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ABSTRACT – 

India is the largest blue collar income class country in the world according to world bank. 

Accounting for 18% of the world’s total population. More than two third i.e. 68.8% of India’s total 

population reside in rural areas, out of which 60% of the people earn their living out of agricultural 

sector and as a consequence the per capita income is not enough to fulfil an individual’s nutritional 

requirements. This results in indigence, illiteracy, lower sex ratio and victimization. 

Microfinance serves as a vital financial lifeline for low-income individuals, including rural 

populations and small entrepreneurs, by offering services like loans, deposits, savings accounts, 

and insurance. It plays a crucial role in empowering people to grow their businesses and improve 

their livelihoods. In India, microfinance has garnered significant attention for its contribution to 

poverty alleviation, with various entities such as banks, NBFCs, cooperatives, NGOs, and MFIs 

catering to rural markets. The sector’s growth underscores its importance in enabling 

disadvantaged individuals to become self-sufficient. This paper aims to explore the impact, 

models, and challenges of microfinance in India, shedding light on its role in combating poverty. 

KEYWORDS – Low-income individual, Poverty alleviation, Self- sufficient, Microfinance, 

Microloans, SHG’s, Blue collar income  

  

  OBJECTIVES OF THE STUDY - 

• To analyze the development of microfinance sector in India and understand MFIs, NGOs

 and SHGs in the market. 

• To analyse the rural finance in India structural model and model of microfinance program 

of credit institutions and non-banking organisations. 

• To Understand the marketing of microfinance products in rural markets. 

• To learn about the importance and role of microfinance in poverty alleviation and 

profitable agriculture. 
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1. INTRODUCTION – 

Microfinance refers to the provision of financial services to the poor through loans and 

deposits. Microfinance in India is gaining momentum towards sustainability. Microfinance is 

considered an important tool to reduce poverty and improve the health of the poor. It is also 

considered as an accounting method to improve the development of the country. Now, an 

innovative PhD based on the Grameen model, led by Muhammad Yunus of Bangladesh, has 

raised awareness of poverty reduction in many countries, especially India. The microfinance 

sector is currently experiencing innovation and demand in emerging markets, particularly in 

relation to financial inclusion. In most cases, people seeking help from microfinance 

institutions must first acquire basic financial management skills. Courses include 

understanding interest rates, cash flow concepts, how financial bonds and savings work, how 

to budget and how to manage debt. Over the past two decades, economic development scholars 

have identified microcredit programs as one of the most important tools for poverty reduction. 

Some researchers believe that microfinance has not really succeeded in building community 

economies because it has not reached the poorest segments of the population. But others 

believe that the program can make the poor stand out if implemented properly. This claim 

creates a loophole for independent researchers to conduct further research on the impact of 

microfinance on poverty reduction because it cannot be confirmed by free evaluations and 

doctors. Therefore, we believe that this study contributes to the literature and further sheds 

light on this debate by examining the impact of microcredit on poverty reduction in India. 

Poverty leads to negative development and poverty reduction promotes economic 

development. Poverty means that life has no meaning. In reality, poverty makes it impossible 

to meet basic needs such as food, children’s education, adequate housing, health care and 

decent clothing. The poor were entitled to a share of the country’s resources, and other 

important needs can be said to be satisfied by society in general. Poverty is a global economic 

problem. Therefore, his knowledge is better at the level of international business and 

management. For example, the World Bank, the United Nations (UN) and the International 

Monetary Fund (IMF) develop various programs and projects to improve the lives of the poor 

and ensure health, economic growth and development. According to data, about half of the 

world’s population (about 3,000 people) earns less than $2 a day. Unfortunately, in these poor 

communities, one in five children will not reach their fifth birthday! Not surprisingly, in 

AEGAEUM JOURNAL

Volume 12, Issue 03, 2024

ISSN NO: 0776-3808

Page No:74



5 
 

September 2000, the United Nations announced the Millennium Development Goals (MDG) 

to achieve global development. The main goal of the political drive is to make the lives of the 

poor and oppressed more meaningful. In fact, reducing poverty and hunger underpins all the 

other MDG themes. Ironically, in sub-Saharan Africa, considered the poorest region in the 

world, the concept of poverty has not been studied and is rarely included in the curriculum. 

Therefore, the impact of microcredit programs on poverty reduction has been limited. In sub-

Saharan Africa. The rest of this study is divided into four parts. After the summary and 

introduction, Section 2 discusses the methodology and Section 3 discusses the problems and 

solutions. Section 4 discusses the conclusion 

2. RESEARCH METHODOLOGY – 

This is a descriptive research paper based on secondary data. It is important that the second 

site we use is relevant and a good source of inspiration. Therefore, we tried to select most of 

the studies that other researchers have examined and used in their studies. This selection 

process ensures the quality of the second location. 

3. ANALYSIS & SUGGESTIONS 

3.1   PROBLEMS / CHALLENGES – 

1. Over-Indebtedness 

Excessive debt the microfinance sector is reaching out to improve the living conditions of 

the underprivileged sections of Indian society. Therefore, excessive borrowing is a major 

obstacle to growth. Continuous collection of various loans from customers and utilization 

of management time are the most important factors for the development of microfinance 

sector in India. The microfinance sector has shown unsustainable development, increasing 

the risk of debt default. Rapid growth requires effective planning, something that is lacking 

in the Indian microfinance sector. Moreover, the need for better governance of Indian 

microfinance institutions is also a reason for overindulgence. These changes also 

influenced the 2008 microfinance crisis in India. Excessive debt makes MFIs vulnerable to 

borrowing and increases their need to remain profitable over the long term. 
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2. Higher Intrigued Rates in Comparison to Standard Banks 

The interest rate is higher than that of regular banks. Compared to commercial banks in 

India, the profit margins of small banks are limited. In India, the age-old money-saving 

system is firmly established and is gradually being improved to meet the needs of the times. 

Most microfinance institutions charge very high interest rates (12-30%) compared to 

commercial banks (8-12%). The Reserve Bank of India (RBI) regulator has issued rules 

scrapping the 26% cap on interest rates for financial institutions (MFIs). While many 

players in the microfinance institutions (MFIs) sector have benefited from the Reserve 

Bank of India’s (RBI) policy reforms, lenders are in a precarious situation. The trend of 

farmer suicides in states like Andhra Pradesh and Maharashtra is a result of borrowing at 

higher interest rates. 

3. Far reaching Reliance on Indian Managing an account System 

Success of India’s account management system One of the key challenges for microfinance 

in India is the success of savings accounts. Since most microfinance institutions are 

registered non-governmental organizations (NGOs), they partner with financial institutions 

such as commercial banks to carry out lending activities through their own capital. Most 

of these companies are private banks and charge higher fees. They are also known for their 

short scores. The high dependence of MFIs in India on banks makes banks inaccessible to 

borrowers. 

4. Insufficient Speculation Validation 

Insufficient verification of guesses Another challenge facing microfinance education in 

India is inadequate verification of speculation. Evaluation is an important element in the 

effective functioning of microfinance organizations. However, the novel nature of the 

business in which MFIs operate often limits their outreach activities. These restrictions 

make it difficult for MFIs to obtain investment information. The need for robust, reliable 

measurement strategies prevents MFI management teams from obtaining the quality 

information they need to make informed decisions about risk. 

 

AEGAEUM JOURNAL

Volume 12, Issue 03, 2024

ISSN NO: 0776-3808

Page No:76



7 
 

5. Need of Sufficient Mindfulness of Money related Administrations in the Economy 

Economic management must pay appropriate attention to the impact on the economy. Most 

of India’s population is not well versed in basic finances. The people urgently need a 

microfinance sector in terms of financial management. This requirement for satisfactory 

information is one of the factors that prevents citizens of the state from easily applying for 

loans from financial institutions to meet their financial needs. Moreover, it brought about 

extensive financial restrictions on the country. The additional task of educating the public 

and creating credit falls on the shoulders of MFIs. The commitment to the initiatives and 

projects that IFIs support makes it difficult for these institutions to sustain themselves in 

the face of unnecessary competition found in developing countries. 

           3.2   SOLUTIONS – 

Microloans, as well as they are designed to help out the people in need, it does have its 

own share of improvements. 

Over- indebtedness can be reduced by certain regulations that will help to limit the number 

of loans that a borrower can take out at the same time. Institutions can also employ 

responsible lending practices like assessing the ability of a particular borrowers to repay 

before issuing a kind of loan, and offering financial literacy to help borrowers manage their 

debt.  When it comes to microloans, it also means high interest loans. By Implementing 

certain the loan amount covered by caps or provide subsidies to micro- financial institutions 

to lower interest rates for borrowers. Conducting various financial education programs can 

help all the borrowers understand the implications of high interest rates and how they are 

implemented during loans. By depending largely on the banking sectors, commercial 

banks, it can cause a lot of risk and high private interest rates. We need to diversify and 

develop alternative financial institutions and services that such as fintech companies, non-

banking financial companies (NBFC). There has always been a constant problem with the 

lack of knowledge and awareness about financial services and economy. In India, only 

about 17% people invest in India as per 2023 compared to the 1.44 billion population the 

country holds, all because of the lack of knowledge and awareness. By giving adequate 

knowledge, information and financial literacy to people, it creates a better understanding 
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of finance and helps people take charge of their own finances that help the issue of large 

dependency and through this, more people would willingly invest and help the economy. 

4. CONCLUSION – 

India’s microfinance sector faces significant hurdles despite its pivotal role in alleviating 

poverty and empowering marginalized communities. Over-indebtedness remains a primary 

concern, with clients increasingly resorting to multiple borrowings and inadequate risk 

management. The absence of collateral and infrastructural limitations exacerbates this issue, 

as highlighted by the 2008 microfinance crisis. Additionally, high-interest rates, stemming 

from the removal of interest rate caps by the Reserve Bank of India, pose challenges and have 

been linked to tragic outcomes like farmer suicides in states such as Andhra Pradesh and 

Maharashtra. 

Dependence on the Indian banking system, particularly commercial banks, compromises the 

sustainability and autonomy of microfinance institutions (MFIs). This reliance on private 

institutions raises concerns about their competency as lending partners, given the higher 

interest rates and shorter loan periods often imposed. Inadequate investment validation further 

hampers MFIs, limiting their ability to support economic development due to difficulties in 

accessing reliable market data and standardized valuation procedures. 

Financial awareness is another significant hurdle, especially in rural areas with low literacy 

rates, hindering access to microfinance services and contributing to widespread financial 

exclusion. Responsibility falls on MFIs to educate and establish trust, adding complexity to 

their operations. Regulatory issues also loom large, with concerns about the Reserve Bank of 

India’s focus on traditional banking, necessitating a balance that supports sustainable growth 

and financial inclusion in the microfinance sector. Addressing these challenges requires 

collaborative efforts from policymakers, financial institutions, and microfinance entities to 

foster a more resilient and effective microfinance landscape for inclusive economic growth and 

societal development in India. 
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