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THREE-LENDER CAP RULE: NEWLY INTRODUCED LOAN RULE EFFECTIVE
FROM APRIL 1

The new rule, i.e., the three-lender cap ruie, will be available for micro-lenders, including banks and non-banks and will be appiicable from April
1, 2025.

Three-Lender Cap Rule for Borrowers Effective from April 1

- Nidhi | i Apr 1, 2025 |

| THREE-LENDER CAP RULE FOR MICROFINANCE |

Three-Lender Cap Rule: Newly Introduced Loan Rule Effective from April 1

The new rule will restrict the borrowers to just a few lenders. MFIN (Microfinance Institutions
MNetwork) had introduced in August last year a four-lender cap restricting borrowers to four
lenders after it found high debt levels to be resulting in defaults. This limit aims to prevent
Excessive borrowing. However, this measure is expected to increase the financial strain on
poth lenders and borrowers in the short term.

The new rule, i.e., the three-lender cap rule, will be available for micro-lenders, including
banks and non-banks and will be implemented from April 1, 2025.

What is the Three-Lender Cap Rule?

As per the three-lender cap rule, a bommower is restricted to obtaining loans from no more than
three lenders. Experts say that the rule will bring credit discipline in the long run.

As per an expert, the three-lender cap rule will restore discipline among lenders and
borrowers. In the short term. this rule is expected to cause some challenges. However, in the
medium and long term, the rule will bring positive outcomes.

How will it impact the Borrowers?

According to a report, around 5.3%, or approximately 4.5 million microborrowers out of the
total 84 million microfinance borrowers, had borrowed loans from more than three lenders as
of December last year. Approximately 8% of borrowers of Bandhan Bank also took loans from
three other lenders. On the other hand, the ratio was 14% for Indusind Bank.

Due to the new rule, borrowers who have too much debt will find it difficult to get loans from
different sources, which could lead to more defaults and worsening loan quality for lenders in
the short term.
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Key Changes in Regulatory Guidelines
Effective April 1, 2025

[ Banking/Finance - April1, 2025

1. Priority Sector Lending (PSL) Guidelines by RBI

* Objective: To enhance credit flow to priority sectors and foster inclusive growth.
* Changes:
o Increased Limits:
= Education Loans: Raised limits to encourage access to education
financing.
= Renewable Energy Loans: Expanded support for financing renewable
energy projects.
= Affordable Housing Loans: Increased limits for loans under affordable
housing schemes.
* Impact: These changes are expected to boost lending to key sectors that
contribute to economic growth and social welfare.

Risk Weights on Bank Loans to Non-Banking Financial Companies (NBFCs)

* Change: The RBI has restored the risk weight on bank loans to NEFCs from 125%
t0100%.

+ Effective Date: April 1, 2025.

* Impact: This adjustment reduces the capital burden on banks lending to NBFCs,
helping the sector deal with higher borrowing costs.

Revised SRO Guidelines for Micro Finance Institutions (MFis)

+ Implemented by: RBI-recognized Self-Regulatory Organization (SRO) for MFIs,
MFIN.
+ New Guidelines:
o Borrower Limit: A borrower will not be able to obtain loans from more than
four lenders simultansously.
» Objective: This rule aims to reduce over-borrowing and mitigate the risk of
excessive debt burdens on borrowers.

Prompt Corrective Action (PCA) Framework for Urban Cooperative Banks

» Change: The existing Supervisory Action Framework (SAF) for weak Urban
Cooperative Banks (UCBs) will be replaced by the PCA framework.

» Effective Date: April 1, 2025.

s Key Criteria for PCA:

o Consecutive Losses: Banks incurring losses for two consecutive years.

o NetNPAs: Net Non-Performing Assets (NPAs) above 6% but below 9%.

o Capital Adequacy Ratio (CAR): CAR up to 250 basis points below the
required level.

s Impact: The PCA framework is designed to be principle-based, with fewer
parameters, providing RBI with more flexibility to address financial stress in
UCBs.

BL

. ADFACTORS PR

Reputation & Critical Issues Advisory



https://c4scourses.in/banking-finance/key-changes-in-regulatory-guidelines-effective-april-1-2025/
https://c4scourses.in/banking-finance/key-changes-in-regulatory-guidelines-effective-april-1-2025/

powering
responsible
finance

MICROFINANCE INDUSTRY NETWORK

Publication : News Meter Telugu Edition: Online ‘

‘ Date : April 01, 2025

Page: -

URL - https://telugu.newsmeter.in/business/alert-for-loan-takers-rbi-changes-rules-746157

S BT 08 852 ]

Bsren SREFTONHT 308 @0f. Fed oD 0235 2r;08 8 RoRST £
DS BHSE BXo% SD0B.

By 2022
Published on : 1 Apr 2025 8:46 AM

L=

o BNBT08 b ol

ey SFromind o0f wel F¢8 Hod oab; wrof sh zoddlr T
Dosss aHNSE Sk 3006, 85y DIEDTS) Dodod (Hrdso TR
SPéed 1HESofod. erfotien, e Mopen S0 Fdd AirdodE Dod
S0 SBT3S0 2D o6 Sre ABSH) (S Thodhd ebdo &
D0 SED 00, fAd Do dnond Treif 45 ol Soos 3 S0 J&nd
D0 Sren BFSS0 Hoaro.

Also Read - 535055057 3065 ¢
wbdn K0y TFohd HicH-Achosn HoP. DEDTS) Londe FHo, MAN
00 HI00DG SrSSSiTe |BT00. Smifirden BED A0 Jewhd 2o
DS dnrrde hod eren FodBHh. DS 1 Aod edensSE ST &
APGS mren e Herd) ATr0otsEREd, 000 arddraraing T he HEied
AFootmFAE drsrododhagFon.

2&eT S0, FOS8GH 025 ariob. Dddao Bty Sndorrdnedy Y od
S5ren Tabie HoD dodmand 6238 Tiofod. 3h 1, 2025 Mod ©5dE 35 &
Eed r0a5, Sndoned 8r21 HOMa 3o 8 Twod. erssah 0abs arot IS
1, 2025 K008 @shends S5 Do, S-arofol DTRchS Eomdes (NBFCen )
2D 2riofh Dered 00 Iondeed Socnd 125 FdEo Hod 100 TERE
HAGS00N0d, 20 @6l Sm Soired Sodhdd; & SomdE sddddo
£ORR0G.

ADFACTORS PR

Reputation & Critical Issues Advisory



https://telugu.newsmeter.in/business/alert-for-loan-takers-rbi-changes-rules-746157

India’s Subprime Bubble Grew 2,100%. Now a Bust Looms

aaaaa




[Z‘ powring
m |r]mwmmk
finance
E i

MICROFINANCE INDUSTRY NETWORK

Publication : Bloomberg

Edition: Online

Date : April 04, 2025

Page: -

URL - https://www.bloomberg.com/opinion/articles/2025-04-03/india-s-subprime-bubble-grew-2-

100-now-a-bust-looms?srnd=phx-economics-v2

India’s Subprime Bubble Grew
2,100%. Now a Bust Looms

Multiple lenders are chasing the same borrewers amid stagnant incomes at the
bottom of the pyramid.

April 4, 2025 at 2:30 AM GMT+5:30

By Andy Mukherice

Andy Mukherieeiza inion i ing industrial
companies and financial services in Asia. Previously, be werked for
Reuters, the Straits Times and Bloomberg News.

Muttiphs landars ara chasing the 5ame Boowers I Indla. Photographar Adee!
Halm/Bloombarg

Subprime loans in India are teetering on the edge of a fresh crisis,
with surveys showing signs of distress among 68% of borrowers.
Those who have provided the capital for a multiyear 2,100%
expansion will have to stomach losses. The $45 billion industry will
probably muddle through its latest difficulties, though analysts want
the central bank to come up with more robust supervision.

It's hard to disagree with that assessment. True financial inclusion
has to mean more than a bubble — followed by a bust. The share of
loans overdue for berween 91 and 180 days has jumped to 3.3%,
from a post-pandemic low of 0.8% in June 2023. There's more pain
ahead. With 27% of borrowers taking out new loans to service old
ones, and some families driven to more extreme coping strategies,
such as pulling children out of school, the industry is bracing itself
for higher defaults.

We're talking about very different subprime loans to the ones that
crippled the US mortgage industry and contributed to the Global
Financial Crisis in 2007-2008. These are small, collateral-free
advances known as microfinance that serve millions of self-
employed people or those working irregular jobs. There’s huge
appetite for such debt in an economy where nine out of 10 workers
have no formal occupation. Yet, it’s a segment that would otherwise
not qualify for bank loans.

The industry ensured discipline in the past by advancing money o
groups of four to six women and making it their joint responsibility
to ensure all members stayed current with repayments. But the
social-distancing norms that came with the pandemic put a halt to
cohesive rituals like weekly collection meetings.

Pandemic Is Over, But Stress Returns
The percentage of overdue Indian micro loans has risen sharply

# Portfolio at risk {91180 days)
4%

T . . T T T T
Mar Oct  Jan  Apr  Jul  Oct Jan Apr  Jul  Oct
2022 2023 2024

Source: Microfinance Industry Network, Micrometer Dec. 2024
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India’s subprime bubble grew 2,100%; now a bust
looms as debt traps millions of families

2200 PM 15T

By Andy Mukheriee, Bloamberg - Last Updated: Apr 04,

Synopsls

Subprime loans in India are teetering
on the edge of a fresh crisis, with
surveys showing signs of distress
among 63% of borrowers. Thoss who
hawe provided the capital fora
multiyear 2,100% expansion will have
to stomach losses. The 545 billion
industry will probably muddle through
its latest difficulties, though analysts
want the central bank to come up with

more robust supervision

It's hard to disagres with that assessment. True financial inclusion has to
mean more than a bubble — followed by a bust. The share of loans overdue for
between 91 and 180 days has jumped to 33%, from a post-pandemic low of
0.8% in June 2023. There's more pain ahead. With 27% of borrowers taking out
new loans to service old ones, and some families driven to more extreme
coping strategies, such as pulling children out of school, the industry is
bracing itsalf for higher defaults.

wa're talking ebout very different subprime loans to the ones that crippled the
s mortgage industry and contributed to the Global Financial Crisis in 2007-
2008, These are small, collateral-free advances known as microfinance that
serve millions of self-amployed pecple or those working itregular jobe. There's
huge appetite for such debt in an economy where nine out of 10 workers have
ni formal occupation Yet, it's a segment that would otherwise not qualify for
bankloans.

The industry ensured discipline in the past by advancing money to groups of
four to six wiomen and making it their joint responsibility to ensure all
members stayed current with repayments. But the social-distancing norms
that came with the pandemic put a halt to cohesive rituals like weekly
collection meetings.
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India subprime loans on edge of crisis with distress
among 68% borrowers

Bloomberg
5 min read Last Updsted : Apr 04 2025 | 7:00 AM IST @ a I

By Andy Mukherjee

Subprime loans in India are teetering on the edge of a fresh crisis, with surveys showing signs of
distress among 68 per cent of borrowers. Those who have provided the capital for a multivear
2,100 per cent expansion will have to stomach losses. The $45 billion industry will probably
muddle through its latest difficulties, though analysts want the central bank to come up with
more robust supervision.

It's hard to disagree with that assessment. True financial inclusion has to mean more than a
bubble — followed by a bust. The share of loans overdue for between 91 and 180 days has jumped
to 3.3 per cent, from a post-pandemic low of 0.8 per cent in June 2023. There's more pain ahead.
With 27 per cent of borrowers taking out new loans to service old ones, and some families driven
to more extreme coping strategies, such as pulling children out of school, the industry is bracing
itself for higher defaults.

We're talking about very different subprime loans to the ones that crippled the US mortgage
industry and contributed to the Global Financial Crisis in 2007-2008. These are small,

collateral -free advances known as microfinance that serve millions of self-employed people or
those working irregular jobs. There's huge appetite for such debt in an economy where nine out
of 10 workers have no formal occupation. Yet, it's a segment that would otherwise not qualify for
bank loans.

The industry ensured discipline in the past by advancing money to groups of four to six women
and making it their joint responsibility to ensure all members stayed current with repayments.
But the social -distancing norms that came with the pandemic put a halt to cohesive rituals like
weekly collection meetings.

Pandemic Is Over, But Stress Returns
The percentage of overdue Indian micro loans has risen sharply

Portfolio at risk (81-180 days)

“It has since then become difficult for microfinance institutions to engender the same level of
group solidarity,” Dvara Research, a Chennai-based policy research institution, said in a paper
last month. “Customers now know that it is, in fact, possible to evade the social pressure implicit
in a group setting that was the mainstay of joint liability.”

ADFACTORS PR

Reputation & Critical Issues Advisory



https://www.business-standard.com/finance/news/india-subprime-loans-on-edge-of-crisis-with-distress-among-68-borrowers-125040400141_1.html
https://www.business-standard.com/finance/news/india-subprime-loans-on-edge-of-crisis-with-distress-among-68-borrowers-125040400141_1.html

Microfinance: More Pain Ahead

ADFACTORS P

Reputation & Critical Is

visory




p
| I I |\
ﬁ fi

-
MICROFINANCE INDUSTR

Publication : Forbes India Edition: Mumbai

‘ Date : April 04, 2025 Page: 70 ‘

Microfinance:
More Pain Ahead

Accelerated write-off of loans and higher provisions are hurting the profitability of
banks and microfinance firms, and experts see pressures waning out only by September

By SALIL PANCHAL
i ——
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which have boen the wurst hit and
are trafing ot thear lifetime lows.
Weakeming et guality has led
o microfinance compamies resorting
80 higher provisions to deal with
potential bad boans. Latest data from
the MFIN (Mikcrofinance Industry
Network) Micrometer shows a
slowdown in disbursements 2cross
the microfemance mdusiry (ser
imfographics). Higher provisions
are nowe weakening profits of these
firmrs, reflecred in a Joss of investor
confidence and lower stock prices
SFBs such as Uthassh Small
Finance Bank show slowing
disbursements and weakeniog asset
yuality, while pure micredinance
Sres such s Fowon Fimance
Iave seem groses NI'As (non
performing assets] rising over
the pass four to five quarters
The much larger microfinance
Institurion, CredaAccess Gramesn,
has swung o o loss for the
December-ended guarter while “
resceting to am scovleratnd write-
off of laans, Simdarly, Muthoot
Microfimance saw its nine-monthly
and quarterly profits hurt by
higher provisions foe bad boans.
The Reserve Bank of 1adia (RBI),
In Its December 2024 Fisancial
Stability Report, spoke sbout rising
delinguencies scroos 38 types of
lenders and ticket sizes, “Aloagride
delinguencies, borrower mdebtodnes |
has risen motably: The share of
borrowers availing losss from four
or more lenders had increased
from 3.6 percent 1o 5.8 percent in
the past three years (September
2024 wer September 2021),* the
report save. Ak, the quarserly
wverage ticket size of macrofinance
losss dishursal has risen by 43
percent over this period (235,299 in
Q2FY22 o TH0AI0 in Q2FY25)
This has bed 1o self-regulatory
puardrad sctoes from the ndeary
body MFIN snd casing of nocms
from the REL to hoost lnguadity
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(e o). It is yet another effoet to
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Imcome borrowers—~that steps are Nat Prafit but the company Is more concerned
being taken to bl confidence 1 that fture peolicalsiBiny and
in the microfinsnce system, financial stability are maintained,
To address the comcerns of In on wpdate refeased on March

resing delinquencies. in November
2024, MFIN had tightened lending
Bt stating that not lending o
an NPA (overdue by =00 days)
with an owtstanding amoumt of
above T3,000 had been tightened 1o
“oo lending 1o a Selbaguent cliem

| (overdun Sor »60 days) with an

ousstanding amount of over 23,000
These regulatory actlons have

come In sfter banks, NBFCs

atd MFTs have boen sggressive

Senders to the bottom-of-the-

pyramid borrowers, through

wosecured lending and without

major caps lmposed.

CALIBRATED LENDING
The near-term commentary
about microfinasce firmss is not

‘ encoaraging CralitAcoess Grameoen,

India’s largesst microfinance
imstitution with AUM (asscts
under managentent) in excess of
22600 croee, has a prelimisary
outlonk of 18 v 20 percest growth
mAUM and 2 4.2 to 4.5 percent
revarn oo assets growth for FY 26,
However, It decided o go for
an sccelerated write-off of loan
avcounts, cakoulated at T3 croew
for QAFY26 and 2006 crore for 9M
FY25, with a provisiosing of 5.07
percent (LE] porcest 3 year carlier)
Aftor the QSFY2S carnings,
CreditAccess Grameon's Chief
Executive Ganesh Narayssan

| told analysas om Jamuary 24 that

they “costinue 1 hold 134 croce
higher provissons compared
to the NBFC mdustry and 243
hasis points or T8E7.5 crore
higher provisions over PAR 90°
(the portfalio af risk percentage
whvich is overdue by 90 days)
The conservative provisioning
and socelerated wrige-offs have hurt
its profitabilicy foe the Docomber-
ended gquarter (down 12% percent
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“While Bandhan
bookwyownnu
wehaveminea

our MFI portfolio

to stabilise within

that growth itself.”
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6, CreditAccess Grameen sald the
PAR »60 was o 4.3 pereent (38
| percest in December 20024 ) while
| PAR SO0 was ot 3.4 percent (24
percent in December), but the
overall ‘not past due’ portfolio
has improved in quadity and >40
percemt of borrowerx in PAR
1-60 making partial payments.
Credithecess Grameen dochined
1o pasticipate for this stoey.
Muthoot Microfinaoce, the
microfmance srm of the Muthoot
Pappachan Group, with 34.2 lakh
customers and an AUM of €12,404
cruce is sbso adopting a conservative
approadis to miceafinasce lending
and not guing aggressive in the
curvent environment. This has meane
& deeline of arcwnd 21.5 percest year-
on-year amd 259 peroent guarter-
on-guarter of Joan disbursals.
“Definirely, we, at Muthoot
Microfisance, need to bave »
calihraged appreced to lendiong
o Besest for the mext teo to theve
quarters,” Sadaf Sayeed, CEO of
Muthooe Microfin, sells Fordes
Indiz. The comspany has sn 89
percent provision coverage, “We
plan to increase this a hit more
for Stagee 3 (90-days everdue
loans). The provision for this
categey b 58 porcent and they
will talk i to around BO percent
50 that is where, defimitely, more
proviston cover will be creaed
iy the guadrant,” Sayecd says.
Randhan Bank, & commercial
bask whose business ssodel grow
out of microfinance lending, sars
it introduced multiple gaardrails
more than two years back “While
the bank's everall loan book has
! grown, we have retsnal our MFI
portfalio to stabiliee withis that
growth sself,” Rajinder labbar,
eseoutive director and chief
business officer (ED & CHOJ of
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Bandban Bank, tells Forbes India. Microfinance in India retake the loan “Bat If you look at
The Bank’s EEB-SHAL (Emerging disbesrsements is the micralinance
Entreprencurs Business ) book— Gross u‘:' Portfolio (Dutstanding) spoce, they have come down by
which inchudes micro loans, micro R o almast 45 percent for the industry.
home Soans and mécro enterpeise 431667 18 has abmoet haltod.” Smved sars.

lnsms—constituted 42,5 percent of the
total loan book in December 2024, It
was about 50 percent in December
2023 andl the bank hax publicly
spoken about the need to diversify

its lending, away from microfinance
Into moee secured leading.

The overall EEE collection
efhckency ratio for Bandhan
Bank has moved 1o 97.4 percent
in Documber 2024 from 941
percent in the Sepeember-ended
quarter. [ts collection efhciency
in West Bengal and Assam has
remained stohle ac 98,8 percent
and 99,2 percent, respectivedy,

“We are warking oo further
strengthening our anahtics
capabdities, branch moakoring,
and pperating peocedures, enabling
2 digital app-based collection
mechanism. This will enhance the
averall poctinlio quality of the EER
book,” Babbar savs. Bandhan Dank
has announced provisions in the
EER portfolio and as of December
2024, its provision was 854 percent,
inchding write-offs, and excluding
write.offs, ot 73.5 percent.

WEAKENING MACROS
The genesis of the rising NPAs in
the microfmance sector started due
0 a weakening macroeconomic
envirnnment. In the lasz three >
four yeses, rural wages is Indsa
have fallen by § percent from a
real income perspective, In this
period, food inflation rose to obout
15 percemt befare climbing down.
“Wich inflaticns high, poor rural
howseholds compromise on noo-
food expendivare. Whike ensuring
that there is no defaadt an a bame
Soan for their gold jewellery, the ares
they compromise on is oa unsecared
boans, " explains Muthoot's Sayeed
Micro loan boerowers ussally
have a small business. They use this

139

IR VWw A wrwetr 13ec 20040
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e thvwe

woney partly for consumprion, partly
for thae basines<. And that money
contioues to rotate. They barrow
fram oee, lavest some (n busioess,
then repay same losa, sod then

they borrow from amecher, and later

“While ensuring
there is no default on
a home loan for their

Nitim Aggarwal, head-BFS1
(Instinstional equities) ar Mocilsd
Owwal Securitios, says, “The
borrowers had been over leveraged
Business activity did not pick up as
rural incomes did noe grow and there
were multiple lenders offering loams
to the same castomer.” Rankers say
such practices lead 1o risiog defaules
and higher delinquency rates for
fmancial institutions. This is now
being recrified across the indusery.

Aggearwal beliwves that the impact
will be deeper until the uncertaimty

| s addressed. “Things could gee svach

waorse bedore they stast to improve,”
he wells Forbes India. indicating
nae or twon more quarsers of pain
foe the micrafinance industry.
Bandlsan Bank's Babbar
says addinonally factors such
s regeonal economic distress,
weather-related disruptions and
localised political interventions
In some areas have affected
rursl lscomes and subseguently
impacted the repayment capacity
of the borrowers, exacerbatiog
the challenges faced by
micrafinance institutions
Babbar warns that while
the microfinance isdustry has
ensured that the past setbocks
have always been temporary,
“the current emerging stress
puints require close monitoring
to emsure the long-term stabilicy
of the industry and the welfare of
the borrowers™, He s, however,
coohdens that the industry will
nmigate and evercome this orisis
within a few months. Muchoot's
Sayeed agrees, sayving that by
Sepoember “normakey will retum™
Saveod’s optimism comes fram
the fact thas inflation has dropped
off. Also, after the festive season,
cosh flows from varoes government
schemes towards rural households

APER 4, 209% * FOURES INDEA
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and small businesses have started 10 Recent Microfinance- 2 rise ln oredit costs for secst in
improve, “Amd agriculteral outpot has | elated M' the microfissanoe space, given

been quite healthy. The Kharif crop R ACR;:\‘ other ground-level challenges and

was pretty good. and Rabd sowing lower-collecthon effickencies in

is also going well. So, we feel the MFN 0&!‘\.‘!:: Industry Nutwork) — | same states in secent months.

| measures will enhance resilionce and

evem that Barvest would bhe good, |
defmitely think that will help the cash
flows of rural bouscholds to improve
and disbursements will iImsprove too,
though belng quite low compared

10 2 year earlier” he argoes,

CAPITAL ADEQUACY CHALLENGES
In Febseuary, the RBI announced
reducing the risk weight on
microfimance loms to 100 percest
from 125 percent earhier, applying i
to commercial banks, SFBs, regsonal
rursl hanks sond local ares hashs.
Bandham Bank's Babbar sees the
move as 2 “positive” for the sector,
“The decrease in risk welghtage
will e capital requiressents for
hanks and NBFC-MFIx ¢ mlly

Navda 8] vacrofniecs bndes 132
Feorofancs chavi saduced 18 1 lremd

The tetal mdednecoess or catstandng
1520 3930 of a recTetmance clieet to be €2 1akh
Hoawveenr, it wil wiade belh reoraiaace iswm
iuraeosed ool (o

hem dentry rorn of ok Laading
1 9 SPA clined fyvnedos o »90 caped with e

Nerw-agw usiversal bhask IDFC
First Bank has also not been spared,
Its SMA-1 and SMA-2 portfolio for

| products such as perscaal loans,

soterdeg aroen! ol >3 000 i baan fghieand |

18" 92 lrdwg (2 4§ fuiaguent
chan! overdan for »48 Syl wih os seltinding
Rl al s

Reserve Bask of ndia

Morgtzewe 3ym S ratere of
canmrn credt! o grabtyng o regwiatery
Tt ] ahwt! e sk wedgtied ol 00 per cent
Trem TS percant sariind)

lowering the cost of funds and
facilitating imcreased credic fow
10 the microflmance sector,” he
says. Over time, these regulatoey

protect both lenders and bosrowers
from excessive risk-taking
Muthoot's Sapeed says for haaks,
thw advastage is that wherever
they bad an exposure m terms of
NBFCs, their risk weighrage will
0 down, *This means there will be
muare soope in torm of availability
of capital.” Yor the microfinamce
sector, more liquidity from lemders
means that they can deploy the same
which is & benefiz for the induastry.
Banks have, in recent years,

heen comfortable, snd possibly

even aggressive, in lending towards

microfinance, comsideriog itis 2
high-margin geme and which also

Belps most private lenders meet
their prionty sector lending needs
But rising dedinquencies have meant

“The decrease in risk
will ease

for banks and

NBFCs-MFls,

theeostﬂfunds."

The Karnataka Ord
P Mrmatsia prvaewret 3 Fetrury Nd powdgated

Thw Marmataks Scos Lowe 400 St 00
Frovirsin of Coutive Ations Ordance

ergind 10w Do poovimont of e ardnance St
Sy 0 T complen 'L P (atedecs Nid
09%4 NE 380 DO HBAN 0 TONCODES I DETIVINE

i reded % doTwwers hom froed 0d e 20 e GO, CITEN VG ONARETIeS.
gl oy ecowm s By gt deed Wik snd Craotaconts Crummen ¥ 2 Maesh § prossetiton, saps &5
Bomyienders ¥ s 0t & e T 243 Or i L2063 NORINT IWE 100 D0rA che
2l emaly 00 MarTh b AL tgtated ogamt dut s e uee 1! e Wl e toukd
Sk o 0 virancs e v maleg BVir D 0 09 O v el
UMM INDIA « APIR 4, 2025

credit cands, loans 1o MSMEs and
marigages el have all been seable
in 2024, harring microfnance
where credit costs have risen to
4.36 percent In Devember 2024,
compared to 127 percent in the
March-ended 2024 quarter, Bt
speaking to analysts oo January
25, IDFC First Hank's MD & CEO
V Vaidyanathan said the hank

s boen slowing down their
microfimance boak not juss dwe to
rising credit costs but also siowing
Incoese growth in that segment.
He, however, added chat “this
MUI1 is a temporary stustion, It
will go*. Vaidyanathan declined
to participate for this article.

In the current scesario, o bad
loass i microfinance remain,
smaller MFls with limized capital
buffers may experience slightly
higher challenges due to risteg
delingquencies and higher ceodit
costs i the industry, Some of
the MFIs may face liquidiny

| constrabots, impacting thelr
| wbality so grow or refimance

oxusting debts im the short term,
The difference between the

| crists mow and the one in Andhra
| Pradesh kn 2000 is that most of the

MF1s are betser caplralised today.
Experts say those players that have
mrownd 15 0 18 percens capitsl
adequacy will find fanding from
benks and access to capital difficalt.
The good part is that microfisance
Togrs are usually foe two years—
unkike large and longer-duration
corpoeate Joans—and hence the
pain eycle will also go mway quickly.
However, MFls and NRFCs cannor
alfurd 10 slacken on usderwri

ol rink managemsent practices.
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Muted growth for
NBFCs seenin Q4

® NBFC-MFIs are
set towitnessa 15%
y-o-ydecline in AUM

DEMAND MOMENTUM FOR NBFCs
remained subdued in Q4FY25.We
project a 9% y-o-y growth in assets
under management (AUM) for our
coverage housing finance companies
(HFCs), which includes both afford-
able and large players. Vehicle
financiers are expected to report a
robust 20%y-0-yAUM growth,while
gold lenders (including non-gold
portfolios) may post 29%y/y growth.

NBFC-MFIsare estimated towit-
ness a 15% y-o-y decline in AUM.
Diversified lenders are expected to
deliver strong AUM growth of 21%
y-o-y.For our NBFC coverage uni-
verse, we estimate loan growth of
15% y-o-y and 4% q-0-q as of
March 2025.Notwithstanding sea-
sonality, demand trends and loan
growth remained flat during the
quarter due to calibrated growth in
unsecured retail, muted disburse-
ments in microfinance and low
mortgage volumes.

Costof borrowing (CoB) for most
NBFCs has remained stable or
declined slightly, largely due to the
repricing of EBLR-linked borrow-
ings. However, the benefit from
bank MCLR reductions is yet to be
transmitted, with most NBFCs
anticipating a lag of 3-6 months
before it materialises. NIMs in Q4
are expected toremain stable orsee
a slight compression, driven by
some pressure on yields. That said,
fixed-rate lenders such as vehicle
financiers are likely to see stable or
marginally improved NIMs, espe-
cially as they stand to benefit from
potential repo rate cuts in the com-
ing 3-6 months. We expect a
sequential expansion in NIM for
Cholamandalam Investment and
Finance Company(CIFC) (from
higheryields)and MFIs (from lower
interest income reversals).

Asset quality remained largely
stable or sawa minorimprovement,
driven by significant collection
efforts during the quarter. Asset
quality, which usually improves in
Q4,is not clearly there in this quar-
ter. Collection efficiencies for MFIs
have improved m-o-m, and even
Karnataka collections saw a sharp
recovery in Mar’25 (vs. Feb’25).
While credit costs forall MFIs under
our coverage will decline sequen-
tially, they still remain high at 9%-

TAKING STOCK

Relative performance

104 | Three months (%)
Nifty index
101
98
95
MOFSL financials index
92

Dec Jan Feb Mar
2024 2025

Source: MOFSL, Company

34%in Q4FY25.

Asset quality for HFCs (including
affordable HFCs) is largely stable
with an improvement bias. Power
financiers are also expected to
report improvement in asset qual-
ity, driven by the complete resolu-
tion of a stressed asset. Credit costs
forvehicle financiers will be signif-
icantly higherin thisquarter thanin
Q4 of the previous fiscal years.

We estimate 13%/15% y-o-y
growth in NII/PPoP in Q4FY25 for
our NBFC coverage universe,
though PAT is expected to be flat y-
0-y. Excluding NBFC-MFIs, we esti-
mate 5% y-o-y growth in PAT for
our coverage universe. We remain
underweight in microfinance and
would closely monitor any impact
on collections from the implemen-
tation of MFIN guardrails 2.0 from
Apr’25.0urpreferenceis forvehicle
financiers, select affordable HFCs
and diversified lenders. Our top
picks in the sectors are: Shriram
Finance,HomeFirstand PNB hous-
ing finance.

MOTILAL OSWAL
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Bank NPAs to rise in FY26 on retail stress; NIM to moderate; [CRA

P:yush Shukla
Mumbai

After showing improvement
in asset quality in FY25, In-
dian banks’ non-performing
asset (NPAs) ratio will likely
rise in FY26 due to stress in
the unsecured retail and
small business loan segment
and as recoveries and up-
grades moderate, ICRA Rat-
ings said on Tuesday.

It said banks’ GNPA ratio,
which moderated to a
decadal low of 2.5 per cent in
Q3FY25, couldrise to 2.6 per
centin Q4and 2.8 per cent by
FY26-end.

Meanwhile, the net NPA
ratio is expected to stay

range bound at 0.6 per cent
between FY25 and FY26.
“Asset quality remains
monitorable amid broader
macro-economic  develop-
ments and the fresh non-per-
forming advances (NPAs)
generation rate is expected
to rise in the next few quar-
ters, while the recoveries and
upgrades are likely to moder-
ate. Consequently, the
quantum of GNPAs and
credit loss provisions would
rise; although the GNPA ra-
tio is estimated to remain
range-bound by March 2025
andrisein FY2026,” itadded.
Guidelines of ‘MFIN’, a
Reserve Bank of India (RBI)-
recognised SRO for MFI sec-
tor, which guides lenders not

to extend loans to borrowers
with over 3 active loans, will
affect such borrowers’ li-
quidity profile, leading to
higher delinquencies.

C-D RATIO
ICRA said the RBI's recent
measures like repo rate cut,
liquidity infusion, deferring
timelines to implement up-
dated guidelines on liquidity
coverage ratio framework,
higher provision for project
finance loans and roll back of
higher risk weights will help
banks to post 10.8 per cent
credit growth in FY26 (10.9
per centin FY25).

Sachin Sachdeva, Vice-
President & Sector Head,
ICRA, said, “The pro-growth

Credit cost to rise

35
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regulatorystancehasrevived  afterabrief period of slow in-
the lenders’ appetite for  cremental credit growth in
credit growth in Q4 FY2025  the initial period of FY2025.

ICRA estimates the incre-
mental credit expansion to
be around ¥19-20.5 trillion,
clocking a 10.8 per cent
growth in FY2026 compared
to credit expansion of ¥18
trillion, or a 10.9 per cent
growth rate in FY2025.”
“With an elevated C-D
(credit-deposit) ratio, the
competition for deposit mo-
bilisation is likely to remain
high even during FY2026,
which will limit the banks’
ability to cut their deposit
rates,” added Sachedva.

PROFITABILITY TO DIP

Lending rates may remain
under pressure because of
the decline in the external
benchmark-linked loans and

competition from debt cap-
ital markets.

With expectations of a cu-
mulative 75 basis points
(bps) cut in repo rates from
February 2025, ICRA expects
banks’ net interest margins
(NIMs) to decline by 15-17
bps during FY26.

Lastly, though ICRA ex-
pects the profitability to
trend downwards in FY26
with the return on assets
(RoA) and return on equity
(RoE) at 1.1-1.2 per cent and
12.1-13.4 per cent in FY2026,
respectively, the same are es-
timated to remain comfort-
able for the projected growth
without a significant reliance
on fresh capital require-
ments.
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Microfinance sector recovering as

tighter rules improve credit quality:
MFIN

Alok Misra, CEO & Director of the Micro Finance Industry Network
[MFIN], said the challenges faced by the sector were not signs of a
deeper crisis but rather short-term disruptions caused by a range of

external factors, not just microfinance itself.

@® 3Min Read

DEX O
Alok Misra, CEO & Director, Micro Finance Industry Network
(MFIN) stated that that overall credit quality in the sector has
been improving. “If we look at the sector-level credit data, not
individual companies, it peaked in terms of stress in October.
Since then, we have seen a steady improvement every month,

including in Novermber, December, January, and February,” he
said.

Loans being disbursed now are performing much better and
showing stronger portfolio quality, he added.

Investec believes that the current cycle of Indian microfinance
appears to be approaching its conclusion. Asset guality
indicators are showing improverment across various MFIs.

ADFACTORS PR

Reputation & Critical Issues Advisor ¥



https://www.cnbctv18.com/business/microfinance-sector-recovering-as-tighter-rules-improve-credit-quality-mfin-19587939.htm
https://www.cnbctv18.com/business/microfinance-sector-recovering-as-tighter-rules-improve-credit-quality-mfin-19587939.htm

Karnataka’s moment of MFI crisis

Rep

DFA

utation &

GTQRS.ER




F powering
finance
—_

MICROFINANCE INDUSTRY NETWORK

Publication : The Hindu Business Line Edition: Bangalore, Chennai, Hyderabad, Kolkata,

Mumbai, New Delhi

Date : April 14, 2025

URL - https://www.thehindubusinessline.com/specials/current-account/karnatakas-moment-of-microfinance-
crisis/article69446214.ece

Page: 9

© DEFAULT MODE

Karnataka’s moment of MFI crisis

RECOVERY WOES. A State move to rein in alleged strong-arm tactics of micro-lenders is stoking fears of an NPA contagion

—
Aishwarya Kumar
Venkatesha Babu

n January this year, Shar-

ana Basava of Kapagal vil-

lage, in Manvi taluk of

Raichur district in north
Karnataka, left home saying he
was meeting up with some ac-
quaintances. A construction
worker who also drove a rented
auto to make ends meet, he, how-
ever, did not return home that
day. His shocked family soon
found out that he had di sui-
cide. The 35-year-old is survived
by his aged parents, wife Parvati
and three young children.

Parvatialleges that Basava was
pushed to take the extreme step
owing to continuous harassment
from the ‘collection agents’ of
the microfinance companies that
had lent him about ¥4 lakh. She
says the money was borrowed to
meet the health needs of Basava’s
parents and other household ex-
penses as his work and income
had dried up. He was harassed
and verbally abused since he had
failed to repay a few instalments
on time, she says.

Demanding justice, Parvati
even mailed her ‘mangalasutra’
(necklace symbolising her mar-
ital status) to Karnataka Home
Minister Dr G Parameshwara.

Hers is not an isolated case in
the State, however.

Jayasheela, a 53-year-old wo-
man from Ambale village, ended
her life in January as she was
struggling to repay the ¥5 lakh
she had borrowed from two mi-
crofinance companies. She used
the loan money, with repay-
ments scheduled in monthly in-
stalments of 320,000, to buy a
cow and agricultural tools. When
the cow fell sick and died, her in-
comedried up.

Over the last six months, 22 to
38 deaths under similar circum-
stances have been reported from
across the State.

Shyindg-‘ away from linking the
deaths directly to microfinance
activity, government sources say
the causes vary from family prob-
lems to land disputes and health
issues.

However, the tragic develop-
ments do serve as a grim re-
minder of how microfinance’s
lending ecosystem, meant to em-
power millions financially in un-
derserved communities, can
sometimes turn into a death trap.

The gross loan portfolio of mi-
crofinance institutions (MFIs) in
India stood at a staggering ¥3.91

lakh crore in the third quarter of
FY25, according to CRIF data. In
Karnataka alone, MFIs support
over one crore individuals, in-
cluding around 63 lakh unique
borrowers.

The State’s MFI portfolio
surged from 16,946 crore in
March 2019 to 342,265 crore in
March 2024, according to data
from Microfinance Industry Net-
work (MFIN), an industry body.

PUBLIC PRESSURE

Amid rising distress levels
among borrowers, there is
mounting backlash against the
alleged aggressive collection tac-
tics of MFIs; industry players,
however, argue that personal or
family issues, rather than finan-
cial troubles, were driving bor-
rowers over the edge.

Public pressure pushed the
Karnataka government to act. In
March, the State Assembly
passed the Micro Loan and Small
Loan (Prevention of Coercive
Actions) Bill, which proposes to
fully discharge borrowers from
repaying loans, including in-
terest, taken from unlicensed
and unregistered MFIs.

Other states, too, have had
their share of trouble with mi-
crofinance activity. Back in 2011,
Andhra Pradesh was roiled by
more than 70 suicides reportedly
linked to the aggressive recovery
tactics of MFIs. This sparked na-
tional outrage and a regulatory
overhaul.

SKS Microfinance, the then
leading MF1I player, saw its man-

FUND OF HOPE. Microfinance is meant to empower millions financially in underserved communities s.oomsers

agement purged and was eventu-
ally salvaged through a merger,
under a new identity, with In-
dusInd Bank.

Similarly, in Assam, in the
lead-up to the 2021 State elec-
tions, political parties promised
loan waivers, prompting many
borrowers to stop repayments.
This triggered a financial crisis
among MFIs. In response, the
State introduced the Assam Mi-
cro Finance Institutions (Regu-
lation of Money Lending) Act,
2020, to regulate lending and

4

lending, he adds.

AKMi worries that organised
MFIs are being tarred with the
same brush as fly-by-night oper-
ators, leading to rising loan
delinquencies.

The cumulative loan book of
MFIs in Karnataka contracted to
334,000 crore by December 2024
from 42,000 crore in March
2024 (excluding microfinance
loans reflected in banks’ portfo-
lios), and it is projected to slide
further after the fourth quarter

bers are tallied.

g
protect borrowers.

WORRY OVER NPA

In Karnataka, MFIs, banded to-
gether under the Association of
Karnataka Microfinance Institu-
tions (AKMi), blame the current
crisis on “a few bad apples”,
which are unlicensed and unreg-
ulated. They bemoan that the
surge in default rates hasledto a
spike in non-performing assets
or NPAs.

In Haveri district, where 26
MFIs have cumulatively dis-
bursed loans worth ¥1,692 crore,
AKMi says repayment rates have
plummeted to 30 per cent.
“Earlier, repayment used to be
90-92 per cent,” says a senior ex-
ecutive of Navachetan Microfin-
ance Ltd, who requested an-
onymity. He suspects that vested
interests and local political lead-
ers are encouraging defaults.
This not only impacts the credit
scores of borrowers, but also
leaves genuine borrowers high
and dry as MFIs cut down on

The recurring troubles raise
uncomfortable questions: Are
systemic failures embedded in
the microfinance model? Is the
industry’s foundation structur-
ally flawed?

RECURRING HICCUPS?
Suresh Krishna, former MD of
CreditAccess Grameen, co-
founder of AKMi and MFIN, and
now a committee member of the
self-regulatory organisation Sa-
Dhan, points to regulatory loop-
holes: “When the RBI lifted the
cap on the number of lenders,
many institutions began lending
without evaluating how much a
person had already borrowed.
While credit bureaus provide
some insight, they are not fool-
proof. There’s a lag of almost a
month in updating borrower
data.”

An industry veteran, request-
ing anonymity, explains that
while microfinance can be a dis-
ciplined, near foolproof system,
its profitability attracts undis-

ciplined players. “Interest rates
are high. From the outside, it
looks like a very profitable busi-
ness — and it is, if managed cor-
rectly. But if run poorly, periodic
crises can wipe out all profits.”
He adds that the very struc-
ture of microfinance — equated
monthly or weekly instalments
— is often incompatible with the
needs of borrowers who invest in
small enterprises. “Capital ex-
penditure may be funded
through longer-term loans like
micro-mortgages but working
capital still lacks adequate
product support. The industry
must develop alternatives to

EMI-based lending for
businesses.”
CORRECTIVE MEASURES

To address the issues adversely
impacting the microfinance sec-
tor, RBI-recognised industry
bodies MFIN and Sa-Dhan have
announced key reforms, effect-
ive April 1. A primary change isin
limiting the number of lenders
per borrower to four — a reversal
of the post-Covid relaxation.

“People started borrowing
from multiple sources, leading to
over-borrowing and the strain of

ging multiple rey -4
says a senior AKMi official.

Short loan tenures exacerbate
the worries, he adds. “Borrowers
need a minimum of five-year re-
payment period, instead of three
years.”

Krishna says unregulated play-
ers distort the market by flouting
the industry’s code of conduct
and resorting to aggressive re-
covery practices.

LOOKING AHEAD

The recurrent crises in the mi-
crofinance sector underscore the
urgent need for stronger safe-
guards, better-designed loan
products and tighter regulatory
oversight.

To meet working capital
needs, the sector must develop
more flexible and enterprise-
friendly products, an industry
veteran advises.

Krishna adds that real-time
credit monitoring could help pre-
vent over-borrowing. “Credit bur-
eau data should be uploaded and
accessible in real-time, so
lenders know exactly how much
a borrower has taken from oth-
ers,” he says. And to ensure that
customer rights are honoured
without fail, “there should be
greater awareness about the
grievance redressal systems in
place,” he says.
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BROKER’S CALL.

ULJK Research

LUMAX AUTO TECH (BUY)

Target: ¥724

CMP: ¥554.85

Lumax Auto Technologies Ltd (LATL) is a part of
the Lumax-DK Jain Group and a leading tier-1
supplier of automotive systems and components.
LATL serves as a key supplier to OEMs across
diverse segments. In Q3-FY25, LATL successfully
acquired a 60 per cent stake in Greenfuel Energy
for ¥153.10 crore. Greenfuel Energy is a prominent
provider of alternative fuel systems to leading
automotive OEMs in India, specialising in CNG core
products.

With an expected increase in content value per
vehicle to ¥7,000-10,000 over the next two years,
this acquisition positions LATL to tap into the
rapidly expanding green and alternate fuel market.
We view this as a strategic move that not only
diversifies LATU’s product portfolio but also
enhances its entry into a high-growth segment that
has garnered increasing attention from Indian
automotive OEMs.

We expect Revenue/EBITDA/EPS CAGR of
15.3/16.9/28.1 per cent for LATL (FY24-FY27E). We
anticipate LATL to outperform the industry led by
new business wins, strong order book outlook and
robust execution guidance.

We recommend a ‘Buy’ rating for Lumax Auto
Technologies with a TP of ¥724 based on 18x P/E
on FY27E EPS.

Key Risk: Any slowdown in the Indian Automotive
industry will have a directimpact on LATL’s
operations.

Emkay Global

AU SMALL FINANCE BANK (REDUCE)

Target: ¥600

CMP: ¥666.25

AU Small Finance Bank continues to grow its credit
portfolio at a healthy pace, defying industry trend
and the declining MFI/Card book. However, higher
CoF and interest reversal on MFI/Card NPAs has led
to continued margin correction (10 bps g-0-q). This,
along with elevated credit cost, has kept the bank’s
RoAin check at 1.3 per cent in Q4 and at 1.5 per cent
inFY25.

Though the bank remains confident of clocking
strong growth in FY26, it expects margins to remain
soft and credit costs to be elevated in H1-FY26. As
per management, about 16 per cent of the portfolio
remains affected by MFIN 2.0 guidelines (around 13
per cent loans have more than 3 lenders, and
remainder have total unsecured exposure of more
than %2 lakh), and would be closely watched.

Given the macro uncertainty, and asset quality and
cost pressures in the run-up to the transition toward
it becoming a universal bank, the management has
resisted providing RoA guidance for FY26E. The
management expects to secure a universal banking
licence in CY25 and wouldtakea call on
capital-raising accordingly.

We retain Reduce with unchanged TP of 600 (2x
FY27E ABV), and wait for better clarity on the asset
quality/margin trajectory.

Key risks: Faster than expected margin/asset
quality turnaround.

businessline is not responsible for the recommendations
sourced from third party brokerages. Reports may be sent to:

bimar h@gmail

com
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NBFCs poised to grow in FY26 despite challenges in microfinance & personal loans

Analysts feel that while the MFI sector has been grappling with asset quality stress, the short-term nature of these loans suggests that the worst could be over, unless macroeconomic conditions worsen.

Non-Banking Financial Companies (NBFCs), excluding microfinance
institutions (MFls), are projected to see credit expansion of 13-15 percent in
FY26, with total credit crossing Rs 60 trillion by the end of the fiscal, say
analysts.

In a media briefing on April 23, Alka Anbarasu, Associate Managing Director,
Financial Institutions Group, Moody’s Ratings, and Karthik Srinivasan, Senior
Vice President and Group Head, Financial Sector Ratings, ICRA, said that
while the the MF| and personal loan segments face significant asset quality

stress, the broader NBFC sector is projected to maintain stable growth.

Though the NBFC sector faced headwinds in FY25, particularly in unsecured
lending, “the worst may be behind them regarding asset quality,” said
Srinivasan. Lower credit costs, aided by two recent interest rate cuts and the
possibility of additional reductions, should provide some relief to the sector,
he added.

According to a report presented during the meeting, the NBFC sector is
expected to see its return on assets (ROA) moderate to 2.6-2.8 percent in

FY26, down from over 3 percent in prior years.

This decline is primarily attributed to elevated credit costs in the personal
loan and MFI segments, which have seen significant asset quality

deterioration, said Srinivasan.
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NBFCs Set for 13—-15 Per Cent Credit Growth in
FY26, Say Analysts

4 28 Apr 2025 @ 2 Min Read & cw Team
India’s non-banking financial companies (NBFCs), excluding microfinance institutions (MFIs), are
projected to see credit growth of 13-15 per cent in FY26, with total credit expected to cross Rs 60 trillion,

according to analysts from Moody's Ratings and ICRA.

At a media briefing on April 23, Alka Anbarasu, Associate Managing Director at Moody's Ratings, and
Karthik Srinivasan, Senior Vice President at ICRA, said the broader NBFC sector is expected to maintain

stable growth despite asset guality stress in the personal loan and MFI segments.

While unsecured lending posed headwinds in FY25, Srinivasan noted that "the worst may be behind them”
in terms of asset quality. Lower credit costs, helped by recent interest rate cuts and expectations of more,

are likely to support the sector’'s recovery, he added.

A report presented at the briefing indicated that NEFCs' return on assets (ROA) could moderate to 2.6-2.8 per cent in
FY26, down from over 3 per cent previously. Elevated credit costs in personal loans and MFIs are the main factors
behind the expected decline, Stinivasan said.

However, segments like home loans and vehicle finance are seen remaining resilient, driven by strong fundamentals
and steady demand.

Meanwhile, the MFI sector, which had a robust FY24 with high margins and low credit costs, has witnessed a sharp
downturn in FY25. Several major players reported losses over the past nine months, pulling sector ROA close to zero,
according to Moneycontrol.

Anbarasu projected a modest recovery in FY26, with MFI ROA expected to bounce back to 1.2-1.3 per cent, though still
below historical highs. She added that the short loan tenures in the sector suggest much of the stress may already

be recognised unless macro conditions worsen.

To strengthen resilience, the Microfinance Institutions Network (MFIN) has introduced stricter lending norms from April
1, 2025, including tighter credit filters, lower loan limits, and caps on total borrower indebtedness.

"These new guardrails will help curb over-leveraging but may slow loan growth in the near term,” Srinivasan said,

adding that the current quarter will be critical for MFls.
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should start coming

down, and hence profit will start
reflecting it. We expect thatin
QI1FY26 and onwards we should start
seeingan improvementin profit
after tax (PAT). This segmentis
sensitive, and there are state
regulations, etc. We need to be
watchful.

You have beenreducing
microfinance loans. With risk
weightings on loans to non-banking
financial companies reversing from
April1, will you again grow
microfinance loans?
We have implemented the new MFIN
norms, which will probably keep
disbursements moderate. Therefore,
we are not expecting any bigliftoff.
Aftersuch abigincidentoverthe
pastone year it would not be wise to

‘Microfinance provisions peaked in Q4°

VVAIDAYNATHAN, managing director and chief executive officer of IDFC First Bank, tells
Anupreksha Jain in a video interview that net profit will improve from the first quarter of
FY26 because provisions in the microfinance segment have peaked. Edited excerpts:

financial yearlike, say, the late 1980s.

Operational costs have come down.
‘What steps has the bank taken to

Net profit has fallen year- rushinto the segment contain costs?

on-year inanother againinabigway. Wewill | Thegrowth ratein operational costs
quarter. When can we see be careful about that. By year-on-year hascomedown to 12.2
areversalin the trend? theend of nextyear, per cent. It was 21 percentin Q1,17
Provisionsagainst microfinance will come percentin Q2, and 16 per cent
microfinance peaked in w down toabout 3 per cent in Q3.Ithasbeen curtailed

Q4FY25. We had said this IME a;!d CEO, of the books. We will through many means. The

would happen. Provisions DFCFirst Bank figure out ways to meet bank has reduced travel

priority-sectorlending. costs, courier costs, and
SMS costs. Weare doing
transformation projects
like making ourjourneys

digital, usingless paper, etc.

Sinceinterestrates are coming
down, where do you see the current
account and savings account (Casa)

ratio and the credit/deposit ratio Weworklike a
inFY26? techbank.

We will make efforts toretain the

Casaratioat47-48 percent. The Plans to raise

credit/deposit ratio has come down capital?
from 137 percentto 94 percentinsix | Wehaveno
years, which isgood progressona equity plans
structural basis. now but may

On an incremental basis we lend raise funds
only75-78 per cent of deposits. We through
want to stay the course and end this Tier-I1

€6 WEWILLGROWALL FIVE
ENGINES — RETAIL, AGRI, MSME,
COMMERCIALAND CORPORATE"

Whatis the guidance onloans tothe

bonds. We are waiting for interest
rates to cool. Hopefully the bank will
be upgraded once profit starts going
up and the capital buffers comein.
We will wait for better times.

retail sector, agriculture, MSMEs
(micro, small and medium
enterprises), and big
companies?
Our RAM (retail, agriculture,
and MSME) books are about
3\ 1.9 trillion, The MSME sector
isanimportant componentin
this. Corporate is about
345,000 crore. We will grow all
fiveengines — retail,
agri, MSME,
commercialand
corporate. We
are planning to
growin
commercial, ie
havea
turnover of,
say, 3100 crore
toX750-800
crore. Weare
looking to build
ateamwith
which we will grow
this. We will be
watchful on quality.
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India’s microfinance sector projected to grow by 12-
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India’s Microfinance Sector Poised For Steady Growth, Credit
Discipline And Portfolio Quality

The microfinance industry in India is projected to grow by 12-15% in FY26 under a conservative scenario. The
MFIN guardrails are a timely step to curb over-indebtedness and strengthen asset quality, though they may
create short-fterm operational and financial strain, especially for smaller MFis,” said Mahendra Patil, Founder
and Managing Partner, MP Financial Advisory Services LLF.
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India’s microfinance sector projected to grow by 12-15 pc in
FY26

Mumbai, April 28 The micro-finance sector (MF1) in India is projected to grow by
12—15 per cent in FY26 under a conservative scenario, retuming to FY24 levels, a
report showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back
of a normal monsoon, growth could be a tad better, said MP Financial Advisory
Services LLP (MPFASL) in its report.

The MFI sector has consistently demonstrated resilience, having recovered from
past disruptions such as demonetisation and the COWVID-19 pandemic.
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India’s microfinance sector projected to
grow by 12-15 pcin FY26

Mumbai, April 28 || The micro-finance sector (MFI) in India is projected to grow by 12-15
per cent in FY26 under a conservative scenario, returning to FY24 levels, a report showed

on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a
normal monsoon, growth could be a tad better, said MP Financial Advisory Services LLP
(MPFASL) in its report.

The MFI sector has consistently demonstrated resilience, having recovered from past
disruptions such as demonetisation and the COVID-19 pandemic.

India’s microfinance sector has become a cornerstone of financial inclusion, enabling
credit access for underserved populations, especially women, small farmers, and micro-
entrepreneurs in rural and semi- urban areas.

With a robust CAGR of 28 per cent from FY14 to FY24, the sector now serves over 7.9
crore unique borrowers across 92 per cent of the country's districts, demonstrating its

deep and widespread outreach.
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India’s microfinance sector projected to grow
by 12-15 pc in FY26

Mumbai, April 28 (SocialNews.XYZ) The micro-finance sector (MFI) in India is projected to grow by 12—
15 per cent in FY26 under a conservative scenario, returning to FY24 levels, a report showed on

Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a normal
monsoon, growth could be a tad better, said MP Financial Advisory Services LLP (MPFASL) in its report.

The MFI sector has consistently demonstrated resilience, having recovered from past disruptions
such as demonetisation and the COVID-19 pandemic.

India’'s microfinance sector has become a cornerstone of financial inclusion, enabling credit access
for underserved populations, especially women, small farmers, and micro-entrepreneurs in rural and
semi- urban areas.

With a robust CAGR of 28 per cent from FY14 to FY24, the sector now serves over 7.9 crore unique
borrowers across 92 per cent of the country’s districts, demonstrating its deep and widespread
outreach.
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India’s microfinance sector
projected to grow by 12-15 pcin
FY26

Mumbai, April 28 (IANS) The micro-finance sector (MFI) in India is projected to grow

by 12-15 per cent in FY26 under a conservative scenario, returning to FY24 levels, a

report showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of
a normal monsoon, growth could be a tad better, said MP Financial Advisory Services
LLP (MPFASL) inits report.

The MFI sector has consistently demonstrated resilience, having recovered from
past disruptions such as demonetisation and the COVID-19 pandemic.

India's microfinance sector has become a carnerstone of financial inclusion,
enabling credit access for underserved populations, especially women, small

farmers, and micro-entrepreneurs in rural and semi- urban areas.
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India’s microfinance sector projected to
grow by 12-15 pcin FY26

Mumbai, April 28 (IANS) The micro-finance sector (MFI) in India is projected to grow by 12-15 per
centin FY26 under a conservative scenario, returning to FY24 levels, a report showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a normal
monsoon, growth could be a tad better, said MP Financial Advisory Services LLP (MPFASL) in its
report.

The MFI sector has consistently demonstrated resilience, having recovered from past disruptions

such as demonetisation and the COVID-19 pandemic.
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India’s microfinance sector projected to grow
by 12-15 pc in FY26

MUMBAI, APRIL 28 - The micro-finance sector (MFI) in India is projected to grow by 12-15 per cent in
FY26 under a conservative scenario, returning to FY24 levels, a report showed on Monday.

Mumbai, April 28 (IANS) The micro-finance sector (MFI1) in India is projected to grow by 12—15 per cent
in FY26 under a conservative scenario, returning to FY24 levels, a report showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a normal
monsoon, growth could be a tad better, said MP Financial Advisory Services LLP (MPFASL) in its
report.

The MFI sector has consistently demonstrated resilience, having recovered from past disruptions such
as demonetisation and the COVID-19 pandemic.

India's microfinance sector has become a cornerstone of financial inclusion, enabling credit access for
underserved populations, especially women, small farmers, and micro-entrepreneurs in rural and semi-

urban areas.

With a robust CAGR of 28 per cent from FY14 to FY24 the sector now serves over 7.9 crore unigue
borrowers across 92 per cent of the country's districts, demonstrating its deep and widespread

outreach.
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India’s microfinance sector projected to grow by
12-15 pcin FY26

The micro-finance sector (MFI) in India is projected to grow by 12-15 per cent in FY26 under a

conservative scenario, returning to FY24 levels, a report showed on Monday.

In & more Favourable environment, particularly if rural incomes recover on the back of a normal

monsoon, growth could be a tad better, said MP Financial Advisory Services LLP (MPFASL) in its report.

The MFI sector has consistently demonstrated resilience, having recovered from past disruptions such

as demonetisation and the COVID-19 pandemic.

India's microfinance sector has become a cornerstone of Financial inclusion, enabling credit access For
underserved populations, especially women, small Farmers, and micro-entrepreneurs in rural and semi-

urban areas.

With a robust CAGR of 28 per cent from FY14 to FY24, the sector now serves over 7.9 crore unique
borrowers across 92 per cent of the country's districts, demonstrating its deep and widespread

oukreach.
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India’s Microfinance Sector Expected to Grow by
12-15% in FY26

= = April 28, 2025

India’s microfinance sector is projected to grow by 12-15% in the financial year 2026 (FY26). This growth is driven
by the increasing demand for financial services among low-income households and small businesses, particularly
in rural areas. Microfinance institutions {(MFIs) play a crucial role in providing access to credit, savings, and

insurance for individuals who often cannot access traditional banking services.

Experts believe that this growth is largely due to the rising need for small loans to support entrepreneurs and
small-scale businesses. Many people in rural India rely on microloans to fund agricultural activities, start small
businesses, or manage everyday expenses. The ability to get these loans without the need for collateral has

made microfinance an essential part of the economy.

The government's support for financial inclusion has also contributed to the growth of this sector. Various
initiatives, such as promoting digital payments and improving access to banking services, have helped more
people become aware of microfinance options. Additionally, increased financial literacy has encouraged more

pecple to use microfinance institutions for their financial needs.
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India’s microfinance sector projected to grow by 12-15 pc in FY26

Mumbai, April 28 (IANS): The micro-finance sector (MFI) in India is projected to grow by
12-15 per cent in FY26 under a conservative scenario, returning to FY24 levels, a report

showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a
normal monsoon, growth could be a tad better, said MP Financial Advisory Services LLP
(MPFASL) in its report.

The MFI sector has consistently demonstrated resilience, having recovered from past

disruptions such as demonetisation and the COVID-19 pandemic.

India’s microfinance sector has become a cornerstone of financial inclusion, enabling
credit access for underserved populations, especially women, small farmers, and micro-

entrepreneurs in rural and semi- urban areas.
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India's Microfinance Sector is Projected to Grow by 12-15 Percent
in FY26

The microfinance sector in India is anticipated to grow by 12-15% in FY26 under a conservative scenarig, returning
1o levels seen in FY24, according to a report released on Monday. The sector has shown remarkable resilience,
bouncing back from previous disruptions like demonetization and the COVID-19 pandemic.

In a more optimistic situation, especially if rural income increases because of a normal monsoon, growth will be
marginally higher, pointed out MP Financial Advisory Services LLP (MPFASL) in its report. Mahendra Patil, the
Founder and Managing Partner of MPFASL, pointed out that the microfinance industry is at a crossroads, trying 1o
achieve sustainable growth while responsible lending goes on. He noted that the MFIN guardrails are an on-time
initiative intended to prevent over-indebtedness and promote asset quality, but which, at the same time, will result in
short-term operational and financial difficulties for the smaller MFIs.

The microfinance industry has become the backbone of financial inclusion in India, offering credit access to
disadvantaged groups, such as women, small farmers, and micro-entrepreneurs in rural and semi-urban segments.
With a strong compound annual growth rate (CAGR) of 28% during FY14 to FY24, the industry now reaches over 79
million distinct borrowers in 92% of the districts in the country, highlighting its large reach.

Going forward, the F¥26 prospects are cautiously optimistic, the report said. Patil added that a well-balanced
strategy, including policy support, innovative credit evaluation, and strategic alliances, will be instrumental in
sustaining outreach while consolidating the sector's base.
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India's microfinance sector projected to grow by 12-15
pc in FY26

The micro-finance sector (MFI) in India is projected to grow by 12-15 per cent in FY26 under a conservative scenario, returning
to FY24 levels, a report showed on Monday.

The micro-finance sector (MFI) in India is projected to grow by 12-15 per cent in FY26 under
a conservative scenario, returning to FY24 levels, a report showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a
normal monsoon, growth could be a tad better, said MP Financial Advisory Services LLP
(MPFASL) in its report.

The MFI sector has consistently demonstrated resilience, having recovered from past
disruptions such as demonetisation and the COVID-19 pandemic.

India's microfinance sector has become a cornerstone of financial inclusion, enabling credit
access for underserved populations, especially women, small farmers, and micro-
entrepreneurs in rural and semi- urban areas.
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India’s microfinance sector projected to grow
by 12-15 pcin FY26

Mumbai, April 28 (IANS) The micro-finance sector (MFI) in India is projected to grow by 12-15 per
cent in FY28 under a conservative scenario, returning to FY24 levels, a report showed on Monday.

In a more favourable environment, particularly if rural incomes recover on the back of a normal
monsoon, growth could be a tad better, said MP Financial Advisory Services LLP (MPFASL) in its
report.

The MFI sector has consistently demonstrated resilience, having recovered from past disruptions
such as demonetisation and the COVID-19 pandemic.

India’s microfinance sector has become a cornerstone of financial inclusion, enabling credit access
for underserved populations, especially women, small farmers, and micro-entrepreneurs in rural and
semi- urban areas.

With a robust CAGR. of 28 per cent from FY'14 to FY24, the sector now serves over 7.9 crore unigue
borrowers across 92 per cent of the country’s districts, demonstrating its deep and widespread
outreach.

Looking ahead, the outlook for FY26 remains cautiously optimistic, the report added.
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India's Microfinance Sector Poised For Steady
Growth, Credit Discipline And Portfolio Quality

Mumbai: The micro-finance sector (MFI) in India is projected to grow by 12-15 per cent in
FY26 under a conservative scenario, returning to FY24 levels, a report showed on Monday.

The MFI sector has consistently demonstrated resilience, having recovered from past
disruptions such as demonetisation and the COVID-19 pandemic.
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Microfin Projected To Grow 15% In FY26

The MF| sector has consistently demonstrated resilience

Mumbai: The micro-finance sector (MFl)in India is projected to grow by 12-15
per cent in FY26 under a conservative scenario, returning to FY24 levels, a
report showed on Monday. In a more favourable environment, particularly if
rural incomes recover on the back of a normal monsoon, growth could be a tad
better, said MP Financial Advisory Services LLP (MPFASL)in its report.
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Microfin in major crisis with near-2x NPA surge;
Joint-liability lending model on shaky ground

: :,.E India’s microfinance crisis has
deepened with delinquency rates
almost doubling. The gross non-

P A performing asset (NPA) ratio for the
M sector jumped to 16% at the end of FY25
el ‘_M. — from 8.8% in the year before, with the

& .- '(’“ joint liability-based lending model
- appearing to be crumbling.
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