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 Higher delinquencies notwithstanding, MFIs expected to grow in 

FY22  

Financial Sector Analysis 

 

NBFC-MFIs growth infected by the pandemic in FY21 

Microfinance Institutions (MFIs) that offer financial services to the low-income population felt the 

heat of the pandemic in FY21, with growth in their Gross Loan Portfolio (GLP) slipping into low 

double digits, which was probably a first in a long time. The GLP for NBFC-MFIs grew by only 

11% y-o-y in FY21, given that H1FY21 witnessed much-reduced activities due to the pandemic-

induced lockdown and moratorium. Smaller MFIs were also impacted by the lack of funding 

availability and high fund costs during this period due to the looming risk of defaults post the 

moratorium. This low growth has largely been supported by the disbursement of additional loans 

or top up loans by larger MFIs to existing (relatively better placed) customers as new client 

additions during the year remained very low owing to an environment of scepticism induced by 

the pandemic. 

Trends in Gross Loan Portfolio of NBFC-MFI (Rs crores) 

  
P: Projected 
Source: Microfinance Institutions Network (MFIN), BWR Research 
 
Notwithstanding the lower base in FY21, the GLP for NBFC-MFIs in FY22, is expected to return 

to the growth path and register around 10-15% growth due to a pick-up in disbursements owing 

to the expected recovery in economic activity, kickstarting of expansion plans that were halted 

due to the pandemic and increased need for credit among low-income segments. However, the 

second wave, which has spread faster in rural areas and has resulted in much higher infections, 

and the resultant local lockdowns may restrict fresh disbursements, as well as collections, 

although normalcy is expected to resume H2FY22 onwards, which will also result in pent-up 

demand for credit. 
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Recent government and RBI measures to aid growth 

The recent RBI announcement with regard to increasing the flow of credit to Micro, Small and 

Medium Enterprise (MSME) borrowers, along with allowing the loans given to MFIs for onward 

lending by small finance banks to be treated under Priority Sector Lending (PSL), will further 

provide impetus to growth in credit by MFIs. The RBI, in its circular dated 5 May 2021, has 

decided to allow PSL classification for fresh credit extended by Small Finance Banks (SFBs) to 

registered NBFC-MFIs that have a gross loan portfolio of up to Rs 500 crore for the purpose of 

on-lending to individuals. While the measures are well-intended, eventual disbursements under 

this scheme remain to be seen and will depend on the risk appetite of small finance banks. 

 

Additionally, the government on 28 June 2021 announced a credit guarantee scheme of Rs 7,500 

crore to scheduled commercial banks for loans to NBFC-MFIs for on-lending. The guarantee 

would encourage banks to lend to smaller MFIs, which will then lend to small individual 

borrowers. This move will further aid growth in the MFI space. 

 

Higher-ticket-size loans to existing borrowers aided growth 

The client base for NBFC-MFIs has increased considerably over the years. However, in FY21, 

the client base declined y-o-y to 3.13 crore. Previously, players were able to increase their client 

base by expanding into other districts of states where they already had a presence and also by 

further expanding their reach to underpenetrated states. This trend, on the back of the pandemic-

induced lockdown, reversed in FY21, with MFIs focussing on existing collections and growing 

their loan book by lending to existing customers. Much of the recovery, going forward, will depend 

on the pace of easing of the restrictions imposed in each state. 

 

Trend in number of clients and ticket size growth 

 

Source: MFIN, BWR Research 

 

In contrast to previous years, growth in the GLP in FY21 was aided by an increase in the ticket 

size of loans or higher-ticket-size loans to existing customers. The average loan amount 

disbursed per account went up to Rs. 34,125 in FY21, compared to Rs 27,694 in FY20. This 

signifies that demand for credit in rural areas has been increasing as these areas account for 

nearly 75% of the total GLP. 
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Microfinance loans are small-
ticket-size loans given mainly to 
the poor in rural, semi-urban and 
urban areas. The loans disbursed 
by an MFI should be to a borrower 
whose rural household annual 
income does not exceed Rs. 
1,25,000 or urban and semi-urban 
household income does not 
exceed Rs. 2,00,000. These are 
unsecured loans, i.e., loans 
without any collateral. 
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No of MFIs

(Mar 2021)

No of MFIs 

(March 2020)

AUM            

(Rs crores)

(Mar 2021)

Growth (y-o-y)

Avg 

disbursement 

per account

(Mar 2021)

Growth (y-o-y)

Karnataka 19 19 9,422             14% 36,545            63%

Bihar 35 34 9,293             9% 31,792            15%

Orissa 26 26 6,981             12% 33,483            13%

Maharashtra 26 26 7,067             6% 37,593            39%

Uttar Pradesh 29 29 6,279             6% 32,673            11%

West Bengal 24 24 5,591             4% 29,862            11%

Tamil Nadu 19 19 9,380             18% 34,250            22%

Madhya Pradesh 27 26 6,888             15% 36,635            23%

Rajasthan 26 24 3,661             30% 35,647            15%

Kerala 11 10 2,511             -1% 33,166            4%

Assam 19 19 1,953             -12% 27,286            15%

Jharkhand 28 27 2,249             27% 31,759            17%

Punjab 14 14 2,087             0% 31,946            1%

Chattisgarh 27 26 2,179             13% 34,646            21%

Gujarat 21 21 1,923             13% 34,838            14%

Haryana 23 21 1,368             16% 34,280            7%

Uttarakhand 11 10 424                8% 33,185            5%

All India 56 56 81,475            11% 34,125            23%

Trend in average disbursement per account   

 

Source: MFIN, BWR Research 

 
Increasing ticket size to existing borrowers  
 

Higher-ticket-size loans, especially to existing borrowers in highly penetrated states, has helped 

MFIs to grow their portfolios. Microfinance companies have been expanding their footprint across 

the country by entering underpenetrated states (with a relatively lower number of MFIs) such as 

Rajasthan, Assam, Jharkhand and Gujarat. However, the existing pandemic situation has 

created hurdles in the expansion plans as MFIs are now focusing on collections post the 

moratorium and offering top-up loans to existing clients to tide over this crisis. 

 

State wise operational indicators 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: MFIN, BWR Research 
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The ticket size for loans given by 
MFIs should not exceed Rs. 75,000 in 
the first cycle and Rs. 1,25,000 in 
subsequent cycles. The total 
indebtedness of the borrower should 
not exceed Rs.1,25,000. 
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As the microfinance sector caters to customers from the lower end of the income spectrum, an 

increase in the loan amount given to each borrower also increases the chances of delinquencies. 

The average loan amount disbursed per account grew 23% in FY21. This increases the 

probability of default with a significant chance of customer account overlap. With an increase in 

the lending limit per eligible borrower, the average ticket size of loans is likely to go up further 

and may impact the MFIs’ delinquencies.  

 

Asset quality infected by the pandemic, to stay elevated in FY22 

The Portfolio At Risk (PAR) levels of the MFI industry were stabilising from the shocks of 

demonetisation, and the pandemic hit the industry. The PAR levels spiked in FY21 due to the 

lockdown in the first half of the year. As transactions with microfinance customers are cash-

intensive, requiring field visits, the lockdown had a strong impact on the asset quality as their 

collections were badly hampered.  

 

Moreover, the repayment ability of borrowers was hit due to stalled cash flows on account of the 

lockdown. The moratorium also played a role in impacting the credit discipline of borrowers since 

even those borrowers who actually did not require a moratorium ended up availing it just because 

the option to do so was available. 

 

Trends in PAR 

 

E: Estimate, P: Projected 

Source: MFIN, BWR Research 

 

In FY22, PAR levels are expected to stay elevated, at around 5.5- 6.0%, due to uncertainties 

over the pandemic situation in the country. The second wave, which hit during the start of FY22, 

impacted rural areas badly. Hence, the impact of the pandemic, along with the economic impact 

of mini state level lockdowns at regular intervals will again hamper the collection cycle, which 

has not reached pre-Covid levels even after improving in H2FY21.  
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The microfinance industry is highly 
vulnerable to income shocks, political 
interference and natural calamities. 
Despite these risks, the industry 
historically has reverted to low 
delinquencies as compared to other 
classes for banks and NBFCs as 
MFIs’ model of lending is majorly 
towards group lending, i.e., to self-
help groups and joint liability groups. 
Hence, peer monitoring, group 
pressure and social ties reduce 
delinquency levels in such loans. 
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Additionally, certain risks such as over-lending as evident from the high-ticket-size loans, the 

recent cyclone impact in some states (Goa, Maharashtra, Gujarat, Orissa and West Bengal) and 

any further announcement of farm loan waivers may hamper asset quality.   

 

The recent developments in Assam, with the government announcing The Assam Microfinance 

Incentive and Relief Scheme (AMFIRS) 2021, will impact collections of players in the state. Such 

schemes affect the credit discipline of borrowers as they stop repaying loans in the hope of 

blanket write-offs. Hence, this will lead to PAR levels going up for players present in the state.   

 

Movement towards digitised transactions positive for sector 

The microfinance sector was one of the worst-hit by demonetisation as it caters to low-income 

households with less orientation towards technology. As the majority consumers are unbanked 

or under-banked, the transactions are largely cash-based. However, the shock of demonetisation 

and awareness created by the Jan Dhan Yojana on financial inclusion/bank accounts have 

boosted digitisation, with many microfinance institutions preferring disbursements through the 

cashless mode.  

 

Almost 98% of the loan amount disbursed in FY21 was through the cashless mode. Although 

disbursements are becoming digitised, collections are still largely cash-based. 

 

Funds continued to flow for larger MFIs in FY21 

The major sources of debt funding for MFIs are either banks or other financial institutions (majorly 

NBFCs). Almost 65% of the MFI sector’s borrowings in FY21 has been through banks; it was up 

to 71% in FY20 as NBFCs were facing a liquidity crunch. Despite NBFCs reeling under the 

liquidity crunch, NBFC-MFIs continued to get bank funding. As MFIs lend small-ticket loans of a 

short tenure vis-a-vis the NBFCs, Asset-Liability Mismatch (ALM) is not a risk for the former. 

Moreover, as lending to MFIs fulfils the priority sector lending requirements for banks, they prefer 

lending to MFIs over NBFCs which may not have a priority sector status.  

 

Sources of borrowings for MFIs 

 

Source: MFIN, BWR Research 
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Large MFIs remained immune to 
funding shocks as these companies 
are largely dependent on bank 
borrowings for their funding 
requirements and have no asset-
liability mismatches. 
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Small MFIs faced challenges in raising funds in the previous two fiscals as these entities were 

dependent on larger NBFCs for funding. With the liquidity crisis that hit the NBFC sector in 2018, 

the funds flow from some NBFCs has dried up. As a consequence, several small microfinance 

institutions have started working as business correspondents, partly or fully, wherein these 

entities originate loans on behalf of their partner banks. Alternatively, some of the MFI players 

have consolidated with larger NBFCs or banks, and securitisation as an additional source of 

funding to the sector grew substantially during FY19 and FY20. However, in FY21, with the 

slowdown in business growth, securitisation transactions went down. 

 

Trends in off-balance sheet portfolio (Rs crores) 

 

Note: *For MFIs under IndAS, the portfolio sold vide Pass Through Certificates is reflected in BS 

portfolio. For others, it is part of managed portfolio. Hence, the totals of breakup in the above 

graph will not be equal to the total off-balance-sheet portfolio. 

Source: MFIN, BWR Research 
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2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 E

Interest earned 18.2% 19.8% 16.5% 16.6% 15.8% 16.0%

Interest expended 8.4% 10.3% 7.7% 7.2% 6.6% 6.0%

Net Interest Margin 9.7% 9.5% 8.7% 9.4% 9.2% 10.0%

Operating expenses 5.5% 7.9% 4.8% 5.0% 4.9% 5.1%

Other income 1.7% 1.6% 1.2% 2.3% 3.0% 1.3%

Provisions for NPAs 0.1% 0.5% 1.5% 0.8% 3.2% 4.2%

Net Profitability Margin 5.8% 2.7% 3.7% 6.0% 4.1% 2.0%

Profitability to remain under pressure owing to high credit costs 

MFIs’ profitability took a hit in FY20 and FY21 owing to high credit costs due to the pandemic 

situation in the country. The lockdown and moratorium resulted in disturbing the credit discipline 

of borrowers, impacting loan recoveries and driving up provisioning during this period. 

 

Profitability Indicators 

 

 

 

 

 

 

 

 

 

 

Note: The above indicators are based on the financials of the top six players in the MFI space 

accounting for close to 70% of the overall portfolio of the industry. 

E: Estimate 

Source: Company Filings, BWR Research 

 

In FY22, we expect the profitability of MFIs to remain under pressure as the second wave of the 

pandemic has hit rural areas hard. State level mini lockdowns and localised restrictions this time 

have not been that stringent; however, the spread of the pandemic in rural areas has been a 

major cause of concern. Additionally, with the absence of a moratorium and other measures, 

livelihood in rural areas has been badly hit. These factors may result in MFIs facing challenges 

in the collection and recovery of loans, thereby resulting in higher credit costs for players. 

Moreover, the developments in Assam will also have a negative impact on the credit costs of 

players. While, the proposed lifting of the cap on interest rates charged by MFIs will be a positive 

step, its announcement and implementation will be a monitorable.  

  



 
 

 

    
 www.brickworkratings.com 

August 2021 
9  

 

Features of RBIs consultative document on regulation of MFIs 

The RBI on 14 June 2021 released a consultative document for harmonising the regulatory 

frameworks for various regulated lenders in the microfinance space. The suggested framework 

in the consultative document is aimed at protecting microfinance borrowers from over-

indebtedness, as well as enabling competitive forces to bring down interest rates by empowering 

borrowers to make an informed decision. Some of the important suggestions are listed below. 

 

Over-indebtedness and multiple lending  

Under the current guidelines, the ticket size for loans given by MFIs should not exceed Rs. 75,000 

in the first cycle and Rs. 1,25,000 in subsequent cycles. The total indebtedness of the borrower 

should not exceed Rs.1,25,000, and no more than two NBFC-MFIs can lend to the same 

borrower. While these guidelines are only applicable to NBFC-MFIs, small borrowers were 

increasingly able to get multiple loans from several lenders, contributing to their over-

indebtedness.  

In the recently released consultative document dated 14 June 2021, the RBI proposed to link the 

maximum loan amount to household income in terms of the debt-income ratio for all regulated 

entities doing microfinance lending. The payment of interest and repayment of principal for all 

outstanding loans of the household at any time shall be capped at 50% of the household income. 

With the proposed regulation of linking the loan amount to household income, an absolute cap 

on the loan amount as stated above and only two MFIs allowed to lend to a single borrower would 

no longer be necessary. 

 

Pricing of Microfinance loans 

Currently, the margins for NBFC-MFIs are capped at 10% over and above the cost of funds for 

MFIs with a loan portfolio of Rs 100 crore and above, and 12% for other MFIs. The prescribed 

ceiling on lending rate for NBFC-MFIs has had an unintended consequence of not allowing 

competition to play out and most lenders having similar levels of pricing.  

The RBI under the consultative document has proposed to remove the ceiling on interest rates 

for micro-finance lenders. 

 

BWR Views 

 These proposed regulations, if implemented, could be a positive for the sector, as well 

as borrowers, by eliminating over-indebtedness and multiple lending.  

 The removal of cap on interest rates charged would create a level playing field, and 

borrowers may be able to take advantage of low interest rates offered by certain MFIs.  

 However, in the absence of a common database on consumer household income, there 

may be consistency issues among lenders while computing household income for the 

purpose of lending.  
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