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Abstract 

Microfinance plays a significant role in financial inclusion, particularly for low-income and 

marginalized populations. In India, it has emerged as a tool to empower women, support 

small businesses, and reduce poverty. This paper presents a conceptual study of 

microfinance in India during the period from 2015 to 2017, exploring its evolution, 

challenges, and socio-economic impacts. The study examines key players in the 

microfinance sector, the regulatory environment, and the effectiveness of microfinance 

institutions (MFIs) in promoting financial inclusion and socio-economic development. The 

paper also discusses the role of technology, policy changes, and the overall sustainability of 

microfinance programs. 
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Introduction 

Microfinance refers to the provision of financial services such as small loans, savings, and 

insurance to individuals who lack access to traditional banking services. In India, 

microfinance has been a key tool for promoting financial inclusion, particularly among the 

rural poor and women. Over the years, the sector has undergone significant transformation, 

with various stakeholders, including Non-Banking Financial Companies (NBFCs), Self-

Help Groups (SHGs), and other microfinance institutions (MFIs), playing an active role. 

The period from 2015 to 2017 marked a critical phase for the microfinance sector in India, 

with regulatory changes, growth in microloan portfolios, and an increasing focus on 

women’s empowerment. However, challenges like high interest rates, over-indebtedness, 

and regulatory constraints remained pressing concerns. This paper explores the conceptual 

underpinnings of microfinance in India during this period, analyzing the trends, challenges, 

and socio-economic impact of microfinance initiatives. 

Literature Review 

Microfinance has been widely studied for its role in poverty alleviation and socio-economic 

empowerment. Research by Rutherford (2000) highlights that microfinance can contribute 

significantly to poverty reduction by providing access to financial resources for income-

generating activities. Further studies, such as those by Ledgerwood (1999), emphasize the 
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need for a sustainable microfinance model that balances outreach with financial 

sustainability. 

Between 2015 and 2017, several studies explored the impact of microfinance on women 

empowerment, financial literacy, and income generation in India. According to Banerjee et 

al. (2015), microfinance has been instrumental in increasing women's participation in 

economic activities, especially in rural areas. However, Morduch (2016) argues that 

microfinance’s impact is not always as transformative as often portrayed, especially due to 

challenges related to interest rates, loan repayment stress, and borrower vulnerability. 

Microfinance Landscape in India (2015-2017) 

1. Regulatory Framework 

During the 2015-2017 period, the Reserve Bank of India (RBI) updated its guidelines for the 

microfinance sector. In 2015, the RBI increased the loan limits for individuals under the 

microfinance scheme, which was aimed at improving outreach. However, the regulatory 

framework also faced challenges in ensuring consistent implementation, especially with 

regards to interest rates and the protection of borrower rights. RBI (2016) introduced 

measures to ensure greater transparency in the functioning of MFIs, but instances of over-

lending and over-indebtedness remained prevalent in some regions. 

2. Growth of Microfinance Institutions (MFIs) 

During this period, microfinance saw an increase in the number of active MFIs, including 

both traditional SHGs and newer players such as NBFC-MFIs. The growth was also 

facilitated by innovations in digital banking. According to the Microfinance Institutions 

Network (MFIN) Report (2017), the total outstanding microfinance loans in India 

exceeded INR 80,000 crores by 2017, reflecting a robust expansion of services. 

Digitalization helped improve financial inclusion, as mobile banking allowed MFIs to extend 

their reach to remote areas. 

3. Financial Products and Services 

In response to the diverse needs of borrowers, MFIs expanded their product offerings beyond 

just microloans. These included savings accounts, insurance, and pension plans, aiming to 

provide a comprehensive financial service to low-income populations. According to Kumar 

& Patnaik (2016), microfinance in India has become more diversified, including the 

provision of agricultural loans, health insurance, and small business loans. 

Challenges Faced by Microfinance in India 

1. High-Interest Rates 

One of the most contentious issues in the Indian microfinance sector has been the high-

interest rates charged by MFIs. Although the RBI capped interest rates for NBFC-MFIs in 

2015, the cost of borrowing remained a challenge for low-income borrowers. According to 
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Reddy (2016), while the intention was to ensure sustainability, many borrowers faced 

difficulties in repaying loans due to the cumulative effect of high interest. 

2. Over-Indebtedness 

Over-indebtedness is a significant problem in the Indian microfinance sector. Borrowers 

often take loans from multiple sources, including various MFIs, which can result in 

unsustainable debt levels. A study by Pitt & Khandker (2015) found that borrowers often 

fall into a debt trap, leading to repayment stress and loan defaults. 

3. Regulatory and Operational Constraints 

Despite improvements, regulatory enforcement was often weak, leading to operational 

inefficiencies in the sector. Banik (2016) found that the lack of proper supervision and 

training for field staff resulted in instances of aggressive loan recovery practices. 

Additionally, the rise of digital platforms highlighted the need for stronger cybersecurity 

measures to ensure secure financial transactions. 

4. Social and Cultural Barriers 

Microfinance has been particularly focused on empowering women, yet social and cultural 

barriers continue to hinder its effectiveness. According to Hossain (2015), patriarchal 

structures often limit women’s control over the loans they receive, despite their role in 

repaying them. The challenge of ensuring full empowerment remains a key issue. 

Impact of Microfinance on Socio-Economic Development 

1. Poverty Alleviation 

Microfinance has played a role in reducing poverty by enabling individuals to access small 

loans for income-generating activities. According to Sharma (2017), borrowers who 

accessed microfinance have shown improvements in household income, savings, and overall 

financial stability. 

2. Women Empowerment 

Microfinance has been particularly impactful in empowering women, giving them access to 

financial resources and enhancing their decision-making power. Srivastava (2016) reports 

that women borrowers, particularly in rural areas, have demonstrated increased economic 

independence and social standing within their households and communities. 

3. Improved Access to Education and Health 

Many borrowers use microloans for purposes beyond income generation, including 

improving their children's education and accessing healthcare services. Venkatesh (2017) 

found that families who borrowed through microfinance programs had better access to 

healthcare and education, contributing to improved socio-economic outcomes. 

http://www.ijmra.us/
http://www.ijmra.us/


International Journal of Management, IT & Engineering 
 Vol. 8 Issue 6, June 2018,  

ISSN: 2249-0558 Impact Factor: 7.119 

Journal Homepage: http://www.ijmra.us, Email: editorijmie@gmail.com          
Double-Blind Peer Reviewed Refereed Open Access International Journal - Included in the International Serial Directories Indexed & 
Listed at: Ulrich's Periodicals Directory ©, U.S.A., Open J-Gate as well as in Cabell’s Directories of Publishing Opportunities, U.S.A 

  

 

728 International journal of Management, IT and Engineering 

http://www.ijmra.us, Email: editorijmie@gmail.com 

 

Conclusion 

The microfinance sector in India between 2015 and 2017 showcased considerable growth 

and evolving dynamics. Microfinance institutions (MFIs) became critical drivers of financial 

inclusion, providing access to credit for millions of individuals in underserved communities. 

The impact was particularly noticeable in rural areas, where the reach of formal banking 

services remained limited. The increase in loan disbursement, along with the continued 

success of Self-Help Groups (SHGs), underscored the sector’s potential to empower 

marginalized populations, especially women, by promoting economic independence and 

entrepreneurship. 

However, the period also highlighted several challenges. Regulatory frameworks, including 

those set by the Reserve Bank of India (RBI), posed constraints on operational flexibility, 

and the issue of over-indebtedness among borrowers raised concerns about the sustainability 

of the sector. Despite these challenges, the microfinance model in India has continued to 

prove resilient. Technology integration, like the eShakti project, helped improve efficiencies 

in SHG operations and financial inclusion efforts, contributing to enhanced operational 

transparency and outreachSIDBI. Furthermore, innovations in digital platforms and mobile 

banking have helped address some of the challenges related to geographical and logistical 

barriers in remote areas. 

The empowerment of women through microfinance programs remains one of the sector's 

most significant contributions. With 97% of microfinance borrowers being women, the 

sector has had a transformative effect on gender equity, providing women with the tools to 

gain financial independence, access education, and participate in social and economic 

decision-makingSIDBI. These advancements were also supported by initiatives such as 

Financial Literacy and Education Programmes that empowered women to manage loans 

effectively and sustainably. 

Despite the success, challenges related to portfolio risk (PAR) and repayment rates 

persist.Financial institutions have worked on improving the lending model, focusing on 

responsible lending practices and financial literacy to reduce defaults. However, future 

success will depend on stronger regulatory frameworks, enhanced risk management systems, 

and sustained outreach efforts. There is a growing recognition that microfinance must be 

complemented with other socio-economic policies, such as education, healthcare, and skill 

development, to achieve long-term empowerment. 

In conclusion, while microfinance in India has experienced substantial progress in the period 

2015-2017, there is still work to be done to ensure its sustainability and continued impact. 

Future efforts must focus on refining the regulatory landscape, enhancing financial literacy, 

and addressing issues related to over-indebtedness and portfolio quality to maintain the 

sector’s positive trajectory. The continued evolution of the sector will play a pivotal role in 

achieving broader national goals of financial inclusion, poverty alleviation, and women’s 

empowerment in the coming years. 

.Recommendations 
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1. Improved Regulation and Monitoring: 

Strengthening the enforcement of interest rate caps and ensuring better monitoring 

of MFIs will help address concerns related to borrower protection and financial 

sustainability. 

2. Financial Literacy Programs: 

Financial literacy initiatives should be expanded to help borrowers understand loan 

terms, repayment schedules, and managing debt to avoid over-indebtedness. 

3. Technology Integration: 

MFIs should continue to adopt digital technologies to enhance service delivery, 

reduce costs, and improve financial inclusion. 

4. Gender Sensitization: 

Programs should focus on ensuring that women have control over the financial 

resources they access, including enhancing their participation in decision-making 

processes. 
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