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CHAPTER 52

An in-depth analysis of the impact of microfinance
on agricultural revenue in Uttar Pradesh, India

Divesh Dutt', and Moiz Akhtar?

12Department of Business Management, Integral University, Lucknow, India
E-mail: diveshd@iul.ac.in!, makhtar@iul.ac.in?

Abstract

Microfinance is the process of providing short-term loans to individuals, such as farmers and micro entre-
preneurs, who want funds to meet their financial needs. Banks typically offer loans to the general public
with collateral security and at a set interest rate. Because they lack assets to use as collateral, some people
must borrow money from unofficial sources like pawnbrokers and other money lenders, who demand
exorbitant interest rates. Therefore, it is necessary to educate the general public about microfinance and
the loan process involved. Primary data was gathered in the district of Uttar Pradesh’s rural districts.
Analysis of the income disparity between an agricultural farmer who borrows money from a microfinance
institution and a farmer who does not borrow money from microloans companies. According to the study,
farmers who received microfinance funding for their operations had statistically higher farm incomes
than farmers who did not receive such funding. This suggests that borrowing money from microfinance
institutions for farming operations would probably boost farmers’ incomes. The study also examined the
average fluctuations in MFIs’ interest rates relative to those of non-micro financial institutions. It was
discovered that, in comparison to other financial institutions, microfinance charged a lower interest rate.

Keywords: Non-performing assets, micro finance, MFI’s, collateral security, GDP.

1. Introduction comes in second. In India, a large number of individu-

als rely on agriculture as their main source of income.
The practice of providing short-term loans to business Although it no longer contributes as much to India’s
owners and other people who require money to meet  Gpp (gross domestic product), agriculture is never-
their basic needs is known as microfinance. Banks typ-  theless vital to the country’s socioeconomic structure.
ically charge the general public a particular interest  India shipped $44 billion worth of agricultural goods
rate in exchange for collateral security. Some people iy 2022. There is one negative aspect to India in com-
borrow money from unofficial sources, such as pawn parison to other wealthy nations. Indian farmers do not
brokers and other money lenders, who typically charge  yg¢ sophisticated tools and equipment because they are
high interest rates, because they lack any assets to use financially strapped or face other challenges. Therefore,
as collateral securities [1]. Therefore, awareness-raising  fyrther subsidies from the government are required [4].
efforts are needed to educate the public about microf- In order for many people throughout the nation to be
inance and the lending procedure. Giving low-income  ;ple to borrow money and use it for productive purpos-
people and families access to financial services is known ¢ the government must therefore continue to encour-
as microfinance. These financial services include credit, age and lend more money to micro financial institutions.
insurance, savings, and payment services. Additionally, Through funding for equipment, agriculture, and many
what differentiates microfinance institutions (hence-  her things, microfinance also assists farmers in meet-
forth, MFIs) from typical banking institutions are their ing their working capital needs. A farmer can better sat-
unique features, such as the kinds of products or servic- isfy their demands and pay for their expenses by using
es they offer and their lending practices [2]. The Indus  mjcrofinance. To cover their daily needs, including home
Valley Civilization era, and in some parts of southern bills, emergency needs, and even basic livelihood sup-
India even earlier, saw the rise of agriculture in India. port, the impoverished require microfinance. It has also
In India, agriculture is a significant source of income.  heen noted that two major obstacles to the development

Agriculture accounts for between 60 and 70 percent of 4 micro financial institutions are bureaucratic red tape
India’s GDP [3]. In terms of global farm output, India
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and political meddling. Through unofficial sources,
microfinance has been practiced for a very long time.
A legal foundation was completed in 1904 in order to
launch the cooperative movement. The “Reserve Bank
of India Act 1934” stipulated the creation of the depart-
ment dedicated to agricultural loans [5].

The best way to lessen income disparity and enable
people from lower social and economic levels to engage
in the economy is through microfinance. In emerging
and poor nations, a large number of operations that
fall under the category of finance are typically not con-
verted into money [6]. That is, they are not funded by
financial means. There is a demand for services, but
the lack of funding prevents people from using them to
meet their requirements. The concept of microfinance
dates back to the middle of the 1800s, when scholar
“Lysander Spooner” wrote about how credit could help
farmers and business owners escape poverty. A group
of low-income women were granted tiny loans in order
to meet their need to invest in microbusiness ventures.
When a group of women receives a loan offer, other
group members will act as collateral for the loan pay-
back [7]. Microcredit programs challenged convention-
al knowledge by proving that impoverished individuals
without collateral might be deemed “credit worthy.”
In the last few decades, microfinance has expanded
quickly in developing nations and gained widespread
acceptance from governments, funders, and other
international players. The industry’s assets rose from
$4 billion to $7 billion between 2016 and 2019, repre-
senting a 25% annual growth rate from 2014 to 2018.
Furthermore, the industry’s overall clientele exceeded
205.3 million in 2019 [8].

2. Microfinance in India

Microfinance has long been viewed in India as a means
of facilitating financial services access for the most
impoverished residents of the nation. The “self-em-
ployed women’s association” (SEWA), which started
offering financial services to underprivileged women in
the early 1970s, was India’s first microfinance organi-
zation [8]. India started to refocus its attention in 1969,
moving from industrialization to the creation of a new
lending plan for the agriculture industry. This led to
the termination of moneylenders’ informal lending,
which in the 1970s made up over half of all house-
hold credit. In the early 19th century, there were a lot
of financially excluded rural impoverished people in
India. Since microfinance makes financing available to
rural poor people living in remote locations, it is seen
as a promising strategy for bringing about long-term
rural development [3]. The expansion of microfinance
in India has generally been divided into two phases. To
rekindle the process, microcredit services were offered
by NGOs and other development organizations. The
“microfinance movement,” or second phase, is defined

by the traditional financial institutions’ entry into the
microfinance sector to assist the impoverished who
are economically marginalized [9]. The institutions of
microfinance and the “microfinance movement,” finan-
cial services and products have developed. Undoubtedly,
we are entering the age of financial services rather than
the credit-based era [10]. Commercial banks, non-
bank financial institutions (NBFI), credit unions, rural
banks, and non-governmental organizations (NGOs)
are examples of microfinance institutions in India.
With an 80% market share, NBFIs control the majority
of the microfinance business in India.

However, MFIs are being forced to forgo their social
goal of giving the financially excluded population
access to financing in favor of profit-making organ-
izations due to the quick rise in commercialization
and competition in the Indian microfinance market.
It is quite challenging to meet the double bottom line
goals in the highly competitive microfinance industry.
Increasing competition forces MFIs to sacrifice their
social goals since they are dissatisfied with their finan-
cial success.

3. Review of Literature

Rural families in developing nations are depending
more and more on microfinance to survive. Microcredit
has been shown to be a useful instrument for reducing
poverty since it helps the impoverished acquire assets
and raise their incomes. Promoters of microfinance
argue that the best way to maximize cost recovery is
to raise lending rates to market rates. In the credit mar-
ket, formal lending is much less expensive than infor-
mal lending; yet, poor people must first go through a
lengthy application process in order to qualify for for-
mal financing. Because it allows people to accumulate
wealth and income, microfinance plays a vital role in the
battle against poverty. Assistance is needed in the areas
of training and technical support, regulatory and super-
visory system development, and financial infrastructure
rather than money for lending reasons. One innovative
approach to microfinance is the Rural Credit Franchise
[RCF] program. It was also found that informal and for-
mal credit lending institutions often work together. All
parties involved, including banks, RCFs, and the impov-
erished in rural areas, profit from this plan. RCF pro-
moted moneylender competition, which decreased the
cost of loans in rural hinterlands. The nation’s economic
development is the outcome of this model’s expansion
through additional commercial banks.

One tool for development and poverty reduction is
microfinance. The mission of a microfinance institution
is to support the unfunded and contribute to the eco-
nomic growth of a nation. Asia’s microfinance institu-
tions (MFIs) have been beneficial to Bangladesh, India,
Thailand, Indonesia, and Sri Lanka, among other Asian
nations. An essential component of a nation’s economic
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