
 

 

ICRA LIMITED 
Page | 1 

 

INDIAN MICROFINANCE 
SECTOR  

Industry witnessing turnaround; healthy 
portfolio growth and improved 
profitability expected in FY2023 

Karthik Srinivasan 
+91 22 6114 3444 
karthiks@icraindia.com 
 

Sachin Sachdeva 
+91 124 4545 307 
sachin.sachdeva@icraindia.com 
 

SEPTEMBER 2022  

Arpit Agarwal 
+91 124 4545 873 
arpit.agarwal@icraindia.com 



 

 

ICRA LIMITED 
Page | 2 

Table of Contents 

OUTLOOK: STABLE ............................................................................................................................................................................................................................... 6 

EXECUTIVE SUMMARY ......................................................................................................................................................................................................................... 8 

Growth Trends .................................................................................................................................................................................................................................... 10 

Growth Bounces Back In FY2022; Slight Moderation In Q1 FY2023, But Improvement Expected In The Rest Of FY2023 .......................................................................................................... 11 

Overall Microfinance Sector (all lenders) Reports Growth In Portfolio In H2 FY2022 & Q1 FY2023 ............................................................................................................................................ 12 

Disbursements Picked Up In H2 FY2022, Followed By Some Moderation In Q1 FY2023 ............................................................................................................................................................. 13 

Unique Borrowers And Loan Per Borrower Started Improving Again From Q4 FY2022 .............................................................................................................................................................. 14 

Entity-level Concentration Continues With Large Players Gaining Market Share ........................................................................................................................................................................ 15 

Asset Quality Pressures Persist ............................................................................................................................................................................................................ 16 

Asset Quality Weakened In Q1 FY2022, Followed By Some Improvement In Q2 FY2022 ............................................................................................................................................................ 17 

Large MFIs Witnessed Lower Delinquencies, Supported By Better Recoveries, Growth In Scale And Restructuring .................................................................................................................. 18 

Restructuring Increased Significantly In H1 FY2022; Remained Elevated As Of March 2022 ...................................................................................................................................................... 19 

Microloan Pools (PTCs) Rated By ICRA Witnessed Healthy Collections With Minimal Impact Of Third Wave ............................................................................................................................ 20 

Delinquencies Of Microloan Pools Rated By ICRA At Lowest Level Since Onset Of The Pandemic .............................................................................................................................................. 21 

Funding and Liquidity .......................................................................................................................................................................................................................... 22 

NBFC-MFIs Raised ~Rs. 58,700-crore Debt In FY2022, Up 32% YoY; Banks Continue To Account For Significant Share ............................................................................................................. 23 

Overall Liquidity Position Of NBFC-MFIs Remained Healthy In FY2022 ....................................................................................................................................................................................... 24 

Healthy Liquidity Position Of Several Lenders Across SFBs & MFIs .............................................................................................................................................................................................. 25 

Securitisation Volumes Of NBFC-MFIs Bounced Back In Q4 FY2022; Further Growth Expected In FY2023................................................................................................................................. 26 

ICRA Projections ................................................................................................................................................................................................................................. 28 

Portfolio Growth Bounced Back In FY2022; Expected To Pick Up Further In FY2023 .................................................................................................................................................................. 29 

MFIs Reported Improvement In Profitability, While SFBs Reported Deterioration In FY2022; Improvement Expected In FY2023 ............................................................................................ 31 

Increase In Operational Costs In FY2022; Expected To Remain Elevated In The Near Term ........................................................................................................................................................ 33 

Credit Costs Increased In FY2022; Moderation Expected in FY2023 ............................................................................................................................................................................................ 34 

file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435902
file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435903
file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435909
file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435915
file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435920


 

 

ICRA LIMITED 
Page | 3 

Adequate Leverage Profile Of The Industry.................................................................................................................................................................................................................................. 35 

Leverage Expected To Remain Comfortable ................................................................................................................................................................................................................................. 36 

Key Regulatory Changes ...................................................................................................................................................................................................................... 38 

RBI’s Regulatory Framework For Microfinance Loans – March 2022 ........................................................................................................................................................................................... 39 

ICRA Ratings in the Sector ................................................................................................................................................................................................................... 41 

ANNEXURE ......................................................................................................................................................................................................................................... 44 

Annexure 1: List Of MFIs And Microfinance-focused SFBs Rated By ICRA As On August 31, 2022 .............................................................................................................................................. 45 

Annexure 2: List Of Entities Used For Consolidation Of Financials ............................................................................................................................................................................................... 46 

 

  

file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435927
file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435929
file:///C:/Users/sachin.sachdeva/Documents/Fin%20Sector/MFI%20Notes/August%202022/Half%20Yearly%20Note/Final/CR-2022-Q3-2-ICRA-Micro%20Finance%20Institutions%20-%20Final.docx%23_Toc115435930


 

 

ICRA LIMITED 
Page | 4 

Table of EXHIBIT 

Exhibit 1: Growth Trend of AUM of NBFC-MFIs ..................................................................................................................................................................................................... 11 

Exhibit 2: ICRA Sample (NBFC-MFIs) On-Book Portfolio Growth Trend ................................................................................................................................................................ 11 

Exhibit 3: Industry (all lenders) AUM Growth Trend ............................................................................................................................................................................................. 12 

Exhibit 4: Share of Various Lender Categories in Overall Microfinance Portfolio Mix .......................................................................................................................................... 12 

Exhibit 5: Quarterly Disbursement Trend .............................................................................................................................................................................................................. 13 

Exhibit 6: Trend in Growth of Industry-wide Unique Borrowers ........................................................................................................................................................................... 14 

Exhibit 7: Trend in Growth of Portfolio Outstanding per Borrower ...................................................................................................................................................................... 14 

Exhibit 8: Market Share of Top Players (NBFC-MFIs & SFBs) ................................................................................................................................................................................. 15 

Exhibit 9: Number of Entities (NBFC-MFIs & SFBs) with AUM Within a Particular Range ..................................................................................................................................... 15 

Exhibit 10: Trend in Delinquencies of NBFC-MFIs (ICRA sample*) ........................................................................................................................................................................ 17 

Exhibit 11: Delinquency Trend of NBFC-MFIs Based on Size (ICRA sample*) ........................................................................................................................................................ 18 

Exhibit 12: NBFC-MFIs Restructuring ..................................................................................................................................................................................................................... 19 

Exhibit 13: NBFC-MFIs Restructuring ..................................................................................................................................................................................................................... 19 

Exhibit 14: NBFC-MFIs Restructuring ..................................................................................................................................................................................................................... 19 

Exhibit 15: Monthly Collection Efficiency* (MCE) of ICRA-rated PTCs .................................................................................................................................................................. 20 

Exhibit 16: Delinquency Trend in ICRA-rated MFI Pools ........................................................................................................................................................................................ 21 

Exhibit 17: Quarterly Trend in Debt Raised by NBFC-MFIs (industry) ................................................................................................................................................................... 23 

Exhibit 18: NBFC-MFIs’ (ICRA sample) Borrowing Profile Trend ............................................................................................................................................................................ 23 

Exhibit 19: Liquidity as % of AUM as on March 31, 2021 (NBFC-MFIs) ................................................................................................................................................................. 24 

Exhibit 20: Liquidity as % of AUM as on March 31, 2022 (NBFC-MFIs) ................................................................................................................................................................. 24 

Exhibit 21: Trend in Liquidity as % of AUM of NBFC-MFIs ..................................................................................................................................................................................... 24 

Exhibit 22: Liquidity as % of AUM as on March 31, 2021 (MFIs + SFBs) ................................................................................................................................................................ 25 

Exhibit 23: Liquidity as % of AUM as on March 31, 2022 (MFIs + SFBs) ................................................................................................................................................................ 25 

Exhibit 24: Trend in Microloan Securitisation ........................................................................................................................................................................................................ 26 

Exhibit 25: Trend in Microloan Securitisation (PTC + DA) ...................................................................................................................................................................................... 26 

Exhibit 26: Projected Trends in On-book Portfolio ................................................................................................................................................................................................ 29 

Exhibit 27: Projected Trends in Profitability Metrics ............................................................................................................................................................................................. 31 

Exhibit 28: Projected Trends in Opex/AMA ........................................................................................................................................................................................................... 33 



 

 

ICRA LIMITED 
Page | 5 

Exhibit 29: Projected Trends in Credit Costs .......................................................................................................................................................................................................... 34 

Exhibit 30: Leverage (managed gearing) Trend Across Entities (MFIs & SFBs) ...................................................................................................................................................... 35 

Exhibit 31: Projected Trends in Leverage ............................................................................................................................................................................................................... 36 

Exhibit 32: Equity Capital Infusion Trends ............................................................................................................................................................................................................. 37 

Exhibit 33: Distribution of ICRA-rated MFIs and Microfinance-focused SFBs as on August 31, 2022 ................................................................................................................... 42 

Exhibit 34: Rating Actions (changes) in FY2022 & YTD FY2023 (till August 31, 2022) ........................................................................................................................................... 43 

  



 

 

ICRA LIMITED 
Page | 6 

  

NBFC-MFIs’ AUM expected to grow by 

22-25% in FY2023 driven by buoyant 

demand and expected increase in 

average ticket sizes  

 

 

With expected recovery in 

delinquencies, credit cost expected to 

decline in FY2023, though it would 

remain above the pre-Covid level  

 

 

Adequate capital and liquidity support 

entity-level risk profiles 

 

 

 

 
Non-banking financial companies - microfinance institutions (NBFC-MFIs) reported a healthy rebound in the growth in the assets under 

management (AUM) in H2 FY2022. With the pickup in economic activity and growth in disbursements in H2 FY2022, NBFC-MFIs registered 

an overall growth of 25% in their AUM in FY2022 with the AUM crossing Rs. 1,00,000 crore as on March 31, 2022. However, with 

disbursements slowing down, NBFC-MFIs saw a decline in the annualised growth rate of the AUM to 8% in Q1 FY2023 as the industry was 

busy implementing the revised regulatory framework. Nevertheless, given the buoyant demand and the expected increase in the average 

ticket size, the growth in the industry’s AUM in the remaining quarters is expected to improve significantly. ICRA estimates full year 

growth of 22-25% in FY2023. Microfinance-focused small finance banks (SFBs) also witnessed a similar growth trajectory and are expected 

to grow at a healthy pace, going forward as well. This is expected to keep the combined on-book portfolio growth of NBFC-MFIs and SFBs 

at a similar range of 22-25% in FY2023. 

▪ 90+ dpd to improve in FY2023: The gradual improvement in collections helped the industry register an improvement in delinquencies 

in H2 FY2022 followed by a further recovery in Q1 FY2023. The 90+ days past due (dpd) of 5.7% as on March 31, 2022 was higher than 

ICRA’s estimate of 5% as slippages from the restructured book remained high. However, with further write-offs and recoveries, the 90+ 

dpd improved to around 5% by June 30, 2022. For FY2023, ICRA expects a significant decline in delinquencies driven by some recoveries 

and write-offs by the entities and retains its estimate of 90+ dpd at around 2% by March 31, 2023.  

▪ Healthy on-balance sheet liquidity and capitalisation profile: On-book liquidity, as a percentage of the AUM, stood at around 18% as 

on March 31, 2022 for the ICRA sample1 of NBFC-MFIs compared to around 20% as on March 31, 2021 (15% as on March 31, 2020). In 

addition, the NBFC-MFIs (ICRA sample) enjoyed an adequate capitalisation profile with a managed gearing {(on-book borrowings + off-

book)/net worth} of 4.2 times as on March 31, 2022. Going forward, ICRA expects the leverage to remain adequate. 

▪ Stable outlook on NBFC-MFIs: ICRA carries a Stable outlook for the microfinance industry, driven by the expected healthy growth in the 

AUM and the improvement in the profitability. The Reserve Bank of India’s (RBI) revised regulations have given more flexibility to NBFC-

MFIs for fixing the lending rates, which is expected to provide upside to the profitability going forward.   

 
1 ICRA sample comprises 26 NBFC-MFIs accounting for around 80% of the industry AUM as on March 31, 2022 

OUTLOOK: STABLE 
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AUM Growth  
 

22-25% in FY2023 

Given the buoyant demand and the expected increase in the average ticket size, the growth in the industry’s AUM in the 

remaining quarters of FY2023 is expected to improve significantly. ICRA estimates full year growth of 22-25% in FY2023.  

SFBs are also expected to grow at a healthy pace and the overall growth in the AUM of MFIs + SFBs is expected to be in a 

similar range of 22-25% in FY2023.  

Credit Costs  

 To remain elevated in 

FY2023, though better than 

FY2022 

With the expected recovery in delinquencies, the credit cost is expected to decline in FY2023, though it would remain 

above the pre-Covid level.  

The outstanding restructured portfolio of NBFC-MFIs (ICRA sample) improved to 7.7% of AUM as on March 31, 2022 from 

10.7% of AUM as on September 30, 2021. ICRA expects a further decline in the same in FY2023, driven by amortisation 

and slippages.  

Funding and Liquidity 

of MFIs & SFBs 

 
Debt – Rs. 40,000 crore in 

FY2023  

Liquidity is expected to remain comfortable for most entities. 

The combined funding requirement in FY2023 to support growth, apart from refinancing existing/maturing lines, stands 

at around Rs. 40,000 crore for MFIs and SFBs. 

Profitability (RoMA)  

MFIs + SFBs  
 

1.5-1.7% in FY2023  

 

With the improvement in margins and the reduction in credit costs, the profitability is expected to improve in FY2023, 

though it would remain below the pre-Covid level (FY2020). 

The combined profitability of NBFC-MFIs and SFBs is expected to be 1.5-1.7% in FY2023 with SFBs reporting a lower return 

on managed assets (RoMA) at 1.1-1.3% than that of MFIs at 1.9-2.1%. 

Capital 

 

Comfortable 

Moderate capital requirement is expected to meet the envisaged growth over FY2023-FY2025. 

Large MFIs are expected to be comfortably placed with respect to the leverage profile.  

The combined equity capital requirement is estimated at Rs. 6,500-7,000 crore for MFIs and SFBs during FY2023-2025. 
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▪ The industry (NBFC-MFIs) witnessed a revival in disbursements in H2 FY2022, especially in Q4 FY2022, after a lull in H1 FY2022. With the pickup in economic activity and the growth in 

disbursements in H2 FY2022, the industry registered an overall growth of 25% in its AUM in FY2022 with the AUM crossing Rs. 1,00,000 crore as on March 31, 2022.  

▪ The disbursements in the first quarter of a fiscal are usually lower and were impacted in the current fiscal (FY2023) as well because the industry was busy implementing the revised 

regulatory framework. NBFC-MFIs reported an annualised growth of 8% in their AUM in Q1 FY2023. Nevertheless, given the buoyant demand and the expected increase in the average 

ticket size, the growth in the industry’s AUM in the remaining quarters is expected to improve significantly. ICRA estimates full year growth of 22-25% for FY2023. 

▪ As normalcy returned in Q2 FY2022 with the fall in Covid-19 infection rates and the improvement in the collection efficiency (CE), the softer bucket delinquencies of the sector improved. 

Further, entities restructured the affected exposures, which also led to an improvement in the overdues for some players. The performance of the restructured book, however, remains 

a monitorable as a sizeable part of the restructured book of many large entities was still under moratorium as on June 30, 2022.  

▪ The gradual improvement in collections helped the industry register an improvement in delinquencies in H2 FY2022 followed by further recovery in Q1 FY2023. The 90+ dpd improved 

to around 5% by June 30, 2022 from the high of 6.2% as on September 30, 2021. For FY2023, ICRA expects a significant decline in delinquencies driven by some recoveries and write-offs 

by the entities. For the 90+ dpd, ICRA retains its estimate of around 2% by March 31, 2023.  

▪ On the liquidity front, NBFC-MFIs and SFBs continued to maintain a healthy liquidity profile in FY2022 though a marginal decline was seen to reduce the negative carry. On-book liquidity, 

as a percentage of the AUM, stood at around 18% as on March 31, 2022 for the ICRA sample of NBFC-MFIs compared to around 20% as on March 31, 2021 (around 15% as on March 31, 

2020). For NBFC-MFIs and SFBs combined, the on-book liquidity, as a percentage of the AUM, stood at around 16% as on March 31, 2022 compared to around 19% as on March 31, 2021 

(around 15% as on March 31, 2020). 

▪ The industry witnessed pressure on its yields and hence margins in FY2021 and the trend continued to some extent in FY2022. SFBs witnessed higher pressure on the net interest margins 

(NIMs) as the reversal of interest income impacted the yields, though the large MFIs reported largely stable NIMs in FY2022 compared to FY2021. The negative carry, because of the 

excess liquidity maintained by most entities, also played a part in lowering the NIMs. On an overall basis, the industry (MFIs + SFBs) reported a decline in the return on managed assets 

(RoMA) to 0.3% in FY2022 (-0.3% in H1 FY2022) from 0.6% in FY2021. This was primarily on account of SFBs and small MFIs with both categories reporting losses in FY2022. Large MFIs 

and hence overall NBFC-MFIs reported profits in FY2022. With the performance of the restructured portfolio yet to be fully established, as a part of the restructured portfolios of several 

entities was still under moratorium as on March 31, 2022, the pressure on the profitability is expected to remain to some extent, though ICRA expects a significant improvement in 

FY2023 followed by further improvement in FY2024. 

▪ Given the industry’s (NBFC-MFIs and SFBs) on-book portfolio growth (compound annual growth rate – CAGR) estimate of 20-25% p.a. for FY2023-FY2025 and the intention of maintaining 

the blended managed gearing below 6.0 times (below 8.0 times for SFBs and below 5.0 times for NBFC-MFIs), the players would need external capital of Rs. 6,500-7,000 crore (18-20% 

of closing net worth as on March 31, 2022) during this period, in ICRA’s opinion.  

▪ On the regulatory front, the RBI issued its final regulations, i.e. Master Direction - Reserve Bank of India (Regulatory Framework for Microfinance Loans) Directions, 2022, on March 14, 

2022, which were initially made applicable from April 1, 2022 (however, the RBI later allowed the framework to be implemented not later than October 1, 2022). The said paper makes 

regulations lender agnostic and is hence applicable to all the RBI regulated entities (REs) involved in microfinancing activities. The regulations have removed the pricing cap applicable to 

NBFC-MFIs, amid other changes, and aim to provide a level playing field to all the players involved in microfinancing activities.  



 

   



 

  


