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INTRODUCTION 

India is known for its diverse culture and religions. It 
is a country where both rich and poor people are 
surviving and prospering together. Since 
independence efforts are made to reduce this gap 
between rich and poor. One such effort is made by 
micro-finance institutions, co-operatives and Self
help groups to reduce poverty and uplift women. 
Gender discrimination is another problem hampering 
the development of country.  

The key principle behind microfinance is that poor 
people not only require loans but they have various 
financial needs. Thus, microfinance is a financial 
system for poor as it reaches to large number of poor 
people. Microfinance is providing a system where 
domestic funds can be collected and distributed 
locally. The challenges faced by microfinance is the 
interest rate ceiling in India.  

The concept of microfinance is not new but the 
modern type of finance began in 20
Government also played role in development of 

Poverty is one of the various challenges faced by India 

women in general. The main reason behind the same is lack of education, cultural environment and geographical 

location. There is a need to uplift rural people and women in India to reduce poverty. Microf

as one such solution. It has brought a lot of impact on the lives of rural people and women by providing them 

micro-credit to business startups. It will help them to generate income, become self

Thus, microfinance is not only a financial service which provide small loan to economically weak and poor 

people but it is also helping in generating employment and contributing to economic development. 

says that it will cause indebtedness to poor people an

various studies which focused on the impact of microfinance in India. This paper studies the impact of 

microfinance on developing country like India where majority of people are fighting from pover
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ABSTRACT 

Microfinance, poverty, women, Rural India  

India is known for its diverse culture and religions. It 
is a country where both rich and poor people are 
surviving and prospering together. Since 
independence efforts are made to reduce this gap 
between rich and poor. One such effort is made by 

operatives and Self-
help groups to reduce poverty and uplift women. 
Gender discrimination is another problem hampering 

The key principle behind microfinance is that poor 
they have various 

financial needs. Thus, microfinance is a financial 
system for poor as it reaches to large number of poor 
people. Microfinance is providing a system where 
domestic funds can be collected and distributed 

crofinance is the 

The concept of microfinance is not new but the 
modern type of finance began in 20th century. 
Government also played role in development of 

microfinance since independence. One of the 
objectives of government since independence was to 
reduce poverty. Majority of poor people are residing 
in rural area and hence the focus of government 
shifted to provide rural credit to poor people. 
Government came up with various steps like 
cooperative banks, social banking, 
NABARD. The majority of efforts in segment of 
microfinance was from NGOs and SHG. 

Microfinance sector has seen tremendous growth in 
the past 2 decades. There are various microfinance 
companies operating in India in different forms. 

The Microfinance companies in India has shown 
staggered growth over period of time. 
in India and around the world has seen various ups 
and downs in two decades. Demonetization in India 
has resulted in contraction in loan by rural and poor 
people. The figure 1 shows the report of Sa

Sa-Dhan’s Bharat microfinance report 2017 shows 
the empirical data of microfinance industry in India. 
The report shows the presence of microfinance 

various challenges faced by India todaywhich is because of poor condition of rural area and 

women in general. The main reason behind the same is lack of education, cultural environment and geographical 

location. There is a need to uplift rural people and women in India to reduce poverty. Microfinance has come up 

as one such solution. It has brought a lot of impact on the lives of rural people and women by providing them 

. It will help them to generate income, become self-sufficient and independent. 

ance is not only a financial service which provide small loan to economically weak and poor 

people but it is also helping in generating employment and contributing to economic development. 

says that it will cause indebtedness to poor people and some says it is an opportunity to manage risk. There are 

various studies which focused on the impact of microfinance in India. This paper studies the impact of 

microfinance on developing country like India where majority of people are fighting from poverty. 
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companies around 29 states and 563 districts in India
(refer figure 2 and 3). It also shows a growth of 26% 
in loan. It also shows that microfinance industry is 
also a source of employment for around one lakh 
people. But it also shows a decline in reach of 
microfinance in urban region.  

In the past decade, government has taken various 
steps to fill the gap between funds available and 
financial needs of the poor. The programs included 
NABARD and SHG bank linkage program, SIDBI to 
provide finance to MFIs, RBI announces lending to 
SHG as priority targets, allowing local region banks, 
setting up organizations to provide refinance to MFIs, 
started various poverty related schemes, etc. 

There is no uniform regulatory body for MFIs but 
various forms of organizations fall under various 
other regulatory body. But all MFIs are working for 
same objective i.e. upliftment of economic and social 
status of poor people. MFIs can be broadly classified 
into non-profit and profit organization. 
major regulatory body for microfinance institution 
includes RBIs, central government and state 
government.  

Microfinance sector has a lot of scope in India for 
growth and investment. Thus, this sector attracted 
various Indian and foreign investors. Thus, MFIs saw 
a rapid growth in South India. The expectations of 
shareholder with MFIs increased and it increased the 
activities of microfinance in Andhra Pradesh which 
resulted into saturation in the sector. The poor people 
were heavily under debt, overloaded with loan, lower 
capability for repayment and it resulted into customer 
taking severe steps like suicide. Thus, it raise the 
question of microfinance management and regulation. 

LITERATURE REVIEW 

Concept of Microfinance 

There are various needs for which funds are required 
by a person. Stuart and Sukhwinder have explained 
various types of needs in the book ‘the poor and their 
money. They have categorized needs as lifecycle 
needs (childbirth, education, weddings, funeral); 
personal emergencies (injury, sickness, 
unemployment); disasters (flood, fire, cyclones,
earthquakes); and investment (house, land, business). 
These financial needs are fulfilled by individuals in 
different ways. Microfinance has come up as one 
such alternative to provide funds to needy people on 
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companies around 29 states and 563 districts in India 
It also shows a growth of 26% 

in loan. It also shows that microfinance industry is 
also a source of employment for around one lakh 
people. But it also shows a decline in reach of 

overnment has taken various 
steps to fill the gap between funds available and 
financial needs of the poor. The programs included 
NABARD and SHG bank linkage program, SIDBI to 
provide finance to MFIs, RBI announces lending to 

ng local region banks, 
setting up organizations to provide refinance to MFIs, 
started various poverty related schemes, etc.  

There is no uniform regulatory body for MFIs but 
various forms of organizations fall under various 

FIs are working for 
same objective i.e. upliftment of economic and social 
status of poor people. MFIs can be broadly classified 

profit and profit organization. The three 
major regulatory body for microfinance institution 

ernment and state 

Microfinance sector has a lot of scope in India for 
growth and investment. Thus, this sector attracted 
various Indian and foreign investors. Thus, MFIs saw 

The expectations of 
FIs increased and it increased the 

activities of microfinance in Andhra Pradesh which 
resulted into saturation in the sector. The poor people 
were heavily under debt, overloaded with loan, lower 
capability for repayment and it resulted into customer 

Thus, it raise the 
question of microfinance management and regulation.  

There are various needs for which funds are required 
have explained 

various types of needs in the book ‘the poor and their 
money. They have categorized needs as lifecycle 
needs (childbirth, education, weddings, funeral); 
personal emergencies (injury, sickness, 
unemployment); disasters (flood, fire, cyclones, 
earthquakes); and investment (house, land, business). 
These financial needs are fulfilled by individuals in 
different ways. Microfinance has come up as one 

provide funds to needy people on 

large scale. In 1980s, microfinance was a seed
During 2000s, the importance of microfinance was 
identified as commercial financial sector. Since, then 
two decades has passed but still micro
is facing challenges to address massive demand. The 
major challenges include – adoption of agric
and rural micro-finance methodologies by people, 
inefficiency and limited management capacity of 
MFIs and poor regulations. If properly managed, 
micro-finance can come up as appropriate tool to 
reduce gap between poor and rich in India (Hermes, 
2014).  

 Table 1: Microfinance models (Ref. Table 1)

Table 2: Indian Micro-finance Institutions 
Table 2) 

 

RESEARCH DESIGN 

Table 3: Research Design (Ref. Table 3)

 

CASE STUDY AND ANALYSIS 

CASE 1 – Microfinance in South India 

Case Introduction: 

This case shows that providing loans to women 
instead to their husbands increases the 
making power of women in rural India. This case 
focuses on two microfinance programs of South India 
– IRDP and TNWDP (Holvoet 2005, 81). 

Finding from the case: 

The microfinance institutions in South India 
constituted of group of women who used to take 
decision of utilization of funds collected. They had 
divided the responsibilities among themselves. This 
provision allowed them to have separate savings from 
their husbands. This increased the status of women in 
house and increased their access to finances. 
women provide loan to women, their social 
interaction increases, they learn from each other and 
provides them decision making power 
(Holvet2005,97).  

CASE 2- Microfinance program in West Bengal
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This case shows that providing loans to women 
instead to their husbands increases the decision-

power of women in rural India. This case 
focuses on two microfinance programs of South India 

IRDP and TNWDP (Holvoet 2005, 81).  

in South India were 
constituted of group of women who used to take 

sion of utilization of funds collected. They had 
divided the responsibilities among themselves. This 
provision allowed them to have separate savings from 
their husbands. This increased the status of women in 
house and increased their access to finances. When 
women provide loan to women, their social 
interaction increases, they learn from each other and 
provides them decision making power 

Microfinance program in West Bengal 
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Case introduction: 

This case shows that collective action between 
improves both their social and economic position. 
Women empowerment in India was difficult due to 
social structure of country, poverty, education system 
and social norms. Women interaction and mobility is 
restricted in India. This group-based structure of 
microfinance made women to come together and fight 
for each other. It helped women to fight against 
verbal, mental and physical abuse by men. The 
organizations like Sisterhood and Self
follow group-based model of lending. 

Finding from the case: 

In this group-based model, women used to meet twice 
in a month to discuss and decide upon domestic and 
community affair, financial matter and shared 
personal experience. Training was also provided to 
these women regarding microfinance practices
as book-keeping, legal rights, financially sound 
groups and wrong practices in social norms. 
helped women to act against wrong practices such as 
domestic violence, child marriage, alcoholism, etc. 

CASE 3- Microfinance program in Bihar 

Case introduction: 

In India, women don’t have power of decision 
making, mobility and access to finance. women were 
not even given right to education and were victim to 
domestic violence. Women were working as labor 
since past but the control of finance was not in their 
hand. Microfinance provided them training, 
knowledge, confidence and awareness as they 
access to fund and were contributing something to the 
house (Sanyal 2009, 530).  

Finding from the case: 

MFIs and NGOs in India such as Hunt and 
Kasynathan provided unity and companionship to 
women. They provided training to women regarding 
use and control of loan or credit and made them 
aware about their rights. The power of 
making created women empowerment in rural India. 
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n between 
improves both their social and economic position. 
Women empowerment in India was difficult due to 
social structure of country, poverty, education system 
and social norms. Women interaction and mobility is 

structure of 
microfinance made women to come together and fight 
for each other. It helped women to fight against 
verbal, mental and physical abuse by men. The 
organizations like Sisterhood and Self-Reliance 

model, women used to meet twice 
in a month to discuss and decide upon domestic and 
community affair, financial matter and shared 

Training was also provided to 
these women regarding microfinance practices such 

keeping, legal rights, financially sound 
groups and wrong practices in social norms. This 

against wrong practices such as 
domestic violence, child marriage, alcoholism, etc.  

In India, women don’t have power of decision 
women were 

not even given right to education and were victim to 
Women were working as labor 

since past but the control of finance was not in their 
Microfinance provided them training, 

knowledge, confidence and awareness as they have 
access to fund and were contributing something to the 

MFIs and NGOs in India such as Hunt and 
Kasynathan provided unity and companionship to 
women. They provided training to women regarding 
use and control of loan or credit and made them 
aware about their rights. The power of decision-

created women empowerment in rural India.  

CASE 4 –Microfinance program in Karnataka

Case introduction: 

This case studies the effort of an NGO to provide 
micro-credit to scheduled caste women working in 
silk reel industry for women empowerment (Leach 
and Sitaram 2002, 575). The objective behind it was 
that the position of women in Indian society and 
discrimination faced by women at work. Scheduled 
caste women were taken as subject in the study as 
they are the weakest and poorest in Indian society. 
The objective of the study was to convert these 
women from poorly paid to labor to independent 
entrepreneur.  

Finding from the case: 

In this study, men were convinced for their support 
for this project. In this project, women were trained 
and motivated to be independent entrepreneur. In this, 
women acted as boss and entrepreneur and took 
decision while men only acted as labor. This effort 
increased the position of women in family and 
community, their confidence, and self-esteem. 

 

CONCLUSION 

Microfinance can prove as an opportunity to fight 
with poverty in India. The drive of microfinance is 
rising not only in India but around the world. It is 
helping developing countries including India to fight 
with poverty and position of women in rural and 
urban region. It is not only providing poor and 
women a path to generate income but also providing 
them confidence and self-esteem. There are some 
successful projects and some unsuccessful 
microfinance projects in India. There is a need to 
overcome the limitation of microfinance in India. 
Despite of its limitation, microfinance is significant in 
developing country like India as it 
generating employment but also improving the 
position of women in Indian society.  
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Describe the suitable condition 
for smooth operation of both 
systems 

Financing 
microfinance- 
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Summarized sustainable 
development of microfinance 
industry 
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Patoliya 

MFI and measures 
to solve it

6 Sa-Dhan 2012 Financial 
inclusion
of the efficacy of 
banking 
correspondent 
model 

7 Zuzana 
Harmincova 
and Karel 
Janda 

2014 Microfinance 
around 
regional SWOT 
Analysis

 

Table 2: Indian Micro-finance Institutions 

s.no Author Year Paper 
1 Piyush Tiwari 

and S.M. 
Fahad 

1997 Conceptual 
framework of 
microfinance 
institutions in India

2 Ajay Tankha 2002 SHG as Financial 
intermediary in 
India 

3 Hema Bansal  2003 SHG-Bank linkage 
program in India

4 M.S. Sriram 
and R. 
Upadhyayula 

2004 Transformation of 
the microfinance 
sector in India

5 World bank 
document 

2004 Scaling up access to 
finance India’s 
Rural and private 
sector 

6 YSP Thorat 2005 Microfinance in 
India 

7 Priya Basu and 
Pradeep 
Srivastava 

2005 Scaling up 
microfinance for 
India’s rural poor

8 Rajashri Ghosh 2005 Microfinance in 
India –
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MFI and measures 
to solve it 

meaning of microfinance 
and its business models 

require financial 

Financial 
inclusion- A study 
of the efficacy of 
banking 
correspondent 

 

Models, legal forms, 
challenges, products and 
services offered by BCs 

The major challenges found 
were lack of financial literacy 
program, lack of proper 
grievance mechanism and 
study provided 
recommendation for 
improvement.

Microfinance 
around the world- 
regional SWOT 
Analysis 

Paper analyses the function 
and efficiency of 
microfinance market by 
comparing developing 
countries markets 

The paper concludes that 
political environment plays a 
significant role in development 
of microfinance market in a
country 

nstitutions (Ref. Table 2) 

Paper  Description Conclusion 
Conceptual 
framework of 
microfinance 
institutions in India 

Evaluation of successful 
and failed microfinance 
institutions around the 
world 

Paper explained the 
significance of microfinance 
institutions and highlighted the 
weakness in present 
microfinance model

SHG as Financial 
intermediary in 

 

Role and development of 
SHG in rural India 

The study provided 
recommendation for 
sustainability of SHG

Bank linkage 
program in India 

This paper studied the 
effectiveness of program 
across India in the light 
of commercial, 
cooperative and RRB 

Paper concluded the future 
scope of programs and 
institutions 

Transformation of 
the microfinance 
sector in India 

The paper discusses the 
meaning, issues, 
international 
transformation 
experience of MFO 

The paper suggested the need 
for regulatory changes for 
growth of MFO

Scaling up access to 
finance India’s 
Rural and private 

 

The paper discusses rural 
finance  

Formal financial sector

Microfinance in 
 

It includes the journey of 
microfinance in India 
and role of government  

The paper concluded with 
describing the gap between 
policy and its implementation

Scaling up 
microfinance for 
India’s rural poor 

The paper discusses the 
current practices in 
microfinance in India 

The paper concluded that the 
reach of microfinance in rural 
India is very low

Microfinance in 
– a critique 

It describes the journey 
of microfinance in India 

The paper suggested the need 
to reduce the operating cost 
and cost of capital of 
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require financial assistance 

The major challenges found 
were lack of financial literacy 

, lack of proper 
grievance mechanism and 
study provided 
recommendation for 
improvement. 
The paper concludes that 
political environment plays a 
significant role in development 
of microfinance market in a 

 
Paper explained the 
significance of microfinance 
institutions and highlighted the 
weakness in present 
microfinance model 
The study provided 
recommendation for 
sustainability of SHG 
Paper concluded the future 
scope of programs and all 

 

The paper suggested the need 
for regulatory changes for 

h of MFO 

Formal financial sector 

The paper concluded with 
describing the gap between 
policy and its implementation 
The paper concluded that the 
reach of microfinance in rural 
India is very low 

suggested the need 
to reduce the operating cost 
and cost of capital of 
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Table 3: Research Design (Ref. Table 3)

Title  Microfinance in India for poor, rural and women empowerment

Problem statement The biggest challenge faced by MFIs in India is high operating and transaction 
provides services to its clients at low interest rates and hence it becomes a question of 
sustainability of these institution

Objectives   To understand the functioning of MFIs

 To estimate the opportunity and threats for MFIs

 To suggest ways for b

Methodology  This paper has taken qualitative approach by studying the government policies and MFIs 
rules and regulations. 
form annual reports of world bank, R
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Fig. 1 – Overview of Microfinance in India

Source - Sa-Dhan’s “Bharat Microfinance Report 
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Microfinance
Financial inclusion 
and microfinance in 

 

This paper describes the 
role of microfinance and 
effort of government in 
eradicating poverty 

This paper concluded by 
recommending the steps for 
promotion of MFI and SHG in 
rural area 

Financial inclusion 
Indian experience  

This paper describes the 
difference in financial 
inclusion in developed 
and developing countries 

The paper concluded by 
describing the role of 
government in financial 
inclusion 

Table 3: Research Design (Ref. Table 3) 

Microfinance in India for poor, rural and women empowerment 

The biggest challenge faced by MFIs in India is high operating and transaction 
provides services to its clients at low interest rates and hence it becomes a question of 
sustainability of these institution 

To understand the functioning of MFIs 

To estimate the opportunity and threats for MFIs 

To suggest ways for better functioning of MFIs 

This paper has taken qualitative approach by studying the government policies and MFIs 
rules and regulations. Thus, the study is based on secondary data and the data was collected 
form annual reports of world bank, RBI and MFIs and other economic surveys.

Overview of Microfinance in India: 

Dhan’s “Bharat Microfinance Report – 2016  
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Microfinance 
This paper concluded by 
recommending the steps for 
promotion of MFI and SHG in 

per concluded by 
describing the role of 
government in financial 

The biggest challenge faced by MFIs in India is high operating and transaction cost. It 
provides services to its clients at low interest rates and hence it becomes a question of 

This paper has taken qualitative approach by studying the government policies and MFIs 
Thus, the study is based on secondary data and the data was collected 

BI and MFIs and other economic surveys. 
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Fig. 2 – Top 10 MFIs operating in number of Indian states/UT

Source –  The Bharat Microfinance Report 2018

 

 

 

Fig. 3 – Top 10 MFIs operating in number of Indian districts

Source – The Bharat Microfinance Report 2018
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Top 10 MFIs operating in number of Indian states/UT 

The Bharat Microfinance Report 2018-19 

Top 10 MFIs operating in number of Indian districts 

The Bharat Microfinance Report 2018-19 
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