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Micro Units Development and Refinance Agency (MUDRA) Bank  
Dedicated Regulator and Refinancer –A Strong Positive for the Microfinance Sector 
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The Government of India’s (GOI) proposal to create a Micro Units Development Refinance Agency (MUDRA) Bank as a single regulator for all types 
of entities in the  microfinance space is a positive for the sector. It is likely to bring in uniform regulation and a code of conduct for these entities. 
This would facilitate the adoption of responsible finance principles by all lenders and in-turn help prevent issues of overleveraging of borrowers. 
Further, MUDRA bank has been allocated a sizeable corpus of low cost funding through a shortfall in priority sector targets of Rs 200 billion. It could 
become a prominent source of funding and liquidity to Non Banking Finance Companies- Microfinance Institutions (NBFC-MFIs) and other players 
in the sector. In ICRA’s estimates, NBFC-MFIs cost of funds could come down by 100-400 bps depending on the share of funding the NBFC-MFIs are 
able to receive from MUDRA bank.1 However, it is important to understand the criteria MUDRA Bank might adopt for onward lending to players in 
MFI space with respect to interest rates and allocation among various players. Also, the Rs. 30 billion credit guarantee corpus could give a boost to 
the Micro, Small and Medium Enterprise sector that many a time struggles to provide collateral while availing of loans. Overall, microfinance 
grading as well as social performance assessments could provide a good starting point for MUDRA Bank’s association with partners. 
 
ICRA’s assessment of the change MUDRA Bank could bring in the financial inclusion space is as follows 
 
Regulation and Supervision 

 MUDRA Bank would be the sole regulator for all players in the MFI sector, therefore will bring uniformity in regulations for the SHG Bank 
linkage programme, NBFC-MFIs, and trusts/societies/not for profit NBFCs/Section 25 companies engaging in MFI activities 

 Accreditation/rating of MFI entities would not only encourage the adoption of best practices across the industry but also regular 
monitoring of the same 

Funding and Liquidity  

 Increased liquidity support to MFIs 

 Increased access to low cost funding for MFIs could lead to a reduction in the cost of funds for MFIs, given that MUDRA bank is likely to 
have access to low cost funds and would lend at lower rates to the MFIs which could be passed on to the end borrower 

Expansion in Outreach 

 Partnership with state level /regional level coordinators such as SLBC (State Level Banker’s Committee) could lead to a focussed approach 
in increasing access to financial services in underserved areas 

Others 

 The credit guarantee corpus of Rs. 30 billion for providing guarantees extended to microenterprises could encourage lenders to take higher 
exposures with limited risk.  
 

                                                           

1 Assuming Mudra Bank lends at 7-10.5% to MFIs and NBFC-MFIs are  able to get 20-40% of its funding from MUDRA Bank   
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As per ICRA estimates, the MFI sector (including SHGs and NBFC-MFIs) had a total portfolio of Rs. 780 billion as on September 30, 2014. Assuming 

an annual growth rate of 10%-15% for SHGs and 30%-35% for NBFC-MFI for the next 2 years, the overall microfinance portfolio is likely to cross Rs 1 

trillion. The NBFC-MFIs alone are likely to have overall debt of Rs. 360-Rs. 420 billion by March 2016. Refinance from MUDRA Bank could constitute 

a significant proportion of the overall debt of the MFIs. Since MUDRA Bank is likely to have access to low cost funds from short falls in priority 

sector lending, it is likely to pass on the same, leading to lower funding costs for players. Given that the present funding costs of MFIs vary from 12-

16% with the median cost of funds being 14%, NBFC-MFIs cost of funds for MFIs could come down by 100-400 bps depending on the share of 

funding an MFI is able to receive from MUDRA bank. However, it would be important to understand the criteria MUDRA Bank could follow for 

onward lending to players in the MFI space with respect to interest rates and allocation among various players.  

 

A single regulator for all entities engaged in microfinance could lead to adoption of a uniform code of conduct for all players in the industry which 

could also define the best practices for delivery of financial services to the underserved. At present there are differences in regulations by different 

regulators, e.g. NBFC-MFIs are not allowed to take deposits, whereas certain trusts/societies still take security deposits from the end borrower. 

Further, only NBFC-MFIs are required to share information with credit bureaus, whereas Self Help Groups(SHGs) as well as the societies/not for 

profit institutions are not required to do so. Therefore a uniform code of conduct for all players would help in standardising the regulations for the 

sector as well. For Housing Finance Companies (HFCs), NHB has been played a similar role of a regulator and refinance agency. At the same time, 

regulations for Banks and HFCs have generally moved in tandem with NHB following the change in regulations being brought about by RBI.   

 

Further, the credit guarantee corpus of Rs. 30 billion for providing guarantees extended to microenterprises could encourage lenders to take higher 

exposures with limited risk. This may have moral hazard issues, which could be addressed by structuring the product in a way that the credit quality 

remains under check. The micro-enterprises are typically asked for collateral at the time of applying for a loan, which is difficult for them to provide 

- a part of this can now be met out of this corpus. However the corpus would need to be expanded over time to increase outreach. It could also 

encourage MFIs to increase their exposure in relatively higher ticket size loans (> Rs 50000) within the 15% qualifying assets window. Nevertheless, 

a challenge would be on incentivising lenders and the appropriation of this fund across different segments of the society including women (that 

form a large part of microfinance borrower class) and weaker section in general, while maintaining best practices.  
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Annexure:  
MUDRA Bank would be primarily responsible for  

 Laying down policy guidelines for micro/small enterprise financing business 

 Registration and Regulation of MFI entities 

 Accreditation/rating of MFI entities 

 Laying down responsible financing practices to prevent over indebtedness, ensuring client protection principles  and methods of recovery 

 Development of standardized covenants governing last mile lending to micro/small enterprises 

 Promoting right technology solutions for the last mile 

 Formulating and running a credit guarantee scheme for providing guarantees to the loans which are being extended to micro-enterprises 

 Creating a good architecture of last mile credit delivery to micro businesses under the scheme of Pradhan Mantri Mudra Yojana 
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