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ICICI BANK AND ITS PARTNERSHIP LINKAGES IN INDIA  

Case Study: Part B 
 
 
By early 2006 ICICI Bank had a portfolio of about $600 million lent out to micro-finance 
customers under their partnership model and it seemed to be a uniquely successful way of 
combining the financial strength of a large commercial bank with the local knowledge and 
outreach of MFIs.  
 
In March 2006, however, a development occurred which seemed to threaten the financial 
stability of all loans made through or by MFIs in India, including in particular, loans by ICICI 
Bank to members of SHGs or Grameen type groups.  The State Government administration 
in Krishna District of Andhra Pradesh, the Indian state with the highest microfinance 
outreach, came to the conclusion that MFI interest rates were usuriously expensive, when 
compared to loans to SHGs made under Government schemes, which were available at 10% 
or even less in many places.  
 
Some SHGs, such as those facilitated by PSS and BISWA, were charging interest rates of 
over 20% and Grameen replicators were lending to individual borrowers at over 30%. 
Additionally, some cases had occurred where MFI staff who were under pressure to 
maintain 100% on-time recovery rates, had allowed or even encouraged group members to 
take very strong measures against defaulters in their groups, such as confiscating their 
animals or domestic equipment or locking them out of their own houses.  At the same time 
the senior management of one MFI were quite well-paid, and the CEO of one of the biggest 
Grameen replicators enjoyed an expensive imported company car. 
 
Many borrowers from MFIs were also members of SHGs which had borrowed direct from 
local branches of banks other than ICICI Bank, because they wanted to diversify their 
borrowing sources and also because the loans from any one source  were often too small to 
cover all their needs. In some cases, these people used SHG loans from banks to repay MFI 
loans, and this irritated the government staff even more.  
 
The administrative head of Krishna District decided that the problem should be confronted 
head on.  He announced that loans at high interest rates from MFIs were illegal and even 
went so far as to send public messengers with drums around rural villages, to announce 
that  MFI loans should not be repaid, and threatening to levy a $20 fine on anyone who 
made any  repayments..  MFI branches were made to close, and some of their staff were 
briefly put in prison.  He told the MFIs and ICICI Bank, that their clients would be able to 
repay their loans in due course with loans from banks, although it was not clear how this 
might be done. 
 
Krishna District alone had over 100,000 micro-finance clients and the news spread quickly 
to other nearby districts and even to the Southern part of Orissa state where BISWA 
operates.  The affected MFIs and ICICI Bank made heavy provisions in their accounts, but 
otherwise they were uncertain how to respond.  They had inconclusive discussions with the 
head of Krishna District, with senior officials in the state capital and at national level, and 
with the Reserve Bank.  
 
Some MFI and Bank staff wanted to make big reductions in their interest rates at once, 
while others argued that their high levels of service and outreach made this quite 
impossible.  Others suggested that there was no need to panic; they were sure that the 
whole incident would blow over soon and be forgotten, since most microfinance borrowers 
did not even know or care what interest rates they paid, so long as the money was 
available when they needed it and was cheaper than the local moneylender.  
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The most pessimistic observers predicted that this would be the end of micro-finance in 
India and they feared that the government SHG loan schemes through banks, like so many 
before them, would also soon disappear so that the Indian rural poor India would yet again 
be deprived of formal financial services. 
 
 
 
 
ASSIGNMENT 
 
What would you advise the management of the affected MFIs and ICICI Bank to do?  


