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Weak monsoon forecast
poses fresh risks for MFls

CHRISTINATITUS
& NARAYANAN V
Mumbai/Chennai, June 2

JUSTAS INDIA'S microfinance
sector is emerging froma pro-
longed asset-quality down-
turn, a weaker-than-expected
monsoon threatens to create
fresh headwinds. The India
Meteorological Department’s
(IMD) downward revision of its
southwest monsoon forecast
to “below normal” — poten-
tiallytheweakestin 11years —
hasreignited concerns over the
health of the country’s more
than ¥3-lakh-crore microfi-
nance industry.

“A weak monsoon could
trigger a major supply shock
and lift inflation. The MFI sec-
tor is likely to withstand the
first level of shock as the cur-
rent guardrails have already
reduced its risk exposure. But
prolonged inflation beyond a
quarter would be a significant
threat, increasing stress for
borrowers and adding uncer-
tainty alongside geopolitical
tensions,”says the chief execu-
tive of a microfinance com-
pany. “It is too early to talk
about demand sluggishness,
but we are closely watching
rainfall in August.”

LVLN Murty, CEO of Dvara
KGFS, believes that an erratic
monsoon could significantly
alter borrowing and saving
behaviour in rural India. A weak
monsoonoften forcesborrowers
torelyoninformal credit sources
tomanage immediate expenses
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“We are taking a cautious
approach by closely monitor-
ing the kharif sowing season,
the progress of the monsoon,
and its impact on rural house-
hold earnings,” Murty said. He
added that the lender is
increasingits focus onincome-
generation loans to help cus-
tomers diversify household
incomes and strengthen
financial resilience during
periods of climate or income
uncertainty.

This comes at a time when
things are seen improving for
the sector. After eight quarters
of contraction, the microfi-
nance sector’s gross loan port-

quarter to ¥3.31 trillion in
Q4FY26, supported by higher
loan originations, larger ticket
sizes and improving asset
quality,according to CRIF High
Mark. Asset quality also
improved significantly, with
the PAR 31-180 declining to
2% in March 2026 from 3.4%
a year earlier and 4.4% in
December 2025.

The weaker monsoon out-
look comes at a time when the
industry is already grappling
with uncertainty arising from
the conflictin West Asia. Rising
crude oil prices have height-
ened concerns over inflation-
ary pressures on essential

goods, potentially stretching
household budgetsand affect-
ing the repayment capacity of
microfinance borrowers.

“We remain deliberately
cautious.Overthe pastyear,we
have tightened customer
assessments,and with the war
and ananticipated weak mon-
soon, we are further sharpen-
ing our customer-acquisition
criteria,” the executive cited
earlier said.

Theimprovement followsa
series of guardrails introduced
by the two microfinance self-
regulatory organisations, Sa-
Dhan and MFIN, including a
cap of %2 lakh on total out-
standing debt per borrower
and a reduction in the maxi-
mum number of lenders per
borrower to three from four.

“The industry’s diversified
portfolio should limit the
immediate impact, but aweak
monsoon may slow disburse-
ments. As forecasts point to a
rainfall deficiency,wewill con-
tinue to monitor develop-
ments closelyand remain cau-
tious,” said Sadaf Sayeed, MD
and CEO, Muthoot Microfin.

Jiji Mammen, CEO of Sa-
Dhan, said microfinance bor-
rowers will “inevitably” feel the
impact of a weak monsoon as
their livelihoods are closely
linked to economic activity. “If
the monsoon shortfall and E1
Nifio effects turn out to be
severe, lenders will need to be
particularly cautious and
strengthen credit assessments
before extendingloans.”
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Poor monsoon forecast poses new economic
challenge to microfinance sector
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Microfinance Revival? Industry Sees Funding
Momentum Finally Returning
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MFI credit lifeline may gain traction
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may gain

ANUPREKSHA JAIN
Mumbai, 11June

Microfinance Institutions Net-
work (MFIN) — a self-regula-
tory organisation of micro
lenders — said the loan guar-
antee scheme is expected to
gain traction after the govern-
ment extended the validity of
the scheme until August 31.
Under the Credit Guaran-
tee Scheme for Microfinance
Institutions 2.0 (CGSMFI 2.0),
which was announced in
March, loans up to 320,000
crorewereto be guaranteed by
National Credit Guarantee
Trustee Company (NCGTC).
The scheme was originally

NCGTC ~— PORTFOLIO
whichever was peMAINED

nesday, the gov- IN APRIL
ernment el

extended the
validity of the scheme until
August.

“The scheme was
announced in March, but
implementation gained
momentumonly after the FAQs
were issued in May, as April is
typically a busy period for
banksduetoyear-end activities
and planning,” Alok Misra,
chief executive officer and
director, MFIN, told Business
Standardduringaninteraction.

“We are now seeing banks
and institutions actively par-
ticipating, and there are suffi-
cient applications in the
pipeline. The extension pro-
vides additional time for the
scheme to gain traction and
should provide the needed
boost to funding, particularly
forsmall and medium MFIs. It
also gives stakeholders more
timeto fully utilise the scheme
and support the flow of credit
tothesector,” he said.

Thescheme provides guar-
antee cover to commercial
banks and all-India financial
institutions forloans extended

SCHEME'S VALIDITY EXTENDED

MFI credit lifeline

traction

to non-banking finance com-
pany-microfinance institu-
tions (NBFC-MFIs) and other
MFIs for on-lending to existing
or new small borrowers.
While initially the maxi-
mum loan limit for large MFIs
was 100 crore, it was later
increased toX1,000 crore. Micro
lenders having assets under
management (AUM) of 32,000
crore or more are classified as
large MFIs. Misra said there is
already a lot of interest in the
scheme, with large MFIs also
applying and a number of
applications in the pipeline.
“Large MFIsaccount fora major
share of the portfolio, and the
enhanced limit of 1,000 crore

scheduled torun can be readily
until June 30, or ACCORDING TO absorbed as it
until guarantees cR|F HIGH MARK would remain well
for20,000crore  pepQ RT, THE within the cap of 20

were issued by MICROFINANCE per cent of AUM,”

hesaid. He alsosaid
STABLE the enhanced limit

earlier. On Wed- AT3331.2 TRN is expected to facili-

tate greater partici-

pation by eligible

institutions  and
improve access to guaranteed
funding. “As liquidity support
through the guarantee scheme
and the normal flow of funds
improve, the sector’s overall
funding position is expected to
strengthen,” he added.

The dispensation for large
MFIs and the extension of the
validity period came follow-
ing requests from industry
associations.

“Funding  costs  had
emergedasaconcernaslenders
turned selective following the
deterioration in asset quality
over the past year. The
expanded guarantee cover pro-
vides comfort to banks and
should support liquidity at a
time when institutions are
focused on rebuilding growth
in a calibrated manner,” said
another industry executive.

According to the latest
report by CRIF High Mark, the
microfinance portfolio
remained stable at ¥331.2 tril-
lionin April 2026, registering a
marginal month-on-month
increase of 0.1 per cent.
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Built for bad
weather

The microfinance cycle is turning.

Arman Financial is better placed
than most to benefit.

ndia’s microfinance sector has been brought to its

knees on multiple occasions. An overnight

government ordinance in Andhra Pradesh wiped out
one-third of the industry in 2010. Demonetisation in

2016 left rural borrowers with no valid currency to repay.

The IL&FS funding freeze in 2018 shut lending windows
across the sector. Covid made collections impossible.
The over-leveraging crisis of 2023-25 pushed industry
NPAs to a record high. Each time, obituaries were
written. Yet each time, the sector recovered.

I'hrough each of these crises, one small
microfinance company from Ahmedabad held its

Who Arman lends to

Microfinance and small business loans dominate
the lending book

Microfinance
58.5

2-wheeler
4.0

LAP

3.4

Individual
business
loans 4
12.6 MSME

2 215
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ground. It never raised capital under duress, never
provisioned late and never had a governance scandal,
things that are commonplace in the industry when
stress hits. That was Arman Financial Services, which
lends to rural women through joint liability groups via
its subsidiary ‘Namra Finance’, and to small business
owners through MSME loans. Its clean record through
repeated industry crises makes it the strongest
candidate today to ride the sector’s recovery.

Here’s why.

On the mend
To understand the recovery, it helps to revisit what
went wrong. After Covid, lenders and borrowers were
both euphoric. Microfinance lenders disbursed
aggressively. Low-income borrowers took out loans
from multiple lenders. Then, a severe heatwave in
2024 crushed agricultural incomes across UP and
Bihar. Repayment failures followed and average
industry gross NPAs rose to 7 to 8 per cent. Arman was
not immune; profits compressed and bad loans spiked.

The rebound is now visible. According to the
Microfinance Industry Network, the sector’s self-
regulatory body, the industry passed peak stress in
February this year. Arman’s gross NPAs were down at
3.4 per cent in Q3 FY26 from a peak of 4.1 per cent a
year ago.

At Namra Finance, collection efficiency
(repayments as a share of dues) has improved to
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96.4 per cent in December 2025 from 94.3 per cent in
August 2024. The share of microfinance loans that
signal early stress, where borrowers are overdue for
one to three months, fell to 1.6 per cent in December
2025 from a peak of 6.8 per cent in March 2025.

Strong capital buffer, higher room for
loan growth
A bank or NBFC needs to maintain a minimum capital
buffer of 15 per cent against the loans it gives out. To
grow the loan book therefore, it has to increase
shareholder equity. But a lender already sitting well above
the minimum capital requirement has enough room to
grow without raising fresh equity or diluting shareholder
profits. It can simply borrow to fund its growth.

Namra Finance has a capital adequacy ratio of
52.3 per cent against the required 15 per cent. The
parent sits at 38.3 per cent. This means they can easily
grow their loan books by borrowing. Today, Arman
borrows ¥1.4 for every %1 of its equity, which it said it can
comfortably increase to 4.5 for every 1. That jump
alone means the company can grow its loan book

The recovery math
Arman Financial's numbers are set to remain steady

BEAR BASE BULL

case case case

AUM growth
(two-year, % pa)

Bxpected 938 4.6 149.4

we @ @ @

10 20 25

AUM (X cr) 2,761 3,007 3,553

ROA (%) 2.0 3.0 4.0

PAT (% cr) 105 169 256

Book value (% cr) 997 1,061 1148
Implied mcap (X cr) 1,994 2,653 4,010

ROA is return on assets. PAT is profit after tax.

F* k%K Stock Rating 9/10 &uw
. M
5105 4/10 & 7/10 L5

Data as of May 5, 2026

from 32,274 crore today to ¥4,000-5,000 crore
without raising fresh equity.

Strong safeguards in place
In the last crisis, Arman did something unique. It
restructured how Namra Finance approves and collects
loans. Previously, the same field officer who disbursed a
loan also collected it, giving disbursement-focused staff
little incentive to flag repayment stress early. Arman has
split the two functions. One team approves, another
collects, making accountability clean.

Arman also enrolled its book under a government-
backed credit guarantee scheme that reimburses
75 per cent of losses if borrowers default. Today,
82 per cent of Namra'’s portfolio sits under this protection.

The upside for growth and returns

Arman has grown its loan book at 20 to 25 per cent
annually in good times (see table ‘The recovery math’). It
models three possibilities over the next two years: a bear
case at 10 per cent loan book growth, a base case at

20 per cent and a bull case at 25 per cent. Each carries a
different assumption on profitability and, critically, on
how the market can re-rate the stock.

Today, Arman trades at 1.8 times book value. In
healthy cycles, well-run microfinance lenders have
traded at 3 to 4 times book value. So even in the bear
case, with slow growth and only a modest re-rating to
2 times book value, the implied return is 23.8 per cent
over two years. In the bull case, where growth returns to
historical rates and the market re-rates to 3.5 times book,
the implied return is a sharp 149 per cent. The stock
could deliver meaningful returns over the next two years,
provided that the cycle cooperates.

Risks to bear before investing

The thesis has two enemies. The first is another external
shock before the recovery consolidates. The sector moves
in phases. And if the high-growth phase never returns, the
bullish case becomes untenable.

The second is regulatory risk. Microfinance borrowers
are among India’s most vulnerable. When distress is
visible, governments act through loan waivers, collection
restrictions and other interventions, which can be fatal for
the sector.

That is the bargain investors must assess. Arman has
the capital and discipline to benefit from a sector
recovery. But in microfinance, the upside belongs only to
those who can survive the next shock.

By Abhinav Goel

June 2026 Wealth Insight | 31
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Midland Microfin Enabling Women

Entrepreneurs in Gujarat to Build Sustainable

Livelihoods
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