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Abstract 
 
The purpose of the thesis is to study microcredit regulation in India, how it is designed, and 
how it affects the borrowers. Since microfinance institutes (MFIs) often claim that microcredit 
is a tool for empowering women, the impact on women has been studied in particular in the 
thesis. The success and the failures from using different models and legal structures for 
microcredit can be used to improve credit regulation in both developing and developed 
jurisdictions. The research questions that are studied are: What impact does microcredit 
regulation have on borrowers? How does microcredit impact women in particular? How can 
microcredit regulation improve the well-being of borrowers? In order to fulfil the aim of the 
thesis, a field study in India has been carried out to interview borrowers of microcredit, 
employees at a MFI and other experts on the field. To understand the impact that microcredit 
has had on the borrowers, the Capabilities Approach is applied on results from interviews with 
borrowers.  
 
Microcredit provides small loans to people in developing countries. It has become popular all 
over the world as a tool to alleviate poverty and empower women, especially in India. The 
sector was largely unregulated in India until the event of the Andhra Pradesh crisis in 2010. 
Leading up to the crisis, many microfinance institutes scaled up quickly and several entities 
shifted from not-for-profit into for-profit entities as financial institutions and commercial banks 
entered the sector. The methods used by the institutes, along with the non-existing legal support, 
led to borrowers defaulting and becoming over-indebted. Reports in the media emerged of some 
borrowers committing suicide as an effect of the crisis. The public reputation of microcredit 
was for the first time tarnished. After the crisis the sector begun to regulate the for-profit 
microfinance institutes that had caused the crisis. Today, they are fully regulated and supervised 
by the Reserve Bank of India (RBI). Other entities have remained unregulated, despite attempts 
to regulate them.  
 
The study has shown that microcredit has improved the well-being of most of the borrowers in 
terms of change in status, social participation, and increase in income. When using the 
Capabilities Approach microcredit can enhance one’s capabilities and freedom if the 
microcredit regulations aim is to improve the well-being. In terms of how microcredit impacts 
women specially, the interviews show that women are not always the primary user of the loan, 
she is often used as an instrument through which the husband gets the loan. Microcredit has the 
potential for positively impacting female well-being, but it does not presently live up to the 
notion of empowering women through entrepreneurship. To conclude, borrowers’ well-being 
has improved through the introduction of microcredit, but there is no clear correlation between 
microcredit and improvements in well-being. Well-being cannot be achieved if there is no 
regulation in place which aims to prevent exploitation of MFIs. The event of Andhra Pradesh 
crisis provides us with examples of how microcredit regulation can be an important tool in 
improving welfare and reducing harmful credit.   
 
Keywords: Microcredit, Regulation, India, Women Empowerment 
 
 
 
 
 



Sammanfattning  
 
Syftet med uppsatsen är att studera regelverket gällande mikrolån i Indien, dels hur det är 
utformat och dels undersöka hur det påverkar mikrolånstagarna. Eftersom mikrolånsinstituten 
ofta hävdar att mikrolån kan användas som ett verktyg för att stärka kvinnor, har påverkan på 
kvinnorna studerats särskilt. Framgångarna och misslyckandena från att använda olika modeller 
och regelverk för mikrolån kan användas för att förbättra kreditreglering i både 
utvecklingsländer och utvecklade länder. Frågeställningarna som studeras är: Vilka effekter har 
regleringen för mikrolån på låntagarna? Hur påverkas kvinnor av mikrolån i synnerhet? Hur 
kan regleringen för mikrolån förbättra låntagarnas välbefinnande? För att uppfylla syftet med 
uppsatsen har en fältstudie i Indien genomförts där intervjuer har gjorts med framförallt 
låntagare, men även anställda vid ett mikrolånsinstitut och andra experter på området. För att 
förstå hur låntagarna påverkas av mikrolån har Capabilities Approach tillämpats på resultaten 
från intervjuerna med låntagarna. 
 
Mikrolån innebär små lån till människor i utvecklingsländer. Mikrolånen har blivit populära 
över hela världen som ett verktyg för att minska fattigdom och stärka kvinnor, särskilt i Indien. 
Under lång tid var sektorn nästan oreglerad i Indien fram till Andhra Pradesh-krisen 2010. 
Under tiden som ledde upp till krisen växte många mikrolånsinstitut snabbt och många institut 
skiftade från icke-vinstdrivande till vinstdrivande företag allteftersom finansinstitut och banker 
intog sektorn. De metoder som användes av instituten tillsammans med den näst intill 
obefintliga regleringen ledde till att låntagare inte kunde betala sina skulder allteftersom de 
förföll till betalning. De blev överskuldsatta och i rapporter i media framkom det att vissa 
låntagare hade begått självmord som en effekt av krisen. Mikrolånsinstitutens offentligt rykte 
blev för första gången förstört. Efter krisen började sektorn reglera de mikrolånsinstitut som var 
orsaken till krisen och idag är de helt och hållet reglerade och övervakade av the Reserve Bank 
of India (RBI). Övriga institut förblev i stort sett oreglerade trots försök att reglera dem. 
 
Studien har visat att mikrolån har förbättrat de flesta låntagarnas välbefinnande genom 
förbättringar i status, socialt deltagande, och ökad inkomst. Genom att använda Capabilities 
Approach kan mikrolån öka en persons förmågor och frihet om regelverket för mikrolån syftar 
till att förbättra låntagarnas välmående. När det gäller hur mikrokredit påverkat kvinnor 
specifikt visade intervjuerna att kvinnan inte alltid är den verkliga låntagaren, ofta används hon 
som ett instrument där mannen tar del av lånet. Mikrolån kan potentiellt ha en positiv påverkan 
på kvinnors välbefinnande, men det kan inte leva upp till föreställningen om att stärka kvinnor 
genom entreprenörskap. Sammanfattningsvis kan studien visa att låntagarnas välmående har 
förbättrats genom mikrolån, men det finns ingen automatisk koppling mellan mikrokrediter och 
förbättringar i låntagarnas välbefinnande. Ökat välbefinnande går inte att uppnå om det inte 
finns ett regelverk som syftar till att motverka exploatering av mikrolånsinstitut. Krisen i 
Andhra Pradesh kan ge ett exempel på hur regleringen för mikrolån kan användas som ett 
verktyg för att förbättra välfärd och minska skadlig kreditgivning. 
 
Nyckelord: Mikrolån, Regelverk, Indien, Women Empowerment 
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1 Introduction 
 

In the introduction, the background, problem discussion, aim, method, material, delimitations 
and content will be described. The background and the problem discussion are explained to 
create an understanding of microcredit and why this topic is chosen. The details concerning 
how the field study has been conducted are given in the method and material section. Finally, 
delimitations and content will be described to provide an overlook of the thesis. 

 

1.1 Background  
In 2006, Muhammad Yunus received the Nobel Peace Prize together with Grameen Bank for 
the funding of microcredit.1 Microcredit provides small loans to people who might not be 
qualified for such loans otherwise due to income level, credit history or lack of collateral. The 
purpose of microcredit is to help its clients establish creditworthiness and financial self-
sufficiency. By doing this, entrepreneurs can work their way out of poverty in developing 
countries without having to resort to informal moneylenders and debt collectors who pose a 
higher risk to borrowers. Compared to moneylenders, a microfinance institute (MFI) has to 
know the business of their client. What makes microcredit worth its name is the ability to detect 
those who will productively utilize their loan.2  
 
The microcredit programs have become attractive among international aid agencies, global 
development institutions and governments. In India microcredit outreach is the highest in the 
world with 30.3 million borrowers.3 A majority of these clients are poor women. What 
characterizes microcredit in India is the models through which it is offered and the different 
institutional types. In India microcredit can be offered through either a non-banking financial 
company (NBFC) which is for-profit and regulated by the Reserve Bank of India (RBI) or 
through a non-governmental organization (NGO) which is not-for-profits such as a trust, society 
or company registered under Section 8 Indian Companies Act, 2013 (Section 8 company). 
Societies, trusts and Section 8 companies are entities which are unregulated. The MFIs vary in 
both size and legal forms. These institutions often offer loans through group lending, originally 
used by Grameen Bank, meaning a number of clients come together to form a group for the 
purpose of availing a loan without collateral. If any member in the group defaults, the other 
members are jointly liable for each other’s debts.4  
 
It has been argued that microcredit can alleviate poverty and empower women in developing 
countries. Many critics have questioned the model based on the unclear regulation standards of 
microfinance institutes. The degree of government reporting regulations for MFIs vary in 
different countries, and the World Bank reported a few years ago that India did not have a 
microcredit-specific regulatory framework.5  

                                                
1 Armendariz, B., Laibe, M., The handbook of microfinance, p. 174. 
2 Suman, B., Credit as a human right? Microfinance, Development & Contemporary Global Order, p. 32. 
3 Gopalan, S., Kikuchi, T., Financial inclusion in Asia: Issues and Policy Concerns, p. 251. 
4 Solli, J., What happens to microfinance clients who default?, p. 18. 
5 World Bank, Microfinance in South Asia: Toward financial inclusion for the poor, 2006, p. 6. 



 
2 

1.2 Problem discussion 
In the developing world, microcredit has often been hailed as a key for alleviating poverty and 
empowering women. By giving microcredit this position, the sector has grown large, 
particularly in India. However, the impact of microcredit on marginalized people remains 
debated.6 There have been several discussions on whether microcredit could be a debt trap for 
the borrowers. The discussions in India begun in 2010 after the Andhra Pradesh Crises when 
several microcredit debtors committed suicide due to over-indebtedness. What led up to the 
Andhra Pradesh crises was the lack of regulation in the area which made it possible for MFIs 
to use inappropriate lending methods.  
 
In the eye of the storm, women in low-income countries are the ones affected by microcredit 
regulation. MFIs often target poor women since it has shown that they are more reliable in 
repaying the loan. It is also proven that women tend to improve the living conditions within the 
family with their business profits to a greater extent than men.7 Even in a democracy like India, 
poor women formally have equal access to judiciary, but in practice endure great challenges to 
get their case considered in court due to their low economic, political and social status. The 
inequalities women face socially, politically, and economically give them unequal human 
capabilities.8 
 
Even though the success stories of microcredit have flourished and the financial services have 
reached a lot of people, microcredit has also been accused of penetrating the rural societies with 
financial capitalism with profit making as the purpose.9 Since the event of the Andhra Pradesh 
crisis, the sector has made improvements, and the NBFCs which usually work as for-profit are 
now highly regulated by RBI. However, other entities in which microcredit is provided through, 
such as societies, trusts and Section 8 companies are still not regulated by RBI.10 MFIs can 
operate as either for-profit or not-for-profit with investments from individuals or government. 
Since there are many different organizations there are several legal frameworks within 
microcredit which can lead to different risks. If there are a multitude of microfinance 
legislations, it is more difficult to assure that the regulation of the sector is in the consumers 
interests.11 The effects of the microfinance regulation are therefore important to study. The 
success and the failures from using different models and legal structures for microcredit can be 
used to improve credit regulation in both developing and developed jurisdictions.12  

1.3 Aim 
The purpose of this paper is to study microcredit regulation in India, how it is designed and 
how it effects the borrowers of the loans. It is important to study how the borrowers are affected 
since it concerns a group in society which meets a greater challenge in society due to their low 
economic, political and social status. By studying what impact microcredit regulation has had 
on the borrowers we can analyze how legal rules improve or harm the well-being and welfare 
effects of microcredit. In order to meet the purpose, the following questions will be answered: 
                                                
6 Kazmin, A., Indian microfinance gives birth to smaller banking model, FT 2018-09-21; Östlund, A., Mikrolån 
– Indiens svar på subprime SvD 2010-11-23. 
7 Suman, B., Credit as a human right? Microfinance, Development & Contemporary Global Order, p. 61. 
8 Nussbaum, M., Women and Human Development: The Capabilities Approach, p. 3. 
9 Sayal, P., Credit to Capabilities, p. 5. 
10 The Micro Finance institutions (Development and Regulation) Bill, 2012. 
11 Girija, S., Microfinance India: The Social Performance Report 2013, p. 2. 
12 White M. A., Credit and human welfare: Lessons from Microcredit in Developing Nations, Washington and 
Lee Law Review 2012, p. 1898. 
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• What impact does microcredit regulation have on borrowers?  
• How does microcredit regulation impact women in particular? 
• How should microcredit regulation be designed to improve the well-being of borrowers?  

1.4 Method and material 

1.4.1 Field study 
The study is based on material gathered on a two months long field study in India. It is an 
empirical research which aims to understand how the regulation of microcredit impacts 
borrowers. Therefore, interviews have been performed with primarily clients of a MFI, but also 
with employees at an MFI and other experts on the field. The interviews lend insight of how 
microcredit regulation can either improve or harm the well-being and the welfare of these 
people. 
 
To study the effect of microcredit regulation, it is necessary to first clarify and examine the 
existing regulation regarding microfinance in India. Hence, the legal framework and regulation 
has been an important source of the analyzed material. Since the regulation for microcredit is 
complex and non-existing in some parts of the sector, other material has been reviewed. 
Documents and reports from RBI have been important to study since RBI is primarily 
responsible for regulation of the entire sector. Other material that has been used to answer the 
research questions include relevant documents such as literature, reports, legal documents, 
internet web sites, and articles. Since microfinance is an emerging sector the information is 
scant and many articles, internet web sites and reports have been used instead of other higher 
sources often seen as more reliable. The most important material that has been used to study 
the effects and the impact of the regulation is the empirical material gathered on the field study. 
 
A qualitative approach has been used in this study, which is common when using empirical 
material to study law. The qualitative research is deeply contextual, and the researcher seeks to 
understand people in the context of their situation.13 Compared to quantitative research, a 
qualitative research method uses an inside perspective rather than an outside perspective.14 I 
interviewed three groups of people to gain an understanding of the microfinance sector and the 
effect of its regulation. The first group includes the borrowers of microcredit, and the other two 
groups are MFIs and experts in the field such as lawyers specializing in this area. The interviews 
were held with 14 participants in total, six borrowers, three employees from a MFI named 
Cashpor Micro Credit, and five experts on the field. The number of borrowers participating in 
the interview were limited due to the timeframe for the study but also due to consideration of 
not wanting to take more important time from the participant’s daily work than was needed. I 
believe I would have come to the same conclusion even if I interviewed more borrowers. The 
interviews cannot provide an overview of how microfinance impacts borrowers all over India, 
but it lends insight into real life examples of the situation. The stories of the interviews can be 
used as examples we can learn from.  
 

                                                
13 Bryman, A., Quantitative and Qualitative Research: Further reflections on their integration, in Social research 
methods: A reader, p. 506. 
14 Bryman, A., Quantitative and Qualitative Research: Further reflections on their integration, in Social research 
methods: A reader, p. 505. 
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The interviews with the borrowers were conducted through structured interviews together with 
a local interpreter accompanying me since the borrowers did not speak English. The interviews 
were recorded and later transcribed. One must be aware that there can always be issues 
regarding the accuracy of the translation when using interpreters.15 In order to diminish the risk 
of an incorrect or subjective interpretation the questions were explained to the interpreter before 
the interviews and the interpreter was able to ask questions if something was uncertain. When 
performing a field study, it is important to reflect on how the researcher as an outsider should 
relate to the local people, in particular when working with groups that are poor. When there is 
a marked power inequality, the researcher can affect an interview in a way that the respondent 
tends to answer what he or she thinks the researcher wants to hear. In this case the local 
interpreter could help establish trust with the respondents and better explain the purpose of the 
interviews. It has been several discussions about doing research in developing countries and 
how it impacts the families and the community.16 In my field study I chose to limit the 
interviews to only six borrowers and limit the time spent with each borrower considering it was 
time spent away from their daily work. 
 
The interviews with the borrowers were held in the woman’s home or business place, which 
was in all cases the same place. This meant, when performing the interviews, I was rarely alone 
with the woman. In all interviews I had an interpreter accompanying, but sometimes an 
employee from the MFI was also present. In some of the cases when interviewing the women, 
the husband or other male family members to the woman would also participate in the interview, 
without being asked to. In one case the interview was interrupted by the borrower’s customers 
since the interview was held in her business place. When using interviews as a source it is 
important to remember that some information may be left out to protect someone else or 
themselves which can result in missing a portion of the whole reality.17 The fact that the 
interviews weren’t held in private could affect the answers since they may not have felt 
completely comfortable saying certain things in the presence of others. On the other hand, I 
believe the participants would not have felt as comfortable if the interviews would have been 
performed in another place outside their home. If the interviews were to be held in another place 
without the presence of others, the interviews might not have been able to be conducted at all. 
 
When interviewing the employees from the MFI and other experts on the field, the interviews 
were less formal. The interviews were conducted through semi-structured interviews, meaning 
that there were prepared open questions followed up with unscripted questions as well. When 
using semi-structured interviews, the researcher is flexible to make decisions regarding 
additional questions to learn how the participants view their experiences.18 The interviews with 
these other two groups were used for understanding the Indian legal system, for understanding 
how MFIs operate and how microfinance regulation in India works. To consolidate the 
information from the participants taking part in the interview, a number of articles and reports 
have also been used. The experts on the field that took part in the interviews were the following: 
Usha Ramanathan, an internationally recognized legal expert within law and poverty and 
research fellow at the Centre for the Study of Developing Societies. Bagisha Suman, from the 
Faculty of law at Banaras Hindu University, the author of the book Credit as Human Right? 

                                                
15 Becker, s. H., Geer, B., Participant observation and interviewing: a comparison, in Social research methods: A 
reader, p. 247. 
16 Binns, T., Doing Fieldwork in Developing Countries: Planning and Logistics, in Doing Development 
Research, p. 18. 
17 Becker, s. H., Geer, B., Participant observation and interviewing: a comparison, in Social research methods: A 
reader, p. 247. 
18 Willis, K., Interviewing, in Doing Development Research, p. 144. 
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Microfinance, Development & Contemporary Global Order. M Rajshekhar, an Indian 
journalist, reporting on forces impacting rural India. He has written about the different events 
in the history of microcredit and about the Andhra Pradesh crisis. M.S. Sriram, a distinguished 
fellow of the Institute for Development of Research in Banking Technology – an institute set 
up by the Reserve Bank of India. Sona Khan, a Senior Advocate before the Supreme Court in 
India specialized in women’s empowerment through law.  

1.4.2 Sociology of law 
I have chosen to study the effects of microcredit regulation, and in doing so a socio-legal method 
has been used. The main task and perhaps the most important form of legal analysis in the 
sociology of law is to examine the social effect or impact a rule has had. Law and society is 
mutually interdependent, meaning law is created by and in society while law also creates 
society. Legal rules can be used to bring social change and vice versa.19 Analysis of legal rules 
cannot be based only on the legal system to become meaningful from a socio-legal point of 
view. We have to go outside jurisprudence and ask what function the regulation has, or why 
and if we need rules. It is about establishing an external perspective on the right. We have great 
knowledge of the law, that is, in how law is applied and how it is designed, but we know little 
about its effects or consequences.20 The legal scholar Roscoe Pound, one of the founders of the 
movement for sociological jurisprudence,21 argued that a sociological jurisprudence that treats 
law as an institution to regulate social process with the aim of protecting society’s interest is 
needed.22 He meant that society is constantly changing, and so must law in order to adapt to 
society’s demands.23 Written law has to respond to the demands of society or else it has failed.24 
Since the microfinance sector has experienced failure before, it is now important to study the 
regulation and the impact on the borrowers to determine if microcredit is a tool to enhance 
welfare and if legal rules can improve the welfare effects of microcredit.  
 
When using sociology of law as method, law can be approach from different perspectives. Some 
might question how the social conditions impact the legal rules while others might question 
how legal rules impact the social conditions.25 In this thesis, interviews have been performed to 
understand what impact microcredit regulation have on the borrowers, meaning what impact 
legal rules has on social conditions. By using this approach, it is possible to determine if the 
current rules fulfill its purpose or if there is need for improvements. 26 

1.4.3 Alternative method 
Law can be approached from many different perspectives. An alternative method for this thesis 
could be the comparative research method used for comparison of two or more legal systems, 
or aspects of two or more legal systems. The comparative research method is not used to only 
study foreign law nor is it used to study two legal systems parallel to each other; what makes 
the method worth its name is the comparison of similarities and differences between legal 
systems.27 Microfinance has spread around the world and is now common in many developing 
                                                
19 Hydén, H., Rättssociologi: Om att undersöka relationen mellan rätt och samhälle, in Juridisk metodlära, p. 
207. 
20 Hydén, H., Rättssociologi: Om att undersöka relationen mellan rätt och samhälle, in Juridisk metodlära, p 209. 
21 Trevino, J., Sociological Jurisprudence, in Law and Social Theory, p. 35. 
22 Trevino, J., Sociological Jurisprudence, in Law and Social Theory, p. 46. 
23 Trevino, J., Sociological Jurisprudence, in Law and Social Theory, p. 45. 
24 Trevino, J., Sociological Jurisprudence, in Law and Social Theory, p. 46. 
25 Mathiesen, T., Rätten i samhället, p. 23. 
26 Mathiesen, T., Rätten i samhället, p. 69. 
27 Valguarnera, F., Den komparativa metoden, in Juridisk metodlära, p. 141.  
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countries. Critics of microfinance have pointed to the unclear regulation standards of MFIs 
since it varies highly from country to country.28 The method explained above could therefore 
be a relevant and interesting approach to use in order to compare regulations for MFIs in 
different countries. If the comparative method were used, the thesis would have taken a 
completely different turn. In this thesis, another method was chosen to fulfil the aim of the 
research and answer the research questions. Since the aim of the thesis was to analyze the 
microcredit regulation in India and the effects of the regulation, there was not enough space to 
analyze another country’s regulation for microfinance and the effects of it. 

1.5 Delimitations 
Microcredit in the form of micro-loans will be examined in this paper. The thesis will not study 
other financial services provided through MFIs, such as micro-saving or micro-insurance. 
Microcredit is the most common service provided through MFI. Microfinance is a broader term 
that has developed over the years which include microcredit, micro-insurance and micro-
savings.29 The problem in the sector has mainly concerned microcredit and therefore I have 
chosen to only study the regulation and its effect on this particular financial service.  

1.6 Content        
The thesis consists of seven chapters starting with an introduction and a background to the topic 
followed by the aim of the research, research questions, method and material and limitations. 
Chapter two provides a general description of the idea of microcredit, its history and the 
different models. One MFI in particular is explain to gain an understanding for how the MFIs 
operate. In the third chapter, the regulation concerning microcredit is explained, both the legal 
frameworks within the country and the self-regulation and guidelines for microfinance 
institutes. Further, in chapter four the effect of microcredit is examined by analyzing the data 
from the interviews. Since the majority of the borrowers are women, chapter five has been 
dedicated to examine how regulation of microcredit impacts women in particular. In order to 
answer the third research question, the impact of the regulation is discussed in chapter six. 
These three last mentioned chapters connect the practical experience from the field study 
together with the academic research. Finally, in the last chapter, chapter seven, draws 
conclusions from the material presented above in order to answer the research questions. 
 

                                                
28 World Bank, Microfinance in South Asia: Toward financial inclusion for the poor, 2006, p. 6. 
29 Armendáriz de Aghion, B., Morduch, J., Economics of Microfinance, p. 14. 
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2 Microcredit  
 

In the second chapter of this thesis the concept of microcredit will be described and the different 
types of microcredit will be explained. The history of microcredit will also be described to gain 
an understanding of why this financial services are needed. The MFI Cashpor is examined to 
provide an example of how many MFIs operate.  

 

2.1 The concept of microcredit 
Microcredit refers to the small loans provided through trusts, societies, companies and bodies 
corporate and other institutes.30 Microcredit is a subcategory to microfinance which is a broader 
term that has developed over the years through the realization that households could benefit 
from access to other financial services.31 Microfinance refers to a variety of banking and lending 
activities offered to low-income costumers in developing countries, it consists of microcredit, 
micro-insurance and micro-savings.32 Further, the term microcredit will be used when talking 
about the loans given to people in developing world.  
 
Microcredit is an important tool to encourage entrepreneurship and work against poverty which 
is one of the global goals for 203033. The global goals for sustainable development are 
guidelines for how governments, businesses, civil society, and the general public should work 
together to build a better future. The first goal is to end poverty. One way of doing this is to 
ensure equal rights to ownership, basic services and economic recourses, this includes the right 
to microcredit.34 Goal number 8 states that job creation should be promoted with expanded 
access to banking and financial services. The capacity of financial institutions should be 
strengthened to expand access to banking and financial service.35 By making sure that 
microcredit regulation is designed to benefit the borrowers of microcredit, the chances of 
meeting the goals are hopefully greater. The global goals for 2030 states that everyone should 
have access to banking and financial services36, but many people don’t have the collateral that 
is normally required for a loan. Microcredit is therefore designed to be paid back through group 
co-guarantees and joint liabilities.37 Microcredit is served by the MFI to the borrower at his or 
her doorstep, since the service is provided in a convenient way for the borrower this comes at 
a cost and the interest rates charged by MFIs are higher than the commercial banks.38  
 
The other functions of microcredit include encouraging entrepreneurship, potentially 
empowering women, and offering financial services such as a credit cards which are not taken 
for granted by a large part of India’s population. Furthermore, microcredit gives low-income 
classes the opportunity to develop themselves financially without having to resorting to 

                                                
30 Standing committee in finance, The micro finance institutions (Development and Regulation) Bill, 2012, 
eighty-fourth report, Lok Sabha Secretariat, New Delhi, 2014, part 1 A. 
31 Armendáriz de Aghion, B., Morduch, J., Economics of Microfinance, p. 14. 
32 Puhazhendhi, V., Microfinance in India: State of the Sector Report 2012, 2013, p. 103. 
33 Global Goals, The 17 goals. 
34 Global Goals, The 17 goals, Target 1.4. 
35 Global Goals, The 17 goals, Target 8.10.  
36 Global Goals, The 17 goals, Target 8.10. 
37 Reserve Bank of India, Report of the Sub-Committee of the Central Board of Directors of Reserve Bank of 
India, 2011-01-19, 2.6 and 2.7. 
38 Singh, H., Microfinance Institutions in India: Salient Features, Jagran Josh, 2019-03-30. 
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informal moneylenders and debt collectors who pose a higher risk to the borrowers.39 Half of 
the Indian population does not have the access to a savings account and other banking services. 
Microcredit can fulfill this gap by not only providing credit but also other financial services like 
education within finance or education within their business, all in a convenient way.40  
 
The lending methods used by MFIs tend to lead to higher repayment rates as compared to 
traditional banks in underdeveloped areas. One reason for this might be the joint liability caused 
by group lending. Microcredit is structured around building repayment discipline through group 
co-guarantees, peer pressure, and joint liability since microcredit is based on the understanding 
that the borrowers have limited collateral to offer security on their own. The idea of groups of 
borrowers is known as “social collateral”. Each person in the group is responsible for the other 
group member’s loans which makes it important to choose group members who are capable of 
repaying their loans on time. Other mechanisms like regular repayment schedules and the 
targeting of women and social programs are also factors that plays a important role in the 
success of microcredit programs.41 The loans are often used for supporting the borrower’s self-
employment, including developing their business or helping them purchase small productive 
assets to start a business. But loans can also be used to pay back already existing loans to 
informal moneylenders or pay children’s school fee. The purpose of the loan is documented 
when applying and its often verified after a few weeks to make sure the loan has been utilized 
for its stated purpose.42 RBI guidelines for NBFC-MFI states that loans cannot be extended by 
more than 50 percent of their portfolio for non-income generating activities.43  

2.2 The history of microcredit  
In the 1970s when the economist Muhammad Yunus first developed the idea of microcredit his 
plan was to implement a new economic approach that would loan small amounts of money to 
women in order for them to start or grow a business of their own.44 The idea emerged when 
Muhammad Yunus, together with other students, interviewed poor women in a village near his 
university in his home country Bangladesh and saw the wide-spread poverty after studying 
abroad for a few years.45 The women made stools out of bamboo, but could not afford to buy 
the bamboo themselves. During the interviews, the women told him that moneylenders lent 
them money at high rates in order for them to buy the material, leaving the women with a tiny 
profit. If only the women had the money to buy their own bamboo, they would make a better 
living.46 In 1983, when Muhammad Yunus established the Grameen Bank he argued that credit 
is a fundamental human right.47 He believed that poor people could escape poverty by receiving 
a loan on terms suitable for them and also by learning a few financial principles in order for 
them to help themselves.48 Muhammad Yunus believed that poverty is not created by the poor, 
it is created by the structures of society and the system we have built. He believed that these 
small loans would be the key to economic equality.49  

                                                
39 Suman, B., Credit as a human right, p. 56. 
40 Singh, H., Microfinance Institutions in India: Salient Features, Jagran Josh, 2019-03-30. 
41 Armendáriz de Aghion, B., Morduch, J., Economics of Microfinance, p. 13. 
42 Interview with Denish Pandey at Cashpor. 
43 RBI, Master Circulars, (NBFC-MFIs) Directions, RBI/2015-16/20, 1 f. 
44 Yunus, M., Banker to the poor, p. 3. 
45 Yunus, M., Banker to the poor, p. 6. 
46 Yunus, M., Banker to the poor, p. 7. 
47 Yunus, M., Banker to the poor, p. 174. 
48 Yunus, M., Banker to the poor, p. 11. 
49 Yunus, M., Banker to the poor, p. 10. 



 
9 

2.3 The different models 
In India, microcredit operates through two channels which are either through Bank Linkage 
Programme (BLP) which use the Self Help Group Programme50 or Micro Finance Institutes 
(MFI) which uses the concept of Joint Liability Groups .51 The self help groups are led by banks 
and were initiated in 1992 by the National Bank for Agriculture and Rural Development 
(Nabard). The model encourages women to form groups of 10-15 members where each member 
contributes with their own savings periodically and these savings provide small loans for its 
members. Later on, the bank provided loans to the the self help groups with the purpose to 
generate the income. The groups are self-sustaining and work on their own, but it is common 
that they get some support from the NGOs and institutions like Nabard, ones they become 
stable. NGOs can support the group with other social function such as health, education or by 
bringing them external capital.52 The other channel, which microcredit is provided through is 
MFIs. They lend through joint liability groups, an informal group with 5-10 members who come 
together for the purpose of a loan against a mutual guarantee. There is a wide range of MFIs in 
India, they can vary in legal forms but their main operation is microcredit. The main differences 
between the self help groups and the joint liability groups is that not all members of a self help 
group can borrow, some may only save. The second difference is that self help groups can be 
connected to third party loans, such as banks. The members of a self help group are never 
responsible for those who are unable to repay, such as in the joint liability group.53 
 
Microcredit provided by MFIs in the form of joint liability groups will be examined in this 
paper. The MFIs models can vary, but the concept of joint liability groups is what brings them 
together. MFIs include NBFCs, Section 8 companies, trusts and societies. NBFC-MFIs are for-
profit entities while Section 8 companies, trust and societies are non-governmental 
organizations which are often not-for-profit.54 The Grameen Bank model is one of the most 
common models used by MFIs, initiated by Muhammad Yunus. The model uses joint liability 
groups, where small groups are created so that borrowers depend on each other for their loan 
repayment ability. If a member defaults, no other member of the group can get a loan. This 
means that when one of the members has difficulties repaying a loan, the rest of the group needs 
to work out a solution that assures repayment. This idea was not only created to assure the banks 
that they would get paid, it was also a way to develop leadership skills and to improve self-help 
techniques.55  

2.3.1 Cashpoor Micro Credit 
To provide an example of how MFIs operate one institute in particular has been studied. 
Cashpor Micro Credit (Cashpor) operates in five states in India and was set up as a company in 
2002 under Section 25 of Indian Companies Act, 1956, now Section 8 of Indian Companies 
Act, 2013. Cashpor is a poverty focused not-for-profit company with the purpose of exclusively 
providing microfinance to women below the poverty line.56 They are working as business 
                                                
50 Reserve Bank of India, Report of the Sub-Committee of the Central Board of Directors of Reserve Bank of 
India, 2011-01-19, 2.6.  
51 Reserve Bank of India, Report of the Sub-Committee of the Central Board of Directors of Reserve Bank of 
India, 2011-01-19, 2.7. 
52 Reserve Bank of India, Report of the Sub-Committee of the Central Board of Directors of Reserve Bank of 
India, 2011-01-19, 2.6.  
53 Singh, H., Microfinance Institutions in India: Salient Features, Jagran Josh, 2019-03-30. 
54 Reserve Bank of India, Report of the Sub-Committee of the Central Board of Directors of Reserve Bank of 
India, 2011-01-19, 2.5. 
55 Yunus, M., Banker to the poor, p. 109. 
56 Interview with Dinesh Pandey at Cashpor. 
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correspondent (BC) of a few banks, which mean they work as retail agents engaged by banks 
for providing financial services at locations other than a bank branch or ATM. The BC model 
was an initiative adopted by the RBI in 2006 to insure financial inclusion.57 Cashpor uses the 
Grameen Bank model, which means they use joint liability groups, were they put together 5-10 
women that rely on each other for paying back the loan. These groups are called centers and 
they meet once a week on a meeting in the village.58 Since the beginning, Cashpor has provided 
different services to it’s clients and their families such as health and education services. They 
have realized that illness in the families of their clients can wipe-out any poverty reduction that 
has taken place as a result of Cashpor’s microcredit. To make sure that doesn’t happen, they 
offer Cashpor Mini Clinics where the patients attending these clinics cover 25 percent of their 
operating cost, while Cashpor covers the rest. The education services are provided for both the 
clients and other family members but most importantly the children. If the children of the clients 
do not stay in secondary school, they are likely to simply replace their parents in poverty. It has 
also been shown that the quality of education that is available in the rural areas, which Cashpor 
operates in is low. They have therefore established 392 Education Centers within 322 branches 
which offers education before and after regular school.59 
 

 
To conclude, microcredit is small loans provided to individuals with a low income in developing 
countries. Microcredit can be provided through different models and institutes but in this thesis, 
only the regulation and its effects concerning MFIs, which provide microcredit through joint 
liability groups, will be discussed.  

 

                                                
57 Reserve Bank of India, Discussion Paper on Engagement of 'for-profit' Companies as Business 
Correspondents, nr. 1. 
58 Interview Dinesh Pandey at Cashpor. 
59 Cashpor Micro Credit, Annual Report 2017-18, p. 7. 
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3 The regulatory framework 
 

This chapter will begin with a brief introduction of the legal system in India, which is explained 
in order to subsequently describe the regulation of microcredit in India. The regulation on the 
sector took changed a lot after the Andhra Pradesh crisis so when describing the regulation 
regarding microcredit, it will be divided into how the regulation of the sector was before the 
Andhra Pradesh Crises and how it looks like today, after the Andhra Pradesh crisis. 

 

3.1 The legal system in India 
On the 15th of August 1947, India became independent from the United Kingdom and is today 
the largest democracy in the world.60 The legal system was primarily developed during the mid 
19th century as a common law system introduced in India through British colonization, although 
India became the sole architect of law after independence.61 India is a constitutional 
parliamentary democracy, and the legal system is in some respect similar to the U.S. legal 
system. Both are combining a basically common law tradition with the limitations of a written 
constitution.62 Common law was first developed in England with the purpose of protecting the 
individuals and restricting the power of the state. In a common law system, the judges have the 
authority to make decisions that complement the laws. Since the common law system relies on 
case law, it can evolve over time to correspond with change in society and the political 
environment, while still providing a set of rules which makes the law foreseeable.63 The 
decisions from the Supreme Court and the state High Courts are regularly published. The 
constitution is based on the Government of India Act 1935 and was passed by the British 
Parliament. The Indian constitution lays out a federal Union of 28 states, 6 union territories and 
1 national capital territory. The Union and the States have separate executive and legislative 
branches, but law generated by the Union is superior to that of the States. The sources of law 
include the Constitution of India, central statutes, state laws and regulations framed under those 
laws. The official publication of laws in India is contained in the India Code, which is a 
compilation of unrepealed Acts or laws enacted by the parliament of India. An Act is a law 
which has been passed by the legislature and sent to the president or the Governor for 
approval.64 A bill is a proposal to make a new law, it can be considered as an initial stage of 
becoming an act. It is placed in the lower house of the parliament and if it passes it goes to the 
Upper house for approval. If the Bill is passed by the Upper house it is sent to the President for 
his assent. If it receives his assent, it becomes an act.65 An ordinance can be seen as a temporary 
law. It is created when the there is an emergency and there is a need to make an Act. It is equal 
to an Act legally, but it only function as a temporary law until it is either approved by the 
legislature, repealed or expired.66 Later in this chapter, the different terms will be used when 
the regulation concerning microcredit is explained. 

                                                
60 Nussbaum, M., Women and human development - The capabilities approach, p. 24. 
61 Pal, Singh, M., The Indian legal system, p. xxxi. 
62 Nussbaum, M., Women and human development - The capabilities approach, p.  24. 
63 Fullerton, Joireman, S., The evolution of the common law: Legal Development in Kenya and India, 
Commonwealth & Comparative Politics 2006, p. 192. 
64 Dam, S., Presidential Legislation in India: The Law and Practice of Ordinances, p. 135. 
65 Dam, S., Presidential Legislation in India: The Law and Practice of Ordinances, p. 1.  
66 Dam, S., Presidential Legislation in India: The Law and Practice of Ordinances, p. 28.  
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3.2 The microcredit regulation 

3.2.1 Controversy on the microcredit regulation – The Andhra Pradesh crisis 
The regulation for microcredit in India is complex and it has been debated for the last few years. 
The sector was largely unregulated for a long time and different draft microcredit regulation 
has been pending since 2006.67 In the last decade the microcredit sector in India witnessed a 
tremendous growth. During this time MFIs were subject to minimal regulation. There was no 
regulation regarding lending practices, pricing or operations. Due to minimal regulation in 
combination with the rapid growth of the sector the customers’ dissatisfaction with microcredit 
services increased, culminating in the Andhra Pradesh crisis in 2010. Andhra Pradesh crisis was 
a consequence from over lent borrowers who could not afford to repay their loans. Leading up 
to the Andhra Pradesh crisis, institutions scaled up quickly. Some were doubling their size each 
year and as many institutions tried to reach more customers and expand to other areas, it resulted 
in customers who became over-indebted because of the inappropriate lending models.68  
 
During the period before the Andhra Pradesh crisis many MFIs shifted from being considered 
non-profit entities to strictly being for-profit organizations. This problem was especially 
apparent in the state of Andhra Pradesh. The history of microcredit in India could be divided 
into different waves. The early microcredit was mostly given through donor and charity funds 
and they were channeled through not-for-profit organizations. This was when the development 
sector had first discovered the Grameen bank model which made it possible for poor to receive 
a loan. The lending approach was at this time focused on poverty reduction. As the sector scaled 
up quickly, MFIs had to change their approach to meet the demand of banking services. 
Microcredit became attractive among the mainstream market and the MFIs did not longer need 
to continue making a point so many began transforming into commercial organizations. The 
options to become commercial was either to set up a local area bank or form a NBFC. Setting 
up a local area bank was difficult due to the careful restrictions of granting license from RBIs. 
The option was to incorporate a NBFC. Gradually MFIs moved from not-for-profit to for-profit 
commercial institutions.69  
 
The for-profit MFIs began offering multiple loans to the same individual or household without 
doing background checks. Credit was given to almost anyone who was interested which led to 
clients borrowing more than they where capable of repaying. In some cases, MFIs even offered 
certain items which would include in the lending practice which made the borrowers purchase 
even more credit. As a result of the inappropriate lending models, many borrowers began to 
default and the MFIs began taking drastic measures in order for them to receive their loans 
back. Some MFIs forced borrowers to get additional loans from informal moneylenders in order 
for them to repay the MFIs.70 The crisis lead to government intervention by creating The Andhra 
Pradesh Microfinance Institutions (Regulation of Money Lending) Ordinance in October 2010, 
and in December same year the Ordinance was enacted into The Andhra Pradesh Microfinance 
Institutions (Regulation of Money lending) Act, 2010.71 The ordinance aim was to restore order 
to the sector and end the exploitation of MFIs by setting up restrictions such as monthly 
                                                
67 Standing committee in finance, The micro finance institutions (Development and Regulation) Bill, 2012, 
eighty-fourth report, Lok Sabha Secretariat, New Delhi, 2014, p. 56. 
68 Sriram, M.S., Commercialisation of Microfinance in India: A discussion of the Emporor’s Apparel, EPW 
2010, p. 65; Interview with M Rajshekhar; Interview with Prof. M.S. Sriram. 
69 Sriram, M.S., Commercialisation of Microfinance in India: A discussion of the Emporor’s Apparel, EPW 
2010, p. 65. 
70 Schmidt, O., Tragedy in Andhra Pradesh, Development and Cooperation 2010-12-13. 
71 The Andhra Pradesh Microfinance Institutions (Regulation of Money Lending) Act, 2010. 
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repayments, limit on interest rates, and MFIs reiterating themselves with the government.72 The 
crisis culminated when it was reported that borrowers committed suicide due to over-
indebtedness.73 The government intervention did not lead to the result they were aiming for, 
instead the strict stipulations made the repayments fall to under 10 percent in both rural areas 
and urban areas. The introduction of strict regulations by the RBI posed serious operational 
challenges for the MFIs. The crisis undermined the growth of the sector and many MFIs 
underwent corporate debt restricting to repay their obligations to the banks. Even MFIs outside 
Andhra Pradesh were affected since it limited their ability to receive loans from banks.74 
 
The events of Andhra Pradesh crisis made the sector realize that something had to be done. 
Since the Andhra Pradesh crisis, RBI has asserted more oversight over the sector. The Indian 
parliament also reacted to the crisis by releasing a bill, Microfinance Bill 201275, but eventually 
it was rejected in Standing Committee on Finance in 2014. The report by the Standing 
Committee specify that some of the aspects that the bill proposed such as allowing MFIs to 
collect thrifts, shifting the regulatory function to the RBI or allowing MFIs to function as self 
regulatory organizations has not been studied or evaluated.76 The committee suggested that it 
might be better to create an independent regulator called Micro Finance and Development 
Regulatory Council, instead of RBI controlling the sector.77 Nabard which is the national bank 
for agricultural and rural development, has criticized the Standing Committee as they expressed 
that a robust regulation must be in order since the experience of Andhra Pradesh clearly 
demonstrated that only self-regulation does not help. The Microfinance Bill, 2012 could have 
been the answer to a microfinance-specific regulation, but the committee found that the 
Department of Financial Services hadn’t done a adequate groundwork and it was therefore 
rejected.78  

3.2.2 The regulation today - after Andhra Pradesh crisis 
India’s financial system includes a lot of different institutional types and RBI, which is 
responsible for regulation of the entire financial system, booth banks and non-banking financial 
companies (NBFC), meets challenges due to the regulatory complexity.79 What lead up to the 
Andhra Pradesh crisis could be argued was the lack of regulation regarding microcredit, and it 
has therefore been important to clarify it.80 The positive effect of the Andhra Pradesh crisis is 
that the sector saw the consequences of a model that was not customer centric. Although many 
agree that there is profit to be made, the aim of the microfinance services is ultimately to 
improve the status and the lives of the poor population. The lesson has been learned and as the 
sector moves forward, regulators have to ensure that MFIs objectives are to serve the 
consumers.  
 
In response to the failures that the microcredit sector witnessed in 2010, the RBI began to 
regulate all Indian NBFC-MFIs, which makes up a majority of all MFIs, to avoid another crisis 

                                                
72 The Andhra Pradesh Microfinance Institutions (Regulation of Money Lending) Ordinance. 
73 Schmidt, O., Tragedy in Andhra Pradesh, Development and Cooperation 2010-12-13. 
74 Girija, S., Microfinance India: The Social Performance Report 2013, p. 57. 
75 The Micro Finance institutions (Development and Regulation) Bill, 2012. 
76 Standing committee in finance, The micro finance institutions (Development and Regulation) Bill, 2012, 
eighty-fourth report, Lok Sabha Secretariat, New Delhi, 2014, p. 56. 
77 Standing committee in finance, The micro finance institutions (Development and Regulation) Bill, 2012, 
eighty-fourth report, Lok Sabha Secretariat, New Delhi, 2014, p. 55. 
78 Rajshekhar, M., Why the Standing Committee on Finance rejected the MFI Bill, ET 2014-02-18. 
79 The World Bank, India: The Regulation of Microfinance, 2006, p. 11. 
80 Schmidt, O., Tragedy in Andhra Pradesh, Development and Cooperation 2010-12-13. 
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similar to the one in Andhra Pradesh.81 A Sub-Committee of the Central Board of the RBI was 
constituted in order to study the concerns of the MFI sector. A report was submitted by the 
committee in 201182 and it was later announced that a broad framework of the regulation was 
accepted by RBI. The guidelines for the NBFC-MFIs can be found in RBIs Master Circular, 
where RBI releases updated notifications about the current regulation in order to have all 
instructions on the subject in one place. In accordance to the committee’s report, a separate 
category of NBFCs was formed, the NBFC-MFIs and separate directions were issued in 2011 
concerning the regulatory framework for NBFC-MFIs in specific.83 With the regulation for 
NBFC-MFIs today, it is not possible for borrowers to lend money from more than two NBFC-
MFIs providers at a time. Coercion of borrowers is prevented by RBI guidelines for NBFC-
MFIs and Fair Practice Code of RBI.84 RBI has also prescribed that the interest rates must be 
lover than either the cost of funds plus 10 percent if large MFI and lower than the cost of funds 
plus 12 percent for medium to small sized MFIs or the average base rate of the five largest 
commercial banks in India multiplied by 2.75.85 This principle ensures that the only way an 
MFI can make more profit is by improving its own efficiency and lower its operating costs. The 
product design that caused ineptness to borrowers was also regulated by RBI specifying the 
loan size, tenure, repayment frequency and moratorium. The loan can not be more than INR 60 
000 for the first loan and not more than INR 100 000 for the following. The tenure must be 
longer than 24 months if the loan amount exceeds INR 30,000. The repayment can be done 
either weekly, fortnightly or monthly depending on the borrowers preference.86  
 
Other MFIs are still not as regulated. Microcredit is provided by a variety of entities, including 
banks, self help groups linked to banks and MFIs that include NBFCs, Section 8 companies, 
trusts and societies. Banks and NBFC-MFIs fall under the the regulatory and supervision of 
RBI. The strict regulation concerning NBFC-MFIs and banks in India is because these are for-
profit companies. The activities for other MFIs, such as societies and trusts, remains 
unregulated and unsupervised for the most part since there is no single regulator. The different 
entities need to be registered under respective acts, but other than that these entities are currently 
only covered by respective state legislation which vary in the level of degree of regulation. 
Societies should be registered under the Society Registration Act, 1860, trusts under Indian 
Trust Act, 1882 and Section 8 companies registered under Section 8 of Indian Companies Act, 
2013. NBFC-MFI are the only type of MFI that fall under the purview of RBI and are subject 
to prudential regulations. Although the government has tried to improve the sector by releasing 
Microfinance Bill 2012, there is still no specific regulation for other institutions than NBFC-
MFIs. The purpose of the bill was to provide development and regulation for MFIs to 
facilitating access to credit, thrift and other micro finance services to the rural and urban poor 
and certain disadvantaged section of the people.87 The motives behind the Microfinance Bill 
2012 was presented in the eight-fourth report from ministry of finance. The report writes that 
there are many societies, companies, trusts and bodies corporates and other institutions which 
are engaged in providing microfinance services to the poor as complementary to the banking 
system. Since these institutions lacks a formal statutory framework for providing microfinance 
services the Central Government felt that it was expedient to provide such framework in order 

                                                
81 RBI, Master Circulars, (NBFC-MFIs) Directions, RBI/2015-16/20. 
82 Reserve Bank of India, Report of the Sub-Committee of the Central Board of Directors of Reserve Bank of 
India, 2011-01-19. 
83 RBI, Master Circulars, (NBFC-MFIs) Directions, RBI/2015-16/20. 
84 RBI, Master Circulars, (NBFC-MFIs) Directions, RBI/2015-16/20, 2 iv. 
85 RBI, Master Circulars, (NBFC-MFIs) Directions, RBI/2015-16/20, 2 C a. 
86 RBI, Master Circulars, (NBFC-MFIs) Directions, RBI/2015-16/20, 1, b and d. 
87 The Micro Finance institutions (Development and Regulation) Bill, 2012. 
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for micro finance institutions to orderly grow and thereby facilitate financial inclusion.88 
Despite the fact that a regulatory framework for all MFIs is needed the Microfinance Bill 2012 
was rejected by the Committee in 2014, which makes the question on how to regulate MFIs 
wide open again. 89 The rejection has been criticized, Nabard expressed that a robust regulation 
must exist since the experience of Andhra Pradesh clearly demonstrated that only self-
regulation does not help90 

3.2.3 Self-regulation  
MFIs in India often voluntarily join an industry association which acts as a guide and 
commitment for self-regulation. They are called self-regulatory organizations and they play a 
key role in ensuring compliance with the regulatory framework. The instructions from RBI 
clarifies that the responsibility for compliance to all regulations prescribed for MFIs lies with 
the institution itself primarily and with the self-regulatory organizations secondarily. It is not 
compulsory for MFIs to join a self-regulatory organization but the committee has encouraged 
them to become a member of at least one organization, which should be recognized by the RBI. 
The Malegam Committee has also recommended greater responsibility to be put on these 
industry associations surveillance of the regulatory compliance.91 There are two big self-
regulatory organizations in India, Sa-Dhan and MFIN. In 2014 Microfinance Institution 
Network (MFIN) was formally recognized as an self regulatory organization by RBI.92 MFIN 
and Sa-Dahn is non-profit societies functioning as voluntary self regulatory organizations 
establishing a framework for fair practices and client protection for MFIs. They have issued a 
Code of Conduct which requires members to participate in a forum to share information. For 
example, whenever a MFI comes across incidents of high default they need to inform MFIN so 
that other members can be aware and restrain lending in that area.93 

3.2.4 Cashpor in particular  
Cashpor is registered under Section 8 Indian Companies Act, 2013.94 Cashpor has developed 
their own policies in which the board has approved. The first policy is the whistleblower policy. 
It aims to strengthen a system where employees are encouraged to raise concerns or warnings 
regarding unethical or inappropriate practices within the company. The second policy provides 
a set of guidelines on how to tackle a crisis in the future. The last policy, lays down the structure 
regarding identification, reporting, and alleviation of risks in the company.95 Other than their 
own policy they also follow RBIs regulation for NBFC-MFIs, explained above in 3.2.2. 
Cashpor is one of the founder member of the self-regulatory organization Sa-Dahn, and they 
follow all mandatory regulations for a MFI.96 Their policies and procedures are compliant with 
the industry Code of Conduct and with the RBI Fair Practice Code.97  
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Cashpor does not have any lawyers working with the regulatory compliance or other legal 
issues, nor does the Grameen Bank, as which model Cashpor follows. Muhammad Yunus 
explained that trust begets trust and if you trust the borrower, he said, they will trust you. 
Lawyers are only needed when you distrust each other.98 The Grameen Bank don’t involve 
lawyers or any outsider, and they don’t have any legal instruments between the bank and the 
borrower as they explain that the agreement is rather based on a relationship with the borrowers 
which makes it unnecessary.99  
 
Cashpor’s own agreements with their clients is also built upon trust between each part. There 
is no written agreement in which the parts sign the terms of the loan. The only written document 
is the application form the client fill in from which Cashpor later determines if the person is 
entitled to a loan. To be entitled to a loan the client needs to be below poverty line (BPL). In 
order to be considered BPL two different indexes are measured: Cashpor Household Index 
(CHI) and Progress Out of Poverty Index (PPI). Both measurements are used to determine the 
clients living standards. CHI measures the standard of housing, such as what material the 
client’s house is built out of, meaning if the walls are built out of mud instead of bricks or if the 
roof is thatched rather than made out of concrete, the chances of him or her getting the loan is 
greater. PPI measures home supplies used by the client; for example, if the household has a 
water purifier or gas connection. The PPI should also be low in order to qualify for a micro-
loan. Apart from measuring the poverty indexes, the purpose of the loan is also important. The 
loan has to be used for income generating purposes only. Cashpor inform that they always 
follow up if the loan is used for its stated purpose. This requirement aims to reduce the risk of 
default. Sometimes Cashpor can provide with financial assistance for undertaking non-income 
generating activities which helps in common health improvements and social status, such as 
construction of toilets or procuring gas connection. Loans used for purposes other than income 
generating is called flexi-loans.100  

3.3 Moneylenders and unregulated entities 
It is also important to bring up the informal moneylenders which have been very common for 
poor people to turn to. The risk of people taking loans from informal moneylenders is reduced 
when providing micro loans through MFIs, but occasionally in urgent matters, when money is 
required immediately, microcredit clients still might approach moneylenders at times.101 Other 
issues on the field have been the unregulated entities offering financial services to the poor. 
Though it is possible for RBI to put in a customer protection framework for the regulated 
entities it becomes difficult to control the non-regulated entities. Especially those entities that 
pretend to be regulated. To manage the problem, RBI launched a portal in 2016 where anyone 
can share information about new initiatives that may not be regulated. The portal is mobile-
friendly and is aimed to ensure that financial services are only provided by regulated entities.102  
 
Repayment rates are high for loans from MFIs. Borrowers of MFI loans are poor and often have 
no documentary proof of income or assets, making it impossible to get loans from formal 
financial providers. Apart from an MFI, this population must get loan from moneylenders, who 
will demand collateral such as land or jewelry. The MFIs do not seek collateral or 
documentation, and they charge a lower rate of interest than the informal moneylenders. In 
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order to receive larger loans and a broader range of services, borrowers need to repay their loans 
in time.103  
 

 
When studying the microcredit regulation, it is clear to see that the sector has been through 
some drastic changes. The consequences from a largely unregulated sector resulted in the event 
of the Andhra Pradesh crisis. Today, most of the MFIs are regulated and under the supervision 
of RBI, while other entities are currently covered by respective state legislation. Even though 
the alleged factors for the crisis are prevented the sector is still waiting for a robust regulation 
that will offer a microcredit-specific regulatory framework for all entities. 
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4 The impact of microcredit regulation  
 

In the fourth chapter, the first research question will be answered: “What impact does 
microcredit regulation have on borrowers?” The impact of the regulation will be evaluated by 
analyzing results of the interviews in the light of the Capabilities Approach. In the first part of 
the chapter, the Capabilities Approach will be explained. Later, the results from the interview 
with the borrowers is laid out. Then the approach is applied on the results from the interviews 
to analyze how borrowers are effected by microcredit regulation.  

 

4.1 The Capabilities Approach 
In 2009 it was reported that 190 million individuals had been reached by micro-lenders, 86 
percent of whom were among the poorest, which means they live on 1 dollar per day. Women 
made up 82 percent of those 190 million.104 By looking at the numbers and statistics, it seems 
as if microcredit has been a boon to welfare in developing countries, especially for women, but 
if this study would rely on the revealed preference measure of consumer welfare, there would 
be no doubt that microcredit improves consumer welfare. Revealed preference theory posits 
that consumer’s express preferences through market purchases, such as the purchase of a 
microloan. If the choice of borrowing money from a MFI reveals the borrower’s preferences, 
then any credit transaction could be thought to enhance welfare. That is if welfare is utility and 
utility consist of revealed preferences. This would mean that any regulation that constrains 
microcredit transactions decreases consumer welfare. Instead, I argue that human development 
needs to be measured through each individual idea of welfare. Each person has different 
demands for having a life they reason to value.105 The Capabilities Approach will be used to 
measure the impact of microcredit regulation on the borrowers. The economist Mahbub ul Haq 
wrote in the first Human Development report of the United Nations Development Program: 
 

“People are the real wealth of a nation. The basic objective of development is to create 
an enabling environment for people to live long, healthy and creative lives. This may 
appear to be a simple truth. But it is often forgotten in the immediate concern with the 
accumulation of commodities and financial wealth.”106 

 
Instead of measuring human welfare in a nation by average gross domestic product (GDP) 
which is a common method, the human development movement has proposed another 
measurement for the aggregate welfare of societies. The GDP Approach has shown to be 
questionable since increased economic growth does not automatically improve the quality of 
life. Development is more than a nations GDP, growth, income and accumulating capital. 
Especially in India, where the gap between the rich and the poor is significant, it’s not fair to 
measure the total growth of the nation.107 Human development is a process in which it enlarges 
people’s choices. A person’s access to income may be one way of enlarging their choices, but 
it is not the total sum of human endeavor. Income can be seen as only a tool to reach the real 
ends such as people’s capability to develop their intellectual emotional, political and associative 
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capabilities. The microfinance sector is an excellent place to apply the human development 
framework. Example of choices could be to live a long and healthy life, to be educated, having 
access to resources needed for a decent standard of living, having political freedom, guaranteed 
human rights and personal self-respect.108  
 
The Capabilities Approach, sometimes called the Human Development Approach, is often used 
in the context of international development, focusing on poorer countries which are struggling 
to improve quality of life.109 The approach was first initiated by the Indian economist and 
philosopher Amartya Sen and has later developed by Martha Nussbaum, a professor of law and 
ethics. The approach can be defined as focusing on what each individual is able to do or be. 
Instead of measuring average well-being, the opportunities available to each person is studied. 
The opportunities given by society may not be exercised in action by each person; instead, each 
individual has the choice or freedom to use their opportunities how they like.110 The approach 
is also concerned with social injustice and inequality such as capability failures due to 
discrimination or marginalization. In these cases, the government and public policies should be 
responsible for improving the quality of peoples’ lives by providing a set of capabilities which 
people may or may not exercise.111 Sen argues that poverty should be seen as a form of 
unfreedom or a deprivation of choices on the poor person’s capability to access the life that he 
or she has reason to value. He means that poverty involves the lack of ability to exercise 
capabilities due to low income, poor education, poor health or lack of human and civil rights, 
poor economic opportunities, neglect of public facilities and intolerance and repression. Sen 
believes that capabilities depend on a number of circumstances such as variation in social 
climate or distribution with the family. He also believes that the government and the society is 
responsible for providing fundamental rights which may include work for instance. Not 
everyone has the same opportunity to use their freedom involved in social, political or economic 
process. One example is the difference between starving and fasting. Mahatma Gandhi fasted 
in order to make a political point. By fasting, he made a choice of not eating, he rejected the 
food. A famine victim does not have the same choice to reject food, and thereby he does not 
have the same freedom or capability to make a political point.112 Sen distinguishes capabilities 
and functionings. The term capabilities mean that someone has the freedom to choose while a 
function is an active realization of one or more capabilities. For example, a person who is 
starving and a person who is fasting has the same functioning, but they don’t have the same 
capability. The fasting person has a choice while the starving doesn’t.113 According to Sen, it is 
not the lack of food, but the lack of right that cause starvation disasters. This means, having a 
certain life-style is not the same as choosing it. He argues that a person capabilities can be 
increased through the governments actions but the actions must be provided in a way that 
enables the public to actually participate and use their capabilities.114 Further in this chapter the 
capability approach will be applied on the results from the interviews in order to see the impact 
of microcredit regulation. To distinguish beneficial credit from harmful credit, improvements 
that indicate well-being which have been made possible by borrowing will be measured.115 
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4.2 The result from interviews with the borrowers 
In order to find out when the access to credit improves or harms consumers welfare and how 
legal rules can improve the aggregate welfare effects of microcredit it is necessary to put the 
attention on those who receive the loans.116 To understand what effect microcredit regulation 
have on the borrowers, interviews have been performed with clients of a MFI. Borrowing 
participants were selected through Cashpor’s register, which means that the participants are all 
clients of Cashpor, although some women are also clients of other MFIs. Therefore, this is not 
only a study of the effect of Cashpor’s lending model.  Instead, the purpose is to analyze the 
effects of microcredit and the regulation in general. Six borrowers took part in the interviews. 
The participants were randomly picked in order to get a diversity that provided a broader 
perspective. The participants come from different areas, have different jobs or enterprises, 
different religions, casts, and ages.  
 
The first women I met was a 35-year-old women, married with three children. She had taken a 
loan for her enterprise in which she made artificial flower garlands, in Hindi called “rudraksh 
mala”. She had taken out a loan of 50 000 rupees117 for her business and 30 000 rupees, a so 
called flexi-loan, for education. She took the loan 5 years ago and today she has 40 laborer 
working for her. When asked how the loan had changed her daily life she explained that they 
no longer had a problem with paying the education fee or paying the milk man in time as they 
had before. She could now buy jewelry for herself, and she felt that her social status had changed 
since she now earned her own money. She was making decisions by herself and took part in 
political news. She had earlier studied political science, and within the center they sometimes 
had political discussions.118 
 
The second woman that took part in the interview ran a vegetable shop. She was 41 years old, 
married, and had 3 children. She worked in the vegetable shop together with her children and 
her husband worked on the street selling vegetable on a vending cart. She first took a loan from 
Cashpor 20 years ago when she borrowed 6000 rupees. She decided to stop taking loans from 
Cashpor because one person in her group couldn’t repay the loan which led to her having to 
repay the loan instead. After some years, she got the money back, and that’s when she started 
borrowing from Cashpor again, this time 50 000 rupees. She explained that the access to 
microcredit had made it possible for her to buy her own house where her family now lived and 
were her children grew up. Before getting the microcredit she rented an apartment with her 
family, but was having a hard time paying the rent. Her landlord advised her to apply for a 
microloan through Cashpor and so she did. The women explained that she felt like their status 
had changed since getting the loan, mainly because they have their own house now, but also 
because she works hard and that’s something she feels that both society and her family 
appreciates.119   
 
Respondent number three was a 38-year-old married women with three children. The loan was 
taken for business purpose. Her husband had started and was running the business in which 
they made studs and jewelry out of glass. Everyone in the family were involved in making them 
but it was her husband’s business. She took the first loan, which was 6000 rupees, three years 
ago and now has loans totaling 100 000 rupees, but these loans were also borrowed through 

                                                
116 White M. A., Credit and human welfare: Lessons from Microcredit in Developing Nations, Washington and 
Lee Law Review 2012, p. 1095. 
117 Valutakurs 1 INR = 0,1544 INR. 
118 Interview with Respondent 1. 
119 Interview with Respondent 2. 



 
21 

other MFIs. When asking how microcredit changed her decision-making in the family she 
answered that decisions makes within the family but when it comes to political decisions she 
asks her husband what to vote for. Compared to the time before the loan, she said that she is 
making more decisions now within the family and in the business. She also says that since 
getting microcredit, it is easier to manage unexpected events and also expenses such as 
schooling.120 
 
The fourth respondent was 50 years old, married and had 8 children. She had been a member 
of Cashpor for 15 years and as in the previous cases, this woman had also taken the loan for 
business purposes. The family had invested in two handlooms which the sons and the husband 
used for weaving sarees. Her job was to prepare the handlooms by warping the threads and 
cutting the threads once the weaving was done. Other than that she did household work. The 
women had taken loan from two different institutes, in total 110 000 rupees. Before taking the 
loan it was difficult to be a family of ten when only one in the family was earning money. By 
getting the loan both she and her husband could now work as well as their sons. With the money 
they have received from the business they had moved to an other village and built their own 
house on the land her father in law had purchased for them. It took them six years to built since 
they had to save money for he building material, one year they bought bricks, one year they 
bought material for the roof and so on. Their next goal was to buy a power loom and more 
handlooms so that all of their sons could work at the same time. The woman says most decisions 
are within the family, but political decisions, as to what she’s voting for, are made by her.121 
 
The fifth respondent was 45 years old and had three children. Her husband had an enterprise 
for which she had taken a loan. He made wooden handicraft and she worked in the household, 
taking care of the house and the children. The woman had taken the loan only a few months 
ago because the family was in debt due to the husband’s previous enterprise that went bankrupt. 
She said that their status in the neighborhood had gotten better since joining Cashpor because 
they earned money again and didn’t have to be ashamed of not having money. She also 
explained that they could pay the school fee now and the household conditions had gotten better 
now.122  
 
Respondent number six worked as a housekeeper. She started taking the loan after the 
organization Cashpor had turned up at her door promoting microcredit. She took the loan for 
reasons other than business, she explained that it is an open secret that loans are often taken for 
other reasons although a majority of the borrowers claim the loans are taken for business 
purposes when applying for the loan. The respondent could not tell if her life had improved 
after taking the loan but she indicated that she felt empowered because she had gotten a better 
status because she had more money. The women said that she was worried about managing 
paying back the loan because she had heard stories about women defaulting.123  
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4.3 The effects of microcredit regulation by using the Capabilities 
Approach 

4.3.1 Measurements  
Sen argues that the goal for development should be to build the capabilities and freedoms 
necessary for individuals to live a dignified life. The approach is centered on human right and 
quality of life. To determine what impact microcredit has on the borrowers through the 
Capabilities Approach several indicators of well-being life will be discussed. Nussbaum 
focuses on capabilities such as the capacity to live healthy, safe lives and being able to develop 
intellectually emotionally, politically rather than focusing on wealth and the consumption 
effects of credit.124 Sen doesn’t provide with a list of generally valued capabilities. Instead Sen 
encourage each individual to determine what they value and have reason to value. In his 
approach he empathizes the importance of freedom of choice. I chose to ask the borrowers 
questions about if, and how microcredit had changed the borrower’s life in regards to status, 
decision-making, politically, socially or economically. These questions were asked in order to 
evaluate if microcredit provide with a set of capabilities that is necessary to live a life that they 
value and if the have the freedom to actively use their capabilities. Based on the results from 
the interviews, I found that most of the borrowers valuated the economic and the social changes 
the most. They had a lot of examples about what they were able to do and be now when their 
economic and social situation had changed. These two indicators of well-being will therefore 
be discussed below.  

4.3.2 Increased income 
Income is an important means to capabilities. Enhanced capabilities typically tend to expand a 
person’s ability to be more productive and receive a higher income. The same effect would be 
expected the other way around; a higher income is expected to enhance one’s capabilities and 
thereby one’s freedom. Five out of four respondents experienced increases in income, all of 
these borrowers had taken the loan for income generating purposes.125 Earning more money 
does not necessarily mean that a person’s freedom expands, but the chances of him or her being 
able to achieve what they want is greater if they have money. Better health care and better 
education are also factors that can increase the person’s ability to earn an income. In India the 
level of education and heath can vary a lot from different states and areas.126 Poverty alleviation 
and increasing well-being requires more than access to capital. The MFI Cashpor describes how 
their lending practice intend to improve the borrower’s development by reaching out to not only 
the borrower but also its family by providing education and the access to health clinics. 
Cashpor’s initiative could be a tool to enhance capabilities. The capability improvements could 
also lead to greater ability to earn an income. As Cashpor writes in their annual report they have 
realized that illness in the families of their clients can wipe-out any poverty reduction that has 
taken place as a result of Cashpor’s microcredit. By providing education, they minimize the 
risk of children replacing their parents in poverty.127 People who have received even a basic 
education have enhanced employments options, chances for political participation and abilities 
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to interact with other in society. Education can form people’s existing capacities into developed 
internal capabilities, which mean capabilities that are trained or developed.128  
 
When the women earn their own income it can add force to women’s voice and agency through 
independence. This empirical research indicates that women’s well-being is strongly influenced 
by the ability to earn an independent income since it provides her with other capabilities. 
However, the increased income is not an end in itself to enhance the well-being of the 
borrowers. A better income does not need to increase one’s well-being if it doesn’t lead to more 
opportunities for the borrower to live the life she or he has reason to value.129 The borrowers 
got to explain what they have been able to do and be with the income that microcredit has 
resulted in. For many women the increased income had brought a positive change in their status 
and their social participation.  

4.3.3 Status and social participation  
Income is not the only measure of development, but it can often lead to enhanced capabilities 
and freedoms in other areas in life. When asking the borrowers about if they had experienced 
change in their social status, four of the six interviewed borrowers had experience change.130 
One women explained:  
 

“I feel like people in society appreciated me more now when I am a hardworking 
woman… I can make my own money and I have bought my own house with my own 
money. I can manage my life in a better way now.”131  

 
Another woman had also experienced the change in how people in the village perceived her: 
 

“My status has changed, because I am more self dependent now when I have my own 
business. People look at me differently. I can pay the milkman in time, I’m able to pay 
the education fee and I can buy my own jewelry.”132 

 
These examples show that not only has microcredit provided with an increase in income but 
also improvements in other indicators of well-being. According to the Capabilities Approach 
these women is provided with credit which in return gives them a better income. When earning 
more they are introduced to more opportunities, which can bring them other positive effects 
such as another social status.133 Socially, the joint liability groups only had positive effect in 
the interviewed borrowers well-being. The joint liability groups are primarily used because the 
borrowers don’t have the collateral that is usually needed. The other reason why it is used is 
because it can work in potentially empowering ways. When asking one woman about the joint 
liability groups and about the weekly meeting she answered:  

 
“I enjoy going to the weekly meetings. Since I have studied political science I enjoy 
when we talk about politics in the groups meeting. I like to be able to share my thought 
and listen to the other women’s opinions.”134  
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It has been proven that women’s participation provides not only an income, but also social 
benefits that come from women’s enhanced status and independence. The economic 
participation of women can be a reward on its own, but also an influence for social change in 
general.135 Sona Khan, a Senior Advocate before the Supreme Court in India specialized in 
women’s empowerment through law, finds joint liability an empowering tool. Especially in 
rural areas, where women have social and cultural limitations and the idea of joining an all-
women group is empowering. She says that there can be difficulties of domination of some 
group members because of caste, sub-caste, creed and religion. Homogeneous groups can have 
difficulties of being isolated, which is also not an ideal situation but to begin, it can be tolerated, 
as an investment in the education of the group to be prepared for diversity later and be more 
potent and effective. Further she says that joint liability is more or less a requirement as an 
incentive for repaying on time.136 Prof. M.S. Sriram, who works for the Institute for 
Development of Research in Banking Technology, does not see that there would be any issues 
within the joint liability groups unless the amounts of finance is high but he means that the 
regulatory caps take care of that element.137 The negative effect of joint liability groups could 
be the social shame that can be involved when a member of a joint liability group default. Since 
the village’s access to credit can be jeopardized by one single defaulter it is a risk that the group 
pressure towards one person is severe. Despite that, the social humiliation is also what makes 
the MFIs model of group lending successful.138  
 
During the interviews only one borrower indicated a concern about repayments but no one had 
ever had problems with the repayments either. The women who indicated concerns about the 
repayment had not taken the loan for income generating purpose.139 Non of the borrowers had 
experienced problems with the repayments but they often knew someone else in the village, in 
another group or had heard stories about borrowers who had defaulted. One of the borrowers 
participating in an interview had experienced default in her group. The incident made her leave 
the group and the MFI since she had to pay back the other woman’s loan.140 Before the Andhra 
Pradesh crisis when microcredit expanded and transformed into a commercial for-profit 
industry, institution started offering individually targeted lending as an alternative to the group-
based models of micro-lending. Borrowers did not longer need to be a part of a group, 
participant in the weekly meeting nor were they held mutually responsible for each others 
loans.141 These requirements had been the purpose of microcredit when it arose. Since the 
Andhra Pradesh crisis resulted in debt-overhang for many borrowers, it can be found that the 
group lending model is safer for the borrowers in terms of repayment. If comparing the effect 
of group lending and the effects of lending to one single person, I would say the negative effects 
by lending without the joint liability harms the individual’s ability to use her capabilities even 
more. Thus, the joint liability groups can work in empowering ways even though there are some 
risk involved when using them.  
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The interviews have provided with an insight of how microcredit regulation effects the 
borrowers. Almost all borrowers showed improvements in their quality of life, since it had 
enhanced their capabilities and thereby expanded their freedom. Most of the borrowers had 
experienced an increase in income, which had resulted in change in status and social 
participation. The study shows that microcredit has enlarged most of the borrower’s choices 
and according to the Capabilities Approach, that is the process of human development.  
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5 Empowering women 
 

The fifth chapter will answer the second research question: “How does microcredit impact 
women in particular?” Since women form the majority of microcredit borrowers it’s inevitable 
to study the impact on women. The chapter will discuss why the MFIs have chosen to target 
women and why the empowerment of women is important in developing countries. 
Furthermore, the effect of microcredit on women’s lives is discussed from different angles, 
using feminist theories, but also insights and opinions from the interviews that have been 
performed.  

 

5.1 Focusing on women in developing nation 
Most importantly, microcredit helps people by satisfying the basic need of money by providing 
an income. Besides that, or by doing that, microcredit also pay attention to gender in 
development and women’s empowerment. While the study itself intends to undertake the 
Capability Approach, it is important to unravel other theoretical positions through which insight 
can be found useful in their own right. Different feminist theories will be discussed but also 
insights and opinions from the interviews that has been performed. When writing about 
microfinance, it is important to discuss its impact on women, not only because women make 
up half of humanity, but because they make up the first successful borrowers of microcredit, a 
position they still hold today.142 Through microcredit women are now theoretically at the 
forefront of financial services. This marks a shift from an era that has been largely exclusively 
male dominated in terms of financial services through rural moneylenders and banks. The MFIs 
offers a new and hopefully valuable association among women through the microcredit groups 
were they are put in positions to use their joint liability in potentially empowering ways.143 
Studies shows that women make up 80 percent of the borrowers of the 44 largest MFIs. In 
Grameen bank about 95 percent of the borrowers are women, one reason could be that the 
repayment records for women are much higher.144 When speaking to the organization Cashpor, 
which operates in five states in India they say that they solely lend to women and the reason for 
that is the repayment records.145  
 
The empowerment of women has been an important motive for the emergence of microcredit 
as a way to work against poverty and female oppression.146 Women in developing nations often 
don’t have access to the same essential function in life as men. In general women are less well 
nourished, less healthy, less likely to be literate and less likely to have professional or technical 
education in many parts of the world.  More often, women are vulnerable to physical violence 
and sexual abuse than men. If a women was to start working it is likely that she has to face 
greater obstacles such as intimidation from family or her spouse. These circumstances lead to 
unequal human capabilities.147 There is no country in the world that treats women as well as 
men148 and in developing countries, gender inequality becomes an even bigger issue. In 
developing countries 60 percent more women than men are illiterate and the female school 
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enrollment rate is 13 percent lower than of males, this shows that poverty and gender inequality 
are strongly correlated.149 For many countries the empowerment of women is a central issue in 
the process of development. The classic factors include women’s education, employment 
opportunities and ownership patterns, but going beyond these variables there’s also factors such 
as the families and the society’s attitudes towards women’s economic activities and the 
economic and social circumstances that encourage or oppose change in these attitudes.150 
Martha Nussbaum proposes a new kind of feminism, she argues that feminism must focus on 
the women in developing countries. She believes international, political and economic thought 
must be sensitive to gender difference as a problem of justice. Nussbaum means that even in a 
democracy such as India women are second-class citizens in reality although they are equal in 
theory.151 The inequalities women face socially, politically, economically give them unequal 
human capabilities.152 

5.2 The microcredit regulation impact on women  

5.2.1 Negative effects 
One interesting and glaring fact that was observed during the interviews with the borrowers 
was that, in most cases, the lending women is just a channel through which loans is actually are 
meant for the husband’s business. Women are in many cases only used as an instrument by the 
husband and a safety valve by MFIs.153 In one study made in Bangladesh about microcredit it 
was found that men used 95 percent of the loans.154 Even in Grameen Bank this has been 
acknowledged as Muhammad Yunus addressed this fact:  
 

“Now Grameen lends money to husbands, but only through the wives. The principle 
borrower remains the wife.”155 

 
The reason why many MFIs target women is because of the higher repayment rates if a woman 
is the principle borrower. The other reason why many institutes tend to lend to mostly women 
is because women use the profits from the business to improve conditions in the households. 
For example, sending their children to school or improve the families’ living conditions 
compared to men where the money would be used for himself to a greater extent. These 
arguments can initially seem harmful but by analyzing the arguments through a feminist point 
of view one could argue that they are establishing gender binaries and stereotyping women in 
particular roles. Women are expected to not only improve their own lives but also their families 
and make an impact in the communities.156 Assumptions of women having qualities that is more 
nurturing and caring is a result of gender binaries which are imbedded in the societal hierarchy. 
These arguments gives men reason to continue the patriarchal way where women are 
responsible for the tasks within the household while she’s still not able to exercise decision 
making within the family.157  
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When Muhammad Yunus together with Grameen Bank first started lending money, they tried 
to make sure 50 percent of the borrowers were women and 50 percent were men, although they 
were struggling to serve the women. After a while, they realized that when the money was 
borrowed from women it brought more benefit to the family compared to when money was 
borrowed from men. After learning this Grameen Bank clients are now 95 % women.158 What’s 
surprising is the fact that the MFIs are aware of that the loans are rarely meant for the women 
themselves. When speaking to Cashpor, who provides microcredit to women only, they say that 
they are aware of that their client are not always the primary user of the loan. The reason for 
only reaching out for women is because of higher repayment records they say.159 One could 
argue that this makes women even more vulnerable since she is taking a loan but she is still not 
generating an income. Could it be so that she becomes even more dependent on her family than 
she was before? If using Amartya Sens Capabilities Approach it’s possible to say that men and 
women does not have the same opportunities in life and even if women can receive microcredit 
and men can’t, in reality that’s not the truth. Most of the time men can also receive a loan 
through the woman, which mean they have the same capabilities, but not the same functionings, 
meaning the women don’t have the same capability to use the loan that is provided for them 
however they like.160 If the woman is used only as a channel through which the loan goes 
through she might be left with a greater burden, and less capabilities since she has to make sure 
to repay the loan by relaying of the husband to earn the income. Sen speaks as if all capabilities 
are valuable zones of freedom.161 If seeing capabilities as freedom one could argue that the 
woman is deprived of her freedom when she is not able to use the microcredit in the way it was 
intended.  
 
Bagisha Suman who has provided with important opinions and insights about the criticism 
towards microcredit in the interviews, has criticized microcredit for different reasons. She 
believes that there is a risk that women become an instrument in the so often called success 
stories often microcredit. The woman is being exposed to double pressure from different 
directions. The pressure from the MFI who need their repayment and the society, the group and 
the families pressure on the other hand.162 Another question emerging is why this fact is not 
featured when promoting microcredit. A reason for the silencing could be because it fulfills the 
western aid mandate of targeting women in development.163 Women are seen as more reliant 
and more easily manipulated than men and by targeting the patriarchal norms, the status of rural 
women are manipulated by MFIs to reach their economic goals.164 Bagisha Suman argues that 
structural changes are required for the empowerment of women. She mean it is not possible to 
change the situation for women by only giving women credit to help themselves.165 Bagisha 
Suman writes in her book that if empowerment of women through microcredit would be 
analyzed with a Marxist feminism the only way to end women’s subordination to men is to 
break down the capitalist system. Marxist feminism focus on not only the legal and political 
question but also the social question which means that the capitalist system needs to be 
transformed in order to change the situation for women. The Marxist feminism is built on the 
idea that women belong to different classes and depending on class positions, their interests 
vary. Patriarchy is a system that is connected with the emergence of private property and the 
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state.166 Since Marxist feminist criticize the capitalist system and class based oppression of 
women since women form the majority of the poor, microcredit can be seen as upholding the 
capitalist system. They also mean that microcredit can add to the woman’s burden by the micro-
entrepreneurship that makes them more vulnerable for exploitation.167 Women are in great 
exposure already and without an effective regulation, women will be the ones who suffer.  

5.2.2 Positive effects 
Some people argue that microcredit has other positive effects on women empowerment, even 
if the woman isn’t the entrepreneur running the business. Since the institutes often require the 
borrower to participate in group meetings once a week it makes it possible for women to leave 
the house for a couple of hours each week. By leaving the house the woman has a reason to 
take a break from her daily routine and housework. When women receive a loan, it also means 
that the family is dependent on her in order to continue receiving the loan, which can be an 
additional form of empowerment.168 Although women are often the channel through which the 
husband gets access to money to use for his business Sona Khan believe women can be 
empowered through the process.169 Sona Khan says microcredit can cause the husband to 
recognize her importance and her contribution to the family. She also believes microcredit can 
be used to empower women since it gives them opportunities to develop themselves and reason 
to not only take care of the home and its members. She says that women often are very 
disciplined in returning their loans on time, and they are more likely to not diverge from the 
purpose for which they take the loan.170 Even though Sona Khan believes microcredit is 
empowering women, she believes inequalities must be changed through society and the mindset 
of the people. The microcredit regime and its regulations are meant to benefit the poor and the 
vulnerable from falling in to the trap of exploitation. The urgent need is to follow the purpose 
by all concerned for which the MIFs’ regulatory regime is meant. This can only come with good 
intentions the understanding that it is not a charity, but a duty of both the borrower and the 
MIFs.171  
 
From a liberal feminists’ outlook on microcredit, the programs are enabling women to combat 
poverty and helping women to strive for another social status and position as they allow women 
to be free as entrepreneurs to use their talent, skill, and willingness to work. Liberal feminists 
believe that if women were given the same opportunities as men they would achieve the same 
things. They focus on the institutional barriers to women’s participation in economic activity 
on an equal basis with men. By this point of view, the access to credit has the potential to 
enhance women’s participation in economic activities. They also mean that microcredit can 
help women grow as individuals but what microcredit lacks is the capacity to set right the power 
imbalance and inequalities in society between men and women. 172 
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To conclude, microcredit seems to enhance the well-being for women if her opportunities and 
her capabilities to use her freedoms expands by taking a loan, but as often seen, women are not 
always the primary borrower. The woman is often used as a channel through which the husband 
gets the loan. If the loan is not used by the women she can not achieve the same effect of 
enhanced capabilities and freedom. If the regulatory framework doesn’t consider this risk, the 
woman might be left with greater stress and deprivation of freedom since she has the 
responsibility to repay the loan but not the ability to earn money to repay the loan with. 
Microcredit can contribute in the right direction and it can work as a facilitator for women 
empowerment but it’s not the solution for women empowerment. 
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6 Improving the well-being through microcredit 
regulation 

 
In this chapter the third and final research question will be answered: “How can microcredit 
regulation improve the well-being of borrowers?” The question will be answered by analyzing 
the consequences from the Andhra Pradesh crisis together with results from interviews with 
different experts in the field who have contributed with their thoughts about the microcredit 
regulation. 

 

6.1 Preventing exploitation or encouraging entrepreneurship  
Credit is not something new, the poor have always needed credit even before the concept of 
microcredit, credit was needed and available through informal moneylenders. Despite of this, 
microcredit has led to crises in many developing countries and increased poverty through over-
indebtedness, which have caused the topic to become a moral dilemma. Legal rules such as 
usury and bankruptcy laws have struggled to find a balance between preventing exploitation 
and encouraging credit access and entrepreneurship. Despite the fact that legal experimentation 
on the sector has been going of for quite some time, regulators struggle with how to, or even 
whether to regulate the sector for events that may happen in the future.173  
  
The heart-wrenching event of Andhra Pradesh crisis definitely makes the industry and the 
regulation of microcredit questionable. It’s fair to say that the Andhra Pradesh Crises provided 
the sector with an insight that an unregulated market can lead to debt overhang and it can trap 
the poor in a cycle of borrowing to service past debt. Without regulation, institutes can lend 
money with high interest rates which have a negative distribution consequence since it means 
that income is being transferred away from the poor.174 To make sure microcredit contributes 
to welfare, regulation is an important tool to address the different risks like over-borrowing and 
other events that can lead to default.175  
 
Accordingly to Martha Nussbaum, the government and society bears the responsibility for 
delivering capabilities, at least the central basic capabilities.176 There is no excuse for poverty 
in a society which is so very rich otherwise.177 Muhammad Yunus also addressed the fact that 
society is responsible to deliver credit that doesn’t harm the well-being of the borrowers. He 
believed that poverty is not created by the poor, it is created by the structures of society and the 
system we have built.178 It is therefore important that credit is provided and available to 
everyone in society, but extra caution should be taken when given to a group in society that is 
more vulnerable. Before the crisis, when the interest rate was higher, people would still lend, 
despite of the high interest rates. The regulation makes it more difficult for both MFIs and the 
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borrowers to lend more than they are able to pay back. A poor person in need of money does 
not always make decisions that are good for them in the long run. It has shown in the interviews 
that if the borrowers were to decide they would like higher amount of loans for other purposes 
than income generating purposes. In the interviews, five out of six borrowers wanted their loan 
amount to increase179 and many wanted to be able to receive loans for other purposes than 
income generating. Respondent 2, who owned the vegetable shop, wished for the loan amount 
to increase for the marriage of her daughters. Respondent 3, who worked with jewelry-making, 
wanted a higher education loan and marriage loan. Since RBI started regulating most of the 
MFIs, there are now restrictions on how much the borrower can lend.180 As Bagisha Suman 
proposes, the responsibility of bringing yourself out of poverty with credit is putting too much 
responsibility on the poor. In order for microcredit to succeed it needs to be given in a way that 
do not harm them, for example through a regulated sector which give people tools to help 
themselves.181 Cashpor shows a good example of a MFI that provides tools to enhance welfare 
by giving more than credit. They also provide education and health clinics, and skill 
improvement. They visit the villages every week and make sure that the borrowers are being 
able to follow the repayment scheme.182 

6.2 More is not necessarily better 
In the study it has shown that the borrowers welfare has improved and that borrowers are 
satisfied with the loan. Many of the borrowers told success stories about changing the lives of 
their children by building a proper house or being able to pay for education. Regulation by RBI, 
the self regulatory organizations and the MFIs own terms and conditions, such as Cashpor’s 
policies, aims to prevent debt and harmful lending, largely by self-regulating. Cashpor’s 
education and health services also aim to not only lend money and extend the number of clients, 
but also to lend money in a safe way which will improve well-being.  
 
When analyzing the effect of microcredit, it is clear that more is not necessarily better. A legal 
regime should aim to counteract consumer debt, and regulation should therefore not be based 
on maximizing the volume of lending to poor. Credit can improve welfare if the borrower’s 
housing, health, education, and consumption levels are permanently improved as an effect of 
the loans. The regulation should therefore instead be based on a capability approach to enhance 
credit forms which increase welfare while minimizing harmful and damaging credit.183 When 
discussing the impact microcredit has on its borrowers, Sona Khan says that it should be a relief 
providing remedy, but often turns out to be a burden to carry if the legal rules don’t support the 
borrower. If the purpose of the regulation is served in its spirit, microcredit can be productive.184 
Amartya Sen also argues that a person’s capabilities can be increased through the government’s 
actions, but the actions must be provided in a way that enables the public to participate and use 
their capabilities.185  
 
The microcredit expert Professor M.S. Sriram, who is a distinguished fellow of the Institute for 
Development of Research in Banking Technology, says that regulation is focused on consumer 
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protection on some broad fronts. It is mandatory for ensuring that there is a limit on the amount 
of indebtedness by having a cap on the interest rates and a code of practice on how recoveries 
can be affected. Prof. M.S. Sriram means that the consumer protection framework is in place, 
but he is not sure how effective it is in the field. The regulation is very important because of the 
difference in power equation between the lender and the borrower. The responsibility of 
ensuring consumer protection lays on the self regulatory organizations, but the problem is that 
the members of the self regulatory organizations are the MFIs themselves. Accordingly to M.S. 
Sriram there’s also risk involved when microcredit is provided through different models and 
institutions because of different practice pressures, but most importantly because the different 
institutions are regulated differently.186 Although MFIs are focused on reducing poverty in 
developing countries it must be clarified that there is a significant difference from any charity. 
Compared to other loans, borrowers must pay back their loans with a much higher interest rate. 
The borrowers tend to see short-term solutions, but can be faced with much greater economic 
stress as the repayments becomes greater. Some argue that the sector needs higher levels of 
regulation to make sure borrowers are being supported.187 Without fulfilling regulation, 
microcredit can become an invincible burden for people who are already poor.  

6.3 Empowering women through microcredit regulation 
Microcredit has been referred to as an effective bottom–up strategy for lifting people out of 
poverty and empowering women.188 When interviewing women, it seems as if the situation 
within the family has changed in some parts, mostly economically, but when it comes to the 
empowerment of women, it does not seem like their situation has changed as drastically. It’s 
been shown that the loans are often meant for the husband and women become a channel 
through which the loans go through. Some people argue that the woman is being exposed to 
double pressure, from the institutes and from the family and society.189 The woman is 
responsible for a loan which she doesn’t have actual control over. The regulation today does 
not specify that MFIs are required to follow up that the women is taking the loan for her own 
business. The MFIs are even aware of the fact that they lend to the husbands through the 
wives.190 If women were treated by unfair terms and condition by a MFI, the chances of her 
getting the case considered in court is less compared to men. The Swedish ministry of foreign 
affairs writes in a rapport that men and women in India formally have the same access to justice 
and the judiciary, but in reality women and people in poverty meet a greater challenge to get 
their case considered in court due to their low economic, political and social status.191 Since 
women and people in poverty do not have the same access to the judiciary in reality it is even 
more important that the government provides a clear, predictable and effective regulatory 
framework to protect the most vulnerable in society. Sona Khan says that consumer protection 
is really the purpose of the regulation but the dubious always find ways of circumventing them. 
It is a time and money-consuming process, and the borrowers just do not have the patience to 
go through it all the way.192 Sona Khan think that some MFIs are still exploitative of consumers 
by charging a very high rate of interest with an aim of profiteering, but the new regulations are 
also applicable to non-banking financial companies. This means the role of institutions that 
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provide banking services without legal requirements that qualify as a bank, functioning as 
MFIs, is therefore to gain and not to serve as its motto.193  
 
Whether microcredit can be used for women empowerment Prof. M.S. Sriram doesn’t think 
either microcredit or regulation can significantly make an impact on women empowerment in 
the short run. But he says that it certainly changes the equation in the long run, and that is the 
societal change. Both regulation and financing activities trigger the change and therefore they 
should be seen as welcome, but not as an end in themselves.194 Bagisha Suman argues that the 
sector puts too much responsibility on people who are already in a difficult situation. Women 
below the poverty line have to pull their own strings. She means it’s not their responsibility, it’s 
rather the society’s.195 People in the process of development are now responsible for their own 
well-being, it is up to them how to use their capabilities, but she believes the capabilities that a 
person has depends on social arrangements. According to the Capabilities Approach, society is 
responsible to provide everyone with a set of capabilities, such as the access to financial services 
for example, society is also responsible for providing them in a way that will not harm the 
human development or welfare.196 If microcredit should be seen as a tool to empower women 
and improve the well-being of women the regulation need to be in place. As it is today women 
risk to be used as an instrument for the husband’s loan, instead of being empowered through 
entrepreneurship.   
 

 
To summarize this chapter; According to the Capabilities Approach and the expert’s opinions 
and thought on the matter, microcredit regulation should aim to prevent exploitation and 
restrict harmful lending in order to enhance the well-being of the borrowers. The microcredit 
regulation today has improved a lot since the Andhra Pradesh crisis in 2010 and the alleged 
factors are prevented but in order to provide with a robust regulation that protect the borrowers 
from over-ineptness and deprivation of freedom there are still improvements to be made. In 
order for women to be empowered by microcredit, regulation should consider the risk of women 
being used as an instruments for their husband to receive a loan. If women are not the primary 
borrower, microcredit can not live up to the notion of empowering women through 
entrepreneurship. 
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7 Conclusion 
 

The final chapter aims to reflect on and summarize the results that have been discussed above 
in order to answer the three research questions: What effect does microcredit regulation have 
on borrowers? How does microcredit impact women in particular? How can microcredit 
regulation improve the well-being of borrowers?  

 

7.1 What effect does microcredit regulation have on borrowers? 
The sector witnessed a serious crisis in Andhra Pradesh in 2010, a result of a sector that was 
subject to little regulation which made it possible for MFIs to use abusive practices. It’s faire 
to say that the Andhra Pradesh Crises provided the sector with an insight that an unregulated 
market can lead to debt overhang and it can trap the poor in a cycle of borrowing to service past 
debt. According to the Capabilities Approach, poverty is best understood as capability failure 
and not just as shortage of income and wealth. Without regulation the institutes can lend money 
with high interest rates which has a negative distribution consequence since it means that 
income is being transferred away from the poor. The microcredit regulation in India is today 
much stricter than it was a few years ago. The alleged factors for the Andhra Pradesh crisis is 
now prevented through regulation and supervision by RBI. Despite this fact, the sector does not 
have a robust regulation for all entities providing microcredit. To make up for the insufficient 
microcredit regulation, the sector has made other improvements such as setting up self 
regulatory organizations. Thus, MFIs registered as societies, trust, and Section 8 companies can 
join a self regulatory organization to comply with the current regulations. They can also choose 
to follow RBIs guidelines. The MFI Cashpor provides a wide range of services that could really 
benefit borrowers. In addition to providing borrowers with credit, they provide tools to use 
credit in a more sustainable manner. When providing these other services, the chances of 
improving well-being is greater by providing functions that give borrowers the capacity and 
knowledge to utilize the recourses given to them. Analysis of interview results with the 
Capabilities Approach seems to show that improvements in the microcredit sector have 
improved the impact on borrowers.  
 
The result from the interviews show that all borrowers were satisfied with the financial service 
and had all seen positive results, some more so than others. Almost all borrowers showed 
improvements in their quality of life, since microcredit had enhanced their capabilities and 
thereby expanded their freedom. Some had been able to buy their own house, pay the education 
fee or buy their own jewelry as an effect of receiving microcredit. These changes and 
improvements are not only the result of an increase in income, but also in one’s freedom. 
Income is an important means to capabilities. A higher income is expected to enhance one’s 
capabilities and thereby one’s freedom. Even though microcredit has shown positive effects in 
this study I suggests that there is no automatic link between microcredit and welfare effects. 
Microcredit doesn’t necessarily expand one’s freedom and capabilities if the regulation is not 
in place. The event of Andhra Pradesh illustrated that microcredit can affect borrowers in the 
opposite way that it was intended in the first place if there is no cap on interest rates or multiply 
lending for example. Microcredit can potentially increase people’s freedom by enlarging one’s 
capabilities and opportunities according to the capabilities approach, but it can also potentially 
decrease people’s freedom if the credit is not given with the purpose to improve welfare and 
human development.  
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7.2 How does microcredit impact women in particular? 
MFIs states that microcredit is a tool to empower women in developing countries. The 
interviews showed that indicators that improves the borrower’s well-being according to the 
Capabilities Approach, such as status, social participation and income, had improved for most 
of the borrowers since taking the loan. On the other hand, it has also become apparent that 
women are not always the actual borrower, she is sometimes only the client which is responsible 
for the repayment. The woman is used as an instrument by taking the risk for the loan. In fact, 
the husband often uses the loan for his business, but through the wife. Credit is often given only 
to women, because the repayment rates are higher when women is taking the loan. Women also 
tend to use the profits from the business to improve conditions in the household. Through a 
feminist point of view one could argue that these arguments are establishing gender binaries 
and stereotyping women in particular roles. Women are expected to not only improve their own 
lives but also their families and make an impact in their communities. Based on the interviews 
with the women, I suggest that microcredit has positive effects on women’s well-being, but it 
can not live up to the notion of empowering women through entrepreneurship. To call it a tool 
for women empowerment, the institutes and the regulators must make sure that the money is 
actually given to the women.  

7.3 How should microcredit regulation be designed to improve the 
well-being of borrowers?  
The success and the failures from using different models and legal structures for microcredit 
can be used to improve credit regulation in both developing and developed jurisdictions. The 
experience of microcredit in developing jurisdictions in promoting and regulating microcredit 
offers important lessons in the ways credit can either alleviate or exacerbate poverty. By 
studying the microcredit sector, it is clear to see, that by only providing small loans, the 
borrowers well-being does not improve. The regulators task becomes highly important. There’s 
a fine line between alleviating or exacerbating poverty. Since it is a difference in power equation 
between the lender and the borrower, the government has to make sure MFIs can’t take 
advantage of the poor. MFIs are responsible for distributing loans to the most reliant members 
of the society who are more likely to be affected by an insufficient regulation. It is therefore 
necessary that the regulation takes a great consideration to the different risks. The Andhra 
Pradesh crisis is an example of a regulation that did not improve the well-being of the 
borrowers. The crisis of microcredit in India has increased poverty through over-indebtedness 
which has caused the topic to become a moral dilemma. Legal rules have struggled to find a 
balance between preventing exploitation and encouraging credit access and entrepreneurship. 
Despite the fact that legal experimentation on the sector has been going on for quite some time, 
regulators struggle with how to, or even whether to regulate the sector for events that may 
happen in the future. Today the alleged factors for the Andhra Pradesh Crises are prevented by 
regulation and supervision, since most MFIs are now regulated by RBI. Some entities, the 
societies and trusts, remain unregulated despite attempt to regulate all MFIs.  
 
To make sure microcredit contribute to the welfare, regulation is an important tool to address 
the different risks like over-borrowing and other events that can lead to default. If the impact 
of microcredit would be measured by GDP or by how many have chosen to borrow money from 
MFIs, a stricter regulation would just constrain welfare. If the impact of microcredit were 
measured by GDP or by how many who have chosen to borrow money from MFIs a stricter 
regulation would just have constraint welfare. When applying the Capabilities Approach, we 
can recognize that lending more money through MFIs is not necessarily better. Regulation 
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should seek to stimulate the availability of welfare-enhancing credit forms, rather than 
maximize the volume of microcredit. Microcredit improves welfare if the borrower’s 
capabilities, functionings and other indicators of well-being improves as a result from the 
borrowing. If the interest rate is higher, it’s less likely that the borrower will achieve 
development. Other factors do however matter, such as amount of credit and the purpose it will 
be used for. All these factors are now regulated for most of the MFIs in India. Despite that, it is 
still expedient to provide with a formal statutory framework for all entities to prevent a crisis 
like the one in Andhra Pradesh from happening again. 
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Appendix 1 
 
Interview participants 
 
Borrowers of a MFI 

Respondent 1  

Respondent 2 

Respondent 3  

Respondent 4  

Respondent 5  

Respondent 6  

 
Employees from the MFI Cashpor 

Dinesh Pandey, Associate Program Consultant at Cashpor 

Miheer Sherma, Training Manager at Cashpor 

Saurabh Singh, Program Officer at Cashpor 

 
Experts on the field 

Bagisha Suman, Faculty of law at Banaras Hindu University, authored the book "Credit as 

Human Right? Microfinance, Development & Contemporary Global Order". 

M Rajshekhar, Indian journalist, reporting on forces impacting rural India.  

M.S. Sriram, Distinguished fellow of the Institute for Development of Research in Banking 

Technology, an institute set up by the Reserve Bank of India. 

Usha Ramanathan, Legal expert within law and poverty, research fellow at the Centre for the 

Study of Developing Societies. 

Sona Khan, Senior Advocate before the Supreme Court in India specialized in women’s 

empowerment through law.  
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Interview questions for the borrowers of a MFI197  
 
Introduction 1: 
Name:  
Age: 
Religion:  
Caste: 
Married: 
Children: 
 
Introduction 2: 

• Can you tell me about your business or about your job? 
• Why did you take a microloan? 
• When did you take the loan? 
• Have you borrowed from different MFIs? If so, which? 
• How did you get in touch with the microfinance institute? 

 
The effects/consequences from the loan: 

• Has it been any difficulties since receiving the loan, what difficulties have you met? 
• Has microfinance change your daily life? If it has, how has it changed you daily life? 
• Has your situation in your family changed since you started with microloan?  
• Have you ever had any problem with the repayment? 
• Have you ever been worried about not being able to repay the loan? 
• Do you know anyone who has had a problem with the repayment?  
• How does it effect the group if someone cannot repay their loan? 
• Has microfinance change your life in regards to:  

o Status? 
o Decision-making?  
o Politically? 
o Socially? 
o Economically? 

• Is there something you think could improve from the microfinance institute?  

                                                
197 The interview questions asked to the other two groups of participants, MFI employees and experts on the 
field, is not attached in the appendix since those interviews were were less formal and questions were added as 
learning how the participants viewed their experiences. 


