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Abstract 
Microfinance came into India with a huge promise, like give a poor woman a small loan an she will somehow 

lift her whole family out of poverty. For almost two decades, that line pretty much wrote the playbook: it guided 

policy, pulled in foreign money, and even helped earn a Nobel Peace Prize for the original idea’s champion 

abroad. Still, once the early excitement settles down, what does the evidence actually say, not the slogan? This 

article digs into what happens to borrowers years later after that first microloan, and it leans on data from 

India’s own institutions NABARD, the Reserve Bank of India, the Rangarajan Committee, plus the well-known 

Hyderabad microcredit study run by Abhijit Banerjee and Esther Duflo. It also follows how the Self-Help 

Group–Bank Linkage Programme grew, then how private microfinance institutions expanded fast in a more 

commercial direction, and then the 2010 Andhra Pradesh crisis that really showed the dangers of over-lending. 

Along the way the article questions whether microloans genuinely shrink poverty in the long run, or if they 

mostly nudge existing tiny enterprises a little forward, while the deeper structural problems that keep 

households stuck, stay pretty much in place. There’s attention to gender dynamics too, repayment stress on 

women, and the regulatory reforms that arrived after the Malegam Committee report. In the end it’s not a 

victory lap, and it’s not a full dismissal either. Microcredit appears to work fairly well as one financial 

instrument among many, but it is not that single-handed poverty cure it was marketed as years ago. Readers 

should end up with a clearer, evidence-based view of what small loans can do, and what they cannot, and why 

the ten-year outcome depends so much on how lending is actually designed, supervised, and regulated. 

Keywords: microfinance, poverty alleviation, Self Help Groups, financial inclusion, Andhra Pradesh crisis, 

rural credit 

 

I. Introduction 
Ask most people what microfinance does, and you'll probably hear some version of the same story. A 

poor woman in a village gets a small loan, maybe five or ten thousand rupees. She buys a sewing machine or a 

couple of goats. Within a few years, her business grows, her children go to school, and her family climbs out of 

poverty. It's a tidy narrative, and it's the one that made microfinance famous around the world. 

Reality is messier. India has run some of the largest microcredit experiments on earth, and the country 

also witnessed one of the sector's worst crises. Looking at what actually happened to borrowers — not just in 

year one, but five or ten years down the line — tells a much more complicated story than the sewing-machine 

version. 

This article walks through that story using Indian data. It starts with how microfinance grew in India, 

moves through the evidence on what borrowing actually changes for households, examines the 2010 Andhra 

Pradesh crisis as a case study in what goes wrong, and ends by asking what the long-term picture really looks 

like once the dust settles. 

 

1.1 Why the Ten-Year Question Matters 

Most evaluations of microfinance look at short windows a year, maybe two. That's understandable; 

long-term tracking is expensive and borrowers move, change phone numbers, or simply stop responding to 

surveys. But a loan that helps someone this year isn't automatically proof of lasting change. A family could take 

a loan, see a temporary bump in income, then slip back into the same difficulties once the loan cycle ends or an 

unexpected expense hits. The real test of microfinance isn't whether it helps in the short run. It's whether, a 

decade later, families who borrowed are meaningfully better off than those who didn't. 

 

II. The Growth of Microfinance in India 
2.1 Two Parallel Models 

India more or less built its microfinance scene around two pretty different tracks, like they were 

running at the same time. The first one is the Self-Help Group-Bank Linkage Programme, SHG-BLP, which 

http://www.iosrjournals.org/


Microloans and Long-Term Poverty: What Really Happens Ten Years After Borrowing? 

DOI: 10.9790/487X-1807017378                                  www.iosrjournals.org                                           74 | Page 

NABARD kicked off in 1992 as what was really a small pilot. In this setup, women come together in groups 

usually of ten to twenty, they save in common, and over time they borrow from banks as a unit, relying on 

neighbor accountability rather than collateral.The second track is the private, for-profit microfinance institution, 

or MFI, companies like SKS Microfinance, Spandana, and Share Microfin, who lend straight to individual 

borrowers or to small joint-liability groups, and it’s typically on a weekly repayment rhythm. 

 

By the time the Bharat Microfinance Report 2014 was published, the SHG path alone had reached 

around 97 million households through 74.29 lakh groups. That translates into a gross loan outstanding of 

₹42,927 crore, and the SHG bank linkage model had reached roughly the same, 97 million households through 

74.29 lakh SHGs with a gross loan outstanding of ₹42,927 crore. Meanwhile, the private MFI pipeline had 

touched about 33 million individuals, with an outstanding loan portfolio of ₹33,500 crore micro credit services 

provided by MFIs reached around 33 million individuals with an outstanding loan portfolio of ₹33,500 crore.So 

when you put those numbers side by side, you get a sense of scale. It wasn’t a niche thing. It wasand still is one 

of the largest financial inclusion efforts anywhere in the world. 

 

2.2 Who Actually Gets Left Out 

Scale on its own doesn’t really tell you if the right people, like the truly excluded ones, are being 

reached. The Rangarajan Committee on Financial Inclusion, which was set up by the Government of India and 

chaired by C. Rangarajan, basically concluded that a very large share of the rural population still had no access 

to formal credit, even after years of banking expansion, and not a little. As per NSSO data that the committee 

referenced, 45.9 million farmer households, or 51.4 percent of the overall 89.3 million households, did not tap 

credit from either institutional or non-institutional sources. And here’s the part that feels a bit blunt: only a small 

segment of farm households were actually getting to formal lenders at all, just 27 percent of total farm 

households were indebted to formal sources. The same committee also put forward an estimate that around 41 

percent of India’s population was unbanked, and this rose to 61 percent in rural areas. 

That gap matters a lot for the ten-year question. If microfinance is mostly reaching households that 

were already lightly plugged into markets, like those with a modest business, some land, or a spouse who is 

working, then the poverty-reduction narrative changes quite a bit. It looks different versus a situation where it 

reaches the poorest of the poor, people who have nothing else at hand. 

 

III. What the Evidence Actually Shows 
3.1 The Hyderabad Experiment 

The most rigorous long-term evidence on microcredit in India comes from a randomized study done in 

Hyderabad by Abhijit Banerjee , Esther Duflo , Rachel Glennerster and Cynthia Kinnan. Back in 2005, the 

researchers worked with the microfinance institution Spandana to randomly choose half of 104 slum 

neighborhoods to get a new branch, while the others did not. in that same year, half of 104 slums in Hyderabad, 

India were randomly picked for the opening of a branch of a specific microfinance institution, and the rest were 

not. That set up helped the team tease out what access to microcredit actually changed, rather than only doing a 

simple comparison between borrowers and non-borrowers, who might start off different in all kinds of quiet 

ways. 

The early signs, around fifteen to eighteen months in, pointed to a modest uptake shift: households 

were 8.8 percentage points more likely to have a microcredit loan. But the key result arrived later, once they 

tracked households for three to four years, enough time so that even the “control” neighborhoods ended up 

getting credit from Spandana or other lenders. At that stage, the likelihood of borrowing from an MFI was 

basically equal in both treatment and comparison slums. Still, the treatment households had been borrowing for 

a longer stretch, and they were borrowing larger amounts. Yet consumption stayed the same across groups, the 

average enterprise was no more profitable, though profits did go up at the upper tail. And there were no clear, 

measurable improvements in health outcomes, education, or women’s empowerment either. 

That’s sort of a sobering result for anyone expecting microcredit to, ya know, transform lives across the 

board. It doesn’t mean the loans did nothing. Small businesses that were already reasonably well-positioned saw 

real gains, like actual movement. Small business investment and profits from preexisting businesses increased, 

durable goods expenditure went up , and spending on so-called “temptation goods” declined. But for the average 

household, especially those without an existing business to grow, the transformation people hoped for just didn’t 

show up in the data. 

 

3.2 A Pattern Seen Elsewhere Too 

India isnt the only one showing this sort of pattern, you know. There was also a bigger separate large-

scale study in Thailand, looking at the governments Million Baht Village Fund program, and it came back with 

results that were kind of, well, mixed. Consumption went up, agricultural income went up, wages as well, at 
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least in villages that got the money. But then the weird part is asset growth did the opposite overall, because in 

the places where loans were disbursed, overall asset growth fell. Even if consumption expanded and income for 

people in agriculture and business rose, and wages increased for laborers too, the villages still ended up with 

less overall asset growth than before. Researchers who reviewed that Thai work said it sounded a lot like what 

the Hyderabad study found. Some of the Thai outcomes matched, in small but noticeable ways, what economists 

saw in the microfinance experiment in Hyderabad, India. So when two countries that look quite different, with 

two quite different loan structures, end up with broadly comparable conclusions, it feels like a solid signal that 

this isnt just some fluke from one specific study design. 

As shown in Figure 1, the trajectory of a typical borrowing household looks less like a steady climb out 

of poverty and more like a modest, uneven bump that levels off once the loan cycle matures. 

 

 
Figure 1: Household Consumption and Business Profit Trends, Treatment vs. Comparison Areas (Hyderabad 

Microfinance Study) 

 

Ok so this line chart kind of follows two groups of households in Hyderabad across about 40 months or 

so, one group gets early access to microcredit via Spandana, and the other group is the comparison crowd that 

gets access later. Visually both lines mostly move in step for consumption, and there isn’t any big separation 

over time. Then for business profits it’s different, it shows a mild upward tilt, but that only shows up for the 

treatment group, specifically among businesses that were already established. So the main takeaway is that the 

early credit access doesn’t create a wide, lasting boost in household spending, but there is this limited slice 

where existing small businesses do end up with higher profits. The data comes from Banerjee, Duflo, 

Glennerster, and Kinnan (2015) in the American Economic Journal: Applied Economics. 

 

3.3 Why the Loan Structure Itself Matters 

Part of the explanation for these muted results lies in how Indian microloans are typically structured. 

Most MFI loans require repayment to begin almost immediately after disbursement, often within a week or two, 

and continue on a weekly schedule. Researchers Erica Field and Rohini Pande studied this pattern directly, 

looking at what happens when repayment starts fast and stays frequent. Their work, focused specifically on 

Indian microfinance, found that this structure creates real strain Field and Pande examined repayment frequency 

and default in microfinance using evidence from India. A borrower who takes a loan to start a small business 

often needs months before that business produces steady income. But if the first repayment is due within days, 

there's no room for the investment to mature before the debt clock starts ticking. Many households end up 

covering early repayments from savings, other income, or even a second loan, rather than from the business the 

loan was meant to fund. 

This is a structural issue, not just a matter of individual borrower discipline. It suggests that when 

microloans fail to produce long-term poverty reduction, the reason isn't always that borrowers used the money 

unwisely. Sometimes the loan product itself is a poor match for how small businesses actually grow. 

 

IV. The Andhra Pradesh Crisis: A Warning From 2010 
4.1 What Went Wrong 

No honest account of Indian microfinance can skip 2010. Andhra Pradesh had been the undisputed 

leader of the private MFI model, home to several of the country's largest lenders, including SKS Microfinance, 
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which listed on the Bombay Stock Exchange that July in what was an initial public offer of 16.8 million shares, 

with SKS holding around 21 percent market share in loan disbursements nationally. But rapid growth had a dark 

side. Multiple MFIs were lending to the same borrowers without checking existing debt, loan officers faced 

aggressive collection targets, and recovery agents in some cases used coercive tactics to force repayment. 

The consequences turned tragic. Reports emerged of over 200 borrowers dying by suicide as they faced 

mounting repayment pressure from microfinance institutions and became trapped in debt cycles. Then RBI 

governor Y.V. Reddy was blunt about what he thought was really happening, describing profit-driven, 

aggressive lending as functionally no different from moneylending Reddy argued that if it is profit and there is 

lending, aggressively, then it's just moneylending, and that profit-seeking MFIs do no better than moneylenders. 

The Andhra Pradesh government responded with an emergency ordinance issued on 15 October 2010, making it 

mandatory for all MFIs to seek state approval before extending any new loan. 

The fallout was swift and severe for the industry itself. Within about a year, the overall microfinance 

loan portfolio nationally shrank from roughly 5.4 billion US dollars in 2010 to 4.3 billion in 2011, and the 

number of borrowers fell from 32.5 million to 26.4 million. Some of the biggest names in the sector never fully 

recovered their earlier scale. 

 

4.2 The Regulatory Response 

In the aftermath, the RBI set up a committee headed by Y.H. Malegam, a senior central board member, 

to figure out what regulation the sector actually needed. The committee's brief was direct: prevent a repeat of 

Andhra Pradesh while keeping legitimate microfinance functioning. Its recommendations led to a new 

regulatory category, the NBFC-MFI, bringing private microfinance lenders under a distinct RBI framework with 

rules on loan caps, interest rate margins, multiple lending, and mandatory disclosure of terms to borrowers 

accepting the recommendations of the Malegam Committee, the RBI created a separate category of Non-

Banking Financial Company known as NBFC-MFI, bringing these institutions under a distinct regulatory 

framework. 

Table 1 sums up how the sector looked before and after the crisis reshaped it. 

 

Table 1: Indian Microfinance Sector — Key Indicators Before and After the 2010 Andhra Pradesh Crisis 
Indicator 2010 (Pre-Crisis) 2011–2012 (Post-Crisis) 

National MFI loan portfolio Approx. US$5.4 billion Approx. US$4.3 billion 

Number of active MFI borrowers 32.5 million 26.4 million 

SKS Microfinance loan portfolio Peak level 20.7% of peak volume 

Regulatory framework State-level, fragmented RBI-regulated NBFC-MFI category (post-Malegam) 

Source: Compiled from Priyadarshee and Ghalib (2011); Malegam Committee Report (RBI, 2011); Bharat 

Microfinance Report 2014 (Sa-Dhan/NABARD). 

 

The crisis also pushed the sector toward credit information sharing, something it had badly lacked. A 

dedicated credit bureau for microfinance borrowers was launched in March 2011, aiming to stop the exact kind 

of multiple, overlapping lending that had fueled the crisis CRIF High Mark launched India's first credit 

information bureau for microfinance borrowers in March 2011, building a database that eventually covered 

more than 150 million loan accounts from nearly 190 member institutions. 

 

V. Gender, Group Lending, and the Ten-Year Picture 
5.1 Who Actually Borrows 

Indian microfinance has always leaned heavily on women borrowers, and this wasn't accidental. Group 

lending models rely on social pressure and mutual accountability, and lenders found that women's groups tended 

to have better repayment discipline and stronger community ties. The scale of this gender focus is striking: more 

than 84 percent of SHGs are exclusively women's groups, and this pattern has held steady across the sector for 

years. 

Whether this translates into lasting empowerment, though, is a separate question from whether it 

translates into repayment. The Hyderabad study's finding of no measurable change in women's empowerment 

indicators after years of credit access is worth sitting with. Access to a loan and control over how it's used, and 

over the income it generates, aren't automatically the same thing. In many households, a woman might be the 

named borrower while decisions about spending remain shared with, or dominated by, other family members. 

That distinction rarely shows up in loan disbursement statistics, but it matters enormously for whether 

microcredit shifts a woman's long-term position within her household. 

 

5.2 The Debt Trap Risk 

The other side of relying so heavily on group and peer-pressure lending is what happens when things 

go wrong. If one member struggles to repay, the whole group can face consequences, which sometimes pushes 
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people to borrow from a second or third source just to stay current on the first loan. This is exactly the multiple-

lending pattern that made the Andhra Pradesh crisis so severe, and it's a risk that doesn't disappear just because 

regulations improved after 2011. A household juggling three overlapping loans isn't building wealth. It's treading 

water, and sometimes sinking slowly. 

As shown in Figure 2, the structural risk of debt stacking becomes clearer when you map out how 

quickly borrowers in high-density MFI areas tend to take on additional loans relative to areas with a single 

lender. 

 

 
Figure 2: MFI Market Penetration and Multiple Borrowing Risk by Region, 2013–14 

 

This is a regional comparison chart showing the share of national microfinance loan portfolio held by 

each zone of India, alongside typical borrower density per branch. The Southern region, which historically 

included Andhra Pradesh, held the largest share of national loan portfolio outstanding at 41 percent, followed by 

the East at 23 percent, with Central, West, North, and Northeast trailing well behind. The key insight is that 

portfolio concentration in a small number of regions created exactly the conditions for overlapping, competitive 

lending that triggered the 2010 crisis. Data sourced from the Bharat Microfinance Report 2014, Sa-Dhan, 

supported by NABARD. 

 

VI. So, Does Microfinance Reduce Poverty Over Ten Years? 
Pulling all of this together, the honest answer is: partly, and unevenly. Microloans do not appear to 

work as a blanket poverty cure. The best available Indian evidence, from a rigorous randomized study, shows no 

broad increase in consumption or improvement in health, education, or women's empowerment even after 

several years of credit access. What did happen was more modest and more concentrated: existing small 

businesses, particularly those that were already somewhat established, saw real gains in investment and profit. 

Households that had no business to grow, or whose survival needs outpaced what a small loan could realistically 

fund, didn't see the same transformation. 

At the same time, dismissing microfinance entirely misses something real too. For millions of Indian 

households, an SHG loan or an MFI loan was their first ever contact with formal finance. It gave them a savings 

habit, a credit history, and in many cases a cushion against the informal moneylenders who charge far higher 

rates. The Rangarajan Committee's finding that half of rural farm households had no access to any credit at all, 

formal or informal, shows just how large that starting gap was. Filling even part of it counts for something. 

What the ten-year lens really teaches us is about design and regulation, not the concept itself. The 

Andhra Pradesh crisis happened because growth outpaced oversight, because repayment schedules didn't match 

how businesses actually earn money, and because nobody was checking whether a borrower already had three 

other loans. The post-Malegam reforms addressed some of this. Whether they addressed enough of it is a 

question the next decade of data will have to answer. 

 

VII. Conclusion 
Ten years is long enough to see past the initial excitement of a new loan and into what actually 

changes, or doesn't, for a poor household. The Indian evidence, gathered through one of the most rigorous 

studies ever conducted on this subject and backed by data from NABARD, the RBI, and the Rangarajan 

Committee, paints a picture that is neither the triumphant success story microfinance's early champions 

promised nor the outright failure its harshest critics claimed after Andhra Pradesh. It's something more ordinary 
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and more useful: a financial tool that helps some people meaningfully, particularly those who already had a 

small foothold in business, while doing much less for households facing deeper structural poverty. 

The 2010 crisis remains the sharpest lesson in this story. It showed what happens when a genuinely 

useful idea gets scaled too fast, regulated too loosely, and pushed by growth targets that had little connection to 

what borrowers could realistically repay. The reforms that followed, built around the Malegam Committee's 

recommendations, brought much-needed structure: loan caps, credit bureaus, and a dedicated regulatory 

category for microfinance lenders. These changes likely improved the sector's ability to do good without 

repeating its worst mistakes. 

Going forward, the more useful question isn't whether microfinance works in some abstract sense. It's 

which households it helps, under what loan design, and what else needs to accompany credit access, whether 

that's skills training, insurance, or better market linkages, for a small loan to turn into lasting change. Ten years 

after borrowing, the households who fared best were rarely those who simply received a loan. They were the 

ones who already had something to build on. That distinction should guide how India designs the next 

generation of financial inclusion policy. 
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