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Abstract

The Andhra Pradesh is an agrarian state, located in the southern p2m 20 o 22000 2 ERSTIUSES

aise the epicenter for most of the MFI's before 2010 Berore 2006 AP witnessed huze it of tunds
povrad by most of the public sector and commercial bank and PE Inavesiors The ME szoer was
cesivnated as a priority sector by Government of and sector was aloniied and 2

the neadiest and deprived population of the country. The commoen names e 22 i

erved by MFI were “Bottom of Pyramid™, economically vulnerable class. who vere
provided with the basic tinancial assistance in order 1o improve their fiizansie: samdinse
sandards The very purpose of sustainability which was addressed by Micronnancs nstoul
r2ixed 2 question on their sustainability. Rapid sector growth and nimmar @
eventualiv led to predatory practices. widespread chent oy er-indebtedness znd
soifection practices, culminating in 2010 with the sensational media siornss
scide as a result of their inability o repay their loans. The depioy ment ar untrame

inefficient recovery and operational practiced paralyzed the seciors growin and raised conecrns By

various policy makers/stakeholders who were looking forward for change in the secter an: seond
Andhra Pradesh was the only state which once became a heaven for most of the MFls.
srappling with the issue of suicides of borrowers. The enactment of * Andhra Pradesh Micrefinance
Instituiions (regulation of money lending) Act 2010, was a big blow to the very existence ol the
MFi's thereby squeezing their finances and giving a political mileage to political parties across
Andhra Pradesh who took it as a political agenda 1o shine their political image. This paper focuses on
post Andhra situation of MFI"s;iU's social. political and economic implication on Indian socicty.
Kevwords: - Bottom of pyramid. MFI (Microfinance Institutions), Andhra Pradesh (AFP)
\ficrofinance Mangalam Committee, self-help groups, Integrated Rural Development Plan
(IRDP).MFIB (Microfinance Institutions (Development and Regulation) bill. /
Introduction ) _ ’
Microfinance began with an intension of serving the very poor and deprived communirty there
by extending their support and serving to the remotest part of the nation. Andhra Pradesh remained at
the epicenter for almost as all the major Microfinance Institutions which were having ambitious plans
[0 grow aggressively. The word microfinance canalso be interchangeably with microcredit indicating
the very liny nature of loans and advances for the needy people. The issue of sustainabie development,
ﬁnancfal in'clusion once becomes a buzz word of the times. Most of the Microfinance Instututions
- received enormous response not only from the government but also from private equity players. But
the situation suddenly worsened for all MFI's and their financial situation started deteriorating. The
“‘most objectionable discussion started when microfinance Institutions were alleged for usurious
lending and coercive recovery practices. The unprecedented suicide epidemic of farmers in the fifih
bigges? state of India gave readymade issue to the opportunist political system in Andhra Pradesh to
take a political advantage of the situation. The incompatibility of the MFI's to manage the political
system of AP was the only reason for its failure argues Elizabeth Rhyne, (“On Microfinance: \Vho"_s 1o
Blame for the Crisis in Andhra). Media started to get saturated with the stories and series of articles
from BBC world news, Blocmberg, New York Times running number of articles like “Microcredit
faces collapse from defaults”, “India’s M;"cro-ﬁnance suicide epidemic”, “Suicide in India Reveaz‘ing:
How Men Made a Mess of Microcredit™ .In the year 2010 SERP (Society for elimination Of”R“.!-fal
Poverty came out with a stunning 70 number of deaths'in AP. The blame was put against inelticient
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handling ol 1ccovery cases of MFI's, The critic and outrageous remarks of various pohiizians an2
media against MFI started building a polmcwl turmoil in AP. It forced the AP govemment 10 2ass &5
ardinance to regulate the activities various MFI operating from its soil. The term which was used was
muitiple lending and loan offering without understanding and calculating the risk profile of cusiemer
whieh was clear from the interpretation of Reddy Subramanyam who advocated re egulatiens ard

sermed it as “hyper profits of the poor”. The microfinance was criticized for using usurious fending

atvities and charging exorbitant interest rates. The sector had gone through three phases sinse las
tvre2 vears as High growth (2010), Volatile growth (2010-2011), consolidation (201 1-2012). now tsn
raae of stabiline

The reasons for such fallout can only be traced if we understand the working culivre. sty le of
“wnsuioning of MFL Commercialization of microfinance was also one the main reasons as because
vernment organization state funded subsidies, charities existed for a less time. However.
sreialization was inevitable only because charity from donors, subsidy ceased and the
secumutation of funds was possible only by attracting investors and PE institutions to deluge their
iunds in this sector and thereby earning financial incentives. But it resulted in suicide of farmers and
cnemically vulnerable borrowers who borrowed from many sources and could not repay their loans.
s issue was taken by media: suicide and prostitution (Guerin et al, 2009a: Mader, 2013; Taylor

SUEv. Whether all this was because of commercialization or usurious lending practices of MFI or

goxern'nem inability to tackle this issue? Was it an outcome of unethical practices adopted by
MFi's? ' :

J

'..
1]

"

This paper focuses the reasons for fallout of microfinance and its future course. Starts with
literature review, remedial measures taken by government post AP crisis followed by, consequences
post AP crisis, recommendations and conclusion.

1. Theoretical Background and Literature Review ‘

The concept of commercialization can be well understood as business without charity or for
the purpose of booking profit without direct or indirect subsidy element (Armendariz and Morduch,
2010). MFI operating as commercial organization mobilize the funds by means QIP or Equny funding
thereby distributing profits to their shareholders.
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i But there was always risk involved to trade-off between proﬂtablllty and outreach termed as '
i: “mission drift” (Morduch, 2000;Armendariz and Szafarz, 2011). M. Younus of Grameen Foundation
= __and others termed commercialization as ‘ethics of conviction’, (Schmidth, 2012) Whereas Max /

Weber's proposition of ‘“ethics of responsibility’ formed the basis -of commercialization in
microfinance. ' - ' A .
1.1 Commercialization “The real cause of Crisis in Andhra Pradesh”

The recent example of microfinance commercialization is Andhra Pradesh, a southern state of
_ India. Microfinance operation in this ‘hub’ began in 1980s in small scale as NGO driven MFls. But
"d_ue to the state drive as the “priority sector’ and the World Bank funding in 1990s, it underwent
expansion and commercialization (Taylor, 2011). Trade liberalization, state retrenchment. of formal
banking sector and transformation in the agricultural sector facilitate livelihood diversification. It
bolstered MFIs as the new breed of private sector offering attractive profit to investors. Massive influx
“of capital from shareholders, commercial banks, and international and private investors cause
exponentiial growth of loan portfolios of MFIs that finally push the whole state as an ideal breeding
ground of debt dependency and over-indebtedness of the poor households (Mader, 2013; Taylor,
2011). -
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However, Andhra Pradesh ordinance did not come out of the blue. Genesis of the Andhra
Pradesh Microfinance crisis can be traced back in the year March, 2006 when Krishna district
__government closed down 57 branches of two largest MFls (SHARE and Spandana) as well as those of
few smaller MFls. Decision to close down of these MFls came because of the allegations of unethical
collections, illegal operational practices (such as taking savings), poor governance, usunous\m;:.rest
rates, and proﬂteenng (CGAP, 2010). There was even 2n allegation that 10 borrowers of MFIs In
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AR s $i0.32 because they were unable 1o repay the loans 1aken from MF(s '
) ;‘~-“.,--.\ | R cheags c:.r.ed rear-saturation of Andhra with microfinance as one of the most

M. .f.—; : N \k T _\ :~ ‘ “risis. The llﬂp“CiIliOll of above point is that borrowing from mulli;)](_:
ARG 'mgn\ cacked by AP (.xovcrmncnl and assisted by World Bank). VF|s and
”‘ TERE L. moster in over indebredness, Rapid expansion of bank credit as facibized b
n_- STocc T mansernship model and availability of cheap credit in form of -
ShEoL . TN

i . _ "Pavala Vaddi~
- political consideration, intensified the ’

TTREOAS Zizanosed by Sindendra (2006) conflict between State supported SHGs and Civit
I freem ot MFLs as the major reason behind the eruption of crisis.
‘ JUESRERge 20 many warning issued faced the brunt of the situation arose durine 2050 . for
ROl earng lesson from 2006 erisis and ignoring all the wamings pertaining to high -inf.-:.rest and
seneenraton of activities in the Andhra Pardesh region etc. Over indebtedness and
it ding m AP can be cauged from the fact that. in comparison to national amerage of R
U0 Andhra Pradesh. the average debt outstanding per household was Rs. 63.000 (CGAP.
S020)Mast of the MFI's were concentrating their marketing activities only in ope reaicn that was
Andhra Pradesh without understanding background of their clients who was already overburdened :nd
indebtad. Irability of borrowers 1o repay such huge amount resulted in stress on the part of borrowers
and use of coercive methods on the part of MFIs to recover the loan payments. which ultimuieiy
resulted in suicides of the borrowers. The government had cited the death of 70 customers by suicide
‘However state Government backed SHGs were kept out of the purview of the Act though difteren:
studies are showing they were also responsible for multiple borrowing. AM-CRIL (2011) study clearly
stated it the number of MFIs loans is over 100% of the number of eligible. financially excluded
families, SHG loans are actually 310% of that number. So keeping SHGs away from the ambit of Act.
‘agonized MFls and it was perceived by them as an Act to protect state Government backed SHG:
from the competition from MFIs. So in the wake of incidents like over-indebtedness, hype created b
the IPO of SKS Microfinance coupled with the reports of suicides in rural Andhra Pradesh resulied in
ordinance of i4 October, 2010
‘1.2 Development post AP Crisis:- :

Post the AP ordinance in October 2010, there was regulatory uncertainty over
microfinance activities undertaken by the MFls. To overcome or reduce uncertainty and bring MF|
activities under single regulator and avoid multiple lendings, Government of India initiated
Microfinance bill. The MF! bill aims to address the concerns and regulate the MFI sector and it is with
the parliament. Furthermore, in May 2011, the Re_serve Banlf of .lndia-(RBl) .issged'guide!i;_\es (o
regulate NBFC MFls and retain priority sector lending status for micro-finance institutions. It issued
specific guidelines for NBFC MFlIs, to ensure that the clients are offered services In a transparent
manner including clear communication of lending rates, tcaure of loans, repayment !1exnb|lzry el [he
guidelines further ensure that NBFC MFIs assess the indebtedness level of the clients and du_sbur;.c-
loans. In addition to this it also mentions that MFIs need to have customer redressal mechanism 1n
place to address customer grievances. In totality the gu@ehnes were tmmed at custome'r prote‘mun
pri'nciples by the NBFC MFls. RecenFly RBI has gl_ve'n. .recogmtlpn status to self-regulaton
organizations which adhere to set of functions and responsibilities prescribed by RBI. The table below

shows the timelines and amendments of guidelines by RBI for the microfinance sector:
2. Malegam committee . -

i Post Andhra crisis various issues pertaining to the sectors growth were discussed
nationally and internationally. Malegam committee was the way forward to provide structural past
to the estranged sector thereby developing a new image. - _

1. October 2010 Formation of Malegam Committee by RBI to study the issues and concern

microfinance sector. . ' '
January, 2011 RBI released Malegam Committee recommendations for the Microfinance sector
’ - .
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Committee recommenisnon

av. 2011 Acceptance of broad framework of Malegam : L
ar lendimy statds T

“netany Policy Statement 2011-12 including: Retention of priority sect

st MELs. margin cap at 12% and interest rate cap at 26%o. o

december, 2011 RBI intreduced new category of NBFC and termed as".\'o';:vdam\'zng

“enpam -Micro Finance Institutions’ (NBFC-MFls). Some of the key points !"FIUdc' = o s

\limimam Net Owned Fund of Rs.S crore for new NBFC MFls and for existing '\,BFL' '\'ijl:
w. e, from April 1,2012.

Frozrl oz,

Tt

. g E S . . » ) A e 3 . \_':F:‘
Conizl Adequacy Ratio of 15% (relaxation for AP based MFIs for 1Y 12 and for. NBFC it

With tcan Portfolio less than Rs. 100 crore)
Marameocap at i 2%, interest rate cap at 26% and processing charges at i% August
A nzadment to NBFC MFL guidelines by RBI which included
Rezitraton compuisory for NBFCs intending to operate as NBFC MFls by October 201 2.
Reianation in meeting norm of Minimum Net Owned Fund of Rs.3 crore for existing NBFC
VISP It has to be met in tranches with Rs.3 crore NOF by March 2013 and Rs.5 crore by
NMarsh 20104,

2012

T
r
«

it

Remeval or interest rate cap and linked to borrowing rate plus fixed margim. NMargins are

capped at 10% for  large MFls and 12% for others July, 2013 Amendment to NBFC MFI

cuidelines by RBI which include relaxation in margin cap for alt NBFC MFls irrespective of
size at 12% till March. 2014. However from April, 2014, margins are capped at 10% for large

MFls and 12% for others Nov, 2013

RBI has allowed recognition of industry association of NBFC MFIs as Self-Regulatory

Organization (SRO). '

[{[¢]
~

*Feb, 2014 Amendment to NBFC MFI guidelines by RBI with respect to pricing'ofcredit: it
would be lower of two ‘ —
e The cost of funds plus margin ' 4
» The average base rate of the five largest commercial banks by assets multiplied by 2.75
Microfinance post Andhra crisis:

The following graph indicates the sector performance of MFI post regulatory steps taken by
erament of India post 2010.

Data Analysis & interpretaion

Fig No. 1

Market Size and Growth
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Table 1:- Equity infusion in the microfinance sector (20011-2013)

Y 2zr Name of the MF] Amount of equity infuesion (in

crores)

= Bandhan Financial Services Pvt. Lid. i533

o Satin Creditcare Networks Ltd. 424

- Janlakshmi Financial services Pvt. Ltd 65

T SKS Microfinace Pvt. Ltd. 263

=i Equitas Microfinance Pvt.Ltd. 140
e Annapurna Microfinance Pvt. Ltd. 17

of SRS NG Ujjvan Financial Services PvT. Ltd. 127.9 and 47.3

TS Utkarsh Microfinance Pvt L;td. 20

202 Grammen Financial Services Pvt. Ltd. 53.2
IR Arohan Financial Services Pvt. Lid. 48.7
2003 Janlakshmi Financial services Pvt. Ltd 325

“. change in invesument(incrs) = (Investment in 2013 - Investment in 2011)

*. Change

- -, f;_;.' et i gty - N ; . - ¢ l P : { ! -
= lanlakshmi Financial services pvt.Ltd= Wﬁm
. 0N, e e — - - . GBS i \ ‘i 4 i 1
m oy H H . H
N Arohan financial.Services | :Ltd.: EEEEY : l
P B —(”\,‘ p = -~ - . — ‘ : .I
a Grammen ginangia!;gerylcg . -;
— i L
3 / inance P\vt_L_td | b i
ey - - = i 4 i 1
~ = ! -~ g 25 . B -3 e Lo B i | e
S o Uijan‘Fma_naal-_-';"Te’_r.wcre_s,aB\/,‘T; Ltlgj > ; B | - \
NS N e wonl ot ; i ! i
Annapurna Microfinance PvtiLtd, ©: A R B
Y o et E ST 1 ; i i !

(494 -503.4)

= -0.022%
3054 '

o mm—ee———TPorgHinvestrrentin 20

o~
—
(@]
o~
N
H .
S Cor
; S lanlak | !
2 S | !
i — ! ! i
5 - : i ! H
! o - i ! '
[ 6. DU | | H
= s Vi e qras ' i .
g ./Bandha | 2
Lo ! E \ :
T S ! : : :
507 100, 15052005250 300,350~
Fioure 2 - Year v/s Inyestment in crores ?
The figure number | indicates the fluctuating growth pattern of MFI and its recovery from the
fallout. The figure no.2 indicates the amount of equity infusion in MFI by various investors which s &
also showing signs of recovery. The sector is trying to stabilize itself in the regulatory environment
" post Andhra crisis. ' :
¢

ISSN 0975-5020

Scanned by CamScanner



. iy I _ g . v -v.\
NN Entire Q’\CSetllLﬁ, Vol. - 6, Issuc [11 .
Rcmmm'.nd'nmns ) e ienes AR Mt 7o
T.e e Microfinance industry to self-regulate and bring operational etiiciency =h : i

i 'al oz recommendations are suguﬁlcd
N Y] od (&)
= i.*_- zustomer respect and thereby achieving customer retention. S
- g ransparency in terms of interest rates while dealing with customers espes vl

~vsd pavments (Arguello er ak 2013).

_Aaow voar custamer history before disbursing loan

J Forziscdesurz of pricing so that customers arc e well informed, . P

= D=cioping discipline in the field officers thereby ensuring adherence to the cocs of sonaudt
s dzaling with any client.

Ixem e 2n e ironment of mutual trust espeually while dealing with recovery maness.

RN ssive marketing for competing in order to grow the customer ponl'ollm )

- Rznaomi. surprise visits by seniors MF staff members to track field officers pertormance
::ur'\: 009 thereby achieving strict compliance and monitoring sy stem.

Dxveiop early warning systems so that the client can be inferined in case of future default

I STNTA

K"C?“? a culiure of savings and create awareness towards insurance among the group

- -_r;x-:.op close link between Aadhar and telecom sector to identify customers and bring
SINASCUMVITY .
iamsianons
% ith a huge customer portfolio it is virtually impossible 1o track each and every individual.
¥ —semer’s database cannot be maintained as there is no such mechanism which is existing in
s ?ae aew Aadhar card scheme is yet to fully implement in various parts of India due to poor
;v and failure to rich the masses. There is a retention problem when it comes to maintaining
: 7. Educated youths do not consider it as a best career option. Some of the group employees
i \._' -nernbem encouraged over-indebted members to commit suicide and claim for insurance. The
*.z==r Bz insurance is taken in a negative manner by the clients which used it as a tool for committing
7 iamede and their families claiming for insurance. The classic example can be taken from the
:_ Zoivmond movie “Peepli Live”, a story of “Nattha”, an over-indebted farmer. Some of the clients
_ fnd 1o be misusing their over-indebtedness to gain political and media attention. The
C.— —:F-apeé institutions have to get themselves acquainted to the rules and regulations related to
T—ecae: 2nd risk management. IU's quite clear from above facts which make it difficult 1o fully
—ement all these recommendations.
o _,,nc!usmn
The Indian Microfinance sector was remembered as controversial and worst post 2010
szz=een. Unethical ways of loan recoveries, governments inability to tackle the situation, multiple
‘zmone causing over-indebtnesss of clients, suicides and the political turmoil, high rate of interests
; ‘*‘—Lﬁ by MF1’s, which resulted in Andhra Pradesh Microfinance Institutions (regulation of money

~ e

- wmzzg, Aer, 2010. Stated objective of the Act was to protect the peor borrowers from the MFls but it .

w-~=3 in adverse manner due to which the sector saw a declining growth since past two years and yet
- -=:i 15 wounds. This situation not harmful to the poor but it has also reduced invesiors«rust who
-zid be given be full credit for its growth. The situation even more worst for MFI's post losing their
Gence from investors who are tlndlng difficulties for maintaining liquidity, lost hope of making
— 7= This issue is going spread like an epidemic thereby jeopardizing (Gonzalez, 2008; Wichterich,
™ > Mader, 2013) this sector and spilling it across the world. This situation has endangered the
sazzi 2nd financial objectives and also hampered Indian economy.

Indian government needs to implement an effective mechanism to-ensure the sector growth
£ 130 10 mitigate various risks originated from the AP situations that it wont get repeated again. The
s s also learned by various MFI s, who were operating unprofessmnallv and inefficiently. The
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sitmation for all these MFI™'s s like walking on a ught rope On ore ooz smen =as

themselves and the other hand they have 1o ensure steady croavih ao2 wovs =2 o0 L o0 e
maintaiming profitability.
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