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Abstract
Microfinance has proven to be an effective and powerful tool for 
poverty reduction. Microfinance is one of those small ideas that 
turn out to have enormous implications. Sector of microfinance 
in India shown a successful business model to solve number of 
challenges faced by financial services sector to provide services 
to low income population. So, in this paper, we have discussed 
the concept of micro finance in India.
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I. Introduction
Sector of microfinance in India shown a successful business 
model to solve number of challenges faced by financial services 
sector to provide services to low income population. Micro 
Finance has become an important financial sub-sector in India. 
Around the world, it has shown to be positively correlated with 
reducing poverty and improving welfare by allowing the rural 
people to increase their sources of income [2]. Micro-Finance is 
emerging as a powerful instrument for poverty alleviation in the 
new economy. In India, micro-Finance scene is dominated by 
Self Help Groups (SHGs) - Banks linkage Programme, aimed 
at providing a cost effective mechanism for providing financial 
services to the ‘unreached poor’. Based on the philosophy of 
peer pressure and group savings as collateral substitute, the SHG 
programme has been successful in not only designing financial 
products meeting peculiar needs of the rural poor, but also in 
strengthening collective self-help capacities of the poor at the 
local level, leading to their empowerment [3]. Fig.1 shows Equity 
Investments in Indian Micro Finance.

Fig. 1: Equity Investments in Indian Micro Finance [7]

II. Micro Finance Background
Microfinance in India can trace its origins back to the early 1970s 
when the Self Employed Women’s Association (“SEWA”) of the 
state of Gujarat formed an urban cooperative bank, called the Shri 
Mahila SEWA Sahakari Bank, with the objective of providing 
banking services to poor women employed in the unorganised 
sector in Ahmedabad City, Gujarat. The microfinance sector 
went on to evolve in the 1980s around the concept of SHGs, 
informal bodies that would provide their clients with much-

needed savings and credit services. From humble beginnings, the 
sector has grown significantly over the years to become a multi-
billion dollar industry, with bodies such as the Small Industries 
Development Bank of India and the National Bank for Agriculture 
and Rural Development devoting significant financial resources 
to microfinance. Today, the top five private sector MFIs reach 
more than 20 million clients in nearly every state in India and 
many Indian MFIs have been recognized as global leaders in the 
industry [4]. The major concern about development minded MFIs, 
however, was that many of them did not attach importance to their 
financial soundness and sustainability within a reasonable period 
and became subsidy dependent. This made continued funding 
difficult for donors and funders. Thus in the nineties, the emphasis 
was on ensuring that MFIs were financially sound. Without self 
sufficient financial institutions, there is little hope for reaching 
the large numbers of poor households [6].

III. Microfinance in India
The microfinance business model in India typically generates a 
Return on Equity (“ROE”) of between 20% and 30%, driven by 
financing from commercial banks, strong operating efficiency 
and high portfolio quality [1]. Microfinance loans in India range 
in size from $100 to $500 per loan with interest rates typically 
between 25% and 35% annually. The microfinance model is 
designed specifically to help the low income population overcome 
typical challenges such as illiteracy, lack of financial knowledge 
and deficiency of collateralizable assets. The Indian microfinance 
sector presents a strong growth story. 
Fig. 2 shows Statistics of Microfinance in India

Fig. 2: Statistics of Microfinance in India

Its growth performance was impressively sustained through the 
liquidity crunch and continued at an increased rate in the second 
half of 2009. As of March 2009, the MFIs in India reported a 
client base of 22.6 million with an outstanding portfolio of more 



IJMBS Vol. 3, ISSue 2, AprIl - June 2013

w w w . i j m b s . c o m INterNatIONal JOurNal Of MaNageMeNt & BuSINeSS StudIeS 87

 ISSN : 2230-9519 (Online)  |  ISSN : 2231-2463 (Print)

than $2 billion. Over the past five years, the sector has delivered 
a CAGR of 86% in the number of borrowers and 96% in portfolio 
outstanding. In the 12 months from March 2008 to March 2009, 
the microfinance industry experienced a 59% growth in its client 
base from 14.2 million to 22.6 million and 52% growth in its 
portfolio outstanding which increased from $1.5 billion to $2.3 
billion.8 This reflects a 14% increase in the absolute growth in 
portfolio outstanding and 33% increase in the absolute growth in 
the number of borrowers from 2008 to 2009 [1]. Fig. 3 shows the 
penetration of Micro Finance in India.

Fig. 3: Penetration of Micro Finance
Source: Lok Capital

IV. Features of Micro Finance
Micro-Finance can be a powerful instrument initiating a • 
cyclical process of growth and development.
Micro-Finance activity improved access of rural poor to • 
financial services, both savings and credit.
Increased access signifies overcoming isolation of rural • 
women in terms of their access to financial services and denial 
of credit due to absence of collateral.
The pool of savings generated out of very small but regular • 
contributions improved access of the poor women to bank 
loans.
It could also help in strengthening poor families’ • 
resistance to external shocks and reducing dependence on 
moneylenders.
The observed support for consumption smoothening would • 
not have been possible, but for the SHGs internal support.
The predominance of borrowing for crop cultivation reflects • 
support for meeting working capital needs.
Possibilities could be of explored for using SHGs as a strong • 
conduit for purveying crop cultivation loans to very small and 
marginal farmers to step up crop loan finance [3].

V. Conclusion
Microfinance is one of those small ideas that turn out to have 
enormous implications. Microfinance is considered to be a 
valuable tool for the alleviation of poverty around the globe. In 

order for microfinance to realize its full potential, however, it must 
be sustainable and capable of expansion beyond the limitations 
imposed by a reliance on development assistance. Both developing 
and developed nations are key actors in this regard [5].
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