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₹20,000 Crore Shield: Can CGSMFI-2.0 Rescue India’s 
Turbulent Microfinance Sector?

(Why Sudden Fall in Loan Portfolio & Rise in Defaults & Delinquencies ?) 



Examples of Turbulence… A tip of Iceberg

Economic Research Vertical

Bandhan Bank has been diversifying away from microfinance

December 2025 March  2026 



Case Study: Bandhan Bank – The Microfinance Giant Hit Hard
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❑ Origins: Pioneering MFI → universal bank (strong East India focus) 

❑ Microfinance (EEB) portfolio: Major contributor but stress source 

❑ Peak stress: GNPA rose to ~6.8% (FY25 end); net NPA ~3.5% 

❑ Key actions in turbulence:

✓ Sold ₹3,212 Cr microfinance NPAs to ARCIL (Dec 2025) 

✓ Total bad loans/write-offs sold: ₹6,872 Cr (late 2025–early 2026) → cleaned balance 

sheet 

✓ Shift to secured lending: From 42–47% to 57% by Dec 2025
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Scanning the Macro Environment of Microfinance Sector 



Portfolio Trends in Micro Finance Industry -- Decline is Continued… 
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Source : 
Micro lend , Dec 25 , CRIF 

Report  



Types of Lenders : 
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Source : 

Micro lend , Dec 25 , CRIF Report  



State-Wise Scenario : Sharp Decline in Active Loan 
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Quick Fact 
All of the top 10
states recorded
sharper declines in
active loans
compared to
reductions in GLP,
driven by increase in
ticket size coupled
with the impact of
guardrails



Key Statistics – The Numbers Tell the Story
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Key Players – Outstanding Portfolio & NPA/GNPA

Player Type

Outstanding 

Portfolio 

(Microfinance / 

Relevant)

GNPA (%) PAR (Key Metric) Key Notes / Improvements (Q3 FY26)

Bandhan 

Bank

Bank

(heavy MF 

exposure)

Microfinance (EEB): 

₹50,076 Cr (down 

11% Y-o-Y)

3.3% (down from 

5.0% in Sep 2025)
N/A (uses GNPA)

Major NPA sale ₹3,212 Cr to ARC; secured mix ↑ to 57%; 

collection efficiency 98.1%; GNPA improved sharply post-

clean-up

Ujjivan Small 

Finance Bank

SFB 

(diversified, 

strong MF)

Micro Banking: 

₹19,372 Cr 

(up 4.1% Y-o-Y)

2.39%

(down from 

2.68% Y-o-Y)

PAR: <4% 

(improved to 

3.98%)

Secured share ↑ to 48.1%; highest-ever NII ₹1,000 Cr; 

slippages moderated; PAR/GNPA stable & improving

CreditAccess 

Grameen

Pure-play 

NBFC-MFI

AUM: ₹26,566 Cr (up 

7.1% Y-o-Y)

4.04% (at 60+ 

dpd; up slightly 

YoY from ~3.99%)

PAR 0+: 4.4% 

(down from 4.7% 

QoQ); PAR 90+: 

2.9%

Disbursements ↑ 13.4% YoY; unique borrowers share ↑ to 

43%; collection efficiency 95.5%; new PAR accretion ↓

sharply

Spandana 

Sphoorty
NBFC-MFI

AUM: ₹3,948 Cr 

(down 3% Q-o-Q)

2.60% standalone 

(down from 4.97% 

Q-o-Q); consol

4.24%

N/A (uses GNPA; 1-

90 bucket ↓ to 

2.5%)

Disbursements ↑ 27% QoQ; GNPA improved significantly; 

collection efficiency ↑ to 94.5%; recovery underway but 

lagged peers

Muthoot 

Microfin
NBFC-MFI

Not specified in 

detail (sector trends 

apply)

4.40%

Improving PAR 

(aligns with NBFC-

MFI trend)

Q3 PAT ₹62 Cr; among peers with moderate GNPA; sector 

recovery signals apply (improving asset quality)

Industry 

Aggregate 

(Microfinance 

Sector)

All 

(NBFC-MFIs 

42%, 

Banks/SFBs, 

etc.)

Total GLP: ₹3.14–

3.15 lakh Cr (down 

7.3% 

Q-o-Q, 18% YoY)

N/A                    

(varies by type)

PAR 1–180 days: 

~3.8–4.7% 

(improved); PAR 

31–180: improved; 

PAR 180+: 

elevated but 

legacy

NBFC-MFIs PAR 31–180: ~3.1%; early buckets improving; 50 

lakh borrowers exited; recovery in newer vintages



Takeaway for …
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High-Exposure Banks
(e.g., Bandhan, Ujjivan SFB, other SFBs

Short-term pain was severe — elevated credit
costs (3–9%), profitability hit, portfolio de-risking
needed.

Aggressive clean-up pays off — NPA sales (e.g.,
Bandhan ₹3,212 Cr+), shift to secured lending
(Bandhan 57%, Ujjivan 48%) → GNPA down
sharply (Bandhan 3.3%, Ujjivan 2.39% in Q3 FY26).

Diversification is now mandatory — Reduce
unsecured MF reliance; pivot to
retail/MSME/gold/housing for stability.

Recovery visible — Collections rebounding (>94–
98%), newer vintages strong; expect normalization
by FY27 with cautious growth.

For Large Public Sector Banks

Largely insulated — Minimal direct unsecured MF 
exposure (<1–2% of book); mainly via 
SHG/MUDRA/on-lending/PSL.

Asset quality remains strong — GNPA multi-year lows 
(SBI 1.57%, Canara 2.08%, PNB 3.19% in Q3 FY26); no 
material spillover from MF stress.

Opportunistic positioning — Freed-up PSL capacity 
(from de-risked on-lending) can support recovering 
MFIs or direct rural schemes.

Stable profitability — Low credit costs, high PCR, 
continued rural/agri growth without turbulence drag.

The sector's future: Lend better, not more — for sustainable 
inclusion & profitability.



CGSMFI-2.0 – A Timely Government Initiative…
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CGSMFI-2.0 – Key Highlights

❑ Corpus: ₹20,000 crore
❑ Administrator: National Credit 

Guarantee Trustee Company 
(NCGTC)

❑ Target: Loans by Banks/FIs to 
NBFC-MFIs & MFIs for on-lending 
to small borrowers (as per RBI 
definition)

❑ Expected Reach: 36 lakh small 
borrowers

❑ Validity: Immediate effect – 20 
Mar 2026 to 30 Jun 2026 (or till 
limit exhausted)

❑ A short-term, high-impact 
window to scale responsibly.

MFI 
Category

AUM

Guarante
e 
Coverage 
(on 
default 
amount)

Small 
MFIs

< ₹500 
crore

80%

Medium 
MFIs

₹500 –
2,000 
crore

75%

Large 
MFIs

> ₹2,000 
crore

70%

Risk Mitigation – Tailored by MFI 

Size

Mandatory Allocation

❑ Minimum 5% to small MFIs 
❑ Minimum 10% to medium MFIs 

❑ Low Cost: Guarantee Fee only 0.50% p.a.
(sanctioned in Year 1, then on outstanding)

Interest Rate Framework

Bank to MFI: Capped at EBLR / 
MCLR + 2% p.a.

❑ MFI to Borrower: At least 1% 
below MFI’s average lending 
rate of past 6 months

❑ Benefit: Ensures sustainability 
while protecting margins for 
banks.

(Responsible & Transparent 
Lending )



CGSMFI-2.0  & Public Sector Banks 
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Major Positive Impact on Public Sector Banks

1.Sharp Reduction in Credit Risk

✓ 70–80% government guarantee → significantly lower potential losses

2.Revival of Lending Volumes

✓ Removes hesitation → enables quick scaling of MFI portfolio

3.Easier Achievement of Priority Sector Lending (PSL) Targets

✓ Loans to MFIs for microfinance qualify under PSL

4.Better Capital Efficiency

✓ Lower risk weights on guaranteed exposures → improved CRAR

5.Attractive Revenue Opportunity

✓ Higher disbursements with manageable risk and reasonable spreads

No Major Downsides – Pure Win-Win for PSBs
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   Views/opinions expressed in this research publication are views of the research team and not necessarily that of Canara Bank 
or its subsidiaries. The publication is based on information & data from different sources. The Bank or the research team 
assumes no liability if any person or entity relies on views, opinion or facts and figures finding in this report.  
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