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ABSTRACT:  

This paper explores the rise and unraveling of India's microfinance sector — once heralded as a beacon of financial inclusion, now caught in a mounting subprime 

crisis. Over the past decade, the industry ballooned by over 2,100%, fuelled by policy liberalization, global investor appetite, and digital access. However, the lack 

of robust oversight, predatory lending, and over-indebtedness have turned microcredit into a revolving door of debt for millions of low-income families.  

Combining data, case studies, and systemic analysis, this piece calls for a human-centered redesign of microfinance — where financial dignity, not just financial 

access, becomes the end goal.  
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Introduction: The Mirage of Financial Inclusion 

In the bustling rural markets and narrow alleyways of urban slums, a quiet revolution once promised to rewrite the economic future of millions. 

Microfinance — hailed as the beacon of financial inclusion — was that revolution. Built on the ideals of access, empowerment, and community trust, 

India’s microfinance industry quickly grew into a cornerstone of the development narrative, especially for women-led households excluded from the 

traditional banking ecosystem. But today, that once-hopeful promise stands tarnished by an emerging subprime crisis. 

 

In less than ten years, India’s microfinance sector has ballooned by an astonishing 2,100%, transforming into a $45 billion behemoth. On paper, this 

appears to be a resounding success story — one where financial access has seemingly been democratized at scale. However, the lived realities on the 

ground paint a much darker picture. For millions of borrowers, especially women in vulnerable socio-economic brackets, microloans are no longer a 

springboard to upliftment — they have become shackles. As many as 68% of borrowers now report being under severe financial stress, with many forced 
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to take on new loans just to repay previous ones. This unsustainable loop of debt — often masked by misleading repayment statistics — is eerily 

reminiscent of the subprime mortgage crisis that once crippled global economies. 

 

What makes this crisis uniquely insidious is its stealth. Unlike a stock market crash or a banking collapse, this is a silent implosion — unfolding in remote 

villages, semi-urban pockets, and underregulated digital spaces. Borrowers, mostly unbanked and financially illiterate, are slipping into intergenerational 

debt traps, pulling their families along. Reports of children being pulled out of schools to save money, families pawning heirlooms, and women being 

publicly humiliated for defaults are growing more frequent. Behind the numbers lie shattered dreams, broken trust, and rising despair. 

A Misalignment of Purpose 

The original mission of microfinance was deeply human. It sought to fill a systemic void — providing tiny loans without collateral to the excluded. It 

was based on trust, community solidarity, and the belief that the poor, if given a chance, would repay. Early models, particularly those pioneered by 

Grameen Bank’s Muhammad Yunus, focused not just on credit, but on social cohesion and collective upliftment. In India, this took shape through group 

lending models that relied on mutual accountability. 

 

But as the sector scaled, commercial imperatives began to override social ones. Microfinance institutions (MFIs), originally designed as social enterprises, 

increasingly adopted aggressive growth targets backed by private equity, foreign impact investors, and mainstream banks. The model evolved — from 

one built on community trust to one driven by quarterly performance metrics. In this shift, the borrower became less of a partner and more of a portfolio 

number. 

The Dangerous Allure of Unchecked Credit 

Access to credit can be empowering — but when it turns into overexposure, it becomes a liability. This is precisely what has happened across India’s 

microfinance belt — stretching from Bihar and Uttar Pradesh in the north to Andhra Pradesh and Tamil Nadu in the south. The average microfinance 

borrower now holds loans from three or more institutions, often with overlapping repayment schedules and high effective interest rates. In the absence 

of a comprehensive credit visibility system — especially for non-banking lenders, gold-backed loans, or informal digital credit apps — even frontline 

loan officers are often unaware of a borrower's true credit exposure. 

Case studies from regions like Assam, West Bengal, and Odisha reveal how multiple microloans — often exceeding the borrower’s monthly income — 

are disbursed without thorough assessment. A recent report by MFIN, an industry body, highlighted that over 27% of borrowers admitted to taking new 

loans just to service old debt, a clear sign of distress borrowing. The parallels with the U.S. subprime mortgage crisis are hard to ignore — except that 

here, the crisis is decentralized, underregulated, and socially corrosive. 

A Feminized Debt Trap 

One of the sector's proudest achievements was its focus on women borrowers — over 95% of Indian microfinance clients are women. The rationale was 

sound: Women tend to be more reliable repayers, more likely to invest in household welfare, and more rooted in their communities. But this feminization 

has come with unintended consequences. In many cases, loans are taken in women’s names but used by male family members, leaving the women 

responsible for repayment — and the blame — when things go wrong. 

The emotional and physical toll of defaults is disproportionately borne by women. Field interviews conducted in Madhya Pradesh and Jharkhand reveal 

that women face public shaming, social boycott, and in some cases, coercion by recovery agents. The same group-based lending model that once served 

as a cushion now acts as a weapon — pushing borrowers to pressure one another to avoid group penalties. 

COVID-19: The Breaking Point 

The COVID-19 pandemic served as a massive stress test for the sector. During lockdowns, many informal workers lost their incomes entirely. Yet, even 

during periods of zero earnings, MFIs continued to expect repayments. The pause in weekly group meetings — once the social glue of the lending model 

— further eroded the “social collateral” that underpinned borrower discipline. 

Digital lending solutions, which surged post-pandemic, introduced new complexities. While they promised convenience, they also opened floodgates to 

predatory fintech apps, many of which operate in regulatory grey zones. These apps often provide high-interest short-term loans with aggressive recovery 

tactics, including digital harassment, unauthorized data access, and public shaming. 

Where This Paper Goes 

This paper delves deep into India’s microfinance spiral — dissecting the structural cracks, regulatory lapses, and human cost of unchecked expansion. It 

asks tough questions: Who benefits from this model? What role should the RBI and state governments play? Can financial inclusion be reimagined 

without exploitation? 

 

Through a mix of data, on-ground case studies, historical context, and policy critique, we explore how a tool of empowerment became an instrument of 

entrapment. But more importantly, we seek pathways forward — grounded in empathy, informed regulation, and a renewed commitment to dignity over 

debt. 
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The mirage of inclusion may have drawn many to the desert, but it is time to build an oasis of genuine opportunity — where credit is a bridge to prosperity, 

not a pitfall to poverty. 

Section I: Anatomy of the Subprime Surge 

1.1 The Growth Trajectory: An Engine Fueled by Intent, Accelerated Without Brakes 

The Indian microfinance sector has undergone a tectonic transformation in the last decade. What began as a community-rooted model of financial 

inclusion, primarily aimed at empowering economically marginalized women, has morphed into a behemoth valued at ₹3.6 lakh cro re ($45 billion) by 

early 2024. But this story of growth, as with many booms, comes with a cautionary tailwind: one of unchecked expansion, eroding credit discipline, and 

an increasing disconnect between purpose and practice. 

Policy Liberalization: A Broadened Funnel, But With Holes 

The Reserve Bank of India (RBI) played a central role in expanding the sector's reach. In March 2022, it revised the definition of microfinance borrowers 

to include households earning up to ₹300,000 annually — a significant hike from earlier thresholds. Urban families witnessed a 50% jump in eligibility, 

while rural thresholds rose even more generously. 

While the intention behind this policy shift was to democratize credit access, its unintended consequence was to open floodgates for over-lending. With 

eligibility criteria expanded, millions of new borrowers were brought into the fold — not all of whom had the capacity to responsibly manage debt. In 

effect, microfinance institutions (MFIs) found themselves fishing in deeper waters, often without testing the strength of their nets. 

Investor Euphoria: Good Intentions, Misaligned Outcomes 

This liberalization coincided with a wave of capital inflow from global "impact investors" — funds that sought both ethical impact and stable returns. 

European ESG-aligned funds and development finance institutions (DFIs) saw Indian microfinance as a golden goose: scalable, socially resonant, and 

previously resilient in crises. 

Private equity firms followed suit. Between 2018 and 2022, India’s microfinance sector attracted more than ₹25,000 crore in fresh equity. Lenders began 

competing not just for impact but for market share and margins. In a climate of exuberant investor expectations, scale became the metric that mattered 

most. Credit risk assessments became cursory. The underwriting rigor that once defined microfinance — built on peer verification, social bonds, and 

weekly meetings — began to fray. 

Digital Acceleration: Inclusion Without Guardrails 

Post-demonetization (2016) and amidst the COVID-19 pandemic, digital finance platforms exploded in reach. Mobile money, Aadhaar-enabled payment 

systems, and UPI interfaces pushed financial services into the hands of millions — often literally. 

This digital leap was hailed as a triumph of inclusion. But with rapid onboarding came another set of challenges: faceless lending, algorithmic approvals, 

and the decline of relationship-based banking. The traditional gatekeepers of microfinance — field officers, peer scrutiny, joint liability groups — were 

slowly replaced by dashboards and credit scores. In this setup, a borrower could take multiple loans across platforms without any of them truly knowing 

her full exposure. The consequences are now being felt systemically. 

 

1.2 The Numbers Behind the Boom: Growth Masking Fragility 

The headline figures are staggering. Between 2014 and 2023, the microfinance loan book ballooned from approximately ₹15,000 crore to ₹3.6 lakh crore 

— a 2,100% increase in just under a decade. This trajectory would be enviable in any industry. But it begs a deeper question: What fueled this explosion, 

and what lies beneath? 

Debt-Stressed Borrowers: A Silent Majority 

A recent study by Dvara Research revealed that a staggering 68% of microfinance borrowers are under financial stress. This doesn’t merely reflect an 

inability to repay; it includes those sacrificing essentials to stay current on loans, selling household assets, or taking children out of school to manage 

finances. In rural Maharashtra, field interviews show that families prioritize microfinance repayments over food security, fearing social embarrassment 

or coercive follow-ups. 

These aren’t anecdotal exceptions. In West Bengal and Bihar, surveys indicate that 27% of borrowers take out fresh loans simply to repay existing ones  

— a textbook sign of a debt trap. In other words, microfinance, once touted as the ladder out of poverty, is increasingly functioning as a revolving credit 

wheel — spinning without direction. 

Overdue Loans: The Creep of Default Risk 

One of the most alarming indicators is the sharp rise in loans overdue between 91 and 180 days. These are not one-off delays but serious signs of 

repayment distress. From a post-pandemic low of 0.8% in June 2023, this figure has climbed to 3.3% by early 2024. That’s more than a quadrupling of 

medium-term delinquencies in under 12 months. 
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In regions like Uttar Pradesh and Madhya Pradesh, this overdue rate touches 5-6%, especially in districts where multiple lenders operate with 

overlapping clientele. The situation worsens in aspirational districts — those prioritized by the government for development — where financial literacy 

remains low, and credit appetite is high. 

Multiple Borrowing: Fragmented Oversight, Systemic Risk 

Microfinance’s original model was designed around group liability, peer monitoring, and limited exposure. But with the entrance of fintech lenders, 

NBFCs, and small finance banks into the same space, many borrowers now juggle loans from 5–7 different lenders, often without any one of them 

knowing the full picture. 

While credit bureaus like CIBIL and Equifax exist, they aren’t always synchronized across platforms. Moreover, informal loans — such as gold loans 

from local pawnshops or app-based micro-lending firms — often go unreported. A borrower might seem “clean” on paper while being financially 

strangled in reality. 

1.3 Real Stories, Real Struggles: The Human Cost of Boomtime Credit  

To truly understand the gravity of this crisis, one must look beyond numbers.  

In Murshidabad, West Bengal, 38-year-old Afsana Begum, a tailor and mother of three, took her first ₹10,000 loan in 2019 to buy a sewing machine. 

Encouraged by smooth repayments, she was quickly offered more — ₹25,000, then ₹40,000 — from different lenders. Today, she owes over ₹1.3 lakh 

to four institutions. Her income remains the same, but her stress is daily and mounting. “If I miss even one payment,” she says, “the agent  threatens to 

come to my house.” 

In Bastar, Chhattisgarh, a tribal region with low financial penetration, 26-year-old Rekha Bai had borrowed ₹20,000 to start a poultry shed. When bird 

flu wiped out her flock in 2023, she defaulted. No insurance, no waiver, no recourse. She now takes small, informal loans from village moneylenders to 

repay formal EMIs — often at interest rates as high as 60% per annum. 

These stories are not outliers. They are emblematic of a system that, in chasing impact and inclusion at scale, has missed the forest for the trees. 

Inference to Section I: A Precarious Success 

India's microfinance story is not a simple tale of villainy or failure. It’s a story of ambition outpacing caution, of tools designed for empowerment being 

misused by systems built for volume. The sector’s growth trajectory reflects what India is best known for — innovation, reach, and grassroots ambition. 

But in its wake lies a shadow economy of indebtedness, silently engulfing the very communities it once promised to uplift.  

Unless this momentum is recalibrated — with stronger regulation, better borrower education, more humane collection practices, and smarter digital 

oversight — the subprime surge may end not in celebration, but in collapse. 

Section II: Debt Traps and Coping Strategies 

2.1 From Empowerment to Entrapment 

Microfinance in India was initially celebrated as a transformative tool — a pathway for poor households, particularly women, to escape poverty through 

access to small, collateral-free loans. But what happens when the very tool meant to liberate becomes the chain that binds?  

With 68% of microfinance borrowers now experiencing financial stress, the narrative of empowerment is rapidly unraveling. This distress doesn’t stem 

merely from inability to pay — it's deeply rooted in structural flaws in the way microfinance is administered today. What was once about funding a 

sewing machine or starting a kirana shop has morphed into a web of cyclical borrowing, income uncertainty, and social pressure.  

In many regions, borrowers are now taking fresh loans not to invest in income-generating assets but simply to repay old ones — a hallmark of a debt 

trap. According to a 2023 study by Dvara Research, 27% of borrowers have fallen into this loop, a number that likely underestimates the problem in 

informal sectors where data is hard to capture. 

2.2 Case Study: The Cycle of Desperation in Bihar  

Take the case of Lalita Devi, a 38-year-old mother of three in Bihar’s Gaya district. She initially borrowed ₹15,000 from a local microfinance institution 

(MFI) to start a poultry business. When an avian flu outbreak wiped out her stock, she borrowed from a second MFI to service the first loan. Within 18 

months, Lalita was juggling five loans from four different lenders, each taken to pay off the previous. Her weekly repayments surpassed ₹1,400 — nearly 

70% of her family's income. With no savings or social security net, her children dropped out of school, and her household skipped meals twice a week. 

Lalita’s story isn’t unique — it is emblematic of a silent crisis spreading across India's rural and peri-urban belts. 

2.3 Coping Strategies: Desperation Over Empowerment 

When families like Lalita’s are stretched beyond their capacity to repay, they adopt extreme coping strategies. These are not strategic financial decisions 

but survival tactics. 

 Withdrawing Children from School: Studies show that microfinance distress leads to school dropouts in nearly 18% of stressed households, 

especially among girls, who are often the first to be pulled out. 
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 Migration: Debt pushes rural families into distress migration to urban slums. Migrant laborers, already vulnerable, become easy targets for 

informal lenders or predatory employers. 

 Asset Liquidation: Families begin to sell livestock, utensils, or mortgaging land titles, reinforcing long-term economic vulnerability. 

 Psychological Toll: According to a 2022 NIMHANS report, there was a 25% rise in reported mental health issues among women borrowers 

in high-debt districts of Andhra Pradesh and Maharashtra. 

These coping mechanisms indicate a broader systemic failure: the erosion of resilience among borrowers.  

2.4 A Gendered Burden 

While microfinance has always focused on women — with nearly 96% of microfinance clients being female — the burden of repayment too has fallen 

disproportionately on them. Group lending mechanisms, once meant to foster solidarity and mutual accountability, have turned coercive in many cases. 

In Tamil Nadu’s Krishnagiri district, for instance, loan recovery agents allegedly threatened to shame women in public, seize household items, or call 

village panchayats to enforce repayment. Group members sometimes disown defaulters to avoid being penalized themselves, breaking down the very 

collective trust the model was built on. 

Moreover, the intangible costs — such as loss of dignity, community trust, and household peace — remain unaccounted for in regulatory assessments. 

2.5 Digital Loans, New Challenges 

The post-COVID digitization wave saw a rapid spike in mobile-based lending apps, many operating outside regulatory purview. Fintech firms often 

bypassed traditional Know Your Customer (KYC) norms and lured borrowers with instant cash and minimal documentation. 

 According to a 2023 report by the Internet Freedom Foundation, over 50% of micro-loans disbursed via digital apps lacked clear repayment 

terms or transparency in interest rates. 

 Borrowers faced harassment, data breaches, and cyberbullying, with agents accessing contacts, social media, and photos to shame defaulters.  

In essence, technology — rather than democratizing credit — has introduced new avenues of exploitation. 

2.6 Structural Vulnerabilities: Why Debt Traps Persist 

The persistence of debt traps is not just about personal mismanagement or moral hazard — it's deeply structural: 

 Income Volatility: Most microfinance borrowers earn from agriculture, daily labor, or small informal trades. Incomes are seasonal, 

inconsistent, and prone to external shocks like droughts, floods, or market crashes. 

 No Social Safety Net: There’s minimal state support in terms of unemployment benefits, insurance, or income stabilization.  This means even 

minor setbacks — illness, marriage, or crop failure — become financial disasters. 

 Overlapping Loans: With MFIs competing for clients, loan stacking is rampant. Despite RBI regulations, borrowers often access credit from 

3-5 sources simultaneously, including NBFCs, SHGs, and digital lenders. 

 Absence of Financial Literacy: Many borrowers sign contracts they cannot read, understand, or question. The idea of compound interest, 

repayment schedules, or credit scores remains alien. 

Inference of Section II 

The myth of microfinance as a poverty alleviation tool is being eroded by the harsh reality of its operation. What began as a promise of financial inclusion 

has — for millions — become a conveyor belt of cyclical debt, despair, and diminished agency. 

 

India’s policymakers and regulators must stop viewing microfinance through a solely economic lens. This is no longer just a financial issue; it’s a social 

and human development crisis that demands immediate, compassionate, and context-specific intervention. 

Section III: Regulatory Lapses and Institutional Myopia 

3.1 A Framework of Good Intentions, Poor Execution 

When the Reserve Bank of India (RBI) introduced the regulatory framework for microfinance in the aftermath of the 2010 Andhra  Pradesh crisis, the 

goal was clear: protect borrowers, ensure responsible lending, and safeguard the integrity of a rapidly growing sector. For a  time, the rules worked. There 

were caps on interest rates, limits on the number of lenders per borrower, and standardized recovery practices. 

However, in 2022, the RBI made a crucial pivot — loosening the definition of a microfinance borrower to include any household earning up to ₹300,000 

($3,500) per year, a 50% increase for urban families and an even greater rise for rural ones. It also scrapped the individual loan limit and replaced it with 

a softer guideline: total loan repayments should not exceed 50% of household income. 

On paper, these measures were meant to increase access to credit and promote borrower autonomy. But in practice, they became loopholes for unchecked 

lending. MFIs, NBFCs, and even fintech startups interpreted the changes as a green light to scale operations aggressively.  

“What we saw was not financial inclusion, but regulatory arbitrage,” notes Dr. Indradeep Ghosh, Executive Director of Dvara Research. “Lenders 

stretched the rules, borrowers stretched themselves, and regulators simply watched.”  
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3.2 The Myth of Risk-Based Pricing 

Another flaw lies in the idea that risk-based pricing — charging higher interest to riskier borrowers — would self-regulate the sector. This neoliberal 

concept assumes that credit markets are rational, borrowers are informed, and competition will weed out bad actors.  

But India's informal economy doesn’t work like a credit textbook. 

 Most borrowers cannot assess risk-adjusted pricing. 

 Many are unaware of interest rates or compound interest implications. 

 A significant number of contracts are never read, let alone understood. 

In a study by the Centre for Social and Behaviour Change, only 22% of women micro-borrowers in Uttar Pradesh knew their interest rate, and less than 

10% understood the difference between flat and reducing balance loans. The market is thus not just asymmetric — it's opaque and exploitative. 

3.3 Data Blindness: The Missing Pieces 

India’s credit infrastructure boasts of multiple credit bureaus — CIBIL, Equifax, Experian, CRIF High Mark — but they are only as effective as the data 

fed into them. 

 Many fintechs do not report loans to credit bureaus, especially when working through informal channels. 

 Gold loans, SHG loans, chit funds, and money borrowed from relatives or informal community lenders often go unrecorded. 

 Even within regulated entities, real-time loan stacking detection is weak. 

As a result, a borrower with six concurrent loans may still appear as a good credit risk on paper. 

In short, the regulatory ecosystem lacks a 360-degree view of borrower indebtedness. 

3.4 Institutional Myopia: The Scale Fetish 

Microfinance institutions, backed by impact investors and development finance institutions (DFIs), often operate under a "scale-first" business model. 

The faster the client base grows, the more attractive the institution becomes to global investors, especially those chasing double-bottom-line returns — 

social impact + financial performance. 

This has created a dangerous dynamic: 

 Loan officers are incentivized for disbursement, not repayment quality. 

 Risk officers are underfunded or sidelined, especially in NBFC-MFIs. 

 Boardrooms rarely hear from distressed clients — only from growth charts. 

A 2023 study by the Inclusive Finance India Report found that while the average loan officer in a Tier-II city MFI was handling 600 clients, only 4% of 

their time was spent on due diligence. The rest? Loan pushing, app onboarding, and collections. 

“We’re forced to meet monthly targets, or risk losing our jobs,” said a loan agent from a leading MFI in Jharkhand. “We know some clients are over-

borrowed. But we have no choice.” 

3.5 The Impact Investor Illusion 

Much of the capital in Indian microfinance today comes from impact investors — funds that promise not just returns but “measurable social outcomes.” 

Yet, their behavior often mirrors that of venture capitalists. 

They expect rapid growth, aggressive expansion, and rising valuations. 

 Between 2017 and 2022, India received over $3 billion in impact investment capital in the microfinance space. 

 Some funds even exited with 20–30% IRR (Internal Rate of Return), despite borrower distress on the ground. 

Instead of demanding improved underwriting or borrower protection mechanisms, many investors chased scale metrics — number of clients, size of loan 

books, digital adoption rates — none of which reflect actual borrower wellbeing. 
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3.6 Political Blind Spots and Perverse Incentives 

Regulators weren’t the only ones asleep at the wheel. State and central governments, too, have played a role in the crisis — often unintentionally. 

 Loan waivers during elections eroded credit discipline. 

 Lack of enforcement of fair collection practices allowed harassment to fester. 

 Government schemes like PM-SVANidhi and MUDRA Loans, though well-intentioned, ended up fueling parallel credit systems with 

overlapping debt. 

Moreover, the absence of a dedicated consumer grievance redressal system in microfinance has left many poor borrowers voiceless. While banks have 

ombudsman systems, NBFC-MFIs typically offer little more than call center helplines, often unreachable or unresponsive. 

Inference of Section III 

The unfolding subprime crisis in India’s microfinance sector is not a surprise. It is a slow-motion train wreck, long predicted but ignored in the pursuit 

of scale, investor returns, and regulatory relaxation. 

The regulatory framework failed not because it lacked ambition — but because it trusted too much in market discipline and too little in borrower 

vulnerability. What’s now required is not just new rules, but a new regulatory philosophy — one that places the dignity and resilience of the borrower at 

its center. 

Until then, India’s microfinance system will remain a paradox: a mechanism designed to serve the poor, but increasingly structured to profit from their 

desperation. 

Section IV: The Human Cost – Stories Behind the Statistics 

4.1 From Data Points to Lives 

The story of India’s microfinance subprime crisis is often told through numbers — a ₹3.6 lakh crore ($45 billion) loan book, a 68% borrower stress rate, 

and rising overdue rates. But behind every metric is a human being — a woman who skips meals to make repayments, a child pulled out of school, a 

family living in fear of debt collectors. 

Microfinance was meant to empower. Instead, it’s becoming a silent extractor of dignity. To truly understand the crisis, we must leave the spreadsheets 

and enter the homes, fields, and alleys where this debt plays out. 

4.2 Radha’s Dilemma: Choosing Between Food and Repayment  

In a dusty village on the outskirts of Barabanki, Uttar Pradesh, Radha Devi, a 37-year-old mother of four, juggles five microloans. She borrowed from 

two NBFC-MFIs, one SHG (Self Help Group), and two informal neighborhood lenders. Her total monthly repayment exceeds ₹7,500. Her family earns 

₹9,000 in peak agricultural months — less during lean ones. 

“I have stopped buying milk. My children eat salt and rice,” she says. “If I miss even one payment, they (loan officers) threaten to come home and shame 

me in front of neighbors.” 

Radha’s loans were originally taken for tailoring equipment. But when COVID-19 shut down her orders, she began borrowing to repay older dues. Now, 

she’s trapped in a pure repayment spiral, with no productive use for the borrowed funds. 

Radha is not alone. According to a study by the Bharat Inclusion Initiative (2023), 32% of borrowers in North India use new loans primarily for old loan 

repayments, with no net income generation. 

4.3 Shanta’s Son and the Lost School Year 

In Coimbatore, Tamil Nadu, 42-year-old Shanta took a ₹40,000 loan from a fintech app that promised “instant disbursement with no paperwork.” She 

used the money for her husband’s emergency appendectomy. When repayment began, the interest turned out to be over 36% annually. 

Unable to pay, Shanta defaulted. The fintech firm, in turn, began messaging her entire contact list. Her son was bullied in school. The shame led her to 

withdraw him from class mid-year. 

“I begged them not to contact my relatives. But the app had access to my phone book. They sent messages to my brother -in-law and my landlord.” 
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Shanta’s story is not an outlier. According to a 2022 study by Dvara Research, 21% of digital microloan borrowers faced public humiliation through 

contact-list messaging or social media shaming, a practice not fully covered under RBI regulations for NBFCs. 

4.4 Case Study: Tribal Women in Chhattisgarh 

A 2023 survey by PRADAN (Professional Assistance for Development Action) in southern Chhattisgarh revealed that 70% of tribal women in Dantewada 

and Bijapur districts had more than three active microloans. Most of these women were illiterate or semi-literate. 

 Average household income: ₹5,500/month 

 Average monthly repayment: ₹4,300 

 Loan purposes: Livestock purchase (30%), previous loan repayment (48%), marriage/wedding costs (15%) 

The loans were disbursed through a combination of MFIs and digital lenders, often through agents who used Aadhaar-enabled verification without proper 

explanation. 

“I signed using my thumbprint. I didn’t know how much I was taking,” said one respondent.  

The findings highlight how financial inclusion can devolve into predation when literacy, consent, and comprehension are absent. 

4.5 The Gendered Pain of Debt 

Women comprise over 90% of microfinance borrowers in India, drawn in by group liability structures and SHG models. But when loans sour, it is also 

women who bear the brunt of shame and social stigma. 

 In Jharkhand, women reported being publicly scolded by loan agents during weekly SHG meetings. 

 In West Bengal, a woman was reportedly forced to pawn her mangalsutra to pay dues. 

 In Telangana, some MFIs offered 'emergency top-up loans' at higher rates, targeting women who had already defaulted. 

The emotional toll is immense. According to a 2023 study by the Indian Institute of Public Health (IIPH), microloan-related distress was linked to 

symptoms of anxiety and depression in 39% of surveyed female borrowers. 

“We’ve noticed that in some rural clinics, microfinance stress is a recurring cause of psychosomatic symptoms,” says Dr. Rani George, a public health 

expert who co-authored the study. “These women aren't just financially stressed — they’re emotionally exhausted.” 

4.6 Death by Debt: A Grim Toll 

Perhaps the most chilling consequence of microfinance gone wrong is suicide. In 2023, media outlets reported over a dozen borrower suicides in 

Telangana, Odisha, and West Bengal linked directly to aggressive recovery tactics. 

 In one tragic case in Warangal, 35-year-old homemaker Asha ended her life after repeated visits from collection agents who warned her she 

would be “blacklisted publicly.” 

 Her husband, a daily wage earner, was unaware she had taken three loans — two through app-based lenders and one via SHG. 

A subsequent state-level inquiry found violations of RBI’s Fair Practices Code, including collection visits after dark and intimidation involving family 

members. 

These incidents echo the Andhra Pradesh microfinance crisis of 2010, where over 50 suicides were reported due to coercive practices — a chilling 

reminder that the sector still carries the seeds of systemic trauma. 

4.7 Social Collateral: The Quiet Collapse 

Historically, India’s microfinance model thrived on social collateral — the idea that group liability would ensure discipline. Borrowers would support 

one another and discourage defaults. But post-pandemic, that model has frayed. 

Weekly in-person meetings gave way to digital disbursements. Group cohesion eroded. Today, each borrower is increasingly isolated, with no peer 

accountability to check over-lending or abusive practices. 
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As Dwijaraj Bhattacharya of Dvara Institute notes: 

“The moment you remove physical presence and joint responsibility, microfinance stops being communal support and becomes atomized debt.” 

4.8 A Culture of Fear and Shame  

Debt in India is not just financial. It’s moral and social. In many communities, failure to repay a loan is seen as a character flaw, not a systemic failure. 

This stigma has created a culture where: 

 Borrowers suffer in silence 

 Families avoid seeking help 

 Community support structures collapse under the weight of shame 

Women like Radha and Shanta aren’t just avoiding default — they’re avoiding humiliation, family conflict, and ostracization. 

4.9 When Coping Strategies Collapse 

Faced with rising repayments, borrowers adopt a series of coping mechanisms: 

1. Cutting Consumption: Meals are skipped, medicines avoided. 

2. Pulling Children from School: Especially girls, who are more expendable in traditional families. 

3. Selling Assets: Gold, livestock, and tools are liquidated, undermining future earning potential. 

4. Migrating for Work: Families break apart, chasing seasonal employment in cities. 

5. Borrowing More: Perhaps the cruelest irony — borrowing yet again to survive prior borrowing. 

These short-term tactics only deepen the long-term debt spiral, converting a financial hiccup into generational poverty. 

Inference of Section IV 

The numbers behind India’s microfinance boom — ₹3.6 lakh crore in credit, millions of active borrowers — sound impressive. But they mask a landscape 

of dignity stripped, choices constrained, and futures foreclosed. Microfinance was supposed to empower India’s poor, especially its women. Instead, for 

too many, it has become a source of daily anxiety, social isolation, and economic fragility. 

Behind the crisis lies a truth policymakers must acknowledge: no financial model is inclusive if it extracts more than it enables. Until the stories of Radha, 

Shanta, and countless others become central to microfinance strategy — not footnotes — India will continue mistaking access for equity, and disbursement 

for development. 

Section V: Reimagining Microfinance – A Blueprint for Responsible Lending 

The story of microfinance in India is not yet finished. While the subprime surge has exposed deep cracks, it also offers an opportunity — to rebuild the 

model on sturdier, more ethical foundations. If the sector is to fulfill its original promise of empowerment, a fundamental r ethink is required, not just in 

rules but in values, not just in products but in purpose. 

This section lays out a blueprint for responsible lending — one that centers people, restores dignity, and transforms microfinance from a debt trap into a 

development tool. 

5.1 Rethinking Risk: From Borrower to Lender Accountability 

For decades, the microfinance industry has functioned on the premise that risk lies solely with the borrower. Default is seen as moral failure. But this 

lopsided view ignores systemic flaws — poor underwriting, aggressive sales, and unrealistic repayment terms. 

To change this, risk must be redistributed: 

 Credit Bureau Mandates: Strengthen the role of credit bureaus. Every MFI and fintech lender must mandatorily report borrower data in real-

time. This prevents borrowers from stacking multiple loans unknowingly. 

 Underwriting Discipline: Incentivize lenders to assess household-level indebtedness, not just individual cash flow. Tools like Household 

Financial Stress Scorecards, piloted by Dvara Research and SEWA Bharat, can guide lending thresholds. 

 Penalize Reckless Lending: Just as defaulting borrowers face blacklisting, lenders with persistently high NPA or coercive recovery tactics 

should face RBI-mandated lending curbs or capital risk weight hikes. 

“If lenders bear some cost of delinquency, they’ll think twice before flooding villages with credit,” notes M. Shaktivel, a policy analyst at the Centre for 



International Journal of Research Publication and Reviews, Vol (6), Issue (4), April (2025) Page – 11329-11341                       11338 

 

Social and Economic Progress (CSEP). 

5.2 Restore the Human Touch: Rebuilding Relationship Lending 

Traditional microfinance had a face: the SHG leader, the field officer, the community worker. But with the rise of fintech, a lgorithmic approvals have 

replaced empathy. While efficiency improved, trust and comprehension plummeted. 

The solution isn’t to reject technology, but to rehumanize it. 

 Hybrid Models: Combine digital onboarding with community-based verification. MFIs like North East Small Finance Bank have piloted this 

in Assam — online disbursal, offline social vetting. 

 Loan Literacy Camps: RBI could mandate that MFIs conduct quarterly Financial Literacy Group Sessions before disbursing top-up loans. 

These can be gamified, localized, and co-run with Panchayats. 

 Borrower Support Desks: Independent grievance redressal desks, akin to insurance ombudsman models, should be set up in every district, 

funded jointly by industry CSR funds. 

“Digital can scale reach, but humans build trust,” says Madhura Kothavale, a microfinance veteran who helped design Bandhan Bank’s rural expansion 

playbook. 

5.3 Customizing Repayment: From Rigidity to Resilience 

Weekly repayment cycles — a cornerstone of legacy microfinance — are increasingly misaligned with modern borrower realities. Agriculture incomes 

are seasonal. Gig work is erratic. Health emergencies disrupt cash flow. Yet repayment timelines remain one-size-fits-all. 

Time to build in flexibility. 

 Seasonal Moratoriums: Allow for interest-only repayment months during known income dips — monsoon crop planting, school admission 

season, lean wage months. 

 Grace Periods for Emergencies: Mandate 2-month grace windows without credit score downgrades for borrowers who can document medical 

or job-related crises. 

 Dynamic EMI Models: Inspired by fintech innovations, repayments could vary based on digital cash flow (e.g., UPI inflows, MNREGA 

payouts). MFIs like Satya MicroCapital have begun testing this in Haryana. 

A pilot by MSC Consulting in Odisha found that flexible repayment reduced delinquency by 24% and improved client satisfaction by 36% over one year. 

5.4 Financial Literacy as a Core Product, Not CSR Add-On 

Financial literacy must move from tick-box training to core offering. Without it, microfinance becomes a system of consent without comprehension — 

an ethical void. 

 Localized Content: Use folk media, short films, and vernacular cartoons to teach credit cycles, interest rates, and over-indebtedness risks. 

 Gamified App Tools: Apps like Jai Kisan and Haqdarshak show that rural users engage better with gamified finance modules. MFIs could 

offer incentive-linked digital literacy badges. 

 Youth Literacy Clubs: Encourage SHGs and MFIs to run “Youth Savers Clubs” — a proven model in Kenya and the Philippines. Teach the 

next generation how to engage with credit responsibly. 

5.5 Redesigning Products: Credit for Life, Not Just Livelihood 

Most microloans today are working capital loans — short term, high frequency. But poor households also need credit for: 

 Health (childbirth, hospitalization) 

 Education (school fees, tuition) 

 Housing (repairs, sanitation) 

However, most MFIs avoid these citing tenure and risk concerns. 

Yet data shows that health shocks are the leading cause of default. 

The solution? Segmented loan products with different tenures, risk pricing, and approval norms. 
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 Health Credit Lines: Similar to credit cards, with dynamic caps, auto-top-up, and tie-ups with local clinics. MFIs can co-create with health 

insurers or NGOs. 

 Education Continuity Loans: School-linked, low-interest, long-tenure. Disburse to institutions directly, reducing misuse. 

 Emergency Micro-insurance Bundling: Partner with LIC or HDFC Ergo to bundle micro-insurance with every loan. Even a ₹10/month cover 

can cushion borrowers during crises. 

5.6 Building Community Ownership: Not Just Clients, But Stakeholders 

The SHG movement succeeded not because of loans, but because women owned the system. Today’s MFI model, in contrast, treats borrowers as credit 

endpoints, not participants. 

This must change. 

 Borrower Boards: Inspired by Grameen Bank’s early model, large MFIs could have borrower-elected advisory boards, influencing policy, 

recovery methods, and grievance handling. 

 Profit-Sharing Cooperatives: Explore legal models where borrower collectives own a stake in the MFI, akin to Amul-style dairy cooperatives. 

 Digital Community Dashboards: Public dashboards (village or cluster-wise) showing loan volumes, repayment rates, and grievance counts 

can foster transparency and peer checks. 

 

5.7 Tightening the Regulatory Web: Beyond Guidelines to Enforcement 

India’s microfinance regulation has progressed — RBI’s 2022 framework removed interest rate caps, increased income thresholds, and introduced loan 

cap norms. But enforcement remains weak. 

“We have good guardrails. But if no one’s policing the highway, crashes will continue,” says Professor Reetika Khera of IIT Delhi. 

Key regulatory improvements needed: 

 Real-Time Default Data: Mandate lenders to report delinquency weekly to a central MFI dashboard monitored by RBI. 

 Aggressive Recovery Ban: Codify strict penalties for coercive tactics — late-night visits, contact harassment, shaming. 

 Digital Lending Oversight: Bring all non-bank digital lenders under the NBFC umbrella. Today, many operate in a grey zone, dodging 

scrutiny. 

 State-Level Ombudsman: Empower state finance commissions to act swiftly on ground-level borrower complaints. 

5.8 Investor Responsibility: Aligning Capital with Impact 

Private equity and ESG investors have poured billions into Indian microfinance. But few enforce social performance metrics beyond repayment rates. 

If the capital is “impact capital,” then: 

 Make Impact Audits Mandatory: Investors should demand third-party audits on client well-being, not just repayment. 

 Tie Returns to Social KPIs: Consider blended finance models where ROI is linked partly to education retention, health coverage, or household 

income. 

 Support Innovation Funds: Investors can pool a portion of returns into a common fund to finance financial literacy, new product R&D, or 

digital grievance platforms. 

5.9 Towards a New Ethos: People Before Portfolios 

Ultimately, India’s microfinance crisis is not just about regulation, technology, or finance. It’s about values. Somewhere along the way, the mission to 

uplift lives was replaced with the ambition to scale balance sheets. 

It’s time to restore the soul of microfinance. 

 Empathy over Extraction 

 Stability over Scale 

 Partnership over Parity 
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As microfinance expands into new frontiers — from digital to green finance — this ethos will be the difference between a system that liberates and one 

that devours. 

Inference of Section V 

India doesn’t need less microfinance — it needs better microfinance. One that sees borrowers not as repayment machines but as people with dreams, 

setbacks, and potential. The crisis we face is not a dead end. It is a crossroads. 

If regulators, lenders, investors, and communities act with urgency, empathy, and imagination, microfinance can still be the ladder it once promised to 

be. 

But the time to act is now — before the cracks become a collapse. 

VI. Conclusion – A Call for Inclusive Accountability 

India’s microfinance journey, once symbolizing a hopeful pathway toward economic justice, now stands at a critical crossroads . What began as an 

empowering innovation to offer collateral-free credit to underserved populations — particularly women — has morphed into a complex system teetering 

on the edge of a subprime collapse. The sheer scale of expansion — a 2,100% surge in under a decade — is a testament to both the latent demand and 

unchecked exuberance that fueled this boom. Yet behind this facade of financial inclusion lies a sobering truth: millions of low-income families are now 

tethered to unsustainable debt, with little recourse and diminishing hope. 

The crisis we confront today is not merely a consequence of overborrowing or lax lending standards — though both are critical factors. It is a deeper, 

structural failure. It is a failure of vision, where financial inclusion was reduced to credit penetration. It is a failure of regulation, where oversight 

mechanisms could not keep pace with the innovation and aggression of lenders. And most tragically, it is a failure of empathy — where the lived realities 

of borrowers, their fragile coping mechanisms, and their unspoken burdens were drowned out by the language of “impact returns” and portfolio 

profitability. 

This moment calls not just for reform, but for reimagination. 

1. From Collateral-Free to Responsibility-Rich 

The microfinance model must return to its roots — but with modern tools. Joint liability groups and peer accountability were never just instruments of 

repayment assurance; they were forms of social capital. While the pandemic disrupted these mechanisms, they need not be abandoned. Instead, 

community-driven models can be blended with technology to reintroduce solidarity — through peer monitoring apps, neighborhood-based financial 

literacy drives, or participatory lending committees. 

Credit must no longer be treated as a product to be sold, but as a partnership to be cultivated. This demands a cultural shift within lending institutions: 

moving from transaction to transformation. 

2. Regulation that Listens 

The Reserve Bank of India (RBI) and allied institutions must lead with responsive regulation — not just reactive oversight. This includes: 

 Dynamic borrower profiling, leveraging high-frequency, anonymized data to track distress signals and repayment patterns in near-real time. 

 Geo-tagged stress mapping, to understand which regions are facing concentrated debt overload, so targeted moratoria, restructuring, or relief 

packages can be introduced. 

 Audits of lending intent, where regulatory authorities examine whether new loans are funding productive assets or merely recycling existing 

liabilities. 

Moreover, credit bureaus must be empowered — and obligated — to include data from fintech lenders, gold loan providers, and informal sources. This 

will offer a truer picture of borrower indebtedness, enabling more prudent lending. 

3. A New Social Contract for Impact Investors 

It’s time to revisit the covenant between capital and conscience. Impact investors must acknowledge that responsible lending does not end with disbursal 

metrics or repayment rates. It extends to the outcomes — educational, nutritional, aspirational — in the lives of borrowers. 

Development finance institutions (DFIs), ESG funds, and social venture capitalists should demand not just financial returns, but ethical audits. Was a 

woman borrower better off a year after the loan? Were her aspirations supported, or was she coerced into debt through aggressive cross-selling? 



International Journal of Research Publication and Reviews, Vol (6), Issue (4), April (2025) Page – 11329-11341                       11341 

 

Just as environmental funds assess carbon footprints, social impact funds must assess debt footprints.  

4. Borrower Protection as a Constitutional Right 

In a country where economic vulnerability is still a daily reality for hundreds of millions, borrower protection must be enshrined not just as a policy 

prerogative, but as a legal guarantee. This includes: 

 A national borrower ombudsman, independent of both regulators and industry, with the authority to mediate disputes, recommend relief, and 

penalize exploitative practices. 

 Mandatory financial literacy before loan disbursal, akin to consumer protection norms in pharmaceuticals or insurance. 

 A simplified individual bankruptcy pathway, so that borrowers trapped in unsustainable cycles can exit with dignity, rather than being 

criminalized for poverty. 

5. Media, Academia, and Civil Society Must Engage 

Microfinance is not just a financial issue — it’s a societal one. Journalists must tell the full story, not just of repayment rates but of what borrowers 

sacrifice to meet those obligations. Academics must go beyond metrics and explore the emotional, gendered, and intergenerational dimensions of debt. 

Civil society must act as a watchdog and a bridge — holding institutions accountable, but also enabling borrower voices to shape policy. 

A Future Worth Financing 

If there is one lesson to be learned from this subprime spiral, it is this: scale without soul can be destructive. India’s economic growth story must not be 

written in the ledgers of distressed borrowers. Instead, it must be inked in the aspirations of its most vulnerable — whose dreams, labor, and resilience 

form the bedrock of the nation’s progress. 

Microfinance can still be a powerful tool. But only if wielded with wisdom, humility, and accountability. The road ahead must be one where credit 

empowers, not entraps; where data enlightens, not dehumanizes; and where inclusion is not just about access, but about agency. 

Let this moment not be the end of the microfinance dream, but a turning point — toward a more just, transparent, and truly inclusive financial future. 
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