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5. Microfinance To Meso-Finance - Bridging India's Credit Gap - Economy 
Economists have recently argued that while microfinance has expanded financial inclusion in India, 

sustaining future growth requires a shift towards meso-finance and stronger financial services for 
growing enterprises. India's microfinance sector based on Joint Liability Group (JLG) model has 
empowered millions of low-income households, particularly rural women, through SHG-Bank Linkage 
Programme covering 17 crore households across 144 lakh Self-Help Groups. However, limitations 
including high interest rates, standardized loan products, and multiple borrowing risks (8-10% borrowers 
having more than four lenders) are constraining traditional microfinance's future potential. 

1. What is Microfinance? 
Definition 
1. Provision of small-scale financial services, particularly credit, to low-income households, micro-

enterprises lacking access to formal banking 
2. Gained global prominence through Grameen Bank established by Muhammad Yunus in Bangladesh 

(1976) 
3. Popularized group-based lending to poor households without collateral 
India's Microfinance Success 
1. Largely based on Joint Liability Group (JLG) model 
2. Expanded formal credit access for millions of low-income households, particularly rural women 
3. SHG-Bank Linkage Programme (NABARD) - 17 crore households through 144 lakh Self-Help Groups 
4. 46% microfinance loans extended to households with monthly incomes below ₹20,000 
5. Supporting income-generating activities, asset creation 

2. Government Initiatives Related to Microfinance 
1. Credit Information Sharing Mandate - RBI mandated all microfinance lenders reporting to credit 

bureaus (CRIF High Mark, CIBIL) ensuring borrowers' credit histories accessible for proper assessment 
2. RBI's Revised Regulatory Framework for Microfinance Loans, 2022 - Uniform regulatory framework 

for all regulated entities (banks, NBFCs, NBFC-MFIs, SFBs) ensuring borrower protection, responsible 
lending 

3. SHG-Bank Linkage Programme - Links Self-Help Groups with formal banking institutions promoting 
income-generating activities 

4. Pradhan Mantri MUDRA Yojana - Collateral-free loans up to ₹20 lakh to micro, small enterprises 
5. NABARD Refinance Support - Refinance assistance to MFIs enhancing credit flow to underserved 

sections 

3. Limitations of the Microfinance Model 
1. Traditional model primarily suited for small-scale livelihood activities, working capital needs 
2. High interest rates unsuitable for enterprises requiring large investments, longer repayment periods 
3. Standardized loan products failing to meet diverse borrower needs 
4. Excessive reliance on credit without adequate savings, insurance increasing financial vulnerability 
5. Multiple borrowing from different MFIs increasing debt trap risks (~8-10% sector AUM linked to 

borrowers having more than four lenders) 

4. What is Meso-Finance? 
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Definition 
1. Financial services bridging gap between microfinance and traditional bank lending 
2. Provides financing larger, more flexible than microfinance but smaller, less formal than conventional 

commercial bank loans 
3. Supports business expansion, asset creation, employment generation, rural economic development 

5. Difference Between Microfinance and Meso-Finance 
Aspect Microfinance Meso-Finance 

Loan Size Small loans Medium-sized loans 

Purpose Working capital, livelihood Business expansion, asset creation 

Repayment 
Period 

Short-term Medium to long-term 

Target Group Low-income households, micro-
enterprises 

Growing micro, small enterprises 

Examples Buying sewing machine, milch animal Establishing dairy farm, food-processing 
unit 

6. Challenges in Transitioning to Meso-Finance 
1. Higher credit risk - larger loan sizes increasing default risks, financial losses for lending institutions 
2. Weak credit assessment systems - Requiring more robust borrower evaluation, cash-flow 

assessment mechanisms 
3. Need for business support services - Growing enterprises needing monitoring, mentoring, market 

linkages alongside finance 
4. Regulatory constraints - Existing frameworks primarily designed for either microfinance or 

conventional banking; gap in between 

7. Successful Models of Meso-Finance 
1. Bank for Agriculture and Agricultural Cooperatives (Thailand) - Medium-sized loans to farmer 

groups, cooperatives, rural enterprises helping scale beyond subsistence 
2. BRAC (Bangladesh) - Small Enterprise Loans supporting businesses outgrown traditional 

microfinance but too small for commercial bank credit 
3. Kew Development Bank - SME-financing programmes across Africa, Asia providing medium-scale 

credit bridging microcredit-bank lending gap 
4. India - Mann Deshi Mahala Shikari Bank, several Small Finance Banks increasingly offering larger 

enterprise loans to successful microfinance clients 

8. Way Forward 
1. Capacity-building, financial literacy, business development services accompanying financing 

support 
2. Small Finance Banks, NBFCs, MFIs encouraged creating tailored financial products for enterprise 

expansion 
3. Credit complemented with savings, insurance, pension products strengthening household resilience 
4. Credit assessment increasingly based on cash flows, business potential rather than standardized 

lending models 
5. Regulatory framework evolution accommodating meso-finance as distinct category 
6. Technology integration (digital credit assessment, fintech partnerships) enabling better borrower 

evaluation 
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9. Conclusion 
India's microfinance sector through JLG model and SHG-Bank Linkage Programme has 

significantly expanded financial inclusion covering 17 crore households but faces constraints including 
high interest rates, standardized products, and multiple-borrowing debt trap risks. Meso-finance 
bridging gap between microfinance and commercial banking offers solution through medium-sized 
loans supporting business expansion, asset creation, employment generation for growing micro-small 
enterprises. Successful global models—Thailand's BAAC, Bangladesh's BRAC, Germany's KfW—and India's 
Mann Deshi Bank, Small Finance Banks demonstrate viability of meso-finance approach. Transition 
challenges include higher credit risk, weak assessment systems, need for business support services, and 
regulatory gaps requiring framework evolution. Way forward requires tailored financial products from 
Small Finance Banks-NBFCs-MFIs, cash-flow based credit assessment, complementary savings-
insurance-pension products, capacity building, and technology integration ensuring India builds 
resilient, inclusive financial ecosystem where microfinance graduates into meso-finance supporting 
rural enterprise growth and sustainable economic development. 
Source - https -//www.business-standard.com/opinion/columns/reimagining-microfinance-
current-model-works-but-at-a-modest-growth-rate-126053100742_1.html 
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