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Abstract - In India, Eleventh and Twelfth Plan introduced “Inclusive Growth” as a key parameter for economic 
sustainability, hence government have emphasized the link between improving access to finance and reducing poverty. 
Nineties saw  the partial deregulation of interest rates and increased competition in the banking sector; whereas a new 
approach of provision of financial services  through Non Banking Financial Company and Micro Financial Institutions along 
with Self Help Groups emerged has a major player in rural India for providing reliability of formal finance with the 
convenience and flexibility of informal finance, thereby, reducing poverty and promoting financial inclusion. 
This paper attempts to study the rationale of microfinance as a measure for financial inclusion and evaluate the performance 
of  secondary data compiled by Microfinance Institutions Network(MFIN) of 43  Non Banking Financial Company(NBFC) -
Micro Finance Institutions(MFIs) and other key lenders under the Business Correspondents(BC), Small Finance Banks, 
NBFCs and non-profit MFIs through loan disbursement, portfolio, outreach and sustainability over a period of two decades. 
The present study provides ample evidence to the fact that financial inclusion through Micro Finance, laid the seeds for rural 
development because, the all round economic development depends upon rural development. Banking the ‘unbankable’ 
through Micro Finance is a valuable contribution to the development planning as it presents an alternative way to 
development. 
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I. INTRODUCTION 
 
Financial Inclusion is an integral part of the growth 
process. It is critical for achieving inclusive economic 
growth and only such a growth is sustainable. It is an 
acknowledged fact that Indian economy is one of the 
fastest growing economies in the world. Gross 
Domestic Product growth rate was 7.4 percent in 
2009 – 2010 in India as against global growth rate of 
3.1per cent. Majority of the population in India 
resides in rural areas. According to 2011 census, total 
population of India is 121,01,93,422 crores. Out of 
which, the rural population is 83,30,87,662 and the 
urban population is 37,71,05,760. The overwhelming 
majority of poor people in India are concentrated in 
rural areas. Of the estimated 260 million Indians (or 
26 percent of the population) who live in poverty, 
some 193 million (or 74 percent) live in rural areas. 
Based on an internationally comparable poverty 
estimate of a dollar a day, the number of rural poor in 
India is estimated at around 270 million. Another 180 
million rural people are “near poor”. Thus sustainable 
development of rural India is the need  for balanced 
overall economic development. 
 Flow of credit is one of the very important inputs of 
economic development. The timely availability of 
credit at an affordable cost has a big role to play in 
contributing to the well being of the weaker sections 
of the society. Proper access to finance to the rural 
people is a key requisite to  employment, economic 
growth and poverty alleviation which are primary 
tools of economic development. Micro Finance, Self 
–Help Groups(SHGs) and Financial Inclusion are the 
three dimensional approach to eliminate poverty and 
ensure rural development.  

Quest for delivering affordable banking and credit 
delivery services to the geographically and financially 
disadvantaged poor is an ongoing process for eons till 
a ray of hope in the form of Self Help Group 
approach for building social capital to deliver savings 
and credit products had been conceptualized. 
The group approach was then detailed into the 
banking operations which gave birth to the concept of 
Self Help Group Bank Linkage Programme to work 
on the synergies of the existing vast network of bank. 
This savings led group approach to deliver varied 
services at the doorstep is the most prominent and 
pioneering Financial Inclusion move till date. With 
the active collaboration of NGOs, banks and the 
Governments and NRLM, the programme now covers 
10 crore families through 85 lakh SHGs with savings 
deposits of Rs.16,114 crore and 48.4 lakh groups with 
collateral-free loan outstanding of over Rs.61,500 
crore, of which, 88% for rural women (NABARD, 
Status of Microfinance in India 2016-17). 
Another recent commendable move by Ministry of 
Rural Development(MORD)Government of India  
has been Deendayal Antyodaya Yojana-National 
Rural Livelihoods Mission(NRLM), which provides 
Revolving Fund(RF) and Community Investment 
Fund (CIF) as Resources in Perpetuity to the 
institutions of the poor, to strengthen their 
institutional and financial management capacity and 
build their track record to attract mainstream bank 
finance. NRLM facilitates universal access to the 
affordable cost-effective reliable financial services to 
the poor. These include financial literacy, bank 
account, savings, credit, insurance, remittance, 
pension and counselling on financial services. The 
core of the NRLM financial inclusion and investment 
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strategy is “making poor the preferred clients of the 
banking system and mobilizing bank credit” (NRLM-
Ministry of Rural Development, GOI Report).  
Today, the SHG - Bank Linkage Programme (SHG - 
BLP) is the largest microfinance programme in the 
world because of its sheer size and population it 
touches. What is equally remarkable is that it is also 
the most widely participated developmental 
programme in the country and perhaps in the world 
for the large number of channel partners, their grass 
root workers, Government agencies and banking 
outlets involved. (Bhanwala, NABARD). 
 
II. OBJECTIVES 
 
1. To study the rationale of microfinance as a 
measure for financial inclusion. 
2. To evaluate the performance of microfinance 
institutions (MFIs) through loan disbursement, 
portfolio, outreach and sustainability over a period of 
two decades. 
 
Research Methodology : The research is based on 
the information collected from various secondary 
sources including journals, articles, microfinance 
reports of NABARD, Micrometer, Microfinance 
Information Exchange Database and various research 
based websites.  
The findings is based on the secondary data compiled 
by Microfinance Institutions Network(MFIN) of 43  
Non Banking Financial Company(NBFC) -Micro 
Finance Institutions(MFIs) and other key lenders 
under the Business Correspondents(BC), Small 
Finance Banks, NBFCs and non-profit MFIs.  
 
Conceptual Framework: Emergence of Micro 
Finance in India  
Micro Finance has emerged as a powerful tool for 
financial inclusion, which links low income groups 
with banks  but in India, micro finance is dominated 
by the SHGs. It is a bank linkage programme. 
Through a cost effective mechanism it aims at 
providing financial services to the unreached poor. So 
SHGs are playing a very important role in the process 
of financial inclusion.  
There are two important models of microfinance in 
India i.e. ‘Banking model’ and the ‘MFI 
model’(Report of the steering committee on Micro-
finance and Poverty alleviation, 2007-12).Under the 
banking model of the Self-Help Group, which was 
initiated by NABARD in 1992, self-help groups of 
women are formed in villages and are financed by 
banks. On the other hand, under the MFI model 
SHGs are formed and financed by the MFIs that 
obtain resource support from various channels. In 
India, majority part of the micro credit function is 
performed by the Banking model i.e. by the Self Help 
Group Bank Linkage Programme which was started 
by NABARD was initiated with a pilot of 500 Self 
Help Groups have reached to nearly seven million 

groups and thus are reflecting their exceptional 
growth and performance over the years (NABARD, 
2013).Moreover, it is considered as the largest 
coordinated programme for reaching to the goal of 
financial inclusion in India. 
India’s first Microfinance Institution ‘Shri Mahila 
SEWA Sahkari Bank was set up as an urban co-
operative bank, by the Self Employed Women’s 
Association (SEWA) soon after the group (founder 
Ms. Ela Bhatt)was formed in 1974. The idea of micro 
finance was developed as a survival strategy for the 
poor. Ela Bhatt in India and Professor Muhammad 
Yunus of Bangladesh are the pioneers in this field. 
Ela Bhatt founded Self Employed Women's 
Association (SEWA) in 1972. It was to bring poor 
women together and give them ways to fight for their 
rights and earn better livings. Its membership has 
grown to 7000 members in 1975 to over 700,000. 
Over the past few decades, this innovative scheme 
has attracted a range of nongovernmental and state-
sponsored institutions.  
Leading financial institutions are the Small Industries 
Development Bank of India (SIDBI), the National 
Bank for Agriculture and Rural Development 
(NABARD) and the Rashtriya Mahila Kosh (RMK). 
A few NGOs like PRADAN, ICECD, MYRADA, 
and SEWA have played a significant role in 
promoting micro-credit. With micro-credit becoming 
financially viable, even commercial banks like ICICI 
Bank, ABNAMRO, HDFC Bank, UTI Bank and 
international banks like Citibank have also entered 
the field. Non-banking corporate is participating as 
well. 
India’s rural poor are overwhelmingly dependent on 
agriculture as their primary source of income; the 
majorities are small or marginal farmers, and the 
landless households. The financial needs of India’s 
rural poor reflect the volatile, uncertain, and irregular 
income streams and expenditure patterns of these 
households. According to Rangarajan committee 
(2008), 51.4 percent farmer households were 
financially excluded from formal/informal sources. 
The study of World Bank-NCAER Rural Finance 
Access Survey (RFAS) of 2003 indicates that rural 
household had two main sources of income include 
the sale of agricultural products and wage labor.  
Performance Evaluation of Micro Finance Institutions 
based on the Secondary Data :Various models have 
been developed to evaluate the performances of MFIs 
like  PEARLS Model (1990) from the World Council 
of Credit Unions in which P- Protection, E- Effective 
Financial Structure,  
A- Asset Quality, R- Rate of Return and Costs L- 
Liquidity was adopted. 
This gives an overall position of the microfinance 
industry based on data compiled by Microfinance 
Institutions Network(MFIN) through  Non Banking 
Financial Company(NBFC) -Micro Finance 
Institutions(MFIs) and other key lenders under the 
Business Correspondents(BC), Small Finance Banks, 
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NBFCs and non-profit MFIs.This  comprises of 5 
NBFCs namely ASA, Fullerton, L & T Finance, 
Reliance Commercial Finance and Sarvodaya Nano. 
SFBs: 8 NBFC-MFIs namely Equitas, ESAF, 
FinCare, Janalakshmi, RGVN, Suryoday, Ujjivan and 
Utkarsh).Non-profit MFIs: Includes portfolio for 2 
largest non-profit MFIs namely Cashpor and 
SKDRDP.Banks: Data includes portfolio for direct & 
indirect lending (through BCs) by Banks, most of 
them private. Among private banks, data is 
contributed by 10 Banks - Axis, Bandhan, DCB, 
HDFC, ICICI, IDFC, IndusInd, Kotak Mahindra, 
RBL and Yes. Data for Public Sector Banks includes 
BC portfolio channelled through SKDRDP and IDBI 
Bank. 
 
FINDINGS: 
1. Loan Disbursement 
 On the basis of data reported by lending 
institutions as of September 2017, microfinance 
industry has total loan portfolio (ie loan amount 
outstanding) of Rs 111,539 Cr. This represents a 
growth of 5% over first year quarterly report 2017-
18. It was estimated that this aggregated loan amount 
outstanding roughly represents over 90% of the total 
industry portfolio excluding Self Help Groups. 

 As of September 2017, Banks are the largest 
provider of micro-credit with a loan outstanding of Rs 
40,076 Cr, accounting for 36% of total micro-credit 
lending. This includes both direct lending as well 
indirect lending through category of Bank (BC) 
partnerships.  
 NBFC-MFIs as a group are the second largest 
provider of the micro-credit with a loan amount 
outstanding of Rs 35,939 Cr (excluding BC portfolio 
channeled through NBFC-MFIs), accounting for 32% 
to total industry portfolio (i.e. loan amount 
outstanding).  
 SFBs have a total loan amount outstanding of Rs 
28,261 Cr with total share of 25%. NBFCs account 
for another 6% and Nonprofit MFIs account for 1% 
of all 43 MFIN members. 
  All lenders put together disbursed Rs. 33,246 
Crore in second quarterly report of 2017-18. 
(Micrometer September 2017). 
 Market share within the NBFC-MFI industry is 
clearly concentrated in the group of large MFIs, 
which account for 88% of the industry, 86% of the 
client base, 87% of loan amount disbursed and 86% 
of debt funding. 
 Over half (51%) of the total disbursement during 
the quarter, came from 5 states, viz. Karnataka, Uttar 
Pradesh, Odisha, Maharashtra and Bihar. 

 
Top 10 MFIs on  loam amount disbursed 

MFI Amount (Rs Cr) 
BFIL 4288 
Grameen Koota 1195 
Satin  1192 
Spandana 980 
Asirvad 745 

 (Source: Micrometer,2016-17) 
 
 
2. Portfolio 
 As of Sep 17, aggregated gross loan portfolio (GLP) of NBFC-MFIs stood at Rs 38,288 Cr, growth of 24% 
over second quarter of fiscal year 2016-17 and 11% over the last quarter i.e. Q1 fiscal year 20 17-18. 
 Group of 15 large MFIs  account for over 88% of the industry GLP. 
 Top five  MFIs on Gross Loan Portfolio were: 
 

Name of MFI Amount (Rs.Crore) 
BFIL 10,597  

 
Satin  
 

3988 

Green Koota 3937 
Muthoot Microfin 2356 
Spandana 2244 

 (Source: Micrometer,2016-17) 
 
 Post-demonetization(November 2016) there has been sudden deterioration in portfolio quality. However, there 
has been gradual improvement in last few quarters and  now come down to 5.41%  
 In terms of geographic spread, 65% of the portfolio is rural and 35% in urban. 
 In terms of purpose, agriculture accounts of 44% of the gross loan portfolio (glp). Non-agriculture 
(trade/services and manufacturing)  accounts for 51% and household finance accounts of 5% of the glp. 
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  Top five states having Portfolio Investments in Micro credit are : 
States  Amount in  Rs Crore in Second quarter of 2017-18 
Karnatka  5336 
Uttar Pradesh 4018 
Odisha 3812 
Maharashtra 3790 
Tamil Nadu 3640 

(Source: Micrometer, 2016-17) 
 
3. Outreach : 
As of Sep 17, NBFC-MFIs on aggregated basis have 
a branch network of 8,948 and employee base of 
72,228 of which 63% are loan officers (i.e. 45,652) 
who provide door-step credit to low-income clients 
served by the NBFC-MFIs. There has been growth of 
5% in employees, 4% in loan officers and 7% 
branches compared with last quarter. On yoy basis, 
there has been an increase of 23% in branches and 
16% in employees and loans officers. 
Average loan outstanding per account is Rs 15,432 
representing a growth of 8% over second quarter of 
financial year of 2016-17. 
 
4.Equity As of Sep 17, NBFC-MFIs have total asset 
base of Rs 40,679 Cr. Outstanding borrowings is Rs 
30,218 Cr, which represents a growth of 29% over 
second quarter  of financial year 2016-17. Total 
equity of the industry stand at Rs 7,260 Crore.  At an 
aggregated industry level, 57% is domestic equity and 
43 % is Foreign. 
 
5.Cost of Funds 
At an industry level average cost of funds as on 
September 2017 is 14.2% and median cost of funds is 
14.7%. Spread of cost of funds ranges from 9.95% - 
17.7%. For large MFIs, the range is between 9.95% - 
15.35%. For medium MFIs, range is between 10.08%  
to 16.7% and for small it is between 13.21% to 
17.7%. 
 
6.Observations on Outreach and Sustainability 
The term outreach generally connotes two 
dimensions: depth and breadth of outreach .Outreach 
is typically used to refer to the effort by MFOs to 
extend loans and financial services to an ever-wider 
audience (breadth of outreach) and especially toward 
the poorest of the poor (depth of outreach) (Conning, 
Jonathan,1999). Thus, reaching the poorest is depth 
of outreach, but reaching large number of people 
even if they are relatively less poor is breadth of 
outreach, Many economists opine that outreach is to 
provide credit to the poor who have no access to 
commercial banks, in order to reduce poverty and to 
help them with setting up their own income 
generating businesses. (Bassem, S.S.,(2008) include 
the number of female borrowers as an indicator of 
outreach. This may be due the fact that major clients 
of MFIs are women only. This holds true for India 
also where majority borrowers are women.(Kaur 
P.,2014). 

Sustainability is defined as the capacity of a program 
to stay financially viable even if subsidies and 
financial aids are cut off (Woolcock,2006). Reaching 
the poor is major issue related to sustainability of 
MFIs. Reaching the poorest of the poor is more costly 
than reaching other segments of the market even 
when there are no fixed lending costs, and that 
leverage may be much harder to achieve for MFIs. 
With the purpose of attaining sustainability, MFIs try 
to gain economies of scale by diverting their efforts 
in servicing better-of clients. This strategy results in 
reducing expenses per loan and increasing the 
probability of repayment. Another way to attain 
sustainability, consistent with Tucker and 
Miles(2004) is to increase profits by raising interest 
rates, fees, or both. This option moves the costs for 
clients up and consequently raises default rates. Both 
options, hit  poor badly and they could not benefit 
from microfinance services. 
Therefore, it is required to strike a balance between 
outreach and financial sustainability of MFIs, so that, 
both financial and social mission can be  
accomplished. However, Gibbons and Meehan(1999) 
contend that there was no necessary medium to long-
term trade-off, for even among the poorest loan 
clients; average loan size tends to increase 
considerably over the years as clients prove their 
ability to repay and consequently have access to 
larger and/or multiple loans. 
 
CONCLUSION 
Socio-economic development of the rural poor is the 
pressing need of the day.  The present study provides 
ample evidence to the fact that financial inclusion 
through Micro Finance, laid the seeds for rural 
development because, the all round economic 
development depends upon rural development. 
Banking the ‘unbankable’ through Micro Finance is a 
valuable contribution to the development planning as 
it presents an alternative way to development. It has 
aided in making the passage from darkness to light 
for thousands of poor people struggling to breathe. 
The finest is yet to come. NBFCs-MFIs, SHGs and 
Non Profit MFIs should not only be used to redress 
poverty but it should be used as a tool to bring the 
rural marginalized segments of people  into 
mainstream financial inclusive society. If the SHGs 
are made an effective intermediary in the 
implementation of rural development programs, 
greater financial inclusion would be possible. Though 
financial inclusion has become the buzzword in 
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present day financial circles, there are miles to go, 
before it becomes a reality among the vast rural 
Indian population. 
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