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Summary:

In this policy brief, we examine the implications of debt moratorium in the context of 
microcredit or Joint Liability Group (JLG) loans offered by NBFC-Microfinance Institutions 
(MFIs), non-MFI NBFCs, Small Finance Banks (SFBs) and Commercial Banks, henceforth 
referred to as ‘microfinance providers’. Through this research, we attempt to understand 
how microfinance providers deployed and operationalised moratorium for its customers, its 
potential repercussions on customer’s repayment discipline and behaviour, the effectiveness 
of moratorium as a policy tool measure and early lessons learnt. We draw on our 
conversations with practitioners from different types of microfinance providers to document 
key takeaways on effectiveness of debt moratorium and perspectives on future course of 
action that policymakers could take to ease the financial burden on both customers and 
lenders.

About Dvara Research:

Dvara Research is a policy research institution based in India. Our mission is to ensure that 
every individual and every enterprise has complete access to financial services. We strongly 
believe in the deeply transformative power of finance in unlocking the potential of 
individuals, households, enterprises and local governments. 

Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3 There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4 proposed two defini�ons for 
unorganised sector workers. These are as follows:

              o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9 meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18 There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.

1The authors are grateful for the guidance received from Indradeep Ghosh, Executive Director and Deepti George, Policy Head at 
Dvara Research in drafting this research brief. The authors wish to extend thanks to Madhu Srinivas, Niyati Agrawal and Rakshith 
S Ponnathpur for their inputs and support in drafting this research brief. The authors are particularly grateful to representatives of 
the microfinance industry who shared their perspective on this important issue, without which the research would be incomplete. 
2Authors work with Dvara Research. Corresponding author's email: misha.sharma@dvara.com
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Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3 There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4 proposed two defini�ons for 
unorganised sector workers. These are as follows:

              o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     
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beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9 meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18 There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.

Debt Moratorium on formal retail loans proved to be effective in achieving its 
intended objective of easing liquidity constraints for the end consumer, and relaxing 
debt repayment requirements in times of financial distress. As on April 30, 2020, 
49% of customers across all lending institutions accounting for 50% of the total 
outstanding loans opted-in to avail the moratorium.

In the case of microcredit lending institutions, close to 98% customers availed 
moratorium in April and roughly 70% availed moratorium in May, based on data 
from some of India’s top MFIs, suggesting that moratorium came as a much-needed 
relief measure, especially for low-income households.

Availing moratorium while beneficial in the short run, is a costly affair in the medium 
to long run. The accrued interest during the moratorium period and the 
compounding of interest post the moratorium period can come as a huge blow to 
already vulnerable segments, making the repayment of their outstanding loan 
extremely burdensome with a risk of increase in defaults. Therefore, burdening low-
income and vulnerable households with the cost of moratorium can prove to be 
detrimental to their well-being.

Moratorium was offered universally to all microcredit borrowers and those choosing 
to repay where considered to have opted-out of moratorium. Thus, the group model 
per se did not impose a barrier on collections efficiency of microcredit service 
providers.

Providers interpreted RBI’s guidelines pertaining to recording of moratorium through 
Credit Information Companies (CICs) in different ways, thus resulting in non-
reporting to CICs. Further, technical hurdles in providers’ core banking systems 
(CBSs) and loan management systems (LMSs) in capturing the moratorium led to 
non-reporting to CICs. However, there was consensus about the relevance of credit 
bureaus and need to shift to more advanced systems in CICs.

Effective communication with customers was key in ensuring that expectations from 
moratorium were clear. Customers understood that moratorium was simply a 
deferment of loan repayment and not a loan waiver. The role of suitable financial 
advice in this context can be crucial in guiding customers to make a choice that suits 
their financial capacity and circumstances.
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Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3 There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4 proposed two defini�ons for 
unorganised sector workers. These are as follows:

              o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9 meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

Simultaneously, it is important for policymakers to effectively communicate the 
features and terms and conditions of moratorium as well as issue clear 
communication guidelines for lending institutions for greater awareness on the 
implications of moratorium, else it could be subject to misinterpretation by different 
parties involved.

The digitization journey for microcredit service providers should be continued to be 
prioritized and can prove to be critical during periods of uncertainties such as 
COVID-19. While lending institutions have taken leaps and bounds in transitioning to 
digital operations, extremely low adoption of digital financial services among last 
mile customers continues to be a challenge.   

End to end liquidity transmission is a must for sustainability of lending institutions. 
The asset-liability mismatch due to differential deployment of moratorium for end 
customers and microcredit providers (largely MFI-NBFCs and other NBFCs) can lead 
to liquidity crisis, spike in NPAs, potential downgrading of credit ratings and an 
increase in the cost of fresh borrowing.

Uniformity in approach by announcing a universal moratorium across all lending 
institutions helped protect consumer’s interest and increase awareness about the 
terms and conditions of moratorium.
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Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3 There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4 proposed two defini�ons for 
unorganised sector workers. These are as follows:

              o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18 There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.

3RBI announcement on debt moratorium, phase 1-https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=49582; RBI 
announcement on debt moratorium, phase 2- https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11902&Mode=0
4The Supreme Court is currently hearing a plea challenging the levy of interest on loans during the moratorium period. At the time of 
publication of this piece, the plea was still pending in the Supreme Court.

1. Introduction

In the wake of COVID-19 related lockdown and the resultant impact on the financial lives of millions of 
households, the Reserve Bank of India (RBI) approved a series of regulatory measures, which among others, 
enabled lending institutions to provide their borrowers with a 6 month-repayment moratorium on term 
loans3. A debt moratorium at this scale has had unique implications for lenders, borrowers and regulators that 
need careful consideration. Lenders care most about the impact of debt moratorium on credit risk, liquidity 
and cost of raising fresh capital, while borrowers care most about the cost of debt moratorium and their ability 
to repay once moratorium is lifted. Regulators on the other hand have had to walk a fine line between 
protecting consumer rights and ensuring financial stability of the system, in the backdrop of ethical questions 
being raised about the cost of moratorium4. It is these potential implications that motivate us to examine the 
topic of debt moratorium as a policy measure and its effectiveness in providing relief to the end customer 
without impacting the financial stability of financial institutions and the system at large. While the actual 
impact of debt moratorium on both lenders and borrowers will play out in the coming month, this note 
provides early insights on the effectiveness of debt moratorium as a policy measure. 

Box-1: RBI Announcement on Debt Moratorium 

On March 27th, RBI announced the first phase of debt moratorium. It said,

“All commercial banks (including regional rural banks, small finance banks and local area banks), co-
operative banks, all-India Financial Institutions, and NBFCs (including housing finance companies) 
(“lending institutions”) are being permitted to allow a moratorium of three months on payment of 
instalments in respect of all term loans outstanding as on March 1, 2020. Accordingly, the repayment 
schedule and all subsequent due dates, as also the tenor for such loans, may be shifted across the board 
by three months.” 

On the implication of debt moratorium on asset classification, it said, 

“..the rescheduling of payments will not qualify as a default for the purposes of supervisory reporting 
and reporting to credit information companies (CICs) by the lending institutions. CICs shall ensure that 
the actions taken by lending institutions pursuant to the above announcements do not adversely impact 
the credit history of the beneficiaries.”

On May 23rd, RBI announced the second phase of debt moratorium. It said,

“..all commercial banks (including regional rural banks, small finance banks and local area banks), 
cooperative banks, All-India Financial Institutions, and Non-banking Financial Companies (including 
housing finance companies) (“lending institutions”) are permitted to extend the moratorium by 
another three months i.e. from June 1, 2020 to August 31, 2020 on payment of all instalments in 
respect of term loans (including agricultural term loans, retail and crop loans). Accordingly, the 
repayment schedule for such loans as also the residual tenor, will be shifted across the board. Interest 
shall continue to accrue on the outstanding portion of the term loans during the moratorium period.”



Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3 There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4 proposed two defini�ons for 
unorganised sector workers. These are as follows:

              o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9 meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18 There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.
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According to the Financial Stability Report5, released by the RBI in July 2020, 49% of customers across all 
lending institutions accounting for 50% of the total outstanding loans (in value) opted-in to avail the 
moratorium. These figures clearly highlight that policymakers were able to respond to the impending 
requirements of borrowers by allowing debt moratorium and enabling them to conserve liquidity for more 
pressing needs. While extraordinary circumstances call for extraordinary solutions, provisioning of a 6 
month-repayment holiday by lenders has never been attempted before in the history of the Indian financial 
system, which therefore calls for an examination in terms of the consequences it might have on the financial 
stability of lending institutions. The Financial Stability Report estimates Gross Non-Performing Assets (GNPA) 
to increase to 12.5 percent by March 2021 as against 8.5 percent in March 2020, raising serious questions 
about the resilience of the Indian financial system which has been under stress even prior to the lockdown. At 
the same time, availing debt moratorium requires careful consideration from a customer’s perspective due to 
increased cost on outstanding loan on account of the interest accrued during the moratorium period. Given 
the potential implications of a 6-month debt moratorium on both lenders and borrowers, we see merit in 
unpacking the different ways in which this relief measure has played out on the ground.

This policy brief examines the implications of debt moratorium in the context of microcredit or Joint Liability 
Group (JLG) loans offered by NBFC-Microfinance Institutions (MFIs), non-MFI NBFCs, Small Finance Banks 
(SFBs) and Commercial Banks, henceforth referred to as ‘microfinance providers’. Through this research, we 
attempt to understand how microfinance providers deployed and operationalised moratorium for its 
customers, its potential repercussions on customer’s repayment discipline and behaviour, the effectiveness of 
moratorium as a policy tool measure and early lessons learnt. We draw on our conversations with 
practitioners from different types of microfinance providers to document key takeaways on effectiveness of 
debt moratorium and perspectives on future course of action that policymakers could take to ease the 
financial burden on both customers and lenders.

Given the customer segment that the microfinance sector caters to and the characteristics of low-income 
households, the policy on debt moratorium can have certain unique implications (adverse or otherwise) for 
both microfinance providers and their clients who are largely low-income households. We therefore focus the 
rest of this brief on examining the implications of debt moratorium for these segments.

2. Debt Moratorium and the Case of Microcredit

Globally the lending portfolio of microfinance industry stands at $124 bn serving 140 million customers, but 
COVID-19 is straining its finances6. At the onset of COVID-19, when nations were taking efforts to 
revive economies, it was certain that credit would be required to rebuild the lives of vulnerable and low-
income households. The lockdown has left both customers and microfinance providers at stress7. 
Microfinance providers faced multipronged challenges that shrunk revenue and liquidity as a result of high 
arrears, loan moratoria, withdrawal of deposits and inability to conduct branch operations or physically 
access clients due to lockdown restrictions. 

5Financial Stability Report, RBI, July 2020- https://rbidocs.rbi.org.in/rdocs/PublicationReport/
Pdfs/0FSRJULY2020C084CED43CD1447D80B4789F7E49E499.PDF
6COVID-19 is causing a microcredit crunch, The Economist, August 2020- https://www.economist.com/leaders/2020/08/15/covid-19-is-
causing-a-microcredit-crunch
7ibid

Households where the head of household is involved in blue collar employment, which includes wage laborers 
and industrial workers, have the lowest mean household income across all occupations. The pattern obtained, 
when we analyze participation in assets for blue collar employees, reveals that they have the lowest level of 
participation in almost all financial assets. This pattern appears again, when we analyze participation across 
income quintiles and find that households in the lowest income quintile exhibit very low levels of participation 
in nearly all financial assets. An exactly converse relation emerges when we consider white collar employees 
(which include managers, technical employees, and other white-collar employees directly mentioned in the 
data set) whose households have high mean income, exhibit a high level of participation across all assets 
(Figure 4).  
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As of August 2020, the CGAP Global Pulse survey of MFIs has reported survey responses of 314 MFIs with 
total assets of approximately $18.7 bn (over 10% of the global market)8. While most participating MFIs report 
“severe stress”, a closer look at some operational data yields interesting results. On the liquidity front, 
globally MFI have reported to have adequate runway to sustain operation for greater than 12 months. Larger 
MFIs have expectedly reported having deeper cash reserves. However, 31% of MFIs (globally) with limited 
cash and liquid assets may find it difficult to finance their debt repayments for next quarter. From the 
beginning of the COVID-19 pandemic, multiple MFIs have discussed various relief measure with funders such 
as moratoria on their borrowings, restructuring of debt and fresh capital infusion. Almost 70% of MFIs across 
the globe have reduced lending and one in two institutions have cut lending by more than half due to financial 
constraints as well as precautionary measures such as lockdown and social distancing being adopted in the 
current context9. However, this could be a precarious situation for the MFI industry. MFIs that prefer to curb 
disbursements to maintain cash reserve, will end up building their liquidity at the cost of denying new loans to 
the low-income households that they intended to serve. This in turn can erode the revenue of these 
institutions. 

For their last-mile borrowers, regulators and MFIs across the globe have implemented repayment moratoria 
(63% of MFIs) and restructuring of loans (64%). A few lenders have offered moratoria to all their customers, 
few to the borrowers who demanded it and other providers to borrowers as prescribed by the authorities.  In 
order to facilitate debt repayment, some MFIs are exploring and expanding digital channels to facilitate 
transactions. However, the adoption of digital payments by providers continues to remain extremely low. 

In India, the microfinance industry experienced a growth of 32% year-on-year by the end of 2019. In terms of 
market share, commercial banks’ (excluding SFBs) contribution to the MFI industry portfolio stands highest at 
40%, followed by NBFC-MFIs at 32% and SFBs at 18%.  The Pan-India MFI industry serves 6 crore customers10  
with an average ticket size (ATS) of Rs. 34,880 as on Dec’19. However, ATS varies among the types of 
institutions.  Although the geographical presence of MFI industry is Pan-India, the portfolio is dominated by 9 
states across India11. 

At the onset of COVID-19, the government announced a complete lockdown to contain the transmission of 
the virus. In addition, RBI announced the provision of 2 phases of loan moratorium that last-mile customers 
could avail from microfinance providers. The first COVID-19 debt moratorium announcement was in March 
2020 followed by an extension in May 2020. Simultaneously, various states periodically announced various 
localized lockdowns to limit the spread of COVID-19. For the microfinance industry, collection efficiency fell 
drastically as they offered moratorium to all their borrowers. For borrowers, the need to conserve liquidity 
and cope in the aftermath of an income and livelihood shock might have reduced their ability to repay. In the 
case of borrowers who were willing and had the capacity to repay, various obstacles such as restriction on 
geographical mobility and fear of contracting COVID-19 also hampered their ability to make payments.

8How is COVID-19 Impacting the Sustainability  of Microfinance Institutions?, CGAP, August 2020- https://www.cgap.org/sites/
default/files/event_documents/2020_08_05_How_Is_COVID19_Impacting_Sustainability_of_MFIs.pdf
9Is there a liquidity crisis among MFIs, and if so, Where?, CGAP, July 2020- https://www.cgap.org/blog/there-liquidity-crisis-among-
mfis-and-if-so-where
10Microfinance Pulse Report, SIDBI, June 2020- https://www.sidbi.in/files/article/articlefiles/Microfinance-Pulse-June-2020.pdf 
11The 9 states are- Uttar Pradesh, Bihar, Madhya Pradesh, Maharashtra, Karnataka, Tamil Nadu, Odhisha, West Bengal and Assam
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12CRISIL Press Release on MFI Collection, August 2020- https://www.crisil.com/en/home/newsroom/press-releases/2020/08/from-zero-
in-april-mfi-collections-spurt-to-70-75percent-in-july.html
13ibid
14How did India’s rural economy fare through the COVID-19 lockdown and the re-opening?, World Bank, September 2020- https://
blogs.worldbank.org/endpovertyinsouthasia/how-did-indias-rural-economy-fare-through-covid-19-lockdown-and-re-opening; This was 
also highlighted by interviewees in our conversations with microfinance providers
15Based on our conversation with CEO’s ad CFO’s of some of India’s top MFI’s; This is applicable only for NBFC-MFIs and non-MFI NBFCs 
and not for banks who fund loans through their customer’s deposits
16End to end liquidity transmission a must to serve the vulnerable, Livemint, April 2020- https://www.livemint.com/opinion/quick-edit/
end-to-end-liquidity-transmission-a-must-to-serve-the-vulnerable-11586764881946.html 
17Based on our conversation with MFIN Representative
18How a microfinance organisation can prepare for a post-COVID world, Hand in Hand India, August 2020- https://hihindia.org/how-a-
microfinance-organization-can-prepare-for-a-post-covid-world/

The MFI industry has prided itself of 98-99% collection efficiency prior to COVID-19. It however plunged to 
near zero in April 2020 and rebounded to 70-75% by July 2020 as a result of restrictions being lifted. As per 
CRISIL reports, the local economies in rural and semi-urban areas revived faster than urban areas and with 
simultaneous tapering off of the lockdown restrictions, MFIs with stronger presence in rural and remote 
areas recorded an upward trend in collection efficiency12. Customers of Karnataka and Bihar reported better 
collections than customers of Tamil Nadu and Maharashtra. These states incidentally recorded higher levels 
of COVID-19 positive cases. Consequently, these areas witnessed sluggish collections13. Finally, customers 
working in agricultural and allied activities fared better compared to those working on daily wages and as 
casual employees in informal enterprises14.

2.1 Implications of debt moratorium on the microfinance providers

The policy measure of debt moratorium has significant implications for the microfinance sector that need 
careful examination. Firstly, while MFIs have offered moratorium to their clients, most of them did not 
receive moratorium from their own lenders (donors, investor and other banking institutions), therefore 
creating a break in the supply chain of liquidity15. This can lead to a widening of asset-liability mismatch for 
microfinance providers with repercussions on their ability to make timely repayments to their lenders, a 
potential risk of downgrading of their credit ratings and subsequently, an increase in the cost of raising fresh 
capital16. 

Secondly, given the customer segment that microfinance providers cater to, questions of repayment capacity 
of microfinance clients have significant bearings on the operational sustainability of microfinance 
institutions. Issues of moral hazard in the absence of group meetings and discontinuity in repayments are 
questions that microcredit lenders need to be wary about. At the same time, the implications of debt 
moratorium on the JLG model needs to be examined further to understand if lenders are pro-group or pro-
individual borrower (assuming a divergence of interest).

Once moratorium is lifted, in general, MFIs are anticipating 5-10% of their current loans to turn into non-
performing assets (NPAs)17. Some MFIs are preparing to deal with its consequences by shifting their focus 
from ‘expansion of new business’ to ‘stability of existing business’ in these uncertain times, while at the 
same time remaining customer centric in their approach18. 

The policy brief thus examines these questions from the perspective of microcredit lenders to understand 
the implications of debt moratorium on the factors listed above.   
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2.2 Implication of debt moratorium on microfinance customers

When examining the question of the impact of debt moratorium on the well-being of low-income 
households, certain facts and figures19 of low-income households should be factored in, to understand the 
potential ways in which debt moratorium could interact with their household portfolio. The following 
characteristics of low-income households have been sourced from household surveys conducted by CMIE 
and ICE 360:

• The average monthly income of low-income households is defined as the average of the bottom 20% of
the income quintile and is Rs. 6244, with the median and maximum income for this group standing at
Rs. 7500 and Rs. 10,000, respectively. However, 40% of Indian households earn below or equal to Rs.
10,000 per month, 60% of Indian households earn below or equal to Rs. 15,000 per month and 80% of
Indian households earn below or equal to Rs. 21,000 per month.

• Low-income households have high levels of debt. 45% of low-income households have loans worth Rs.
20,000, another 45% of households have loans worth Rs. 20,000 to Rs. 1,00,000 and finally 10% of
households have loans greater than Rs. 1,00,000. The median loan amount outstanding for low-income
households is Rs. 30,000, which is roughly 5 times their average monthly income.

• Only 30% of low-income households have investments in financial assets such as Fixed Deposits and
Life Insurance, followed by approximately 15% of low-income households with investments in Post
Office Savings.

• Less than 10% of low-income households have ownership of risk protection products such as health
insurance and retirement accounts.

In the absence of access to adequate formal financial services and social security combined with factors such 
as volatile cashflows, the lockdown has led to a massive economic shock in the lives of low-income 
households. A survey of 322 microfinance borrowers across several Indian states, conducted by Dvara 
Research, found that 80% of households did not have any income-generating activity in the first phase of 
lockdown, and close to 10% of households had to cut back on their regular consumption to manage their 
income20. The survey also showed a gradual increase in informal borrowing between April to June 2020, 
suggesting that in the absence of fresh lending from formal sources of finance, microfinance customers were 
borrowing from high cost- informal sources to meet their emergency needs. Similarly, a large-scale, 
nationally representative survey carried out by the Centre for Monitoring Indian Economy (CMIE) revealed 
that close to 85% of LIHs reported income losses21.

The vulnerabilities of low-income households in the aftermath of the lockdown have significant implications 
on their abilities to repay debt. The debt moratorium while providing for a short-term relief to borrowers, 
increases the cost of their existing formal loans in the medium to long run, depending on the repayment plan 

19Source: May to August 2019 data from CMIE- https://consumerpyramidsdx.cmie.com/; Household Survey 2016 from ICE 360- 
http://www.ice360.in/
20COVID-19 Impact on Daily Life, Dvara Research- https://www.dvara.com/research/social-protection-initiative/covid-19-impact-on-
daily-life/
21How are Indian households coping under the COVID-19 lockdown? 8 key findings, Chicago Booth, Rustandy Center for Social 
Sector Innovation - https://www.chicagobooth.edu/research/rustandy/blog/2020/how-are-indian-households-coping-under-the-
covid19-lockdown?sc_lang=en
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of such debt. The debt moratorium also has implications on the repayment discipline of borrowers, which in 
essence is core to the JLG model. Questions of customer protection are also of relevance in the current 
context as it is the lender’s responsibility to provide accurate information about debt moratorium, allow their 
customers to avail the benefit if they wish to and  educate them about the implications of availing 
moratorium. The policy brief thus examines these questions to understand the implications of a 6-month 
loan moratorium on low-income households.

3. Perspectives on Operationalising Moratorium

The following section draws from our conversations with CEOs and CFOs of financial institutions such as 
Commercial Banks, NBFC-MFIs and other NBFCs providing microcredit largely through the JLG model. We 
spoke to a total of 8 microfinance providers and to a representative of the Microfinance Institution Network 
(MFIN). Based on these conversations, we collated insights on how microfinance providers operationalized 
moratorium and the challenges and learnings that emerged from their experiences.

3.1 Deploying Moratorium 

Through our stakeholder interviews, we observed that all microfinance providers offered a moratorium 
during the entire period of 6 months, across both, phase 1 (from 1st March to 31st May 2020) and phase 2 
(from 1st June to 31st August 2020). Customers could either opt-in or opt-out of the moratorium, depending 
on their willingness and ability to make repayments. The choice of opt-in and opt-out can be attributed to 
customer’s revival of cashflows, their perceptions about future income, their preference to conserve liquidity 
and their ability to repay through physical group meetings. Although not explicitly mentioned in the RBI’s 
circular, all financial institutions were required to communicate the features and cost implications of the 
moratorium to its customers. Microfinance Institution Network (MFIN), the microfinance industry body also 
formulated advisory guidelines on how to operationalize and communicate the moratorium relief for lenders 
providing microcredit22.  

During Phase 1 of loan moratorium, loan officers were unable to travel due to restriction on movement and 
could not conduct group meetings or ask customers to repay at the branch due to the severity of lockdown. 
Additionally, the economic impact of the lockdown made it very difficult for customers to make debt 
repayments. Therefore, majority of the customers chose to avail moratorium on their outstanding loans. 
However, in phase 2, restrictions and lockdown began to ease and economic activities partially resumed, 
leading microfinance providers to be more deliberate in their communication to customers, by emphasizing 
the additional cost accrued as a result of availing moratorium and by advising customers on a suitable path 
given their financial capacity and circumstances.  

In spite of households facing differential impacts of lockdown on their household portfolio, microfinance 
providers did not segment customers based on their cashflow position, income and primary occupation while 
offering moratorium, as this was operationally challenging given the spread and size of their customer base. 
Additionally, offering moratorium at the individual level instead of at the group level would be impractical, as

22MFIN Advisory for deploying moratorium on micro-credit loans - https://mfinindia.org/mfin-publications
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23In some regions, the collection dropped in July due to rise in new COVID-19 containment zones 
24Based on an upcoming publication by Social Protection Initiative, Dvara Research on Impact of Moratorium on Households

it could lead to inter-group frictions. Therefore, moratorium was offered to all customers across all financial 
institutions. The uniformity in this approach also helped protect customers’ interests, as a typical 
microfinance customer had outstanding loans from more than one microfinance institution and a differential 
approach would have led to customers making decisions about prioritizing one loan over the other. Finally, 
such uniformity also led to better awareness among customers about the terms and conditions of debt 
moratorium.

3.2 Collection Efficiency 

Collections in MFI industry plunged to near zero levels in April as an outcome of the nation-wide lockdown, 
the announcement of loan moratorium, the inability to access customers or conduct group meetings, and the 
fear of contacting COVID-19. By June 2020, however, most microfinance providers with rural presence 
witnessed a collection efficiency of 40-70 percent as compared to a cumulative collection efficiency of less 
than 10 percent in April-May 2020. Through our interviews, we observed patterns in collection efficiency as 
shown in table 1. The revival in collection efficiency was a consequence of the easing of lockdown restrictions 
and the increasing ability to re-establish connect with borrowers, pursuing them to repay debt installments if 
they had the financial capacity to do so. 

  Table 1: Collection Efficiency for select microcredit service providers23

Collection Efficiency 
(% of customers paid 
debt instalments)

NBFC-MFI
N=5

Universal Banks
N=1

March

Small Finance Banks
N=2

80-90% 80-90% 80-90%

April <2% 0-1.8% Near zero to very low 
collection levels 

May 15-30% <20%

June 50-75% ~60% Moderate level

July 60-76% ~80% Moderate level with upward 
growth 

3.3 Repayment Plan post Moratorium

We also asked microcredit service providers about the design of repayment plan that they would devise once 
moratorium ends. Lenders could adopt different repayment plans which would have a bearing on the extent 
of additional cost borne by the borrower. Broadly the types of repayment design that could be used 
by lenders is discussed in box 224: 
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Box-2: Types of repayment design 

• Option 1 – The loan tenure is extended, and EMI remains the same. In this option the borrower
will have to bear higher interest rate for the extended time period relative to other options.

• Option 2 – The EMI is increased for the same loan tenure for which the credit was disbursed. The
drawback of this option is that it might affect the repayment discipline of the borrower if they are
unable to repay the amount.

• Option 3 – The interest accumulated during the moratorium period is added to the last EMI or last
few EMIs. Although the option is reasonable, there could be risk of higher delinquency in payment
of last EMI.

Most of the microfinance providers that we interviewed adopted the first option, that is, they extended the 
tenure of the loans and maintained the EMI amount unchanged as per the loan contract. The choice of 
repayment design was based on two factors a) increasing the EMI for the customer immediately after the 
moratorium period ends may create undue financial burden for the borrowers and b) the operating systems 
(backend MIS system) used by the FSPs were best suited to redesign the debt repayment plan in this format. 
In certain banking software used by microfinance service providers, the core banking system capitalizes 
interest amount on the principal amount and does not allow the system to separate the interest amount and 
the principal amount. Another issue that FSPs faced with recording repayments during moratorium period 
was for customers who availed the moratorium irregularly for a few days/months but not for the entire period 
of the moratorium. These led to analytical complications that were difficult to record and compute on existing 
operating systems.  In some cases, certain providers also accepted EMI repayment during moratorium months 
as advance payments which were then adjusted against their outstanding amount post moratorium.

3.4 Cost of the Moratorium

It is difficult to decouple the cost associated with the moratorium from the cost that was incurred due to the 
preventative restrictions imposed by the government. Thus, in this section the discussion is not limited solely 
to the cost of providing the moratorium, but also to the cost associated with the organisations’ daily 
operations during the various phases of lockdown (and un-lockdown). In the following paragraphs we discuss 
the costs borne by both the providers and customers. We then discuss a more normative position, who ought 
to bear few of the emergent costs.

3.4.1 Cost to Providers

Our conversations revealed that there may be four distinct types of additional cost that providers have had to 
bear. The first additional cost accrued due to the restrictions during the various phases of lockdown which led 
to operational and logistical complexities. This increase in operating expense (opex) was reported by all 
providers we spoke with, barring one which claimed that there was a decrease in opex. As may be expected, 
the primary reason cited behind the increase in the cost was due to the requirement of individual contact 
between loan officers and the borrowers, since group meetings were suspended following social distancing 
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requirements. The second heavily cited factor was the increased communication burden on providers, since, 
given the moratorium, each provider had to reach out to the borrower to describe the modalities of the 
moratorium. Further, additional overheads associated with such communication, e.g. stationery required to 
print explainers about the moratorium, also contributed to the additional cost. 

The second aspect of additional cost that was considered arose from most NBFCs and NBFC-MFIs25 not 
being able to obtain moratoriums from their creditors and debt investors on their borrowings While there 
was no nominal increase in interest burden faced by the providers, the servicing of interest to their 
creditors was difficult, especially for small and mid-sized NBFCs and NBFC-MFIs who did not have 
adequate liquidity. The third aspect of cost that we considered during our conversations with the providers 
was cost of funds (CoF). In case of SFBs and SCBs, they may easily manage CoF by altering the interest on 
offer to their depositors. However, for NBFCs there was a possibility that CoF may increase (say, due to 
additional risk premium, given the uncertainty associated with the sector, post moratorium), but none of 
the interviewees reported an increase in CoF. Finally, many of the providers we spoke with confirmed 
that they were carrying excess liquidity and due to the lockdown, it was difficult for them to deploy it. 
Thus, few providers also cited an additional opportunity cost that they had to bear. Finally, interest on 
interest, presented a unique dilemma on whether to consider it as a cost to the borrower (if it is being 
charged), or to the provider (if it is not being charged); This is discussed in Box-3. The next section focuses on 
the cost to the borrowers.

25The cost associated with servicing the loans taken by NBFCs and NBFC-MFIs are more pronounced compared to SCBs and SFBs, 
since the latter license categories have access to CASA deposits whereas NBFC and NBFC-MFIs rely mostly on funds received from 
banks and other NBFCs. 

Box-3: Interest on Interest

Interest on Interest (IoI) presents a unique dilemma to the providers, policymakers and the public. 
The RBI regulations allow providers to capitalise the interest rate, i.e. the accrued interest may be 
added to the principal outstanding of the loan, and thus, the interest for the next period is calculated 
as interest on the original principal and interest on accrued interest. This compounding of interest is 
expected to result in higher repayment burden on the consumer. Conversely, all liabilities held by 
banks and NBFCs features the effect of compounding, i.e. these providers must pay IoI on their 
liabilities. Thus, it seems that IoI is expected to be a central feature of the moratorium period and 
asking lending institutions to do away with this component does not seem practical. 

However, during our conversations with providers, it emerged that only three (providers in our 
sample) have been charging IoI, while other providers are not capitalising interest. It is presently 
unclear how sustainable the model is for borrowers holding loans with longer residual maturity, since 
charging of IoI leads to burden on consumers and not charging it leads to burden on the provider. 
Thus, a central question emerges from this thread, “What is the optimal way to treat IoI, and who 
ought to bear the burden of the pandemic, and its resultant moratorium?”.

One provider that we spoke with opined that the burden of force-majeure events should be borne 
equally by the providers and consumers. Few other members opined that the government or the RBI 
should step in to prevent additional costs to either consumers or providers. However, most providers 
did not present an opinion on the subject. 
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Despite the plurality in opinions, the fact remains that if IoI is charged, consumers have to pay an 
additional cost over and above the interest accrued for the period (see the following illustration). 
Conversely, if IoI is not charged, the providers would be worse off, and accrue additional cost in 
servicing their liabilities. 

Illustration: Additional EMI for a Loan
(having Principal: ₹ 50,000, Annual Interest: 23%, to be repaid in 24 equal monthly instalments and 

availing 3-month moratorium)

Additional Cost (including IoI)

M
or

at
or

iu
m

 A
ft

er

Scenario

Same EMI with 
Extended Tenure

Bullet Repayment 
once Moratorium Ends

Fixed Tenure with 
Modified EMI

1 Month

9 Months

21 Months

₹ 4,503.87

₹ 2,690.14

₹ 478.31

₹ 2,915.60

₹ 2,034.04

₹ 452.16

₹ 3,529.99

₹ 2,302.17

₹ 460.43

Note: RBI has expressed its views on the subject in multiple submissions to the Hon’ble Supreme Court of India. Presently, 
such documents are not in public and only excerpts are reported in the media. Further, since the matter is presently subjudice, it 
is possible that RBI’s say may not be the final law of the land in India. Thus, excerpts from the RBI’s submissions are not discussed 
in the box. 

3.4.2 Cost to borrowers

The cost to the borrower is apparent in the earlier discussion on accrued interest during the period of 
moratorium and the compounding of interest (interest on interest) in case the lender decides to capitalise the 
interest rate. However, costs are often the function of how the provider plans to collect interest once the 
moratorium ends (i.e. the post moratorium repayment plan). As discussed in section 3.3, different repayment 
plans would yield different costs. To exemplify, the cost would be the least if all accrued interest is discharged 
in the first month upon commencement of repayment, rather than at the end of the residual tenure of the 
loan. Other types of repayment plans could involve charging interest in the last few EMIs, one-time payment 
of interest in the last EMI, etc. Further, the rate of interest charged to the borrower also becomes an 
important part of the cost. If the rate of interest charged to the borrower is lower than their original interest 
rates, the cost borne by the borrower is expected to be less. This additional cost, despite its quantum, may 
prove to be a significant hurdle for LIHs, who may lack the capacity to service all additional cost in the first 
month. To illustrate the opportunity cost of the borrower due to additional cost on account of accrued interest 
and compounding of interest- In the case of same EMI with extended tenure, the additional cost of availing 
moratorium one month into the loan cycle is Rs. 4504. This amount is roughly 50% of low-income households’ 
total monthly expenditure, 97% of their monthly expenditure on food and clothing and close to 8 times their 
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monthly expenditure on education and health. Similarly, in the case of bullet repayment, the additional cost of 
availing moratorium one month into the loan cycle is 2916. This is roughly equal to one-third of low-income 
households’ total monthly expenditure, 62% of their monthly expenditure on food and clothing and roughly 5 
times their monthly expenditure on education and health. There is a potential threat that the households 
might have to forgo these essential expenses in order to meet their debt obligations26. Thus, there is expected 
to be a trade-off between the cost to the borrower and the serviceability of the loan by the borrower, given 
this additional cost burden. However, an important question remains, who ought to service certain costs. 

3.4.3 An Ideal Cost-Sharing Mechanism?

Respondents had varied opinions on the normative question of “who ought to bear the cost imposed due to 
the lockdown and the moratorium?”. Most providers believed that there should be a cost-sharing mechanism, 
where under the cost is borne by the borrowers, providers, and perhaps the government. There were also 
contrary opinions, two providers believed that certain costs, like interest on interest must be charged to the 
borrower, since the providers themselves are paying interest on interest on their liabilities. Thus, there was 
hardly any consensus regarding an ideal cost-sharing mechanism, especially regarding the interest 
capitalisation. 

Identifying the ideal cost sharing mechanism however is not an easy task. Arguments exist in favour of 
government bearing the cost as well as in favour of borrowers and providers alike. It may be posited that the 
cost of doing business will always include considerations of the political economy, i.e. an unanticipated policy 
announcement by the government that has clear distributional consequences. Ideally, such risks are priced 
into the contracts, including credit contracts, to that extent, one may argue, there is no onus on the 
government to step in. But to the extent that such policy announcements were unforeseeable and were 
themselves brought on by events that were unforecastable, the government does bear some responsibility to 
properly distribute the ex-post cost burden. Especially for the micro-finance clients, who are often 
economically vulnerable, it would be onerous to pass on such costs. Further, if one looks at state policy, it 
becomes clear that one priority for the state is to promote financial inclusion and reduce the vulnerability of 
LIHs. Thus, the lack of state support not only adversely impacts the LIHs but also its own policy agenda, and 
ethical responsibility.  

It must also be acknowledged that the state of affairs resulted out of long-term market failures, like the lack of 
products that address catastrophic risk. Further, it is also well established that the role of the state is 
imperative in remedying such market failures. Thus, it is, and ought to be a responsibility of the state to step in 
and ensure that the most vulnerable members of the society are not left by themselves to carry the burden of 
historic and present failures.  

Finally, the modalities of how the state should compensate providers to ensure that borrowers are not 
burdened would require a closer study of the state finances, provider’s expectations, etc. and as such are 
beyond the scope of the brief. However, what remains clear is that the state must play a more significant role 
in this crisis to ensure that the cost of the lockdown is not internalised by the most economically vulnerable 
members of the society.  

26The numbers used in this illustration have been sourced from the CMIE August 2019 data on low-income households’ (bottom 20% of 
income quintile) monthly expenses. We acknowledge that the additional cost and the opportunity cost will be lesser if the borrower is 
past 9 months or 21 months into the loan cycle before availing a moratorium, however, the borrower will still have to bear a significant 
opportunity cost in order to service his/her debt obligation. 
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3.5 JLG Model in the Context of Debt Moratorium

Here we attempted to gather perspectives on whether the JLG model has any bearing on operationalizing debt 
moratorium for microfinance customers.

Our conversations with NBFC-MFIs and non-MFI NBFC revealed that the moratorium was offered universally to 
all their customers. However, individual customers within a group could chose to pay depending on their 
ability and willingness to pay. Those customers who made scheduled repayments during the moratorium 
period were considered to opt-out of moratorium and repayments by individuals were accepted by the lending 
institutions. However, one bank we spoke to mentioned that while moratorium was offered to all their 
customers, the focus on collection of repayments was at a group level. Banks encouraged all group 
members to make a collective decision at a group level about moratorium rather than at the individual level. 
This might have certain adverse impacts if (i) not all members within the group are willing and able to pay 
due to differential impact of the lockdown on their livelihoods, (ii) group frictions and group dynamics are at 
play as the most influential person within the group would have the most say in deciding the outcomes 
for the group (iii) group collectively decides to opt-out for the moratorium even though some members 
within the group have the ability and willingness to pay, therefore reducing the collection efficiency of the 
lending institution. 

The requirement of group payment rather than individual payment could also lead to sub-optimal outcomes if 
the JLG was constituted by the institution rather than self-chosen by individual members. Institution driven JLG 
structures could lead to greater instances of frictions within the group due to lack of connect among 
group members. These frictions could amplify in the context of group level decisions being made on opting-in 
or out of debt moratorium.

Therefore, largely, the JLG structure does not impose a barrier on individual debt repayment from 
the borrowers’ and individual collections from the lenders’ perspectives. But it could act as a drawback in 
case lenders insist on payments at a group level, in a context where individuals have different 
preferences pertaining to opting in or out of moratorium. 

3.6 Customer Protection and Moral Hazard Risk

Multiple concerns emerge from the perspective of customer protection about the impact of debt moratorium 
on last-mile customers. We asked our panel of microfinance providers whether the debt moratorium policy led 
to any recent customer protection concerns such as coercive collection processes, increase in demand 
for expensive informal debt and any rationing of loanable funds. Overall, microfinance providers reported that 
the sector hadn’t witnessed any major customer protection issues. Since the moratorium was announced 
for all borrowers, customers were aware of their right to avail the moratorium benefit for a limited 
window and conserve their liquidity. With the repayment moratorium in place, lenders were averse to 
disbursing new loans; however, in some cases there has been rising demand for top-up loans and emergency 
loans by a segment of borrowers. Any new loan or top-up was sanctioned conditional on full repayment and 
closure of their existing outstanding loans. Few microfinance providers shared that disbursement of specific 
products (example: cattle loan) where the revenue generation might take some time to kick-in was best 
avoided as a measure to protect both the borrower and the quality of loan book.
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During the lockdown, borrowers reported availing expensive loans from informal sources. This was highlighted 
in a survey conducted by Dvara Research where 7% and 12% of surveyed households borrowed from informal 
sources during the first and second round of the survey, respectively27.In our interviews, microfinance 
providers acknowledged the take up of informal loans by households but did not necessarily link this to 
being used for repayment of microfinance loans. That said, there has been ample evidence to indicate that the 
lockdown left many low-income households in liquidity crunch and a large segment of distressed 
households borrowed and sold assets to cover for consumption and travel expenses28. 

Another concern that arose in the context of debt moratorium was the issue of moral hazard and credit 
risk management29 wherein certain borrowers who might have the capacity to repay also opted for 
debt moratorium and may, in future, default, leading to a rise in non-performing assets (NPA). 
Microfinance providers also thought of this as a valid concern particularly for borrowers that availed 
moratorium for all six months. The repayment discipline formed through multiple years of regular and 
standardized repayment obligations serviced by borrowers could come under threat with a six-month gap in 
repayment30. However, the fear of moral hazard was higher during the first phase of moratorium (March-
May). With the extension of moratorium (June-August), collection efficiency improved from less than 10% 
to above 70%, lowering the looming fear of fresh NPAs. In some geographies, the problem was neither 
the customer’s unwillingness to repay nor the lender’s inability to collect the repayments but rather the 
fear of contracting and spreading COVID-19. 

3.7 Credit Information Companies and Moratorium

Despite the instructions by the RBI on reporting requirements to Credit Information Companies (CICs), 
there were significant deviations observed across the micro-finance industry regarding reporting to 
CICs. Our conversation suggested that during the moratorium most providers did not report regularly to 
the CICs. Only one respondent mentioned that there was adequate and complete reporting to CICs whereas 
others indicated erratic reporting. 

Most providers cited either of the following two reasons for not reporting. The first hurdle for regular 
reporting to the CICs occurred due to the automations in the Loan Management System (LMS) (or Core 
Banking System in case of Banks and few MFIs). As discussed earlier, many providers had assigned a ‘0’ to 
the current demand against each loan in their LMS/CBS. Thus, the software didn’t consider it as an active loan 
and didn’t report the same to CICs. Similarly, since many LMSs/CBSs do not allow for the provision of 
moratorium, in many cases, auto-reporting to the CICs had to be temporarily shut down. The other factor that 
led to the erratic reporting to CICs was the various interpretations of the RBI circular and a certain Ministry 
of Finance order. One provider mentioned that “it may be technically illegal to report to CICs since 
moratorium is in force”, another provider cited a Ministry of Finance (MoF) order that forbade reporting 
to CICs, though we, at Dvara Research, were unable to locate the MoF order/ circular. 

27COVID-19 Impact on Daily Life Survey, Dvara Research, June 2020- https://www.dvara.com/research/wp-content/uploads/2020/06/
COVID-19-Impact-on-Daily-Life-CIDL-Survey.pdf
28COVID-19: Analysis of Impact and Relief Measures- https://cse.azimpremjiuniversity.edu.in/covid19-analysis-of-impact-and-relief-
measures/
29Moral hazard! Moratorium extension may trigger more defaults: Analysts, The Economic Times, May 2020-https://
economictimes.indiatimes.com/markets/stocks/news/moral-hazard-moratorium-extension-may-trigger-more-defaults-analysts/
articleshow/75882595.cms
30COVID-19 and debt moratorium conundrum: The case of microfinance, Ideas for India, July 2020- https://www.ideasforindia.in/
topics/money-finance/covid-19-and-debt-moratorium-conundrum-the-case-of-microfinance.html
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Providers also had a split view on whether reporting should occur to CICs at all. Approximately 60% of the 
respondents were in favour of reporting the repayment behaviour of the borrower to CICs, citing that the role 
of CICs is fundamental to understanding repayment behaviour in the long term. Other providers believed that 
those borrowers who were still repaying during the moratorium, represent the “gold standard”, and as such 
should benefit from the recording of their prompt repayment in future loans. Other providers, however, 
believed that reporting to the CICs should only occur if every provider is reporting, otherwise there may be 
information asymmetry. Conversely, other providers were against reporting to the CICs since they believed it 
to be violative of the ethos of the moratorium.

Our discussions also shed light on the subject of whether a provider may be able to identify borrowers who 
availed of the moratorium. Most providers believed that such identification is possible (even if they were not 
lending to the individual at that time) since their credit report would indicate continued repayment (or lack 
thereof). Though few respondents who had received credit reports during the moratorium period 
acknowledged that there is no direct identifiable marker, they also believed such identification of borrower 
may happen through advanced analytics, as discussed earlier. 

The final aspect of discussion regarding CICs and the micro-finance sector revolved around whether during the 
moratorium, and its aftermath, the relevance of CICs has diminished, or is expected to diminish. Most 
providers were of the opinion that the relevance of the CICs remains unaltered, however, the industry may 
benefit from more advanced systems in CICs. One such example that was discussed, was regarding the 
generation of credit scores for borrowers of micro-finance. Further, the moratorium was also seen as an 
opportunity to operationalise combo-reports,31 credit reports for the entire household, etc.

4. Early Insights on Effectiveness of Debt Moratorium as a Policy Measure

How did lenders ensure that moratorium was deployed successfully and what were the key lessons learnt?

4.1 Effective communication with customers is key to ensuring that expectations from 
moratorium are clear

Microfinance providers emphasized the need for and the role of accurate communication with their customers 
about the terms and conditions of debt moratorium as well as its implications on the costs involved to help 
their customers make an informed decision about availing moratorium32. Microfinance providers emphasized 
that moratorium was simply a deferment of loan repayment and should not be construed as a loan waiver. This 
along with efforts by microfinance providers to maintain a constant connect with their customers helped them 
understand the impact of lockdown on their customer’s financial lives and assess their repayment capacity. In 
spite of the debt moratorium being announced in two phases of three month each, several institutions we 
spoke to connected with their customers on a monthly basis to assess the repayment capacity both in terms of 
willingness and ability to pay. This allowed the lending institutions to keep a constant ear on the ground and 
improve its collection efficiency month-on-month, as also highlighted in the previous section.

31Combo-reports are CIC reports where repayment behaviour of the customer regarding non-JLG loans (e.g. KCC, etc.) of the individual 
are also captured in addition to JLG loans. 
32MFIN issued an advisory for moratorium on micro-credit loans for its member organisations- https://mfinindia.org/mfin-publications#
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The role of financial advice is crucial in this context, as loan officers can assess their customer’s financial 
circumstances and capacity and provide suitable advice to their customers. For example, one MFI we spoke to 
mentioned that it discouraged their customers from availing moratorium in the second phase of moratorium 
and emphasized that the cost of accrued interest for a period of 6 months would be substantial. However, it 
left the final decision to the customers.

4.2 Duration of moratorium should be aligned with resumption of economic activities

Duration of moratorium can have significant implications on the balance sheets of microfinance providers. 
Sector practitioners have highlighted that prolonged moratorium can result in asset liability management 
issues, especially for NBFCs who have not received moratorium on their borrowings. Overall, there was an echo 
among lending institutions that moratorium post 31st August 2020 would not be prudent as economic 
activities had largely resumed. Additionally, rural households that primarily form the customer base for 
microfinance providers are largely dependent on agricultural and allied activities and have not been as severely 
affected as compared to other sectors even during the lockdown, therefore providing confidence to lending 
institutions about improved collection efficiency. 

Extension of moratorium can also impact the repayment discipline of borrowers, especially in the context of 
microcredit loans, where borrowers are subject to rigid loan contracts and fixed repayment schedules. With 
relatively better liquidity position due to economic activities picking up, there is a risk of borrowers diverting 
their surplus funds to other purposes which would have otherwise been used for debt repayment33. 
Practitioners have also highlighted that even those who have the ability to pay are opting-in for moratorium 
suggesting that behavioural biases and preferences could also lead to sub-optimal decisions from the 
consumer’s point of view. It might be hypothesized that consumers could be driven by time inconsistent 
preferences, therefore opting-in for moratorium despite its costs. Overall, the decision on the duration of 
moratorium should account for these factors by policymakers. 

4.3 Digitisation of transactions is crucial to ensuring sustainability of lending institutions 
during unforeseen circumstances such as the one presented by COVID-19 

Microcredit lenders emphasized the need for digitization of transactions both in terms of collection of 
repayments and disbursement of new loans not just to reduce operating expenses but also to manage unique 
limitations posed in the current context due to physical distancing norms and restriction on mobility. 

Several microfinance providers we spoke to mentioned that they had taken proactive steps to transition to 
digital ecosystems through various channels to enable contactless payments such as payments via apps like 
Google Pay, Paytm, addition of MFI on Bharat Bill Payment System, customer activation via NACH/eNACH for 
regular collections, payment gateway facility on MFI website, etc. However, MFIs highlighted that the cost of 
transitioning to some of these systems was substantial. For example, one MFI highlighted that the cost of 
lodging a NACH mandate and return fee in the case of failed transactions should be rationalized by the 
regulators. Digital transactions were also highlighted as pivotal in the current circumstances due to restrictions 

33Don’t extend loan moratorium, The Hindu, August 2020- https://www.thehindu.com/business/dont-extend-loan-moratorium/
article32249967.ece
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on group meetings which is a crucial component of the JLG model, and movement of loan officers across 
villages and blocks to collect repayments. The implications of digital repayments/collections on the sanctity of 
group meetings however are not well understood and while we are far away from doing away with group 
meetings, its effect on collection efficiencies must be studied and tested. 

Despite the supply side initiatives, micro credit lenders highlighted digital payments to still be a challenge for 
rural segments. Factors cited by lenders for poor adoption of digital financial services on the demand side 
ranged from inadequate access to digital infrastructure, behavioural change and the confidence to make cash-
less transactions, need for the digital ecosystem to evolve as consumers were still receiving their income in 
cash, frequency of bank account usage being minimal and lack of use case for customers to hold their cash in 
bank account and transact digitally.

4.4 Important to address concerns pertaining to Asset Liability Mismatch (both in the 
context of debt moratorium and one-time restructuring)

Providers, especially NBFCs faced difficulties in servicing their present outstanding debt (from banks, market, 
etc.) since they were mandated to provide moratorium to their borrowers, whereas their creditors had no 
mandate to provide moratorium. This imposed a significant burden on institutions that were not carrying 
sufficient liquidity to cover the repayments. Most institutions we spoke with had adequate liquidity to cover 
the repayments since they had completed large direct assignment (DA) and securitization transactions in 
preceding months. However, given the small sample of providers who participated in the interviews, it is 
possible that there may be many providers who are facing extreme liquidity challenges. Thus, while the 
moratorium may have been beneficial for the consumers, it could have (and still may) threaten smaller NBFCs 
who did not receive moratorium on their liabilities.

Similarly, providers from the microfinance industry believed a one-time restructuring may be beneficial for 
borrowers with large complex loans. But for a typical MFI borrower, with average outstanding of Rs. 35,000 
across two providers, such exercises may be futile at best, and counter-productive at worst due to an increase 
in the overall cost of the loan. Further, such restructuring, if happening only for the assets of the microfinance 
providers would result in similar ALM issues that became apparent during the moratorium period. Therefore, a 
policy that ensures an end to end liquidity transmission is a must for the sustainability of lending institutions.

4.5 Uniformity in approach by announcing a universal moratorium across all lending 
institutions helped protect consumer’s interest

The RBI’s announcement on the loan moratorium, perhaps on purpose, allowed institutions to design the 
nature and the mechanics of the moratorium that they may offer to consumers. While the flexibility would 
have allowed providers to manage the moratorium in a manner that serves both their and the consumers’ 
interests, in the microfinance sector, a baseline uniformity of the moratorium structure helped immensely. 
Firstly, the borrowers did not have to interface with different approaches adopted by different microfinance 
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providers and thus were able to comprehend the design across all institutions. Though there were minor 
variations in the mechanics, the offer of universal moratorium to all consumers helped immensely. As 
articulated above, uniformity also helped protect customers’ interest as a typical microfinance customer had 
outstanding loans from more than one microfinance institution. A differential approach by microfinance 
providers would have led to customers making decisions about prioritizing one loan over the other34. Finally, 
uniformity also led to better awareness among customers about the terms and conditions of debt moratorium.

4.6 Important for regulator to effectively communicate the features and terms and 
conditions of moratorium as well as issue clear communication guidelines for lending 
institutions 

RBI in its announcement pertaining to phase one of debt moratorium failed to mention the cost of availing 
moratorium. It restricted itself to communicating the implications of moratorium on extended loan tenure but 
the details pertaining to accrued interest as well as compounding of interest due to availing moratorium were 
not mentioned. While this might have been implicit, we feel that it is important to clarify these nuanced 
features upfront, for greater awareness on the cost implications of moratorium as a policy tool. Similarly, 
instructions by the RBI on reporting requirements to Credit Information Companies (CICs) were subject to 
misinterpretations by lending institutions and there was lack of clarity on recording requirements of loan 
repayment data during the moratorium period. Clear guidelines on this would have avoided the confusion on 
this account. Additionally, issuing communication guidelines for lending institutions on informing the end 
customer about moratorium and its cost implications would have helped clarify explicitly the additional cost 
burden that moratorium entails.

4.7 Burdening low-income and vulnerable households with the cost of moratorium can 
prove to be detrimental to their well-being 

Given the extensive evidence on the impact of lockdown on the livelihoods of households, the financial distress 
it has caused, and the expensive coping strategies adopted by households, it is amply clearly that COVID-19 has 
proved most detrimental to the financial lives of households, particularly low-income households, largely self-
employed and working on daily wages or as casual employees in informal enterprises. In the absence of access 
to adequate formal financial services and social security combined with factors such as volatile cashflows, the 
lockdown has led to a massive economic shock in the lives of low-income households. In such instance, 
burdening them with additional cost of their outstanding loan in the form of accrued interest and 
compounding of interest due to availing moratorium can prove to be detrimental to their well-being. The state 
must play a more significant role in this crisis to ensure that the cost of the lockdown is not internalised by the 
most economically vulnerable members of the society. 

34In our conversations, it also emerged that it is often up to the industry bodies to harmonise such activities, and MFIN played a crucial 
role in ensuring uniformity in the approach adopted by the providers.
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