
Journal of International 
Academic Research for Multidisciplinary 

 

 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

www.jiarm.com 



Editorial Board 
 
 
 
 

Dr. Kari Jabbour, Ph.D 
Curriculum Developer, 
American College of Technology, 
Missouri, USA. 

 
Er.Chandramohan, M.S 
System Specialist - OGP 
ABB Australia Pvt. Ltd., Australia. 

 
Dr. S.K. Singh 
Chief Scientist 
Advanced Materials Technology Department 
Institute of Minerals & Materials Technology 
Bhubaneswar, India 

   
  Dr. Jake M. Laguador 
  Director, Research and Statistics Center, 
  Lyceum of the Philippines University, 
  Philippines. 
 

Prof. Dr. Sharath Babu, LLM Ph.D 
Dean. Faculty of Law, 
Karnatak University Dharwad, 
Karnataka, India 

 
Dr.S.M Kadri, MBBS, MPH/ICHD, 
FFP Fellow, Public Health Foundation of India 
Epidemiologist Division of Epidemiology and Public Health, 
Kashmir, India 

 
Dr.Bhumika Talwar, BDS 
Research Officer 
State Institute of Health & Family Welfare 
Jaipur, India 

 
Dr. Tej Pratap Mall Ph.D 
Head, Postgraduate Department of Botany, 
Kisan P.G. College, Bahraich, India. 

 
Dr. Arup Kanti Konar, Ph.D 
Associate Professor of Economics Achhruram, 
Memorial College, 
SKB University, Jhalda,Purulia, 
West Bengal. India 

 
Dr. S.Raja Ph.D 
Research Associate, 
Madras Research Center of CMFR , 
Indian Council of Agricultural Research, 
Chennai, India 

 
Dr. Vijay Pithadia, Ph.D, 
Director - Sri Aurobindo Institute of Management 
Rajkot, India. 

Er. R. Bhuvanewari Devi M. Tech, MCIHT 
Highway Engineer, Infrastructure, 
Ramboll, Abu Dhabi, UAE 
 
Sanda Maican, Ph.D. 
Senior Researcher, 
Department of Ecology, Taxonomy and Nature Conservation 
Institute of Biology of the Romanian Academy, 
Bucharest, Romania 
 
Dr. Reynalda B. Garcia 
Professor, Graduate School & 
College of Education, Arts and Sciences 
Lyceum of the Philippines University 
Philippines 
 
Dr.Damarla Bala Venkata Ramana 
Senior Scientist 
Central Research Institute for Dryland Agriculture (CRIDA) 
Hyderabad, A.P, India 
 
PROF. Dr.S.V.Kshirsagar, M.B.B.S,M.S 
Head - Department of Anatomy, 
Bidar Institute of Medical Sciences, 
Karnataka, India. 
 
Dr Asifa Nazir, M.B.B.S, MD,  
Assistant Professor, Dept of Microbiology 
Government Medical College, Srinagar, India. 
 
Dr.AmitaPuri, Ph.D 
Officiating Principal 
Army Inst. Of Education 
New Delhi, India 
 
Dr. Shobana Nelasco Ph.D 
Associate Professor, 
Fellow of Indian Council of Social Science 
Research (On Deputation}, 
Department of Economics, 
Bharathidasan University, Trichirappalli. India 
 
M. Suresh Kumar, PHD 
Assistant Manager, 
Godrej Security Solution, 
India. 
 
Dr.T.Chandrasekarayya,Ph.D 
Assistant Professor, 
Dept Of Population Studies & Social Work, 
S.V.University, Tirupati, India. 



JIARM VOLUME 1           ISSUE 8             (SEPTEMBER 2013)       ISSN : 2320 – 5083 
 

153 
www.jiarm.com 

PERFORMANCE OF MICROFINANCE INSTITUTIONS IN SOUTH INDIA 
A CASE STUDY 

 
RAJESHA M* 

DR. K B KIRAN** 
 

*Research Scholar, Dept. of Humanities Social Sciences & Management, National Institute of Technology Karnataka, Karnataka, India 
**Professor, Dept. of Humanities Social Sciences & Management, National Institute of Technology Karnataka, Karnataka, India 

 

ABSTRACT 

 Micro finance is a common platform for the poor to develop strategies to wipe out 

poverty through income generating activities fuelled by small amount of loans from micro 

financing institutions. It is an opportunity to express their thoughts and to implement their 

skills in a group to strengthen themselves socio-economically to overcome the deficiencies by 

applying their own effort under the supervision of Micro Finance Institutions(MFI). It is 

similar to the present financial institutions which provides both financial and non-financial 

services to its members to promote their livelihood. The rapid growth of various forms of 

MFIs and recent amendments to the Reserve Bank of India (RBI) guidelines have led to the 

drastic changes in the operations of MFIs and these institutions are focusing more on 

financial sustainability and efficiencies. In the present study, four microfinance institutions 

selected from southern states of India to evaluate outreach and financial performance using 

secondary data available on Microfinance Information Exchange website by using selected 

variables from the literature. It was found that there is no relationship between the outreach 

and financial performance which is contradictory to the findings of Quayes.  

 

KEYWORDS: Outreach, Financial Performance, Financial Services, Non-Financial 

Services, Income Generating Activities. 

 

INTRODUCTION  
 The success stories of well-known researchers on microfinance programs from 

different parts of Bangladesh turned microfinance as an international tool to fight against 

poverty in the contemporary world. It is a rare anti-poverty approach based on the poor’s 

strengths rather than their deficiencies (Counts, 2008) to eliminate poverty in the shortest 

possible time frame (Yunus, 2007). It has exposed that the working poor can create 

significant benefits for themselves with quite insignificant amount of loans (Maier & Pischke, 

2006) by investing and engaging themselves in income generating activities for their 

livelihood. According to the Microcredit Summit Campaign, the year 2011 contributed micro 
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credit to more number of world’s poorest families when compared to the credit access in the 

year 2010. In India, maximum amount of poverty reduction in clients took place during the 

year 2011. Moreover, Indian microfinance was fuelled by external investors to cope with 

rapid growth and expansion. However, the first and the greatest disaster in the area of 

microfinance in Andhra Pradesh, India, set forth the growth of Micro Finance Institutions 

(MFIs) in South India. The Microcredit Summit Campaign has set a goal to reach 175 million 

poor families by 2015 which is hard to reach in India due to the crisis in Andhra Pradesh. As 

rightly said by Prof. Yunus (2007), development of social businesses among the rural people 

with operational training, application of advanced technology is one of the effective tools to 

achieve the set goals. In this direction, MFIs should work as a promoter of social businesses 

in numerous other sectors as it can work sympathetically with MFIs to bring people out of 

poverty faster (Yunus, 2007). 

In India, since independence various state and central governments introduced many subsidy 

based development programs for eradication of poverty. However, programs on eradication 

of poverty were unsuccessful in reaching the targeted poor. Investigation of these 

development programs of state and central governments in the age of post-independence has 

led to the growth of new rural development programs in India. A proper examination and 

evaluation of development programs by researchers emphasized the flaws of the program and 

their cherished recommendations worked as guiding principles for the successful 

implementation of innovative development programs in rural and urban India. An 

overwhelming and efficiently functioning such program is microfinance. The outcomes of 

microfinance are well recognized all over the world and are accepted as an operative 

instrument for poverty alleviation. In India, micro financing has created an optimistic 

atmosphere for reducing poverty and developing the rural economy. As microfinance 

programs are implemented through various forms of microfinance institutions, they are 

complementary to the present financial institutes in the Indian financial system (Gupta, 

2011). Commercial banks, Non-Banking Financial Institutions (NBFC), Non-Governmental 

Organizations (NGOs) and Cooperatives are the major players in the microfinance sector in 

the world (Jansson, Rosales & Westley 2004, Tchuigoua, 2010). In India, private, public 

sector banks, NGO, NBFCs and Cooperative form of financial institutions are working as 

micro finance institutions. However, a few microfinance institutions are fully regulated and 

others are not regulated but working according to their registration under the guidance of RBI. 

The Indian MFI sector is among the fastest growing and most efficient in the world (MCRIL, 2011). 
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Initially, these MFIs focuses on providing credit to the poor who have no access to 

commercial banks, in order to reduce the poverty and to help the poor in setting up their own 

income generating businesses, thereby promising consistency in employment and income to 

upgrade their living standards (Hermes, Lensink & Meesters, 2011). An important motive 

was to create jobs in the growing competitive economy where socialist governments failed to 

create job for ultra-poor and in developing countries where the working poor can be assisted 

by well-structured relationships with MFIs that provide credit and other non-financial 

services to the doors of the members (Maier & Pischke, 2006). In Indian scenario, MFIs 

provide non-financial services such as capacity building, marketing, vocational training for 

income generation activities and information on civil rights and health along with financial 

services to its members. It is a strategy which consists of enhancing technical assistance 

centres through MFIs that aid poor micro entrepreneurs with training and consulting, to create 

self-employment and income generating activities (Brau, Hiatt &Woodworth, 2009). In rural 

India, MFIs are working as a socio-economic development centres, where the objective is 

economic development through social transformation by imparting skill and knowledge by 

way of real-world physical activity. The Reserve Bank of India (RBI, 2011) defined 

microfinance  “an economic development tool whose objective is to assist the poor to work 

their way out of poverty. It covers a range of services that include, in addition to the 

provisions of credit, many other services such as savings, insurance, money transfer, 

counselling etc.”. The nature of service offered by the MFIs depends on the legal status. 

Private MFIs work purely on profit motive and the objective is to maximize shareholder’s 

wealth (Tchuigoua, 2010). NGOs are service oriented and sustainable economic development 

through social transformation is their motto. Cooperatives work according to the State 

Cooperative’s Act, which finances only to their members.  

Precipitous growth of  MFIs has led to the progress of rural financial market and competition 

among the rural microfinance institutes. Recently, however, there seems to be a shift from 

subsidizing MFIs to a focus on its financial sustainability and efficiency (Hermes, 2011). 

Around the world, many commercial banks are attempting to enter microfinance sector and a 

few unregulated NGOs up-scaling to become a regulated MFIs (SOS Faim, 2008), mostly, 

because regulated MFIs are allowed to collect deposits and increase their loanable funds 

(Campion & White, 1999, Hartarska & Nadolnyak, 2007). Consequently, microfinance sector 

is growing dynamically. In the absence of a license to collect deposits, MFIs leverage 

donated resources by borrowing from formal financial institutions, large institutional or 

individual investors and, in some special circumstances, by collecting limited savings (Dowla 
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& Alamgir, 2003, Hartarska & Nadolnyak, 2007). Previously donor driven, subsidy-reliant 

institutions are advancing into for-profit, publicly listed organization that necessitates an 

analysis of outreach and financial sustainability of MFIs (Kailthya, 2008).  

 

Micro Finance Institution- The Indian Scenario 

 In India, 27.5 percent (World Bank, 2011) of the population live below the national 

income poverty line. It is rightly said that microfinance can serve as a viable instrument for 

reversing or at least slowing down this trend of poverty. The task of defining Indian 

microfinance institution is very complex, which works as a program promoting institution / 

implementing agencies in rural areas. Each institution / agency differs in its functioning and 

process of implementing the programs so as to reach the destitute easily. In case of private 

microfinance institutions, it is lending money to the assetless poor, without any collateral, 

irrespective of their employment, savings and the purpose of borrowing. However, it works 

as a key for implementing individual ideas of members in a group to learn, to earn, to 

improve the standard of living and to wipe out poverty in the case of NGOs, Government and 

Cooperatives. Primarily, these MFIs promote savings in the group and educate them by 

training to employ them in income generating activities through micro financing to ensure 

them regular employment, income, and repayment over a period of time which in turn results 

in a sustainable growth in the members’ family and the MFIs. They also provide services like 

health, insurance etc., for the welfare of the family. The high growth rate of microfinance has 

been fuelled by commercial banks funding which inherently gravitates towards for-profit 

institutional structures (RBI, 2011).  

Review of Literature  
 One of the recent studies by Quayes (2012), using a huge sample of 702 MFIs from 

83 countries demonstrated that there is a positive relationship between depth and outreach 

and financial self-sufficiency. However, he divided the sample into two categories based on 

their transference in the disclosure of financial information and found contradictory results. 

Financial sustainability has a positive impact on the depth of outreach of highly transparent 

institutes, but no impact in case of low transparent institutes. Applying SEEP 18 indicators 

according to the regions, Gupta (2011) compared performance of 153 MFIs of East Asian and 

pacific region countries with 145 MFIs of south Asian countries. Gupta revealed that 

financial self-sustainability in both the contexts has less difference but has significant 

difference in terms of operational self-sustainability. However, Babandi, (2011) using survey 
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method, indicated that no significant difference was found among genders, geographical 

location and occupation in terms of outreach performance and sustainability of MFIs in 

Nigeria. The notable finding of the study was that men and women have an equal chance in 

participating microfinance programs. In developing country like India, still many families do 

not allow women to participate in development programs like microfinance owing to strong 

religious practices. In this context, NGOs have a greater responsibility to impart knowledge 

on the programs and to transform socially.   

Tchuigoua, (2010) a study to find out the difference in the performance by the legal status of 

MFI, with a sample of 202 (33 cooperatives, 100 private companies, 69 NGOs) MFIs 

revealed that there is a significant difference in the performance of MFIs according to the 

legal status of the MFI. Private MFIs are more defensible than NGOs and have lower risk in 

the credit portfolio for private companies than NGOs. Cooperatives are more competent than 

private companies and NGOs. There is no difference in efficiency between the NGOs and 

private companies. In 2007 Mersland, Storm & Oystein, using a dataset with high quality 

information from 200 non-government or shareholder MFOs in 54 countries indicate that the 

difference in performance between shareholder firms and NGOs is minimal and NGOs are 

not more socially oriented than shareholder firms and shareholder firms are more profit 

oriented than NGOs. Tchuigoua and Mersland studies exhibited contradictory consequences 

in the case of shareholder firm (private MFIs) and NGOs. Tchuigoua revealed that there is no 

significant difference in efficiency between NGOs and private MFIs, whereas Mersland says 
shareholder firms are more profit oriented than NGOs who did not include cooperatives in his study. 

Mersland & Storm (2009) used comparatively a large and unique self –constructed data set 

based on rating reports of 278 MFIs from 60 countries between1998 to 2007, concluded that 

financial performance improves when the board has local rather than international directors 

and when it employs an internal board auditor. Ownership type does not affect financial 

performance and MFI is better served with a female CEO which is conflicting with the 

consequences of Tchuigoua (2010). Cull, Kunt & Morduch (2009) investigated the impact of 

prudential regulation on the profitability and financial self-sustainability of MFIs, using high 

quality financial data on 245 world’s largest MFIs newly constructed data on their prudential 

supervision, found that supervision is negatively associated with profitability and supervision 

is associated with larger average loan sizes and less lending to women, hence indicating a 

reduced outreach to segments of the population that are more costly to serve. 

Hartarska (2005) studied the relationship between MFI performance and governance. The 

results indicate that performance based compensation does not improve performance and 
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underpaying managers diminish outreach. More independent boards are more effective and 

MFIs with more donor representatives have better outreach but worse sustainability. External 

governance mechanisms such as auditing, rating and regulation have a limited impact. 

The researchers compared the performance on the basis of distinctive regions in the world 

with a larger sample. The fiscal environment of these regions varies from region to region 

and has an impact on the financial performance of microfinance institutions. An attempt is 

made in the present study to compare the performance of MFIs in the same fiscal 

environment. Micro finance institutions are selected from South India which fell under the 

Indian fiscal environment. Indian economy has setup with a unique fiscal atmosphere, where 

the whole monetary system is completely regulated by ‘the Reserve Bank of India’ and the 

Government of India. Both private and public sector banks and other financial institutions are 

directly controlled by the RBI. Therefore, MFIs cannot be separated as regulated and 

unregulated, as it works according to the RBI guidelines. South India dominates in micro 

financing activities when compare to northern India. Andhra Pradesh, Tamilnadu, Karnataka 

are in top three places in microfinance operation. Hence, Southern India is considered for the 

study. It is hard to find the accounting data and reports of Indian MFIs due to lack of 

transparency, though they are funded through public funds and international agencies. 

Literature states that financial performance has a positive impact on the depth of outreach but 

the findings of the present study show that there is no relationship between financial 

performance and outreach by using the same indicators for four MFIs for measuring the 

performance of selected MFIs. 

Objectives of the study 

1. To evaluate the financial performance of selected microfinance institutions  

2. To measure social performance of selected microfinance institutions 

3. To analyse the quality of portfolio of selected microfinance institutions 

4. To verify the organizational efficiency of selected microfinance institutions 

5. To assess the relationship between outreach and financial performance of selected  

 Micro finance institutions 

Hypotheses 

H1 There is significant difference in the financial performance of MFIs 

H2 There is significant difference in the outreach of MFIs  

H3 There is significant difference in the Organizational efficiency of MFIs 

H4 There is significant difference in the quality of portfolio of MFIs  
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H5 There is relationship between outreach and financial performance of MFIs 

Research Methodology 

 Financial information of selected MFIs are collected from the Microfinance 

Information Exchange (MIX) database. MFIs are selected based on their outreach in the year 

2012. MIX is a platform of global information about microfinance that presents a collection 

of financial and social performances of microfinance institutions. In India, at the regional 

level, the South continues to dominate 65 percent of the sector in concentration of number of 

MFIs (IMR, 2007, RBI, 2011) and in the growth of microfinance activity. Four southern 

states-Karnataka, Kerala, Tamilnadu and Andhra Pradesh are selected. Various forms of 

MFIs with vast coverage of geographical area with multi-state operations were found in 

southern part of India. MFIs are selected on the basis of MIX Market Ranking. Ranking four 

and five are selected and MFIs whose financial statements are available for last five years 

(2008-2012) are selected for the purpose of the study (Hartarska, 2005; Tchuigoua, 2010) and 

MFIs with highest outreach in the year 2012 are selected among the MFIs with in the state. 

Financial data were analysed using the Statistical Package for Social Sciences. 

Table 1: Profile of Microfinance Institutions 
 

MFI State Legal Status Year of Establishment 
Spandana Sphoorty Financial Limited Andhra Pradesh NBFI 1998 
Shree Kshetra Dharmastala Rural 
Development Project (SKDRDP) 

Karnataka NGO 1982 

Evangelical Social Action Forum (ESAF) Kerala NGO 1992 
Equitas Microfinance India Pvt Ltd Tamilnadu NBFI 2007 

Source:Literature 
 

Measuring the Performance of MFIs – Key Performance Determinants  
 Researcher’s opinion differs in assessing the performance of microfinance 

institutions. In microfinance, performance is measured by accounting-based indicators of 

outreach and sustainability (Hartarska, 2005). However, by definition, an MFI has a dual 

objective: to cover its costs (self-sufficiency) and to reach many poor borrowers (outreach) 

(Hartarska &Nadolnyak, 2007). As MFIs are non-listed, Bruett, 2005; Hartarska, 2005; 

Lafourcade, Isern, Mwangi and Brown  (2006), Cull et al. 2007; Mersland & Strøm, 2008, 

2009, and Tchuigoua, 2010 selected only accounting indicators, i.e. Profitability and 

sustainability for measuring performance of MFIs. In microfinance, performance refers to 

social performance, profitability, portfolio quality, and organizational performance 

(Tchuigoua, 2010). A detailed description of variables used for evaluating MFIs by few 

authors in numerous contexts in various parts of the world are summarised in the table 2. 
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Table 2: Description of Variable 

 
Statistical Tests 

 To compare the performance of selected MFIs kruskal-wallis test (KW) was applied. 

KW test evaluates whether the population medians on a dependent variable are the same 

across all levels of a factor. Dependent variables financial, social, organizational performance 

and quality of the portfolio of four MFIs are compared and found that there is significant 

difference between four MFIs. As there is more than two levels of independent variables, an 

additional significance of tests is essential to know the significance of differences between 

the MFIs. The Mann-Whitney U test could be used for pairwise comparison of MFIs. 

According to the test, MFIs are compared within the group to know the differences. The 

significance is tested at 95% level of confidence.  

Data Analysis 
 As financial activities include the overall operating expenses, cost of borrowing funds 

and the potential loss from defaults of the members.  The source of funding of selected 

microfinance institutions are loans from private and public sector banks, shareholder capital, 

Nature of 
variable 

Identity of 
the variable  

Measu
rement 

Definition Literature Review 

1.Financial 
performance  
 

Economic 
Profitability 

ROA Measurement of the capacity of the 
MFI to use its assets to generate a 
return. 

Hartarska (2005), Sanfeliu et al (2011) 
Mersland & Storm (2009), Gupta & Kumar 
(2011),Tchuigoua (2010,2010), Mersland et 
al (2007), Kailthya (2008), Cull et al(2006), 
Lafourcade et al(2006) 

Operational 
self-
sufficiency  

OSS Capacity of the MFI to cover these 
costs through operating revenues. 

Hartarska (2005), C.Ahlin et al (2011), 
Mersland & Storm (2009), Gupta & Kumar 
(2011), Tchuigoua (2010,2010), Quayes 
(2012), Hartarska & Nadolnyak (2007), Cull 
et al(2006), Lafourcade  et al(2005)  

Profit 
margin 

PM Measures the commercial 
performance 

Gupta & Kumar (2011),Tchuigoua (2010) 

2.Social 
performance 

Outreach NAB Number of individuals currently 
have an outstanding loan balance 

Hartarska (2005), C.Ahlin et al (2011),Gupta 
& Kumar (2011), Tchuigoua (2010,2010), 
Quayes(2012), Hartarska &Nadolnyak 
(2007), Lafourcade et al (2006) 

Depth DEPT
H 

Access of credit disbursement to 
poor people 

Hartarska (2005), Tchuigoua (2010,2010), 
Mersland et al (2007), Quayes (2012) 

3.Organization
al 
efficiency 

Operating 
expenses 
ratio  

OER It measures the costs necessary for 
an institution to provide credit. The 
lower the ratio, the more efficient 
the institution is. 

Tchuigoua (2010,2010),Mersland et al 
(2007), 

Cost per 
borrower 

CPB This ratio gives a clear 
measurement of the efficiency of 
the institution by showing the 
average cost to serve a borrower 
over a year. 

C.Ahlin et al (2011), Tchuigoua (2010,2010), 
Kailthya (2008), Quayes (2012), Lafourcade 
et al(2006) 

4.Quality of 
portfolio 

Portfolio at 
risk 

PAR  It shows the part of the portfolio 
affected by outstanding payments, 
where there is a risk that they will 
not be repaid. The threshold is 
<10% given that financial 
guarantees in microfinance are not 
always sufficient. 

C.Ahlin et al (2011), Gupta & Kumar (2011), 
Tchuigoua (2010,2010),  Mersland et al 
(2007), Kailthya (2008), Lafourcade et 
al(2006) 
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savings, grants from agencies and governments. Interest, fee, commission and penalties for 

defaults are the major source of revenue, including interests and dividends from investments. 

Table 3:Financial Performance 

R
O

A
 

MFI Mean Std. Deviation Median Kw test ᵡ2 value p 
EQUITAS 0.026 0.015 0.022  

5.503 
 

0.138 
NS 

ESAF 0.009 0.007 0.007 
SKDRDP 0.003 0.009 0.002 

SPANDANA 0.040 0.041 0.043 
 

O
SS

 EQUITAS 1.050 0.453 1.172  
2.291 

 
0.514 
NS 

ESAF 1.054 0.039 1.038 
SKDRDP 1.038 0.080 1.013 

SPANDANA 1.372 0.440 1.591 
 

PM
 

EQUITAS -0.375 1.260 0.147  
2.291 

 
0.514 
NS 

ESAF 0.051 0.034 0.036 
SKDRDP 0.032 0.074 0.013 

SPANDANA 0.218 0.262 0.371 
      ROA- Return on Assets, OSS-Operational Self-Sufficiency, PM-Profit Margin 

From the table it is clear that overall financial performance of selected microfinance 

institutions is not significant. Hence, H1 is not accepted. Return on assets, indicates that MFIs 

are not utilizing the existing assets efficiently and effectively to maximise the returns. Higher 

the value of ROA, better will be the use of assets. Use of unskilled labourers or lack of 

knowledge on general management of assets may result in decreased return on assets.  

Table 4:Financial Performance between the Organisations 
MFI ROA OSS PM 

Equitas ESAF 0.032* 0.222 0.222 
Equitas Spandana 0.841 0.421 0.421 
ESAF SKDRDP 0.421 0.548 0.548 
ESAF Spandana 0.690 0.690 0.690 
SKDRDP Spandana 0.310 0.421 0.421 
Equitas SKDRDP 0.032* 0.310 0.310 

   *significant 

There are significant differences in the financial performance (ROA) of Equitas and ESAF, 

Equitas and SKDRDP when financial performance is compared between the organisations 

under Mann Whitney U test.  Social performance is measured by outreach and depth. 

Outreach is measured by the number of active borrowers(NAB), that is, the number of 

individuals that currently have an outstanding loan balance with the MFI (Hartarska & 

Nadolnyak, 2007). Depth of outreach refers to "the value the society attaches to the net gain 

from the use of the micro credit by a given borrower" (Navajas, Schreiner, Meyer, Vega and 

Meza (1998, 2000). 
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Table 5:Social Performance 

O
ut

re
ac

h 

 Mean Std. Deviation Median KW test ᵡ2  value p 
EQUITAS 748102.00 554334.599 888600.0 12.863 0.005 

  HS ESAF 233969.60 92202.933 220011.0 
SKDRDP 1000002.20 323061.446 1015440.0 
SPANDANA 2983369.00 1188622.450 3444483.0 

 

D
ep

th
 EQUITAS 0.147 0.078 0.147 4.349 0.226 

  NS ESAF 0.110 0.025 0.100 
SKDRDP 0.120 0.025 0.113 
SPANDANA 0.157 0.031 0.149 

It is a measure to classify the poor clients, who do not have access to credit and who fail to 

get access credit from the financial institutions due to lack of fixed sources of income or 

assets. Deeper the depth, poorer the members are (Rosenberg, 2009). The higher the value of 

depth, the less poor clients are served (Hartarska, 2005). A higher value of depth is preferable 

for MFIs. 

There is a highly significant difference in the outreach of all MFIs (p≤ 0.01). Hence H2 is 

accepted. MFIs reached a large number of rural people by covering the immense 

geographical area. Spandana MFI has the highest number of active borrowers and the lowest 

in ESAF. There is no significant difference in the depth of the MFI, which indicates that 

MFIs are successful in reaching more number of households but not the poorest of the poor. 

Table 6:Social Performance between the Organisations 
MFI Outreach Depth 

Equitas ESAF 0.151 0.548 
Equitas Spandana 0.032* 0.690 
ESAF SKDRDP 0.008* 0.548 
ESAF Spandana 0.008* 0.056 
SKDRDP Spandana 0.032* 0.095 
Equitas SKDRDP 0.548 0.690 

      *significant 
 

Equitas and Spandana, ESAF and SKDRDP, ESAF and Spandana, SKDRDP and Spandana 

MFIs have a significant difference in the case of outreach.  However, there is no significant 

difference in between the MFIs in case of depth. Outreach depends on the quality of non-

financial services provided by the MFI. NGOs have concentrated observation, follow-up of 

the economic and development activities carried out by the member and attracts more number 

of members towards the institution.  

There is a highly significant difference between the MFIs in financial and social performance. 

But financial performance i.e. ROA has a highly significant difference in only two cases 

where social performance i.e. Outreach is not significant. 
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Organizational efficiency is the measurement of the efficiency of an institution. It measures 

the costs necessary for an institution to provide credit. The lower the ratio, the more 

competent the institution is (Tchuigoua, 2010). There is a highly significant difference in the 

operating efficiency ratio of the MFIs. Hence H3 is accepted. Cost of providing credit to the 

members depends on the market rate of credit. The cost will be less, if funds are available 

through donors, agency or the government. 

Table 7:Organizational Efficiency 
 MFI Mean Std. Deviation Median Kw test ᵡ2  value p value 

O
ER

 EQUITAS 0.104 0.017 0.103  
 14.497 

0.002 
  HS ESAF 0.145 0.020 0.137 

SKDRDP 0.066 0.032 0.048 
SPANDANA 0.059 0.003 0.060 

 

C
PB

 EQUITAS 17.397 5.151 14.724  
 11.309 

 
0.010 
Sig 

ESAF 19.605 1.951 19.854 
SKDRDP 9.289 5.495 5.713 
SPANDANA 10.783 2.789 10.150 

                OER- Organizational efficiency ratio, CPB – Cost per borrower  
Cost Per Borrower (CPB) ratio gives a perfect measurement of the efficiency of the 

institution by presenting the average cost to serve a borrower over a year. Better the 

performance, lower is the cost. There is significant difference in the cost per borrowers of 

selected MFIs. From the table it is clear that SKDRDP has the lowest cost of serving the 

borrower. 

Table 8: Organizational Efficiency between the Organisations 
MFI OER CPB 

Equitas ESAF 0.008* 0.421 
Equitas Spandana 0.008* 0.056 
ESAF SKDRDP 0.008* 0.016* 
ESAF Spandana 0.008* 0.008* 
SKDRDP Spandana 0.690 0.421 
Equitas SKDRDP 0.095 0.056 

        *significant 

ESAF and SKDRDP, ESAF and Spandana MFIs have a significant difference in the 

organizational efficiency. Spandana has the ratio of 0.059 (mean), which indicates that the 

cost of providing credit is lowest among the MFIs.  Quality of portfolio measures the loan 

repayment performance and the risk associated with loaning. Maximum amount of risk exists 

in the loan portfolio of any financial institution. The sustainability of the MFIs depends on 

the repayment performance of the borrower. Higher the rate of repayment, better will be the 

performance of MFI. For microfinance institutions, whose loans are typically not backed by 

bankable collateral, the quality of the portfolio is absolutely crucial (IADB, 2003). In micro-
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finance, common breakpoint is 30 days and any repayment beyond 30days is considered as 

default (Rosenberg, 2009). 

Table 9: Quality of Portfolio 
 MFI Mean Std. Deviation Median Kw test ᵡ2  value p 

PA
R 

EQUITAS 0.003 0.004 0.001 5.816 0.121 
  NS ESAF 0.017 0.006 0.018 

SKDRDP 0.069 0.146 0.003 
SPANDANA 0.210 0.267 0.044 

                    PAR-Portfolio at risk  

There is no significant difference in the quality of the portfolio of the MFIs. Hence H4 is not 

accepted. Members of all four institutions have delay in repayment of loans or loans are in 

default. The MFI are not able to recover the amount of loan outstanding to the failure of the 

beneficiary or due to government regulations (Microfinance Ordinance, 2009 Andhra 

Pradesh). 

   Table 10: Quality of Portfolio between the Organisations 
MFI PAR 

Equitas ESAF 0.016* 
Equitas Spandana 0.151 
ESAF SKDRDP 0.151 
ESAF Spandana 0.690 
SKDRDP Spandana 0.841 
Equitas SKDRDP 0.310 

              *significant 

However, Equitas and ESAF MFIs have significant difference in the quality of portfolio, 

when the PAR is compared between the institutions.   

Outreach and Financial Performance 

By definition, MFIs offer financial services to low-income clients (Lafourcade et, al (2006). 

Outreach of a Microfinance institution measured through the number of active borrowers and 

depth of the borrower. The number of active clients includes borrowers, depositors, and other 

clients who are currently accessing any financial services. (Quayes, 2012).  

 
Table 11:Outreach and Financial performance 

O
ut

re
ac

h Financial Performance Karl Pearson correlation coefficient p 
ROA 0.350 0.130 
OSS 0.351 0.129 
PM 0.274 0.242 

 
There is no correlation (p>0.05) between financial performance and number of active 

borrowers. Hence H5 is not accepted. Financial performance may increase or will remain 

constant, as the number of active borrowers’ increases.  
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Implications of the Study 
 In the present study, it was found that there is no relation between the outreach and 

financial performance which is conflicting to the findings of Quayes (2012). The relationship 

between financial and social performance, depends in particular on the governance structure 

of MFI (Chkoundali, 2011). In India, all forms of MFIs are completely regulated by the RBI. 

Only the sources of funding and financing differs from MFI to MFI and state to other state. 

Basically, micro financing starts with savings and continues with training and financing and 

thereby creating regular employment and income. First 90 days of the membership are an 

observation period where field supervisor continuously visits the group meeting and collects 

detailed information about the active participation of member in group activities and their 

savings. Insignificant amount of recycling loans granted based on their amount of savings 

after 90 days. Direct loans or subsidised government loans can be availed after suitable 

training in the respective field of their interest for entrepreneurial activities. This ensures 

definite employment, income, systematic repayment of the loan and a sustainable growth of 

member and MFI.  

 This research is an attempt to study the performance of MFIs in South India. A survey 

was conducted to collect the primary data on later part of the study. During the interview with 

MFI officials and the beneficiaries, it is observed that few MFIs registered as NGOs, are 

working as NBFIs. The aim of such institutions is to grab the opportunity and to reap the 

profit in the short run by encase the weaknesses of the poor through micro financing. These 

MFIs are forcing and threatening the members to join their MFI by separating them from 

government promoted microfinance programs which are a threat to the long term aim of 

poverty alleviation. Further, enrolled members in NGOs or in NBFI must have to borrow 

loans or to submit a request within 30 days of membership to the respective MFI. Actual 

maximum number of members in a group are 20 but during survey, it is found that the 

minimum number of members in a group is 20 and the maximum 30, which is violation of 

regulations laid under Companies Act of 1956. The Companies Act prohibits dealing with 

money by more than 20 people in an association. Since dealing with savings and lending can 

be termed as a commercial activity, the membership of the SHG is advised 20 or less than 

that (Kalighosh, 2005). Having more number of members may also have a greater influence 

on the performance of MFIs to have an increased outreach and financial performance. Some 

of the leading NGOs tender additional significance for social transformation (check on 

alcohol, betting on cock fighting, etc.), savings and then economic development activities like 

training, for entrepreneurial activities and financing. Regular follow-up by the field 
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supervisor after they are into the entrepreneurship increases productivity and results in 

systematic employment, income, sustainable growth and regular repayment of the loan which 

is essential for the sustainability of the MFI. 

 Analysis of social and financial performance of microfinance institutions 

demonstrates that MFIs have positive outreach but no consistency in financial performance. 

As south India is considered as the cradle of micro financing, there is competition among the 

MFIs in casing the geographical area and thereby restricting the entry of other MFIs, resulted 

speedy increase in the number of active borrowers. Depth of the outreach is not significant in 

all four microfinance institutions which evidently indicate that MFIs are successful in 

reaching the poor but not the ultra-poor, who are completely excluded from normal financial 

market and are looking for a strong backing from MFI, shows that MFIs are wayfaring from 

their mission of serving the poor. Indicators of financial performances i.e. Return on assets 

and operational self-sufficiency is not significant. Return on assets is the measurement of the 

capacity of the MFI to use its assets to generate a return and operational self-sufficiency 

measures the capacity of the MFI to cover costs through operating revenues which will have 

an impact on the profitability of the firm in the long run. It is advisable to take measures to 

increase the ROA 

 The organisational efficiency is the measure of efficiency of an institution which 

indicates the costs needed for an MFI to deliver credit to the poor. A high amount of cost is 

involved for  MFIs in providing credit, as the borrowers are of asset less poor and defaults 

may be high. The market rate credit and fluctuations in the economy have a direct impact on 

organizational efficiency and MFIs should have an experienced financial professionals to 

handle the market consequences. Decision rule of this ratio is lower the ratio, the more 

economical the institution is. The sustainability of MFIs depends on the organisational 

efficiency. Therefore MFIs should maintain the efficiency so as to sustain in the competitive 

market. The quality of the portfolio is the measure of loan repayment which is not significant 

in all four microfinance institutions. The repayment performance of a borrower depends on 

the institutional characteristics and borrower characteristics such as the nature of 

employment, income and family background. MFIs should be transparent about information 

to avoid or to manage the defaults. The recent developments in the microfinance sector i.e. 
microfinance bill, microfinance ordinance has various setback in the recovery of loans of MFIs. 
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CONCLUSION 

 The study evaluated performance of MFIs using the selected indicators from 

literature. Generally, the studies did not consider profit margin and operating expenses ratio 

as a measure of variable. Profitability plays an important role in providing an uninterrupted 

and regular financial and non-financial services to the poor in the long run. In India, poor live 

in distant villages, where there is no transportation, and modern communication technology. 

As providing financial services to these involves a colossal cost, we considered these two 

variables in the present study.  It is found that financial performance of MFI is insignificant 

compare to the social performance. Measures should be taken to utilize the available 

resources to improve the financial performance which is essential to survive in the 

competitive financial market. As poverty and microfinance are the international issues, many 

international players are entering into the Indian financial market to provide micro financing. 

So it is advisable to the MFIs to develop innovative strategies to retain existing customers 

and attract new customers. A stern action should be taken for further improvement of 

portfolio quality. It is also suggested for further study on analysing the causes for increased 

defaults from the point of view of beneficiaries will aid in decreasing the number of defaults 

which in turn will increase the financial and organisational efficiency.  
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