible with moral 

borrowing standards. In this paper, the author discusses how profitability in microfinance 

institutions targets impoverished individuals while remaining financially viable.   

Nevertheless, some who survive with as little as $2 per day seek opportunities to save 

money, take loans, get credit or protection, and pay interest on outstanding debts, even though 

they will not be eligible for financial products. As a result, many financially struggling 

individuals turn to their families, acquaintances, and sometimes money lenders–who typically 

have very high fees–for assistance (Kagan, Microfinance). The bulk of microfinancing endeavors 

is conducted in emerging countries like Uganda, Indonesia, Serbia, and Honduras, although such 

enterprises may be found in every global region. A significant number of microcredit institutions 

are dedicated specifically to assisting women. (Kagan, Microfinance). 

 Microfinancing institutions can assist in a wide variety of activities. These operations 

often provide the fundamentals, such as bank checking accounts, supplying start-up equity for 

local entrepreneurs, and training materials that help educate investment fundamentals. Also, the 

programs help revive the knowledge of accounting, cash flow analysis, or other specialized or 

professional capabilities. In contrast to the conventional lending scenario, wherein the primary 
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consideration of the creditor is whether or not the borrower has adequate capital to service the 

loan, the primary emphasis of several microfinance companies is on assisting business owners in 

achieving success. People seeking assistance via microfinance firms are often mandated to 

complete some financial education before receiving any help. There are topics such as 

comprehending borrowing costs, the idea of working capital, how financing deals and bank 

deposit’s function, and how to budget as well as handle debt. (Kagan, Microfinance). 

Customers are then able to submit loan applications after receiving education. A lending 

institution assists customers with their loan forms, manages the underwriting process, and is 

responsible for approving loans, as one might see at a typical bank. The traditional loan, which 

could be as small as one hundred dollars, does not have to be as large as ones for individuals who 

live in advanced nations. However, for several people who live in poorer countries, this sum is 

frequently sufficient to launch the project or participate in various operations that can generate 

profits (Kagan, Microfinance).  

In the 1970s, Bangladesh was the first country to embrace the concept of microfinance. 

After getting his Ph.D. in economics at Vanderbilt University in 1969, renowned economist 

Muhammad Yunus moved back to Bangladesh, where he was born and raised; yet the first 

institution to provide light on this matter was Grameen Bank.  Upon arriving, he became aware 

of the appalling lack of financial access that prevailed across the area. Yunus thought that now 

the best way to combat income disparity was to provide locals with access to low-interest 

microloans. If this were to be done, people, families, and community organizations would 

receive exposure to the money they previously did not have. Yunus then came up with the 

concept of implementing a whole innovative economic platform, which included modest lending 

quantities of cash to women so that they might launch or expand enterprises to stimulate the 
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industry in the surrounding area (Muhammad Yunus - Biographical. 2006 and Kagan, 

Microfinance).  

On the other hand, from racing the assistance from the Grameen Bank, the institution 

offered financial aid to its users via the provision of loans. The Grameen Bank also recommends 

that all clients sign up for its “16 Decisions,” a fundamental checklist of methods in which the 

less fortunate might enhance their quality of life. Investopedia also mentioned that “the “16 

Decisions' ' touch upon a wide variety of subjects ranging from a request to stop the practice of 

issuing dowries upon a couple’s marriage to keeping drinking water sanitary. In 2006, the Nobel 

Peace Prize was awarded to Yunus and the Grameen Bank to develop the microfinance system” 

(Kagan, Microfinance).  

However, India is known for its Microfinance system to have many customers in the 

same category as in Bangladesh. Still, it also has turned into the most impactful microfinance 

system around the globe. Whereas some of the larger institutions have tight ties only with the 

World Bank, many more localized organizations are active in various countries. Some 

institutions provide lending institutions the ability to select the customers they wish to work with 

by classifying them according to factors like the extent of their financial hardship, the places in 

which they are located, or the kind of small company they operate (Kagan, Microfinance and 

Case Study by Sean P. Gillon). 

The people who borrow money via microfinance institutions do not often own the assets 

used as security for traditional loans. The two examples that guarantee loans are paid back are 

the Joint Liability Group (JLG) and the Self-Help Group (SHG). At the same time, organizations 

limit their attention solely to corporations whose primary mission is to benefit the public by 
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pursuing activities including the provision of job training programs and the improvement of 

conditions in their native surroundings.  

The JLG "is an informal group comprising 4 to 10 individuals to avail bank loan either 

individually or through the group mechanism against mutual guarantee" (Union Bank of India). 

If any of the participants are incapable of returning their share of the debt, the other partners have 

agreed to be responsible for the remainder of the debt. The SHG is "Self Help Groups are groups 

of 10-20 people in a locality formed for any social or economic purpose. Most SHGs are created 

for better financial security among their members. SHGs can exist with or without registration 

(George, Self Help Groups (SHG) – Explained with Video).  

Some things to keep in mind about the SHG and JLG are that some members of an SHG 

might only have the option of saving, while others may solely have the capacity to borrow 

money from the group. Loans from other parties, like banks and notably different types of 

microfinance organizations, are an option for self-help group members. It is not the 

responsibility of the participants of the SHG to shoulder the economic strain of individuals being 

incapable of meeting their obligations. For various important reasons, microfinance 

organizations have traditionally been far more willing to loan credit to women than they have 

been to males. This trend continues today. Historically speaking, the primary rationale behind 

this is that female borrowers are generally less inclined to waste their profits on unnecessary 

purchases, rather using their funds to reinvest in the organization.  

The Terms of Microfinance Loans: 

 Microfinanciers must collect interest on loans, just as traditional lenders do, but they may 

also establish detailed repayment schedules, including future payments at periodic intervals. 

Many lending institutions demand that borrowers put aside a certain percentage of their gross 
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pay inside a savings account so that the money can be used as collateral if the client does not pay 

back loans. If the debtor can effectively return their debt, they will have effectively built up some 

more funds. Since a large candidate pool cannot provide protection, microlenders typically group 

borrowers collectively to provide a cushion. Following the given loans, beneficiaries make joint 

payments to repay their obligations (Kagan, Microfinance).  

The Benefits of Microfinance:  

 According to figures provided by the World Bank, over 500 million individuals have 

benefitted, either explicitly or implicitly, from activities connected to microfinance. “The 

Consultative Group to Assist the Poor (CGAP) estimates that, as of 2021, more than 120 million 

people have directly benefited from microfinance-related operations. Additionally, the IFC has 

helped establish or improve credit reporting bureaus in 30 developing nations” (Kagan, 

Microfinance). Yet, in conjunction with this, this has argued for the addition of legislation in 

emerging economies related to the regulation of financial operations. The immediate impacts of 

providing individuals with access to funds are not the only way MFI may be beneficial. 

Entrepreneurs who successfully run their firms are directly responsible for expanding 

employment opportunities, commercial activity, and general economic well-being in their 

communities. 

Literature Review: 

 This portion will consist of several sources that will prove the research. “Can 

microfinance institutions reach the poorest of the poor and accomplish financial sustainability 

simultaneously?” Edwins Edson Odero talks about the essence of microfinance, working with 

poor individuals while trying to reach financial sustainability. Microfinance may easily be 

known as a financial organization that provides essential financial services to the 
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underprivileged. It has broadened its horizons and developed ways and products that vary from 

vital financial services, including loans, to various diverse activities, namely the provision of 

microinsurance to the public. To establish long-term economic viability, MFI care and support 

should always be offered to the needy.  

It is critical to analyze the elements that significantly impact serving the poor while also 

ensuring protection. Because concepts of microfinance were previously present in the literature, 

but their unique relationship with poverty and sustainable funding was absent, the deductive 

method was chosen. The findings revealed that most MFIs operate in advanced economies since 

most customer accounts are from these regions. According to the statistics, the lowest debtors’ 

number 110 million, up from 114 million in 2014. It means that MFIs’ focus and priority were 

on the disadvantaged. It is sustainability for MFIs that satisfy the current and future demands and 

goals. The term “sustainability” is used to describe the effectiveness by which the impoverished 

function and assist simultaneously. 

On the other hand, “Do microfinance institutions benefit from integrating financial and 

nonfinancial services?” Robert Lensink, Roy Mersland, Nhung Thi Hong Vu & Stephen 

Zamore; This article investigates how well the efficiency of microfinance might be improved via 

the implementation of macroeconomic “plus,” which refers to the integrated integration of 

monetary and nonmonetary services (MFIs). It is concluded via the use of a worldwide data 

collection consisting of Microfinance institutions in 77 different countries. The delivery of 

nonfinancial operations has neither a negative nor a positive financial risk tolerance stability and 

efficiency of MFIs. On the other hand, the findings indicate that the delivery of public care 

relates to enhanced credit quality and broader outreach to a broader number of people. 
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“The institution performance in macroeconomic context” and “Where does microfinance 

flourish?”  by Christian Ahlin, Jocelyn Lin, and Michael Maio are two research that entails 

investigating whether or if the performance of microfinance banks (also known as “MFIs”) 

depends just on the nation’s setting, namely the country’s socioeconomic and macro institutional 

characteristics. When these connections are understood, evaluations of MFIs can be more 

accurate, and it can also be easier to place finance within the larger vision of economic growth.  

We gather information on 373 MFIs and combine it with data on economic conditions and 

institutions at the national level.  

There is growing evidence that the success of MFIs and the overall economy are 

complementary to one another. For instance, microfinance institutions (MFIs) have a greater 

chance of covering their expenses with better economic development. MFIs located in nations 

with a deeper financial base also have fewer failure and operational costs and therefore offer 

lower returns. Also, data points to the possibility of substitutability or competition. For instance, 

more manufacturing and a more significant percentage of people participating in the labor force 

are connected with slower development in MFI outreach. The nation's circumstances seem to 

have a substantial role in determining MF. 

Also, on "Why Microfinancing Is Important to Small Business," by Rachel Morgan 

Cautero; "The Making of Microfinance – six steps to significant change" - by Stephanie Draper, 

and "The Growth and Commercial Evolution of Microfinance" - by Ira W. Lieberman. These are 

also sources included throughout the research; these sources discuss the importance of 

microfinance, such as the horizons and developed ways and products that vary from vital 

financial services. These include loans to a wide variety of diverse activities, namely the 
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provision of microinsurance to the public, which will establish long-term economic viability. 

MFI care and support should always be offered to the needy.  

While at the same time expressing the criticalness of analyzing the elements that 

significantly impact serving the poor while also ensuring protection. The findings revealed that 

most MFIs operate in advanced economies since most customer accounts are from these regions. 

It means that MFIs' focus and priority were on the disadvantaged. Also, it talks about how 

microfinance institutions' performance (MFIs) providing nonfinancial services neither hurts nor 

enhances MFIs' long-term economic sustainability.   

The source used for the case study portion of the research is the Indian Microfinance 

Sector _ A Case Study by Sean P. Gillon. Many occupations do not have a monetary value in 

regions of the globe that are still under development and have minor economic systems. In 

another way, financial resources are not put toward the completion of these activities since the 

residents of these regions would not have the necessary available cash. Microfinancing is 

becoming more prevalent in communities experiencing economic hardship to provide a solution 

to the issue mentioned above.  

Microfinance is a technique for economic growth that enables persons in need to acquire 

real funds to establish a company, get an education, or have access to the things that are needed 

for day-to-day existence. Microfinance has achieved significant progress over the last few years; 

nonetheless, the industry is still confronted with several challenges, such as legislation, lending 

tactics, and lending utilization. The research tried to assess the microfinance sector in India by 

questioning some elements of its application and providing recommendations that can positively 

impact the industry as a whole. 
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Chapter 1: (Scope of the issue/relevance) 

As discussed in the introduction, microfinance is the complement of multiple sources; it 

can be characterized as microcredit as a form of financial service offered to jobless or low-

income people or organizations that may be unable to get banking services. The ultimate purpose 

of microfinance would be to enable underprivileged individuals to become conscientious. 

Because most poor people with financial constraints do not have enough money to engage in 

commerce with conventional financial institutions, microfinance products are supplied to jobless 

or low-income people. 

The general discussion begins with various papers that address this topic differently and 

how it impacts humanity. However, this report's introduction will first touch on what 

microfinance is and express the notions of the importance that the IMF plays in the study. Thus, 

the introduction spoke about various sources, and as the research progresses, chapter one will 

become more in-depth with the scope of the issues/relevance to the hypothesis in the paper. 

These sources discuss the importance of microfinance, such as the horizons and developed ways 

and products that vary from vital financial services. These include loans to a wide variety of 

diverse activities, namely the provision of microinsurance to the public, which will establish 

long-term economic viability. MFI care and support should always be offered to the needy.  

Microfinance helps individuals securely take out acceptable business loans and aligns 

with ethical borrowing principles. It is also said that microfinance activities are most common in 

developing countries like Uganda, Indonesia, Serbia, and Honduras. Microfinanciers, including 

traditional lenders, levy interest on borrowing and set up specialized scheduled payments. 

According to the World Bank, microfinance-related activities are estimated to have helped 

upwards of 500 million individuals. 



13 

According to the Harvard Extension School – Harvard Division of Continuing Education, 

“Sustainable finance is defined as investment decisions that take into account the environmental, 

social, and governance (ESG) factors of an economic activity or project” (Bakken, What is 

Sustainable Finance and Why Is It Important). The financial industry has significant influence in 

financing and raising consciousness on environmental concerns, be it through providing 

renewable energy for power generation or by backing firms that use equitable and efficient labor 

standards. Prevention of both climate catastrophe and the usage of renewable resources are 

examples of environmental considerations. Human and livestock welfare, product safety, and 

various employment practices are societal considerations. 

As per Kattilakoski, “The Financial Sustainability of Micro-Finance Institutions in Sub-

Saharan Africa,” states the overall consumption in microfinance sectors is around 500 million 

individuals, showing a high consumer demand and opportunity for microfinance sector 

expansion. Overall, percentages of dissemination are modest, spanning between 0.5 percent 

across Eastern Europe and Central Asia to nearly 2.5 percent in South Asia. MFIs promote 

economic inclusion by providing monetary solutions to the poor to satisfy this demand. 

Regrettably, the business has an abundance of unproductive MFIs, which service around 56%, 

including all micro-borrowers. This amount, nevertheless, doesn't include minor MFIs that seem 

to be likely to be unsustainable and therefore do not publish financial data (Gonzalez & 

Rosenberg, 2006). 

Because of their usefulness in eradicating inequality, MFIs continue to be supported. 

Inside the industry, there is a well-known compromise between sustainability and accessibility. 

The paradox argues that when an MFI concentrates on financial viability, its distribution will 

suffer due to raising rates to cover increased operational costs. Similarly, if an MFI focuses 
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entirely on microcredit and outreach, it would most certainly be unproductive due to the high 

expenses of addressing the lowest of the poor. Nevertheless, the microfinance sector's economic 

viability has lately become increasingly critical. Therefore, MFIs have witnessed an increase in 

earnings over time. Also, with microfinance establishments' rising viability, new companies are 

developing and joining the field. 

The microfinance corporation's development shall strive to pursue approximately 250 

million consumers (Bayar, 2013). MFIs must also be commercially feasible since economically 

self-sufficient MFIs can access a more extensive variety of financial assets, including bank loans 

or financial markets (Gibbons & Meehan, 1999). As a result, microfinance institutions' economic 

stability is a constant and pressing concern. There are three primary aspects to consider regarding 

the financial stability of microfinance organizations. These are the tradeoffs between 

sustainability and accessibility to reduce poverty, federal subsidies, and the balance between 

durability and accessibility. 

In the Struggle Against Poverty: 

Financial sustainability is crucial for microfinance institutions' long-term success in 

assisting populations' development via microfinance to eradicate poverty. Although banking 

institutions wouldn't lend to such low-income people, MFIs are specifically courting them. Due 

to the absence of security or assets under their names, impoverished people find it hard to 

acquire financial assistance from conventional institutions. Here seems where microfinance 

companies step into it to plug the gap; they can provide underprivileged individuals with credit 

and other financial solutions that help to alleviate hardship. These folks are granted the right as 

they get loans. Loans are often utilized to start a company that provides additional income or 
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acquire assets that may be employed in terms of projects. MFIs play an essential role in 

alleviating poverty and serving the demands of the untapped market.  

Unfortunately, satisfying the interests of such a neglected market is somewhat expensive. 

Several institutions are still reluctant to support such endeavors because operational expenses 

may be considerable, especially in rural regions of countries. MFIs have been unable to match 

profitability due to these expenses and financial restrictions. Economic stability is a crucial 

concern for MFIs as they strive to assist in the mitigation of poverty. Because MFIs are always 

reliant on other entities for financing, achieving their lengthy aim of helping in reducing poverty 

is much more challenging without macroeconomic stability. Finally, some scholars have 

concluded that economic stability is necessary for reaching elevated levels of engagement and 

having the most significant effect on inequality. 

The factors affecting microfinance institutions' development and economic stability: 

 Numerous causes, both international and domestic, may be attributed to the constant 

increase in demand for MFI goods shown in recent times.  

Variations in Credit and Lending Expenditures: 

Consumers are attempting to avoid protracted borrowing from banks within the present 

scenario, preferring to use MFI assistance to resolve existing concerns given the scarcity of 

monetary backing swiftly and efficiently. It's exceptionally advantageous whenever an individual 

may make income by completing a survey upon the site from anywhere with Internet access and 

a desktop or cellular device. Also, it's worth noting that MFIs are gaining in popularity due to 

law reforms and enhanced regulatory oversight, just with verified firms remaining on the market. 
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Cyclicality: 

 The research in 2017 by D'Espalier, Goedecke, Hudon, and Mersland mentioned that 

cyclicality is a term to consider when thinking about microfinance. The book Seasonality and 

Microcredit - The Case of Northern Bangladesh, which Abu S. Shonchoy has edited, mentions 

that the misalignment of loan obligations with income seasonality may result in significant 

inefficiencies. Nevertheless, most Micro-Finance Institutes (MFIs) may not give any 

modifications due to revenue seasonality. For example, across Northern Bangladesh, earnings 

and expenditure drops during the post-Aman rice crop cycle are expected, colloquially called 

"Monga."  

Poor landless low-paid workers are the ones that endure most from seasonality, but they 

often struggle to balance their budgets. Consequently, it is incredibly tough to arrange regular 

weekly micro-credit repayments, which they took throughout the fruitful half of the cycle. They 

systematically allocated seasonally adjusted adaptable micro-credits and classic inflexible micro-

credit to various lending subgroups throughout Northern Bangladesh utilizing clinical testing and 

RCTs. The study examines borrowers' debt payment conduct as a function of geographic 

location classifiers and borrowing patterns, allowing everyone to see the implications of 

adaptable loan repayment regulations throughout slender periods and how it affects MFIs and 

partaking borrowers. 

The Dangers of Microfinance: 

 However, in the 2015 research from Allet and Hudon, revenue fluctuation, impairment 

losses, and unplanned costs are the primary dangers or difficulties that microfinance customers 

face, which are all caused by sickness and mishaps of various types, as well as physical and 

political circumstances. Risks of socioeconomic instability are linked, and their repercussions 
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amplify one another. Microcredit institutes and national officials anticipate microfinance to help 

create income-generating enterprises or alleviate poverty. In that case, it is now universally 

recognized that such an assumption is only partially met.  

Whereas in the 2015 study of Wijesiri & Meoli, there are still microcredit initiatives that 

genuinely give loans for company start-ups, as contrasted to talks. Second, the resources 

provided are typically insufficient for a long time to enable earning profits. Moreover, many 

customers don't utilize modest investment loans to start or expand an established business since 

they are confronted with various hazards, which renders planning an innovative approach in a 

Microeconomic sense. They choose to use microcredits as a household unit's cash reserves, 

which shows their desire to help regulate sources and spending and, as a result, deal with the 

inter-temporal financial mismatches.  

Likewise, impoverishment is increasingly viewed in functions in which inequity in the 

maintenance of susceptibility and economic inconsistency contribute significantly. This 

technique is even more justifiable because the percentage of disadvantaged individuals is often 

considerably higher than those of extremely low population density. The aspect of risk must be 

addressed to reach low-income and poor households. The inputs and outputs created by micro-

entrepreneurial operations are sensitive to market volatility. Previously to microfinance, 

processes with microbusinesses were seen as "dangerous and expensive." With the introduction 

of microfinance, the danger of excessive operating expenses is critical in evaluating long-term 

viability. 

MFIs nevertheless face significant dangers if they wish to keep operating and extend out 

towards the needy since they may have difficulty depending on federal subsidies and 

contributions. MFIs increase the customer base and capital as they continue expanding, so they 
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must build and create their "institutional capabilities" to anticipate possible dangers and reduce 

damage and shocks. The provider of financial services is a financial institution. The most severe 

threat it confronts is sustaining the high level of service it provides. MFIs' purpose is to provide 

lending and loans to the poor, so the integrity of the loan collection is essential, and the worry 

must be alleviated in the decision to remain operating. 

Chapter 2: The Model of the Case Study 

As mentioned in the introduction the objective of this thesis is to discuss how profitability 

in microfinance institutions targets impoverished individuals while remaining financially viable. 

It is essential to clarify the range of microfinance to provide the foundations for the underpinning 

of this argument. Microfinance is a form of banking in which modest loans are made to people 

who may not otherwise get them. It is a tool for delivering banking services, like 

microloans/microcredit, micro-savings, and microinsurance to low-income people who have 

been overlooked by conventional banking entities, therefore assisting in poverty eradication. 

Microfinance has arisen as a viable financial option for disadvantaged individuals who do not 

access financing from mainstream banking institutions. Its goals encompass reducing poverty by 

encouraging small and medium enterprises through easily accessible finance. 

At the same time, a microfinance institution’s modus operandi is to redistribute 

microloans to the poor through a range of unique, non-conventional loan structures, including 

lines of credit without collateral, group lending, liberal loan structures, instantaneous 

reimbursement agreements, and standard repayment period, and secured debt substitutes. The 

intended clientele is often disadvantaged persons living in low-income neighborhoods. The 

concept is that by providing financing to poor people, they would indeed be capable of making 
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an investment in their very own business entities and producing revenue. Employment with a 

basic salary is uncommon in disadvantaged places of the globe. 

According to Daher and Le Saout, various existing legislation governs microfinance 

institutions, which encompasses, credit unions, non-governmental organizations, non-banking 

financial firms, regional banks, postal banks, and commercial banks, among the traditional and 

informal norms inside the market. From the Gonzalez and Rosenberg 2006 study, governments, 

including state-owned organizations or self-help associations sponsored by state banks, supply 

the majority of microfinance. Private banks and lending businesses service about a sixth of 

borrowers. A non-governmental organization is referred to as an NGOs. Non-governmental 

organizations (NGOs) are entities established as non-profits for taxation benefits or under 

another statutory mandate. These financial institutions are typically more limited, though they 

tend to accept deposits.  

A non-bank financial institution (NBFI) is a financial organization that offers solutions 

comparable to banks but is regulated under a separate sector, which may be due to decreased 

underwriting standards, restrictions on consumer banking offers, or oversight by an independent 

government entity. Yet, going off the 2018 MIX Market information, a rural bank is a financial 

organization that caters to people who reside in rural regions and are primarily engaged in 

farming operations. Finally, cooperatives and credit unions are non-profit banking facilitators 

that serve their members. They provide various monetary functions to their customers, such as 

loans and deposit collecting. Although a provincial or nationwide collaborative committee may 

oversee them, they are not supervised by a national bank authority. 

NGO microfinance organizations do not just issue fewer loans, but also a more 

significant percentage of overall assets to women. NGOs, for instance, make shorter loans that 
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are much more expensive per dollar loaned, necessitating more significant annual rates than 

microfinance institutions licensed by either banks or non-bank financial institutions. Many MFIs 

not just give loans but supply other products, including bank accounts and security goods, and 

investment advice. MFIs, in reality, are attempting to create a one-of-a-kind environment of 

financial intermediation coupled with better living targeted at uplifting underprivileged regions. 

This aligns with MFI's mission of alleviating inequality by providing disadvantaged people with 

the skills to achieve self-sufficiency. 

Financial Stability: 

Two ideas have arisen as the significance of financial viability in MFIs rose: the 

economic systems method and the impoverished financing concept. The technique for monetary 

institutions will be covered in this part, while the strategy to distress financing will be described 

in a different section. In principle, both methods believe that perhaps the final objective is to help 

as many disadvantaged users as possible; however, the technique varies. Financial sustainability 

refers to a microfinance bank's capacity to pay its expenditures with its funds, which is also a 

need for organizational stability. 

Because of the global size of microfinance demand, the financial systems approach 

concentrates upon practical self-sufficiency as the primary method to supply that need. The 

economic systems approach primarily emphasizes financing poor people's borrowers and 

mobilizing consensual accumulation. As a result, this technique is criticized for not genuinely 

addressing the poor, or at the very most, for putting a partial attempt. There seem to be two sorts 

of MFIs: those that operate as nonprofit organizations with a solely humanitarian purpose and 

those that serve as for-profit businesses with a financial incentive despite supporting the needy. 



21 

Financial management is a critical component of MFIs' eventual consciousness. 

Researchers employ a variety of measures to assess economic sustainability. The focus on 

financial success is because development partners are keen on the adequate utilization of funding 

granted. Operational self-sufficiency, widely mentioned in writing, is among the essential 

indications for financial viability. It refers to the MFI's capacity to pay its expenditures with 

operating earnings, including financial expenses, doubtful debt liabilities, and operations fees. 

Microfinance in India: A Case Study 

In India, the microfinance business started in 1970 with the formation of self-help groups 

(SHGs) to offer Indians savings and credit instruments that they would not have access to before. 

In current times, designated microfinance organizations are the primary provider of microloans 

in India. The Shri Mahila Sewa Bank, which established the very initial microfinance 

organization around 1974, is known for developing the earliest authentic microfinance. The 

purpose of Sewa Bank has been and continues to be to assist women who are disorganized 

laborers.  

Non-Banking Financial Companies (NBFCs) are a kind of non-banking financial 

institution. NBFCs, like some other financial service organization institutions, provide loans 

rooted in traditional personal credit indicators, but they perform a unique position in Indian 

culture. These businesses make an effort to completely accommodate residents who do not 

ordinarily meet the criteria for financing. In addition, specific microfinance programs are also 

offered by banks, which cooperate with SHGs and generate funds through NABARD. This is 

called SHG-Bank Linkage Program (SBLP), and it accounts for a large portion of the 

microfinance initiative in India. 
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MFIs account for around 90% of the microfinance industry overall. The quantity of 

money on every loan portfolio defines the magnitude of each MFI. Small MFIs have annual 

revenues of less than INR 1 billion, while larger MFIs have annual revenues of INR 1 billion to 

about INR 4 billion. Any institution with a loan portfolio of more than INR 4 billion qualifies to 

be a large MFI. Nearly 90% of the whole lending, which encompasses account balances and debt 

funding, is in large MFIs. The aggregate long-term debt has grown at a cumulative yearly 

expansion rate of about 50% in the last five years, with a loan balance ledger of INR 500 billion. 

Up to this point, almost 30 million Indians have benefited from this surge in development.  

 

 

The NBFC-MFIs (MFIN members) are using acquired data from significant borrowers within the 

categories of NBFCs, Banks, and non-profit MFIs. According to current statistics from financial 

organizations, since around December 31, 2016, the microfinance industry's entire lending book 

was Rs 98,625 crore. Using data gathered on March 31, 2016, the author estimates that this 

comprises nearly 90% of the overall business inventory, omitting SHGs. Below is a high-level 

overall microfinance sector stance.  
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Microfinance Programs Affecting Women: 

 Over the past few decades, the hardship and advancement of women have been a 

continuous feature of global developmental projects. Female equality has become an essential 

topic in the development of microfinance as a tool for poverty eradication and gender 

discrimination. Several microfinance providers and non-governmental organizations (NGOs) 

focus entirely on decreasing gender discrimination and enhancing females' financial skills. 

Microfinance is already one of the most effective basic and effective methods enabling women, 

particularly in India, to strengthen themselves and prevent socioeconomic inequity. Microfinance 

is sometimes the sole option for disenfranchised women in economically depressed communities. 

Women are frequently disregarded in the official job market, forcing many to seek employment 

on the side. The labor often is uncontrolled, and the money generated is frequently 

untrustworthy. 

Women, however, profit from microfinance firms as they are regarded to become more 

dependable whenever it comes to paying back than males. Furthermore, women are most 

inclined to use the loans to support their family's living and well-being. The Annapurna Parriwar 

initiative was created to help women in the nation's most urbanized region, Mumbai. On the 

other hand, the SHG, Project Shakti, aimed to improve the livelihoods of dairy producers inside 

the Mayurbhanj area. To further measure the degree of participation of poor Indian women, it is 

helpful to examine urban and rural projects. 

Furthermore, health coverage and schooling are also severely inadequate. As among the 

afflicted places, Mumbai has become a hotbed for the economic disparity among some of the 

poor. Risks to India's urban poor are common due to the rapid cultural and economic 

transformation. The Annapurna Parriwar program was created to combat economic suffering and 
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empower women by increasing women's income-generating options. The Annapurna Parriwar is 

a microfinance institution in India composed of six local non-governmental organizations. The 

Annapurna Parriwar is a microfinance institution in India created by six local non-governmental 

organizations that focus on micro-lending; job placement and training; household, legal, and 

medical advice; child-care and academic support; and microinsurance. 

Members take out loans jointly and thus are guaranteed by one another, similar to how a 

risk-sharing group works. Borrowers may raise their loan balances based on individual payback 

behavior, company progress, and group aptitude. Lending amounts range from INR 1,000 to INR 

35,000. Several ladies who participated in the Annapurna Parriwar loan scheme were the subject 

of a recent study. These ladies varied in maturity but were all regarded to be in a very 

impoverished financial group. The research goal was to discover how empowered these ladies 

felt after joining the program for more than a year, with the result being that they all believed 

that they were in a considerably stronger position to sustain themselves and their children. The 

financing granted was able to assist these ladies in overcoming hurdles that they would have 

commonly faced. 

Chapter 3: Microfinance in India-Issues and Solutions 

Externally, the microfinance business looks to be a viable means of expanding economic 

mobility and combating injustice. In actuality, there seem to be a variety of faults that have 

diverted attention from the initial vision for microfinance. In certain places of uneven 

distribution of wealth, the most crucial step in assisting the poor is to address necessities such as 

nutrition and medication. Many incidents and analyses have shown that persons who participated 

in microfinance relief initiatives harmed their economic circumstances and standing. 

Microfinance institutions are unique from charities in that they are only focused on reducing 
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hardship in underdeveloped nations. Debtors must repay their debts and the rising charge that 

comes with payments. 

MFIs often provide sales incentives to lending agents, which may cause excessive loans 

to persons unable to repay them. Furthermore, the business needs more essential rules to ensure 

that debtors are adequately supported. The following are areas of concern for microfinance: 

repeated borrowing, collateral-backed lending, credit layout, informal underwriting procedures, 

no credit record, and interest rates.  

Yet, some ways to resolve this problem are by:  

● The total amount owing per client is regulated at INR 50,000, but no more than two 

distinct MFIs may loan to the very same borrowers. 

●  Set the maximum amount a borrower may owe an MFI at INR 100,000. 

● To be eligible for essential fulfilling loans, MFI portfolios should have 85 percent of total 

holdings. 

● Regulate the interest rate: If you're a major MFI, you'll pay far less than the cost of 

capital plus 10%, and if you're a medium to small microfinance, you will pay much less 

than the cost of capital plus 12%. 

Collateralized Lending: The microfinance institutions in India profess to arrange loans 

depending on the retained earnings of a prospective borrower. Nevertheless, several MFIs 

instead have substituted cash flows with another different sort of collateral that is usually in the 

form of land and, on occasion, gold. Issues occur throughout this procedure since real estate 

appraisals might fluctuate, as also supervision and restitution might if the borrower fails to repay. 

Furthermore, MFIs have difficulty appropriately disposing of those holdings in the event of a 

collapse. 
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Loan Structure: In several situations, the lending layout of every product is similar to those of a 

fixed income loan, with each payment increasing steadily. Loans are not granted depending on 

the requirements of the client's company which could often result in under-borrowing from some 

consumers and over-borrowing from customers. Furthermore, rather than developing loans 

depending on the specification of their consumers, MFIs try to duplicate existing loans and loan 

packages depending on some other MFI rivals. Offering these loans without conducting an 

appropriate investigation into the local region often leads to poor care and greater consumer 

delinquency. 

Weak Underwriting Procedure: The MFI's employees will frequently fail to undertake a 

suitable screening on a loan assessment. Causes for this include: 

● Limited resources and workforce size. 

● The potential for the sale of more significant loan payments. 

● Business plans are created for investors who want to get in or out as rapidly as possible. 

Insufficient Credit Record: Due to competition among MFI organizations and the urge to grow, 

many firms have made large loans before thoroughly analyzing a member's credit record. 

Substantial loans are made to organizations and individuals who have only gone through one of 

two loan rounds. Individuals are not sufficiently equipped to manage such a loan and are 

frequently unprepared to repay these increased installments. As a result, the MFI's reputation risk 

increases. 

The MFI's employees will frequently fail to undertake a suitable screening for a loan 

assessment. Causes for this include: 

● Limited resources and workforce size. 

● The potential for the sale of more significant loan payments. 
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● Business plans are created for investors who want to get in or out as rapidly as possible. 

Interest rates: One significant problem developed due to microlending is the amount of interest 

tied to every transaction. Rates of interest might be as high as 20% in rare circumstances. 

Borrowers who do not comprehend payment techniques or are ignorant of the high-interest rates 

are crippled by regular payments. This causes the same borrowers to pursue credit somewhere 

else to repay the initial debt, resulting in a negative spiral. 

Numerous Borrowing: MFIs let customers take out different loans or borrow from multi- 

microfinance organizations in certain situations. Borrowers overstretch themselves, having a 

minimal possibility of repaying their outstanding debts. It impacts MFIs because business loans 

are in danger of never being returned. 

The Andhra Pradesh: 

Andhra Pradesh is a place in India situated inside the subcontinent's southern corner. It is 

surrounded to the south and southwest by Tamil Nadu and to the west by Karnataka. The 

difficulties caused by weak microfinance methods and organization were evident inside the 

Indian region of Andhra Pradesh (A.P.). The A.P. problem likewise addressed the underlying 

issue which has dogged the microfinance sector over past years: these are initiatives worthy of 

becoming the poverty alleviation instrument so sorely desired by such regions. The fundamental 

problem is related to MFIs and why they have been founded here (SERP). SERP had overseen 

developing several initiatives known as the first instance. Even as the microfinance business in 

India evolved, several MFIs transitioned from non-profit to fully profit-making enterprises. 

Even though the Indian microfinance business has undergone remarkable growth in 

recent years, no state has seen more of it than Andhra Pradesh. The AP administration 

established an autonomous entity named the Society for the Elimination of Rural Poverty Indira 
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Kranthi Pantham IKP, which was undertaken to enhance SHGs in every region of AP. Every 

SHG was made up of ten to fifteen female participants drawn there by the IKP project. The 

fundamental obligations of the team member were collecting, crediting, and gathering once a 

week. This structure of networks established by different SHGs grew to become the biggest in 

India, serving as a significant foundation for microfinance operations and significantly bigger 

MFIs. This is shown by the fact that AP contains slightly over 20% of all SHGs in India but has 

just under 10% of the overall inhabitants. 

It is crucial to highlight how, unlike most neighboring states, microfinance institutions in 

AP did not have to teach consumers or push due to the existing microlending framework. 

Because of their interconnection, MFIs could reduce operating fees and shared responsibility. 

MFI’s broad reach is often restricted owing to significant transaction fees. Reaching many areas 

of deprivation, particularly rural ones, is sometimes challenging and costly. Because of AP's 

already developed microfinance business, MFIs were able to decrease these expenses by 25-50 

percent, making them more viable. Furthermore, the society that characterizes rural towns 

enhanced payback levels. Through shared accountability, participants of each SHG became able 

to employ societal pressure to manage team effectiveness. 

 Overabundance in AP by rival MFIs resulted in significant excesses to customers who 

couldn't make repayments. Some MFIs started to make large loans to the very same individual 

characteristics. Furthermore, MFIs could not conduct background investigations and give credit 

to practically everyone eligible. Individuals soon found themselves spending much above their 

means. Again, several MFIs collaborated with consumer product providers, such as television 

manufacturers, to be included in their loan bundles. Poor individuals that desired to possess such 

luxuries bought for additional credit, and the situation only became worse. Several borrowers 
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seemed to have no source of revenue, but it simply became a matter of time until they started to 

collapse on their debts in droves. To see their lenders restored, microfinance institutions 

immediately took many drastic measures; for instance, they pushed defaulting debtors to seek 

new loans with neighborhood creditors who paid outrageous borrowing costs. 

When overburdened debtors started attempting suicide, the issue erupted into media 

hysteria, prompting the administration to intervene. The AP government enacted the Andhra 

Pradesh Microfinance Institutions (Regulation of Money Lending) Ordinance in 2010. This 

judgment contained restrictions to stop MFI misbehavior inside the AP area and bring order back 

to the microfinance sector. Regrettably, AP payment rates have dropped to about 2% in rural 

regions and 0% in urban areas. The stringent requirements imposed on MFIs exacerbated rather 

than resolved the problems. Because microfinance groups did not obtain any payments, several 

businesses were obliged to reorganize their debts to pay back their banking debts. 

Solutions and Alternatives: 

The Intervention of the Reserve Bank of India: The Reserve Bank of India (RBI) started to 

comprehensively supervise all Indian microfinance institutions (MFIs) in reaction to the 

industry's rising failure. This, in turn, eliminated government supervision and interference from 

across all MFI companies to avert a tragedy like that of the A.P debacle. The following are the 

primary remedial procedures that were implemented to minimize any additional hazards: 

● A maximum of two MFIs may loan to a particular borrower, as well as the entire 

quantity due per client is limited to INR 50,000.  

● Set INR 100,000 even as the maximum amount a borrower may pay, an MFI 

portfolio should have 85 percent of its resources to participate in regular meeting 

loans.  
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● Regulation of Interest Rates: Worse than the cost of capital + 10% for major MFIs 

is under the price of loans plus 12% for medium to small MFIs.  

● India's five central borrowing banks (as measured by assets) multiplied by 2.75.  

● Product Development: Loan Amount: INR 35,000 for the first credit and INR 

50,000 for any subsequent loans. If the loan balance surpasses INR 15,000, the 

credit period must be more than 24 months. The creditor has complete control 

over the regularity of debt payouts. (Indian Microfinance Sector, Gillon and 

Microfinance in India - Sector Overview, 2017)  

The concept of risk management is central to the RBI's recently approved set of legislation. It is 

critical for every banking institution, particularly microfinance organizations, to have a risk 

management strategy. Microfinance institutions oversee disbursing credit to one of the most 

dependent and unsustainable elements of society, which are more prone to suffer as people 

cannot make repayments on time. 

Enhancements to the Sector: 

While developing a much more comprehensive risk monitoring strategy, it is essential to 

consider the criteria listed below.  

1. The very first issue pertains to the decentralized nature of the sector. Every customer 

originates through a comparative history; nevertheless, it's not like all customers are 

responsible for paying the very same installments; as a result, every debt ought to be 

handled uniquely. This would include using a framework whereby every Institution is 

designed to enable lenders to be somehow aware of and attentive to the requirements of 

their respective customers. Because they will have a better awareness of the provisions of 
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every customer, lenders at MFIs will become better flexible because there may be a lower 

probability of failure on repayments. 

2. In the instance of Andhra Pradesh, microfinance institutions (MFIs) overstretched the 

terms of the loans but are oblivious of the devastating impact it could impact not only on 

the Indian people and on their respective businesses. Furthermore, MFIs must be 

equipped with a solid service structure. Such establishments would be able to improve 

their ability to foresee long-term financial patterns if they had access to a well-supporting 

system composed of information management. 

3. Statistics might be obtained and analyzed through advanced level representatives of every 

MFI to identify which actions should be made to guarantee that effective lending 

operations are completed. Every financial institution will be able to control the overall 

hazard linked with loan portfolios due to such assistance programs. MFIs would be in a 

more significant position to deal with foreseeable and unforeseen circumstances if they 

improve their level of preparation for future financial occurrences. Every lending 

institution must know how microfinance institutions function and what is required. It is 

possible to increase the possibility that debt payments will occur by acquiring the 

knowledge necessary to effectively manage every loan application and the customers 

associated with every transaction. The increased payback percentages will make it 

possible for MFIs to grow. They would also inspire individuals of poor communities who 

still haven't participated in just about any microfinance activities to start conducting. 

4. Finally, one of the most crucial topics for the debate concerns male borrowers' 

participation in microcredit programs. Within India, recent instances and patterns indicate 

that males aren't trustworthy enough to be given microloans. Due to general 
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dependability difficulties, males are viewed as less capable business owners than their 

respective female equivalents. This perception stems from the gender gap in 

entrepreneurship. Throughout history, this seems to be the broad understanding; 

nonetheless, the topic must be discussed once again. Perhaps one of Uganda's microcredit 

initiatives provides a good illustration of the capacities of male borrowers to make 

installments. The Centenary commercial bank and microfinance institution (MFI), first 

established in Uganda in the 1970s as a trust fund, is permitted to provide monthly loans 

to both genders.  

Despite having difficulty turning a return, the groups recruited German bankers who 

excelled in setting up microfinance systems. As a result of completing their example and 

implementing an intelligent borrowing strategy, Centenary extended credit to borrowers 

of either gender despite raising the company's exposure to default. The organization 

makes it possible for the husband and wife to withdraw money from one another as part 

of the joint family and makes it possible to achieve monetary sustainability and long 

socioeconomic relief. This research offers data to support the hypothesis that if 

microfinance institutions (MFIs) have properly constructed loan applications and 

therefore are appropriately supervised, borrowers of all genders are more likely to repay 

their debts. It's possible that Micro Finance Institutions throughout India would develop 

their versions of the borrowing system which Centenary employs to start providing loans 

to eligible males (Seibel, Hans, 2017).  

Conclusion: 

 By now, the research has been based on the profitability of microfinance institutions 

targeting impoverished individuals while remaining financially viable. This study provides 
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statistics to inform the premise if microfinance institutions (MFIs) possess loan documents that 

are effectively prepared and, as a result, are appropriately overseen, then customers of both sexes 

experience a greater likelihood of repaying their loans. To begin issuing loans to qualifying guys, 

it is feasible that Micro Finance Institutions (MFIs) located worldwide, but particularly in India, 

design their exclusive variations of the lending mechanism.  

 In chapter 2 of the research, the author provides the thesis model; this is where the 

audience can receive the case study on India’s microfinance practices, which, again, are known 

to be a predominately significant nation when using these practices. The chapter talks about 

financial stability but discusses how microfinance started and came from. It also mentions that 

microfinance programs affect everyday women who decide to accept the loans and some of the 

issues the nation faces with the loans, and the solutions to overcome these problems. One of 

them is the amount they are letting people borrow, the maximum range that needs to be set not to 

overborrow and regulate the interest rates.  

  There are also sections on collateralized lending, loan structure, underwriting 

procedures, low credit reports, interest rates, and continuous borrowing without repaying the 

initial amounts. Eventually, the research leads to the solutions and alternatives that need to be 

implemented to sustain a microfinance program. As chapter 3 is the solutions section of the 

paper, the reader can also understand the enhancements in the sector, which are based on 

comprehensive risk monitoring strategies, like the issues with the decentralization of the 

industry, allowing borrowers to pay for their debts. The borrowers also take advantage of the 

assistance without spending their entire lives paying for never-ending debt.  

Also, Andhra Pradesh has overstretched its lending practices and the actions that will lead 

to prosperous effective lending. Lastly, acknowledge who the correct applicant is borrowing 
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funds from and who is likely to pay it back. Some statistics say that women are more likely to 

pay back a loan than men since women will prioritize taking care of the household, reinvesting in 

the business, or paying it back to the MFI. After completing the research, one believes that 

microfinance institutions can stay financially sustainable if they apply the correct measures to 

their practices. They need to ensure that the borrowing individuals intend to prosper and not 

continuously ask for capital. Still, with these actions, the appropriate measures need to be 

considered for every applicant. 
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