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Abstract: 

The main aim of this paper is to closely look at the issues, challenges, and 

opportunities in the microfinance sector in India. It focuses on its role in socio-

economic development and financial inclusion. Microfinance has become an 

important financial tool within India’s policies, especially for reducing poverty and 

promoting inclusive growth. Many microfinance programs in the country are aimed 

at rural areas and are designed for economically weaker groups, particularly 

women. By offering access to credit, savings, and other financial services, 

microfinance has helped improve livelihoods, encourage self-employment, and 

empower women at the grassroots level. Despite these positive contributions, the 

sector still faces several major challenges that block its sustainable growth. Limited 

access to financial services in remote and underserved areas remains a serious issue. 

Unhealthy competition among microfinance institutions has led to worries about 

over-lending and lower portfolio quality. Seasonal migration of borrowers 

negatively impacts repayment behavior and loan continuity. Political interference 

and low financial awareness also create problems for operational efficiency.  

Additionally, the exclusion of vulnerable and marginalized groups, poor financial 

discipline, lack of resources, and insufficient managerial and technical skills within 

microfinance institutions pose significant challenges to sustainability. Low financial 

literacy among clients further limits their ability to use microfinance services 

effectively. However, the widespread poverty in India and the unmet demand for 

formal credit offer a chance for growth in the microfinance sector. The expanding 

market presents opportunities to reach more people, improve access, and diversify 

financial products. Moreover, microfinance can help boost economic growth, 

strengthen the rural economy, empower women, and achieve efficiencies. In 

summary, while the microfinance sector in India has many challenges, it also 

provides important opportunities for promoting inclusive development, provided 
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that the right policy changes, strong institutions, and regulatory support are put in 

place. 
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Introduction: 

Micro-financing is more than just handing out loans. It’s about opening the 

door to real financial tools and things like savings accounts, insurance, money 

transfers so people have a shot at escaping poverty for good. These days, savings 

led microfinance is proving it really works, especially for the poorest families. It 

gives them access to easy, affordable services that actually fit into their lives.  In  

India’s NABARD backs over 500 other banks, all teaming up to support self-help 

groups, or SHGs. Most of these groups are small—twenty people or less and the 

majority are women from the hardest backgrounds, sometimes from the lowest 

castes or tribal areas. Here’s what happens: every month, each member puts in a bit 

of money, maybe just a handful of rupees, into a shared pot. When someone faces a 

family emergency or needs to pay for school, they can borrow from that fund.  Once 

these groups get comfortable managing their own money, they can even take loans 

from local banks to start small businesses or work their land. Banks trust them 

enough to lend four times what the group has saved. Interest rates run between 12% 

and 23% a year, flat. 

India has around 1.3 million self-help groups—SHGs, and together they 

include nearly 20 million women using bank loans. No other country has a 

microfinance program this big. India’s SHG-Bank Linkage is the biggest in the 

world. The idea behind microfinance is actually pretty simple: give people small 

loans so they can start earning steady incomes and maybe even save a little. That’s 

real economic progress. It doesn’t happen overnight; it happens one small loan at a 

time.  So what’s microcredit? It’s just really small loans, microloans—to people 

living in poverty. The folks who get these loans usually don’t have collateral or a 

steady job. They don’t have a credit history. Banks wouldn’t even look at their 

applications. Microcredit changes the game. It’s a part of the bigger world of 

microfinance, which covers all kinds of financial services for people who usually 
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get left out. Most people say microcredit started with the Grameen Bank in 

Bangladesh. Over there, the bank helped some of the poorest people launch their 

own small businesses. That way, they could finally earn an income, build a little 

wealth, and work their way out of poverty.  The results in Bangladesh got people’s 

attention. At first, big banks and development agencies didn’t think microcredit 

would work. But after seeing the success, they started to rethink things. Now, many 

of those big financial organizations see microcredit borrowers as “pre-bankable”—

just people who aren’t ready for regular loans yet. So, microcredit keeps gaining 

ground in mainstream finance, and more traditional banks are looking at it as a way 

to grow in the future. The United Nations even named 2005 the International Year 

of Microcredit. 

Importance of the study: 

India is growing fast, and the demand for the demand for credit is also 

growing drastically. For a huge segment of the population especially families with 

low incomes getting a regular loan just is not possible. They don’t have collateral, 

so they end up borrowing from informal sources, which often means sky-high 

interest rates and a lot of stress. That’s where microfinance comes in. It’s not just 

about handing out loans. Microfinance offers a real alternative to those informal 

lenders, opening up access to credit for people who’d otherwise be left out. But 

microfinance does more than put money in people’s hands. It’s a big step toward 

financial inclusion. Suddenly, folks who were always on the margins, people with 

little or no access to banks, can finally use financial services to improve their lives. 

It’s a chance for low-income families to break out of the cycle and build something 

better. The loans themselves aren’t massive. They’re smaller than what you’d get 

from a traditional bank, and sure, the interest rates are higher than standard loans, 

but they’re nowhere near what local moneylenders charge. And theydo not need 

collateral. And, interestingly, repayment rates are pretty high, so the system actually 

works. Microfinance also lines up with bigger global goals. It pushes forward the 

Sustainable Development Goals, ending poverty, advancing gender equality, and 

promoting decent work and economic growth. A lot of women, for example, were 

long ignored by traditional lenders. Microfinance changed that. These days, a big 

chunk of microloans go to women, which boosts their independence and helps 

improve entire communities. It’s about giving everyone a fair shot at a better life. 

Microfinance opens doors for people shut out of regular banks. It gives them a shot 

at starting small businesses, earning more, and lifting up their communities. Studies 

show a real impact, household incomes jump by about 28% for those who get 
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microfinance support.  Let’s be honest, the ripple effects go far beyond just money. 

When people can launch or grow small businesses, they create jobs and boost 

productivity in their neighbourhoods. For women, microfinance is a game-changer. 

It puts them in charge of their own work, steadies household finances, and builds 

confidence. Self-Help Groups (SHGs) help even more, women in SHGs pick up 

new skills, earn more, and often end up shaping their communities for the better. 

This kind of teamwork improves health, education, and a sense of belonging.  Take 

Bangladesh, for example. Microfinance has played a big part in fighting poverty 

and giving women a stronger voice. People who get microfinance see incomes go 

up—one study found a 14.6% rise (Sonia et al. It’s not just about the cash, either. 

Food is more secure, houses improve, and people end up healthier (Shah, 2024). 

Targeted programs like those from Ansar-VDP Unnayan Bank really make a 

difference in nutrition and financial stability. 

Women, especially, benefit in big ways. They report more say in household 

decisions, better income, and even more interest in politics. Microfinance doesn’t 

just change bank balances—it can shift mindsets and open up real opportunities for 

gender equality.  People also come together through microfinance. Group activities 

build trust and strengthen communities. But it’s not all smooth sailing. The push to 

repay loans can cause stress or even social problems, so there’s a real need for 

support and better repayment plans.  Finally, microfinance gives people the tools to 

take charge of their lives. It fights poverty, grows communities, and sparks 

progress, especially in places like India. 

Statement of Problem: 

Although microfinance and microcredit systems in India have expanded 

significantly to promote financial inclusion among low-income households, their 

actual performance, effectiveness, and policy outcomes remain uneven and 

contested. Issues such as high interest rates, over-indebtedness, regional disparities, 

repayment stress, and limited financial literacy continue to constrain the 

developmental impact of microcredit. Further, the growing commercialization of 

microfinance institutions has raised concerns regarding mission drift and borrower 

welfare. Despite regulatory oversight and policy interventions, gaps persist in 

implementation, monitoring, and impact assessment. 

In this context, the present study seeks to systematically evaluate the 

performance of microfinance and microcredit systems, examine the institutional and 

borrower-level challenges, and assess the effectiveness of existing policies in 

achieving inclusive and sustainable development outcomes. 

http://www.uijmr.in/
http://www.uijmr.in/


 

United International Journal of Multidisciplinary Research 

ISSN: 3048-6726(UIJMR)Impact Factor: 6.934 (SJIF) 
An International Peer-Reviewed and Refereed Multidisciplinary Journal 

www.uijmr.in Vol-3, SpecialIssue-2,2026 

__________________________________________________________________________ 

37National Conference On “Contemporary Issues In Global Business Management 

Practices”25 &26 February,2026 by University Arts & Science College (Autonomous), 

Kakatiya University. 

 

Objectives: 

1. To study the growth and performance of Micro Finance and Micro Credit 

System in India. 

2. To analyze the role of microfinance in promoting financial inclusion and 

reducing poverty. 

3. To identify the major operational, financial, and institutional challenges 

faced by the microfinance sector in India. 

4. To assess the impact of microcredit on women empowerment, income 

generation, and livelihood development. 

5. To examine existing microfinance policies and suggest measures for 

improving outreach and sustainability. 

Review of Literature: 

Abeer (1991) defined empowerment as the procedure in which people gain 

the capability to exercise tactical life decisions, that have been denied to them 

previously. Kabeer's definition of empowerment comprises of three inter-related 

aspects of Resource, Agency, and Achievements. The resource-phase refers to 

having access to both physical and non-physical resources, and it is taken before the 

agency, which refers to a decision-making process, bargaining, and negotiation. 

Ultimately, this leads to achievements (outcomes). 

Empowerment is also defined as a dynamic procedure, which is hard to 

measure as it is under the influence of social, political, and economic challenges 

(Schuler &Rottach, 2010). Further, they found that one aspect of empowerment 

valid in one setting might become invalid in another. Hennink, Kiiti, Pillinger, and 

Jayakaran (2012) found that empowerment is a complicated process, which occurs 

at the individual, societal, and organizational level. Opportunity, agency, resources, 

and sustainability boost the empowerment process. The complete empowerment 

measurement includes spiritual, economic, health, political, and social domain, 

which are interrelated. Afridi (2010) described empowerment as a form of 

independence in making decisions, accessing, and utilizing resources. It is proved 

from the literature that empowerment is amultidimensional concept, and therefore, 

women’s empowerment is also evaluated under different dimensions (James-

Hawkins et al., 2016). 

Discussing to the issues of sustainability, Yeron [19] says that the two most 

important objectives for a rural financial institution to be successful are financial 

self-sustainability and more outreach to the target rural population. Financial self-

sustainability is said to be achieved when the return on equity, net of any subsidy 
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received, equals or exceeds the opportunity cost of funds. According to him, on the 

other hand, outreach is assessed on the basis of the type of clientele served and the 

variety of financial services offered, including the value and number of loans 

extended, the value and number of savings accounts, the number of branches and 

sub-branches, percentage of total rural population served, the real annual growth of 

the rural financial institutions’ assets over recent years, and the participation of 

women clients. 

Research Gaps: 

1. Limited holistic performance evaluation of microfinance institutions, as 

existing studies often assess outreach or sustainability in isolation rather 

than together. 

2. Insufficient empirical evidence linking microfinance outreach with actual 

poverty reduction and financial inclusion outcomes, especially among rural 

and marginalized populations. 

3. Underrepresentation of borrower-level and ground-level challenges such as 

seasonal migration, financial literacy gaps, repayment stress, and 

institutional capacity constraints. 

4. Limited focus on long-term socio-economic outcomes of microcredit, 

particularly regarding women empowerment, income stability, and 

sustainable livelihoods. 

5. Inadequate analysis of the effectiveness of current policy and regulatory 

frameworks, and weak linkage between identified challenges and actionable 

policy recommendations. 

Research Methodology: 

The present study adopts a descriptive and analytical research design to 

examine the performance, challenges, and policy implications of the microfinance 

and microcredit system in India. The study is based primarily on secondary data, 

collected from reliable and authoritative sources such as reports published by the 

Reserve Bank of India (RBI), National Bank for Agriculture and Rural 

Development (NABARD), Microfinance Institutions Network (MFIN), Sa-Dhan, 

government publications, journals, research articles, and conference proceedings. In 

addition, data have been sourced from books, working papers, and reputed national 

and international databases. 

To assess the performance of the microfinance sector, indicators such as 

outreach, loan disbursement, repayment efficiency, and institutional sustainability 

are analyzed using trend and comparative analysis. The challenges faced by 
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microfinance institutions and beneficiaries are identified through a critical review of 

existing literature and policy documents. The study also examines the role of 

microfinance in financial inclusion, poverty alleviation, and women empowerment 

by synthesizing empirical findings from previous studies. 

For analyzing policy implications, relevant regulatory frameworks, 

guidelines, and government initiatives related to microfinance in India are reviewed 

and evaluated. Simple statistical tools, tables, and graphical representations are used 

wherever necessary to support the analysis. The findings are interpreted in light of 

existing theoretical and empirical evidence to draw meaningful conclusions and 

policy suggestions. 

Findings: 

1. The microfinance sector in India has expanded significantly in terms of 

outreach and loan disbursement, particularly in rural and semi-urban areas. 

2. Microfinance has contributed positively to financial inclusion and women 

empowerment by providing credit access to low-income and marginalized 

groups. 

3. Despite growth, microfinance institutions face challenges such as limited 

accessibility, resource constraints, and weak institutional capacity. 

4. Unhealthy competition and multiple borrowing have increased repayment 

stress and affected financial discipline among borrowers. 

5. Low financial literacy and seasonal migration negatively impact effective 

credit utilization and repayment performance. 

6. While existing policies have strengthened sector stability, further regulatory 

support and policy reforms are required to ensure sustainability and 

borrower protection. 

Conclusion: 

The study concludes that microfinance and microcredit have played a vital 

role in promoting financial inclusion and supporting low-income households in 

India. The sector has expanded its outreach significantly, particularly in rural and 

semi-urban regions. However, several operational, institutional, and borrower-

related challenges continue to affect its performance and sustainability. Issues such 

as limited accessibility, repayment stress, and low financial literacy require focused 

attention. Strengthening regulatory frameworks and promoting responsible lending 

practices are essential for sector stability. Overall, microfinance holds strong 

potential for inclusive growth if supported by effective policies and institutional 

reforms. 
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