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Foreword

The undivided state of Andhra Pradesh was the epicentre for microfinancing in the

country during the decade 2000 — 2010. It was estimated that in 2010, out of the
30 million households using microcredit in India, around one third were in Andhra

Pradesh. The State was also the home to five of the country's major NBFC-MFls.

The competition among MFIs and hasty rush for business growth had caused a
massive debt bubble in the state. The average debt outstanding per poor household in Andhra Pradesh
was eight times higher than the national average. Further, usurious interest rates on unsecured loans and
the coercive recovery practices adopted by MFIs led to panic among borrowers, leading even to suicides
across the state. The Ordinance, viz, "The Andhra Pradesh Microfinance Institutions (Regulation of Money
Lending) Act, 2010" promulgated by the State Government to contain the crisis in the sector resulted in
crippling of the MFI operations in the state during 2010. The ripple effect also slowed the growth of the
microfinance industry in other parts of the country. Over the years, the number of operating MFIs had

reduced substantially.

The present study, "One Decade of MFI Crisis: Revisiting Rural Credit Market in Andhra Pradesh and
Telangana" was contemplated by BIRD, Lucknow to analyse the impact of the MFI crisis on rural credit
market in both the states and arrangements to meet financial needs of microFinance clients in post MFI
crisis period. The study has jointly been conducted by Centre for Research on Financial Inclusion and
Microfinance (CRFIM) at Bankers Institute of Rural Development (BIRD), Lucknow and LEAD at Krea
University (Formerly IFMR LEAD). It was observed that the growth of SHG credit linkage programme over
the decade and strengthening of other micro credit approaches, particularly the credit linked subsidy

schemes served well as alternative sources of credit to the microfinance clients in the post crisis period.

| sincerely believe that findings and recommendations of the study would be useful for policy makers for

further consolidation of the microfinance approaches.

| congratulate both LEAD and CRFIM teams for their effort as also thank all the stakeholders and agencies

for providing their responses and inputs for the study.

Shankar A. Pande

Director, Bankers Institute of Rural Development, Lucknow
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Executive Summary

Andhra Pradesh emerged as the “hotbed” of microcredit in India in the decade 2001-10. The SHG-Bank
Linkage Program, which started in early 1990s, received considerable support from NABARD in Andhra
Pradesh and grew with active handholding by state government-led initiative, the Society for Elimination
of Rural Poverty (SERP). The foundation laid by SHGs in developing a credit culture in the state was
leveraged significantly by MFls. The state was home to five of India’s largest NBFC-MFIs in the first decade.
The flash point between the state-incubated SHG movement and the private MFIl industry occurred with
a series of media reports in late 2010 attributing suicides by borrowers to “usurious” interest rates and
the “coercive” recovery practices of MFIs. As a response to these events, the state government
promulgated an ordinance on October 15, 2010 (passed by the legislative assembly in December 2010) to
provide for restrictions on and mandatory approvals for the conduct of business by MFls.

The ordinance had a devastating effect on MFIs’ debt recovery operations, particularly after local
politicians, riding on the populist sentiment against lenders, dissuaded borrowers from repaying MFls.
This triggered a wave of wilful defaults. The realization that MFIs would not extend another loan also
served as a disincentive for borrowers to repay existing loans. Consequently, over the next year and more,
MFIs started winding down operations in the state. By 2015, nearly 90% of NGO MFIs and other trust MFls
had exited the state. Small MFIs were the worst affected and had to shut shop as they did not have a
footprint in other states.

Once the dust settled after the massive defaults and the shutdown of MFls, the landscape reflected the
grim effect of credit starvation. In the absence of credit from MFIs, borrowers faced difficulty in financing
their regular household needs. No single source was sufficient to meet borrowers’ credit needs. SHG loan
outstanding grew at 13% CAGR, but they were no match for MFIs. Studies done at that time found
borrowers mentioning that borrowing from MFIs had been more convenient, and that securing loans from
SHGs was time-consuming. In the vacuum created by the withdrawal of MFIs and the challenges
associated with borrowings from SHGs, ‘call money lenders’ emerged as a viable but high-cost alternative.
In December 2015, the State Assembly passed the Andhra Pradesh Money Lenders Act, aimed at
regulating private moneylending, with licenses for all moneylenders and caps on interest rates.

Over the years however SHGs in the two states, Andhra Pradesh and Telangana, started posting better
performance. SHGs became a vehicle to deliver government schemes in rural areas. Stree Nidhi was
started up by SERP in 2011 as a State-backed credit co-operative federation to supplement credit flow to
SHGs from the banking sector. A study conducted in 2021 established that Stree Nidhi loans helped set
up new enterprises in 56% of the cases. In 2012, to incentivize prompt repayment and enhance rural
enterprises’ income, the Andhra Pradesh government started a revamped ‘Vaddi Leni Runalu
(VLR)’scheme to reimburse the total interest above a threshold to further strengthen rural enterprises.

A primary survey conducted by LEAD in August 2021 for the present study found the dominance in
borrowing from SHGs in Andhra Pradesh and Telangana. The survey further found that in the sampled



regions, reliance on moneylenders and other informal sources had reduced. The repayment record of SHG
borrowers has been shown to be good owing to the trust factor among them. The ability to repay SHG
loans on time was higher (75%) than with banks, moneylenders and friends/ family. 78% of the SHG
members borrowed exclusively from the SHGs and 73% of the members borrowed at least once a year
from the SHG.

As of March 2022, the average loan outstanding per SHG in the country is the highest in Andhra Pradesh
(about INR 5 lakh) followed by Telangana (about INR 3.5 lakh), substantially higher than in other states.
Further, in a recent report by SBI on its SHG portfolio, 22 of the top 25 districts in India in terms of its SHG
loan outstanding are in Andhra Pradesh (13 districts) and Telangana (9 districts).

Possibility for the re-entry of MFls into Andhra Pradesh and Telangana

The checks and control systems developed by the MFI industry in the aftermath of the crisis have ensured
that the aggressive lending and coercive recovery practices do not recur. Following up on the RBI’s
Malegam Committee report’s suggestions for institutionalizing self-regulatory organizations (SROs) in the
microfinance space, MFIN and Sa-Dhan have continued to fulfil their mandate to ensure client protection
by institutionalizing a code of conduct and best practices for the industry. Both the SROs played a crucial
role in defusing the Assam microfinance crisis of 2020-21. RBI’s recent Master Direction 2022 reiterates
its simultaneous commitment to innovation and customer protection.

While MFI and the SHG disbursements in Andhra Pradesh were at the same level in 2009-10, MFI fortunes
suffered a setback in 2010-11. Assuming a conservative 30% growth in the MFI loan portfolio in Andhra
Pradesh and Telangana, in 2019-20, total loan disbursed would have reached about INR 86,000 crore,
approximately 13 times the figure for 2009-10. Over the same period, SHG loan disbursements rose from
about INR 6,700 crore to about INR 35,000 crore, only a five-fold jump. There is thus an as-yet-unfilled
gap in the rural microfinance market in the two states.

SHGs and MFIs co-exist in many states and are together charting a success story based on their respective
strengths. Karnataka, Tamil Nadu and Bihar are the states with the highest MFI customer base. They
account for 15%, 13% and 10%, respectively, of microfinance customers in India. They also account for
14%, 5% and 9%, respectively, of the number of SHGs with loan outstanding. In contrast, Andhra Pradesh
and Telangana account for 19% and 11%, respectively, of the number of SHGs with loan outstanding, but
their MFI customer base is minuscule. The RBl and NABARD continue to keep a keen eye on the evolution
of the sector. SROs have a finger on the pulse of the field, through the large networks of MFlIs operating
across the country. There is thus merit in bringing all the stakeholders together to consider the facts on
the ground objectively and discuss the incremental and calibrated steps that can be taken to allow the re-
entry of MFIs in Andhra Pradesh and Telangana. The Bankers Institute of Rural Development (BIRD) can
play an important role by providing a platform for dialogue between the relevant stakeholders, with
independent advisory from national and international subject-matter experts.



