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ABSTRACT 

Introduction - Microfinance is an overall term to depict financial administrations to low-pay people 

or to the individuals who don't approach commonplace banking services. Microfinance is additionally 

the possibility that low-pay people are fit for lifting themselves out of neediness whenever offered 

admittance to financial services. 

Aim of the study – The main aim of this study is to analyze the challenges and risks that affect the 

regulators, observers, investors and practitionersof microfinance institutions in India. 

Research methodology – The study to acquire data about the different risk and challenges arising in 

micro finance industry as observed by practitioners, investors, regulators, others. Data is collected 

from the primary and secondary source from the 100 respondents. 

Conclusion - It can, therefore, be concluded that the greatest risks incorporate credit risk and rivalry 

risk, liquidity risk, notoriety risk, while different risks and challenges are the executive’s quality, 

corporate administration and staffingpercentage method tool is used in the stud. 

Keywords: Microfinance Institutions, Financial Services, Industry, Risk, etc.

1. INTRODUCTION 

Microfinance is one of the most noticeable 

advancements in against destitution strategy in 

the last 50 years, and in thirty years it has 

developed profoundly. The main advantage of 

microfinance in India is that it years term 

financial freedom in these neediness stricken 

territories. Microfinance help continued effect 

by teaching beneficiaries on the most 

proficient method to make their own 

organizations and how to appropriately 

oversee and develop their cash. There is a fast 

development in the quality of microfinance in 

India and a few different nations. Without a 

doubt it has been effective in carrying formal 

financial services to the poor. Individuals 

accept that ithas gave cash to the poor families 

and it has the solidarity to expand interests in 

wellbeing, education and empowerment of 

women. Microfinance institutions (MFIs) have 

made a monstrous social foundation 

particularly situated to arrive at a great many 
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customers consistently. Microfinance is not 

any more a financing  

channel however it has additionally arisen as a 

solid appropriation channel with various credit 

items, repayable throughout a more extended 

timeframe, and solar lights, eco-friendly ovens 

are some of them. Over the most recent two 

years, numerous organizations are fabricating 

sun-based items with microfinance dispersion 

channel to sell their items. There are numerous 

zones where moderate or negative 

development is seen particularly in the 

provincial territories.  

There might be improvement regarding GDP 

and in HDI, however the general advancement 

of the nation is as yet under the shades. The 

advantages of advancement have appropriated 

unevenly among rich and poor countries and 

among rich and poor groups in singular 

country. The worldwide number of incredibly 

poor and under supported have stayed high 

and in certain social orders it has expanded. 

One of the significant negative effects of 

advancement has been on the climate and on 

existing social structure. Numerous customary 

social orders and towns have been crushed by 

improvement of woods, water framework and 

extraordinary of fisheries. Ecological harm of 

advancement, if unchecked, may subvert the 

accomplishment of improvement and even 

breakdown of basic biological system. The 

developing consciousness of the challenges to 

customary improvement thinking has 

prompted the expanding acknowledgment of 

another idea of advancement for example 

maintainable turn of events. 

1.1 Micro Finance  

The idea of micro-financing the self-business 

action in rustic territories has grown 

significantly in the course of the most recent 

twenty years. Deliberately micro-finance 

depends on rotational speculation done to 

persuade poor to empower themselves and to 

put something aside for the future and utilize 

those assets during the period of scarcity. 

Hypothetically, micro-finance or micro-credit 

or micro-loaning implies arrangement of more 

modest working capital advances to the self-

utilized or self-business looking for poor. Such 

advances might be given even to the exercises 

like cotton and fleece to weave crude material 

for handiworks, milch steers and so forth. It is 

seen that arrangement of micro-finance might 

be considered more to be legitimate expansion 

of the administrative and automatic way to 

deal with destitution decrease. In any case, 

with respect to financial viewpoint credit is a 

powerful device the degree of that causes the 

poor to handle the issue of hardship, improve 

their government assistance and social 

acknowledgment and believability. 

1.2 History of Micro Finance 

The historical backdrop of micro-financing 

can be followed back as long to the center of 

the 1800s when the scholar Lysander Spooner 
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was composing over the advantages from little 

credits to business visionaries and ranchers as 

a way getting the individuals out of neediness. 

In any case, it was toward the finish of World 

War II with the Marshall plan that the idea had 

a major effect. The today utilization of the 

articulation micro-financing has it establishes 

during the 1970s when associations, for 

example, Grameen Bank of Bangladesh with 

the microfinance pioneer Muhammad Yunus, 

were beginning and molding the cutting edge 

industry of microfinancing. Another pioneer in 

this area is Akhtar Hameed Khan. 

1.3 Micro Finance Principles 

Microfinance is considered as a device for 

financial turn of events, and can be 

unmistakably recognized from good cause. 

Families who are desperate, or so poor they 

are probably not going to have the option to 

create the income needed to reimburse an 

advance, should be beneficiaries of noble 

cause. Others are best served by financial 

institutions. A few rules that sum up a century 

and a portion of improvement practice were 

epitomized in 2004 by Consultative Group to 

Assist the Poor (CGAP) and embraced by the 

Group of Eight pioneers at the G8 Summit on 

June 10, 2004 are given underneath 

• Poor individuals need advances as 

well as savings, insurance and cash 

move services.  

• Microfinance must be valuable to poor 

families: helping them raise pay, 

develop resources as well as pad 

themselves against outside stuns.  

• "Microfinance can pay for itself. 

Appropriations from givers and 

government are scant and 

questionable, thus to arrive at huge 

quantities of poor individuals, 

microfinance must compensation for 

itself.  

• Microfinance implies building 

perpetual neighborhood institutions.  

• Microfinance likewise implies 

coordinating the financial necessities 

of poor individuals into a nation's 

standard financial framework.  

• The occupation of government is to 

empower financial services, not to 

give them.  

• Donor assets should supplement 

private capital, not rival it.  

• The key bottleneck is the deficiency of 

solid institutions and chiefs.  

• Donors should zero in on limit 

building.  

• Interest rate roofs hurt poor 

individuals by keeping microfinance 

institutions from taking care of their 
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costs, which interferes with the 

gracefully of credit.  

• Microfinance institutions should 

gauge and reveal their presentation – 

both financially and socially. 

2. LITERATURE REVIEW 

Mayakkannan, R. (2020) Indian economy is 

portrayed by low pace of development, 

predominance of country populace, weighty 

reliance on farming. The last two elements 

destitution and joblessness make significant 

challenges to the development and abundance 

of the nation. The recently evolved areas like 

micro finance are assuming a fundamental job. 

Microfinance has been viewed as an amazing 

asset to battle destitution through the 

arrangement of fundamental financial services 

including savings, insurance, credit and move 

of assets. The target of microfinance 

institutions is to serve poor individuals and 

empower them to get to credit and battle 

destitution. It incorporates advances, savings, 

credit, insurance services, cash move and other 

fundamental financial services to the 

monetarily more vulnerable part of society. 

Arora, Bindu & Arya (2019)Microfinance 

gives financial assistance to poor individuals 

for beginning their organizations without 

insurance security. In 1992, SHG-Bank 

Linkage program was introduced by 

NABARD to give financial moving in type of 

microfinance to the oppressed individuals. 

Microfinance has arisen as an integral asset for 

the financial advancement of agricultural 

nations like India. This examination is 

identified with India since India is the quickest 

developing economies on the planet however 

India has a significant issue of destitution. In 

India, 21.9 % populace is underneath the 

destitution line in 2011-12. The legislature 

spends gigantic assets on these microfinance 

projects to lighten destitution with the goal 

that it got important to dissect the development 

of the microfinance program in India. (1) To 

know the development of SHG-Bank Linkage 

Program during the most recent seven years 

(2011-2018) in India. This is a quantitative 

report dependent on auxiliary information 

which is gathered from NABARD yearly 

reports, sites, diaries and so forth In this paper 

appropriate factual procedures, for example, 

tables, rate and graphs are utilized to examine 

the information. Quantities of SHGs, savings, 

bank advance dispensed, bank credits 

exceptional are the chosen boundaries of 

SHG-Bank linkage program. Significances: 

This examination will be productive for the 

administration, microfinance institutions, 

banks, and society. This is uncovered from the 

investigation of SHG-Bank Linkage Program 

that program is development is a lot of good 

during the most recent seven years in India. 

Dr. Sanjeeb Kumar Dey (2015)From the 

hour of freedom joblessness and neediness has 

been two significant attributes and challenges 

of India. The significant reason for the over 
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two has been the inaccessibility of adequate 

credit offices for the poor and jobless. These 

two elements have become the most testing 

barricade in the way of reasonable 

advancement of the nation. The quickly 

opening economy is enlarging the hole 

between the rich and poor. To have a 

reasonable way of life alongside saving and 

venture, microfinance permits the poor to get 

the advance that prompts financial autonomy 

and development. The poor utilize these 

advances in a beneficial way to make their 

organizations, resources of their own and 

dispose of destitution unequivocally. 

Microfinance is turning into a critical trendy 

expression in India. Noteworthy advancement 

has been made during the most recent twenty 

years in enhancing procedures to convey 

financial services to the poor on an economical 

premise. 

Savita Shankar (2013)financial 

consideration, inferring extending admittance 

to financial services to those as of now not 

getting to them, is a significant target in many 

non-industrial nations. These article 

examinations if microfinance institutions 

(MFIs) satisfactorily separate hindrances to 

financial service access in India. Two lines of 

enquiry were followed: the spread of 

microfinance entrance in the nation was 

examined and field meetings of 103 MFI field 

officials were led. It is discovered that while 

MFIs do separate numerous boundaries to 

financial incorporation, there are constraints in 

the degree of their effort to those prohibited. 

To start with, MFI entrance in the nation is 

slanted and prohibits a few territories 

dismissed by the banking area, proposing a 

requirement for strategy motivators to urge 

extension to those regions. Second, even in 

zones in which MFIs work they can't offer 

types of assistance to some financially rejected 

people by virtue of their techniques for 

activity. To give more noteworthy and all the 

more durable admittance to more people there 

is a requirement for MFIs to think about 

receiving more adaptable working models and 

to offer movability of records. There is 

additionally a case for aptitude based 

preparing to empower more prominent 

admittance to MFI enrollment. 

Sibghatullah Nasir (2013)Microfinance 

alludes to little savings, credit and insurance 

services reached out to socially and financially 

distraught fragments of society. It is arising as 

a useful asset for destitution easing in India. 

This working paper attempts to diagram the 

overall state of the Microfinance in India in 

the light of its development till now. The 

possibility of Micro-Finance is overwhelmed 

by SHGs (Self Help Groups) - Banks linkage 

Program. Its fundamental point is to give a 

practical instrument to offering financial types 

of assistance to the poor. As of late Union 

Rural Development Minister Jairam Ramesh 

needed the assistance of SHGs for the 

foundation of DRDO planned bio-latrines in 

country territories. This paper finds the overall 
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hole in working of MFIs, for example, 

rehearses in credit conveyance, absence of 

item broadening, client covering and 

duplications, utilization and individual 

advance interest with absence of relief 

measures, less push on big business advances, 

assortment of savings/advances and most 

elevated loan cost existing in micro finance 

area. All these are clear disorder, which reveal 

to us that the circumstance is moving with no 

course. At last paper closes with practicable 

recommendations to conquer the issues and 

challenges related with microfinance in India. 

3. OBJECTIVES OF THE STUDY 

1. To study the challenges and risks 

factor in the microfinance institutions. 

2. To analysis the challenges and risks of 

the practitioners, investors, regulators 

and observers 

4. RESEARCH METHODOLOGY 

4.1 Research Design 

Research design is deliberate strategy for 

collection and analysis of data. It is a blue 

print that directs the study to be finished. The 

current exploration work is finished with the 

descriptive examination plan strategy. 

Descriptive examination has been utilized in 

this study to acquire data about the different 

risk and challenges arising in micro finance 

industry as observed by practitioners,, 

investors, regulators, others and to rank the 

likely risks and to rate how set they up think 

micro finance institution are to deal with those 

risks. Data collected is then broke down and 

arranged altogether. Finally the discoveries of 

the study are figured out to introduce the 

consequence of the study in clear terms. 

4.2 Collection of Data 

For this study, data has been collected from 

two sources:  

Primary Data:In this study, data has been 

collected through close to home contact. 

Survey was utilized to collect primary data 

from respondents. Review members were 

given a poll requesting that they portray their 

interests about the different risks and 

challenges looked by microfinance industry, to 

rank possible risks and to rate how set they up 

think microfinance institutions (MFIs) are to 

deal with those risks. Respondents included 

practitioners, investors, regulators, help 

authorities, scholastics and experts and others. 

An overview poll was finished by 100 

respondents. The respondents were the 

practitioners, regulators, observers and others. 

The all out number of finished surveys was 

100 as the respondents were actually 

controlled. The poll has been adjusted from 

the examination papers Published by Center 

for the Study of Financial Innovation (CSFI) 

study of micro finance risk and the work done 



 

50 | P a g e  
 

by David Lascelles with the assistance of Sam 

Mendelson.  

Secondary data: Secondary data are those 

which have just been collected by another 

person. In this study, secondary source data 

has been collected from Articles, diaries, 

Websites and examination papers. 

4.3 Sampling Plan 

 Sample size: 100  

 Sample unit: practitioners, investors, 

regulators and observers.  

 Sampling design: convenience 

sampling Practitioners – People who 

run or work in MFIs 

Investors –Individuals who put resources into 

MFIs 

Observers- observers‟ classification included 

investigators, help authorities, scholastics, 

bookkeepers, attorneys, experts and so forth 

Regulators -Government authorities and the 

individuals who control MFIs (RBI AND 

NABARD) thenon likelihood examining has 

been utilized for example comfort examining. 

Individuals from the populace have been 

picked dependent on their general simple 

entry. The investors have been browsed 

Chandigarh zone since it was helpful. 

4.4 Tools Used: Percentage method 

5. DATA ANALYSIS  

The data have been analyzed on respondents, 

challenges and issues faced by investors, 

Practitioners, Regulators, Observers and 

others.We also analyzed the Level of the Risk 

For Micro-finance institutions. 

5.1 Number of Respondents 

Table 1: Respondents 

Type of respondents Response Percentage 

Practitioner 35 35% 

Investor 25 25% 

Regulators 5 5% 

Observers 15 15% 

Others 20 20% 

Total 100 100% 
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Figure 1: Respondents 

The above classified data shows that 35% of 

the respondents are practitioner. The data 

shows larger part of respondents is practitioner 

as in India there are different micro finance 

institutions in which individuals work. Further, 

about 5% percent of the respondents are 

regulators which are least in number as there 

are just hardly any bodies who manage these 

institutions.

5.2 Challenges and Risks by Practitioners 

 

Figure 2: Challenges and Risks by Practitioners 

The practitioners work in Micro finance 

institutions as it includes just 35% risk. The 

fundamental risks and challenges for 

microfinance practitioners all identify with the 

effect of the monetary emergency on their 

business: the ascent in credit risk, the 
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accessibility of subsidizing, their liquidity and 

rivalry risk. New risks incorporate dangers to 

benefit, loan costs, unfamiliar money, and 

misrepresentation and the board quality. The 

presence of notoriety as a rising risk is 

additionally striking when financial business 

sectors are focused and microfinance is getting 

more questionable 

5.3 Challenges and Risks by Investors 

 

Figure 3: Challenges and Risks by Investors 

Here Investors are bearing just 25% risk in 

which financing cost risk and credit risk are 

more reasonable. The explanation being more 

market changes and revisions in government 

approaches The risk is less because of the 

capacity of MFIs to deal with their liquidity, 

and subsidizing, the impact of money 

vacillations on cross outskirt introductions, 

financing costs and the effect of credit risk on 

their sufficiency and benefit 

5.4 Challenges and Risks by Regulators 
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Figure 4: Challenges and Risks by Regulators

There is minimal risk to the regulators for 

example 5%.The greatest worries for 

regulators focus on the institutional quality of 

MFIs and their capacity to traverse the 

emergency. Issues, for example, credit risk, 

the board quality, straightforwardness, benefit; 

investor certainty and staffing were all in their 

main ten. They additionally observed 

subsidizing, renegotiating and the large scale 

economy as rising issues for MFIs. Of 

respondent groups, they were the most worried 

about operational issues, for example, the 

development of misrepresentation and 

notoriety risk. Curiously, they additionally 

considered political to be as a quick rising risk 

for microfinance 

5.5 Challenges and Risks by Observers 

 

Figure 5: Challenges and Risks by Observers 
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5.6 Challenges and Risks by Others 

 

Figure 6: Challenges and Risks by Others 

The greatest worries for others focus on the 

liquidity position of MFIs and their capacity to 

get past the emergency. Issues, for example, 

credit risk, the executive’s quality, 

straightforwardness, productivity, contributor 

certainty and item improvement are all in their 

main ten. 

5.7 Level of the Risk for Micro-finance institutions 

Table 2: Level of the Risk forMicro-finance institutions 

Risks Low Medium High 

Back office operations 2   

Competition  10  

Corporate governance 4   

Credit risk   25 

Foreign exchange  2  

Fraud   2 

In appropriate regulation 1   

Interest rates    

Liquidity  15  

Management quality 1   

Mission drift  4  
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Ownership 1   

Political interference   4 

Profitability  2  

Reputation   7 

Staffing  3  

Strategy 1   

Too little funding  2  

Too much funding  1  

Transparency  5  

Product development 1   

Macro-economic trends  2  

Managing technology  3  

Unrealizable expectation 1   

 

They were solicited to rate a rundown from 

potential (principle) risks: low, medium, high 

for MFIs which have been standing out. Result 

is that credit risk is one of the principle risk 

regions for micro finance area which require 

more concern. Notoriety and political risk are 

both set all the more exceptionally in the 

rating of level of risk associated with micro 

finance industry. 

6. CONCLUSION 

The data analysis and its translation lead to the 

accompanying discoveries and conclusion: 

This overview investigates the principle risks 

and challenges looking by the microfinance 

business. The greatest risks incorporate credit 

risk and rivalry risk, liquidity risk, notoriety 

risk, while different risks and challenges are 

the executive’s quality, corporate 

administration and staffing. A breakdown of 

reactions by type shows MF practitioners are 

profoundly worried about the effect of the 

emergency on advance quality, credit risk, and 

straightforwardness and financing, while 

investors zeroed in additional on renegotiating, 

loan cost, rivalry risk and unfamiliar cash risk. 

The worries of regulators focused on the board 

quality, quality, improper guideline. New risks 

incorporate dangers to productivity, loan costs, 

unfamiliar cash, extortion and the executive’s 

quality, excessively small financing, mission 

float and corporate administration. The study 

features the changing view of risk in a 

dynamic and moving microfinance industry. 

Generally, huge, monetarily disapproved of 

MFIs are believed to be among the more 

ready. More modest MFIs, with powerless 
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administration and a hefty dependence on 

contributor financing could be defenseless. 

7.  RECOMMENDATIONS 

 An MFI must keep its portfolio 

differentiated to restrict its misfortune 

by virtue of such outside components. 

In instances of burglaries or robberies, 

it is smarter to move risk through 

insurance, money conveying by staff 

can be restricted and there can be 

polices on money limits at branch  

 Definition of MFI: Encompass and 

permit MFIs to serve poor as 

moneylender as well as full financial 

service supplier without expanding 

risk for poor client and MFI itself.  

 Riots, wars, public issues can 

fundamentally affect the tasks of a 

MFI as such circumstances may bring 

a MFI to a total stop. Mobs and other 

such circumstance are legitimately 

identified with the issue of individual 

security of the staff just as of the 

customers and thus are not kidding 

risks.  

 There is a need of prepared risk chiefs 

to oversee and deal with the risk 

effectively in an unpredictable 

climate, especially in the zones of 

credit and notoriety.  
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