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It was on the cover story of a national magazine laying on his desk — a woman sitting
lifeless in front of a framed photo of her 20 year old daughter, Mounika, who had immolated
herself. The cover of the magazine read “Death by default – Microfinance Institutions grow
at 80% plus by using borrowers' lives as collateral” (Exhibit 1). The girl‘s family had been in
a debt trap. It had started off with a loan from a Microfinance Institution (MFI) to buy a
sewing machine to start a small tailoring enterprise. Unable to keep up with the weekly
commitments of loan repayments, one loan had become four, each one taken to pay off the
earlier one. But they only sank deeper. The story in the November issue read “On September
25, 2010, the collection agents told Mounika’s mother to sell her daughter to the flesh trade
and repay. Mounika chose to die.”1
Malegam 2 took a deep breath and closed the magazine. This was the 30th one in a row that he
had seen in the last month. In another newspaper on his table, the front page carried a photo
of a mob of agitating women holding placards which read “STOP SUICIDAL DEATHS
(MURDERS) CAUSED BY MICROFINANCE” (Exhibit 2). The caption to the photograph
read “Members of All India Democratic Women‘s Association (AIDA) protest in front of the
Reserve Bank of India against Micro Finance Institutions in Hyderabad”. 3 Y.H Malegam,
noted chartered accountant and board member of the Reserve Bank of India, the country‘s
apex financial regulator, loosened his tie and reached out for the remote to bring the
temperature of his air conditioner down a few notches. He didn‘t want to look at the third
paper lying underneath. Two were enough for the day.
Background
Early Beginnings – Self Help Groups (SHG)
In the 17 years since Malegam had been on the board of the RBI, he had watched the
phenomenal growth of microfinance in India. When Muhammad Yunus, the founder of
Grameen Bank and winner of the Nobel Peace Prize in 2006, had showed the world what a
small loan could do to uplift a group of poor villagers in Bangladesh, MFIs aping the
Grameen model had begun mushrooming in India. Almost all of them had their initial footing
in Andhra Pradesh, now home to 75 percent of the total MFIs in the country. 4
The microfinance sector in India had originated with India‘s National Bank for Agriculture
and Rural Development, commonly referred to as NABARD. In 1992, NABARD had rolled
out a program called the Self Help Group (SHG) bank linkage program which encouraged
rural women to form groups of 15 to 20 and begin a savings pool. 5 The group would then,
with the support of an NGO, be linked to a bank in the vicinity which would then treat the
savings as collateral and lend an equal amount or more at a 14 to 15 per cent rate of interest.
The SHG would then relend to its group members (depending on the credit worthiness of
each individual) at interest rates ranging from 16 to 24 per cent. 6 The state of Andhra Pradesh
1

Richard Mahapatra and Arnab Pratim Dutta, “Profit from the poor”, Down to Earth, November 30, 2010;
http://www.downtoearth.org.in/node/2256. Accessed on December 26, 2010.
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Pronounced as Maal-ey-gaam.
3
The Hindu, Hyderabad, October 27,2010 .
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Richard Mahapatra and Arnab Pratim Dutta, “Profit from the poor”, Down to Earth, November 30, 2010;
http://www.downtoearth.org.in/node/2256. Accessed on December 26, 2010.
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NABARD presentation http://www.slideshare.net/suranbs/nabard-and-microfinance. Accessed on December
26, 2010.
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Richard Mahapatra and Arnab Pratim Dutta, “Profit from the poor”, Down to Earth, November 30, 2010;
http://www.downtoearth.org.in/node/2256. Accessed on December 26, 2010.
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(AP) had the country‘s largest number of micro-credit groups — 975,362 SHGs with 11
million members, that amounted to almost 90 per cent of the state’s rural women. 7
But SHGs had troubles of their own. The amount of credit one could get from them was
limited and getting a loan meant a year’s wait while the bank undertook a thorough process of
verification ensuring that all members maintained a clean credit record before being linked to
the bank. Other sources of credit like commercial State Banks and Regional Rural Banks at
district levels would not lend without collateral. Since most borrowers were landless villagers
with no stable source of income, the only other option available to them was what millions
still used — borrowing from a local moneylender. While the moneylenders dispensed cash at
short notice, the interest often amounted to more than the principle, squeezing the poor.
In the vacuum for proper public credit programmes, MFIs had begun to emerge as credit
messiahs. They offered loans at the door step of the villagers, without any collateral and for a
lesser rate of interest than a local moneylender. Typically, they would lend at 24-32% per
annum or higher, citing high operational costs, while they would get money from banks at 912%. 8
What was undeniable was that they served a pressing need. Today microfinance had reached
a phenomenal scale. AP alone had a client outreach of 6.25 million borrowers, which was the
largest client base in the entire country9 according to the Quick Report 2010 prepared by the
industry association Sa-Dhan. It was predicted that by 2014, microfinance would reach 110
million borrowers and would boast of US$30 billion in loan portfolio. 10 Importantly,
microfinance in India had a 95% repayment rate 11, the highest ever known in history.
SKS Microfinance and the Profitable Poor
Malegam switched on the television. An impatient looking TV reporter appeared on camera
with a sheaf of papers and spoke about the recent spate of suicides. On the screen were the
words “CNBC Whats Hot: Should microfinance institutions be for profit?”
Malegam remembered the man who had first used the word profit in relation to microfinance,
titling the dynamics of the entire sector — Vikram Akula, the founder of SKS Microfinance,
the largest microfinance institution in India. Vikram was once media‘s favourite poster boy.
A Non-Resident Indian (NRI), American citizen, an MBA from Wharton, a PhD from Tufts
and a consultant with McKinsey, Vikram had left all of this to start a microfinance institution
in rural AP with the mission to eradicate poverty. The Time magazine had featured Vikram in
its list of the 100 most influential people in the world in 2006. 12
7

Ibid.
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“Financial performance of Indian MFIs – A Quick Review”, Sa-Dhan Report, 2010.
http://indiamicrofinance.com/financial-performance-of-indian-mfis.html. Accessed on March 22, 2010.
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In 2004, Vikram had quit his plush job with McKinsey and founded SKS. Back then, SKS
was still an NGO that disbursed small amounts of credit to groups of women in rural parts of
the state. The turning point, however, came a few years later when Vikram got a licence to
convert SKS into a Non-Banking Financial Company, or NBFC. Under RBI regulations, the
NBFC status gave SKS the leverage to raise more funds and the bandwidth to scale-up
operations. Vikram shifted the gears of his business model by taking on a market-driven
approach to microfinance, attracting commercial venture capitalists with assurances of high
rates of returns. Investors like Sequoia Capital, who were prime investors in Google, readily
invested large sums with SKS.
Malegam was familiar with Vikram’s compelling speeches and the presentations he had made
to his audiences. On a power point slide would be the brand logos of McDonalds and Coke.
Vikram would explain that SKS intended to perfect the art of standardizing its microfinance
services like McDonalds and Coke had done with the quality of their products worldwide.
“This is the only way we can scale,” the ex-McKinsey consultant would say. 13 Sure enough,
today SKS was the leading player in the sector with over 7 million women borrowers across
19 states in India (Exhibit 3). 14 Many predicted that the AP microfinance market was getting
overheated. Microfinance loan penetration amongst poor households was an incredible 823%,
as per the industry's own 2009 State Of The Sector report (Exhibit 4) which meant that every
poor household has on an average 8.23 loans at any given point in time. Despite that, in 2010,
the registered MFIs lent a total of Rs. 90 billion 15 — up from Rs. 50-60 billion the previous
year. 16
In August 2009, SKS had floated an Initial Public Offer (IPO), to become the country‘s first
micro-financier to be listed on the stock exchange. Vikram did the listing in style — at an 11
per cent premium. SKS raised 367 Million USD from the market at 22 dollars per share. The
share was 14 times over-subscribed. 17 Indrajit Gupta, Editor of Forbes India had commented,
“So what if a handful of investors make a little bit of money while millions escape the
clutches of rapacious moneylenders?...To my mind, Vikram now has the chance to show the
world that it is possible to strike the middle ground between rabid capitalism and a pure
development approach. So can he pull it off? 18
This had started an uproar about the commercialization of microfinance. While Vikram was
openly condemned by Muhammad Yunus for milking the poor, he defended his market
oriented model with the view that microfinance would help more poor people by tapping the
boundless pool of investor capital rather than the limited pool of donor money. 19 The more
serious concern was whether SKS was setting a trend that would catch on in the microfinance
industry like wild fire? And what kind of repercussions would this have on the poor
borrowers?
Ground Realities
13

This is from the authors’ personal records of attending Vikram Akula’s presentation at the CII conference in
Hyderabad in 2007.
14
“AFP, SKS Share offer oversubscribed 14 times”, The Hindu, August 2, 2010.
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At the time of writing this case in March 2011, 1USD = Rs. 45.
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http://microfinanceafrica.net/tag/microfinance-in-india. Accessed on December 26, 2010.
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“AFP, SKS Share offer oversubscribed 14 times”, The Hindu, August 2, 2010.
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Indrajit Gupta, “Creative Capitalism”, Forbes India, September 11, 2009.
19
Trevor Kwong, “Microcapital Brief: Muhammad Yunus and Vikram Akula debate microfinance models”;
www.microcapital.org. Accessed on September 27, 2010.
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The financial regulatory framework was such that the only authority that could regulate
NBFCs was the RBI. The governor of RBI had set up a committee to probe the situation.
Appointing Malegam as the chairman, the committee had five other senior officials from the
RBI and had come to be known as the Malegam Committee. It was under Malegam’s able
leadership that the committee set out with the following agenda 20:
•
•
•
•
•
•
•
•

to review the definition of ‘microfinance’ and ‘Micro Finance Institutions (MFIs)’ for
the purpose of regulation of non-banking finance companies (NBFCs) undertaking
microfinance by the Reserve Bank of India and make appropriate recommendations;
to examine the prevalent practices of MFIs with regard to interest rates, lending
and recovery practices to identify trends that impinge on borrowers’ interests;
to delineate the objectives and scope of regulation of NBFCs undertaking microfinance
by the Reserve Bank and the regulatory framework needed to achieve those objectives;
to examine and make appropriate recommendations in regard to applicability of
money lending legislation of the States and other relevant laws to NBFCs/MFIs;
to examine the role that associations and bodies of MFIs could play in
enhancing transparency disclosure and best practices;
to recommend a grievance redressal machinery that could be put in place for
ensuring adherence to the regulations recommended at 3 above;
to examine the conditions under which loans to MFIs can be classified as priority
sector lending and make appropriate recommendations; and,
to consider any other item that is relevant to the terms of reference.

A few common concerns of borrowers that media reported were the following 21:
High rates of interest
What was outwardly promised by companies like SKS as a 25 per cent rate of interest per
annum was reported to be actually a 31 per cent rate of interest including an advance and a
processing fee. Other MFIs were known to charge up to 60 per cent rates of interest on the
poor. They justified these costs publicly as needed for the high costs of transaction in
providing door step delivery. Commercial banks, comparatively, charged 12 to 14 per cent
rate of interest.
Repayment
The tight schedule of weekly repayments put tremendous pressure on poor women. Most
people didn‘t have a stable income cycle to generate enough to repay every single week. It
was reported that a majority of the families that borrowed loans owned no property and that
more than 80 per cent borrowers were from non-farm sectors. The majority of the rural poor
sought loans to sell vegetables, run a dairy or do scrap and steel business. 22

20

Ramesh S Arunachala, “Malegam Committee report – Summary of Key Recommendations”,
http://indiamicrofinance.com/malegam-committee-report-summary-key-recommendations.html. Accessed on
January 21, 2011.
21
Richard Mahapatra and Arnab Pratim Dutta, “Profit from the poor”, Down to Earth, November 30, 2010;
http://www.downtoearth.org.in/node/2256. Accessed on December 26, 2010.
22
Richard Mahapatra and Arnab Pratim Dutta, “Profit from the poor”, Down to Earth, November 30, 2010;
http://www.downtoearth.org.in/node/2256. Accessed on December 26, 2010.
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Over-lending
Borrowers were signing up for multiple loans. In almost all cases the first loan was an
income-generating loan taken for the purpose of starting an enterprise or expanding an
existing enterprise. Subsequent loans were all known to be mostly consumption loans which
were taken because they were offered only too readily. As a result the loans taken from
multiple MFIs were used to avoid defaulting on the multiple weekly repayments that were to
be made. Since lending agents earned a commission for each new member they enrolled,
ground reports suggested that the drive to earn more made agents create false loan histories
and burden existing clients.
A suicide meant reprieve
It was reported that the microfinance’s system of making repayments in public caused
humiliation for those unable to repay thus making it a common reason for suicide. Further,
each MFI was reinsured by an insurance company. This meant that if a defaulter committed
suicide, the entire amount that he or she was due to pay would be reimbursed to the MFI and
the agents would then stop harassing the family.
There were other issues related to the crisis that the committee had to look into. When
Vikram was asked to comment on the crisis he had said that some rogue financiers have been
established and they were using unethical practices and about the suicides he had said that the
women who committed suicides were not defaulters in the first place, so there was no
question of coercive practices imposed by their agents. 23 If this was the case then why were
the suicides occurring? Could there be other factors that media reports were not highlighting?
The Politics of Microfinance
The issue also had important political dimensions to it. In the last five years, the state had
witnessed a turbulent political history. The largest political party in the state was the Telugu
Desam Party or TDP, a regional party that had largely won on a socialistic vote bank. The
TDP had been in power for 10 years up until 2004. The chief minister during that time had
been largely responsible for bringing a lot of private sector investment into the state, making
it an IT hub of India. While he had been lauded by the corporate IT sector for his efforts,
rural Andhra Pradesh, which felt largely ignored, had refused to re-elect him in the 2004
elections when he was campaigning for a third term.
His successor Y S Rajshekhar Reddy, or YSR, as he was known, represented the Congress
party and had won the elections due to support from the rural vote bank. YSR was popular
with the masses. He had framed a policy called ‘Velugu’ that made him a public hero. Velugu
was a comprehensive development policy ensuring land rights, promotion of SHGs and most
importantly, what he claimed to be as the world‘s cheapest public credit programme which
allowed SHGs to borrow loans at bank interest rates of three percent per annum. The
remaining interest amount was subsidised by the government. This had led to the rapid
expansion of the presence of microfinance in the state. But, YSR had mysteriously died in a
chopper crash in September 2009.
23

Sandeep Bamzai and Vikram Akula, “The loan ranger”, India Today, November 6, 2010;
http://indiatoday.intoday.in/site/Story/119094/profile/vikram-akula-the-loan-ranger.html. Accessed March 01,
2011.
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The present chief minister of the state, appointed as a replacement, was Kiran Kumar Reddy,
also from the Congress party. Reddy maintained the existing schemes. But the microfinance
crisis began almost on the first day of his appointment as Chief Minister.
Many felt that the current crisis was a result of the adversarial relationship between the big
private micro-financiers and the Andhra Pradesh government's SHG programme (Velugu).
The SHG groups were always considered by politicians as a vote bank or as a well-connected
group which could be mobilised for any political or governmental programme. When private
MFIs expanded across the state, the political and administrative advantages were no longer
available for the district administration. This created an animosity.
Rival political parties like the TDP saw the current situation as a chance to humiliate the
ruling Congress party. Local media in Andhra Pradesh was characterized by political
affiliations and political motives. The largest circulated newspaper was considered affiliated
to the TDP. The second largest newspaper, on the other hand, was established by the son of
YSR. It was probable that both these papers had political advantages in highlighting the
failures of the government.
Situation on the field
In response to media reports of suicides and coercive recovery practices in the microfinance
sector, the RBI board had setup the Malegam Committee in October 2010 to probe into the
issue and submit a report in 3 months time. During the same month, the state government had
imposed emergency measures on the microfinance industry, in effect barring MFI agents
from entering villages and recovering loans. 24 Political parties like TDP had been instructing
all villagers not to repay the loans. Companies like SKS could not afford this. That month,
SKS stock prices had plunged to a lifetime low of Rs. 559 (USD 12.4) at the Bombay Stock
Exchange. 25 Some feared that with the falling share prices the company would go bust.
While RBI regulated NBFCs, microfinance activities in each state were was still considered a
part of “moneylending activities” and the state had the legal authority to control the sector
under the purview of what was known as the Moneylenders Act. Under the act, no distinction
was made between MFIs or village level moneylenders. 26
The Government of Andhra Pradesh passed an ordinance in December 2010 that severely
clipped the wings of MFIs imposing several restrictions on them. A few of the restrictions
were imposing a cap of 24% per annum on interest rates, restricting the number of loans each
individual could take and restricting an MFI from giving a loan to an SHG borrower.
Meanwhile the country’s finance minister had expressed a plea not to impose a cap on
interest rates charged by MFIs since this would bar MFIs from entering needy areas where
transaction costs were actually high. The state government, partly out of conviction and
partly out of the need to respond to the opposition, overrode protests by the Centre and
passed the ordinance. 27
24

Nidhi Dutt, “India’s loan arrangers hit by crisis”, BBC News, November 9, 2010.
Varun Sood, “Putting cap on microlending rates will prevent poor from accessing credit”, DNA Mumbai,
December 23, 2010.
26
Kripa Raman, “Moneylenders may emerge from Shadows”, Hindu Business Line, October 31, 2010;
http://www.thehindubusinessline.in/2010/11/01/stories/2010110150792000.htm. Accessed on March 24, 2011.
27
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In January 2011, the newspaper, The Economic Times, reported that 30 people had committed
suicide in 45 days to escape microfinance agents (Exhibit 5). According to the Society for
Elimination of Rural Poverty, a government agency that compiled data on the microfinance
related deaths, more than 70 people had committed suicide in the state between March and
November 2010. 28
Since then, collections in the state had plummeted to 10%, from the initial reported 95%.
Bank lending to MFIs was down. Equity investments had all stopped. The finance ministry
was awaiting the RBI's Malegam Committee report before finalising a bill for regulating
microfinance.
Today would be an important day for Malegam and the future of microfinance in India.
Malegam had to prepare to meet the core deciding committee who would decide on policy
measures to solve the crisis. The committee comprised of the Chief Minister of Andhra
Pradesh, the Chairman of Microfinance Institutions Network representing 45 of the largest
MFIs in the state, the Chairman of NABARD and the Governor of RBI. Together they would
discuss a draft microfinance bill which was the pressing need of the hour. It was crucial to get
consensus on the following core issues of the bill:
•
•
•
•
•
•
•

Cap on interest rates
Number of loans each individual can borrow
Purpose of loans – consumption or income generating
Repayment cycles and due diligence
MFIs as a business venture
Collection agents
A microfinance regulator – Who and What?

In one of his recent interviews, Malegam had gone on record saying “I’m not protecting an
MFI. Please be very clear. I’m protecting the borrower.” 29 The nation was waiting to hear
what he would decide.

28

Yoolim Lee and Ruth David, “Suicides in India revealing how men made a mess of micro credit”, Bloomberg,
Dec 29, 2010.
29
Interview with Y.H Malegam, Live Mint; http://www.blip.tv/file/4689768/. Accessed on March 15, 2011.
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Exhibit 1
Down to Earth Magazine Cover Story

Photo Credit: Sayantan Bera, Down to Earth
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Exhibit 2
Photograph of protestors demanding RBI regulation of Microfinance on the front page of the
national newspaper, The Hindu.

Caption: Members of AIDWA hold placards and protest in front of the Reserve Bank of India
against Micro Finance Institutions in Hyderabad.
Photo: G. Krishnaswamy.
Courtesy: The Hindu, October 27, 2010.
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The Top 10 MFIs in India 30
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N. Srinivasan, State of the Sector Report, Sage Publications, 2009, pp 65.
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Financing in southern India 31
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N. Srinivasan, State of the Sector Report, Sage Publications, 2009, pp 20.
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Exhibit 5
Article on suicide deaths related to microfinance in the newspaper The Economic Times:

Sat, Jan 15, 2011 | Updated 01.06PM IST
15 Oct, 2010, 09.17PM IST,PTI
30 commit suicide in 45 days to escape microfinance agents
HYDERABAD: About 30 persons have committed suicide in the last 45 days, apparently due
to the coercive methods of Micro-Finance Institutions (MFIs) in Andhra Pradesh, a shocking
figure that prompted the state government to issue a special ordinance to rein in the MFIs
today.
State DGP K Aravinda Rao said that reports of 21 suicide deaths have been received since
January this year from different districts. However, the figure would rise as a number of
suicides have been reported over the last fortnight. He indicated that a special cell would be
formed in the state CID to monitor the activities of MFIs.
A senior state government official put the number of suicides during the last 45 days at 30.
It was the coercive methods of MFIs that led to the suicide of a large number of victims in
various districts of the state.
The TDP and other Opposition parties alleged that recovery agents of the MFIs, often rowdy
elements, would insult and manhandle poor people, which forced them to take the extreme
step. They alleged that the MFIs are charging exorbitant rates of interest on the principal
amount and the borrowers are caught in a situation where they are forced to borrow from
another lender to repay the existing loan.The borrowers are soon caught in a vicious circle of
loans which they cannot repay, thus forcing them to end their lives.
TDP leaders alleged that credit flow from banks has slowed down, which forced the poor to
take loans from MFIs.Chief Minister K Rosaiah held a meeting of state-level bankers and
urged them to step up credit flow to the people. The state government issued a Special
Ordinance today to regulate the functioning of MFIs. The ordinance makes it mandatory for
all MFIs to register with the authorities and to submit a monthly statement on the list of
borrowers, the loan amounts given to them and the rate of interest. It also prohibits the MFIs
from employing anyone without an identity card for the purpose of recovery and said
recovery personnel should only ask for payment of loans in a public place.
Meanwhile, SKS Microfinance, which is at the centre of a controversy after sacking its CEO
last week, today said 17 of its borrowers were among those that have committed suicide, but
stressed that none of them was a defaulter. "Of the total list, 17 people have had loans with
SKS. But they have not committed suicide because of defaults," SKS Executive Chairman
Vikram Akula said here today.
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Exhibit 6
Market share of different forms of finance available in India 32
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N. Srinivasan, State of the Sector Report, Sage Publications, 2009, pp 67.
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Exhibit 7
Extent of Regulation 33

Exhibit 11: Profit and Loss Making MFIs 34
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N. Srinivasan, State of the Sector Report, Sage Publications, 2009, pp 98.
N. Srinivasan, State of the Sector Report, Sage Publications, 2009, pp. 67.
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Exhibit 8
Features of Legal Forms of Microfinance Institutions in India 35

35

The following six tables that are used in exhibit 1 and 2 are sourced from a report prepared by Sa-Dhan
Microfinance Resource Centre, New Delhi, titled: Existing Legal and Regulatory Framework for the
Microfinance Institutions in India: Challenges and implications, 2006, pp. 66-67 and 101-104.
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Exhibit 9
Features of legal forms of microfinance institutions internationally
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