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Need:

In India, the Micro, Small and Medium
Enterprise (MSME) sector plays a crucial
role in the country’s economy. Almost 50
million such enterprises operate in various
industries across India, employing over 100
million people. More than half of them are
based in rural areas, while over 7 percent of
entrepreneurs are women. In all, the sector
accounts for a substantial 37 percent of
India’s GDP and over 40 percent of its
exports. However, lack of adequate and
timely access to finance has remained the
sector’s biggest challenge, constraining its
growth.

India’s small enterprises have not been able
to use their moveable assets – machinery,
stocks, receivables or livestock - to access
working capital loans, despite these assets
being accepted as collateral internationally.
These moveable assets account for over 80
percent of the asset base of India’s small
enterprises – a pattern similar to other
developing countries.

In emerging markets, most formal jobs are
with MSMEs, which create four out of five
new positions. While the range of their
activities spans the spectrum of agriculture,
manufacturing, and services, all MSMEs
face the same challenge in finding the
money they need to hire new employees,
purchase inventory, or upgrade their
equipment in order to grow. Banks are
often reluctant to serve MSMEs given the
small loan size and high costs typical of this
segment. For other lenders such as
microfinance institutions (MFIs), the
capacity required to serve MSMEs,
particularly in assessing business models
and risks, remains a major challenge. These
conditions leave an MSME financing gap,
estimated by the International Finance
Corporation (IFC) at US$2.1-US$2.6 trillion.
There are 200 to 245 million formal and
informal businesses that either do not have
a loan or do have a loan but are still
constrained by their access to financing

MSMEs have had little access to secure
growth capital from traditional banks or
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Key Message: Micro, Small and Media Enterprises
(MSMEs) are considered the engines of growth in
developing economies across the world. According
to World Bank, there are an estimated 50 million
MSMEs, which employ about 100 million people
across India. This sector accounts for 37 per cent of
the country's GDP. MSMEs face a huge gap when it
comes to accessing credit; more than 90 per cent
have not accessed any kind of credit. There are
many finance institutions bridge the small business
credit gap through innovative lending. One such
example is that of Aye Finance. They focus on
specific industry clusters, like small-scale
manufacturing, trading, and services businesses,
which cannot access capital from mainstream
financial institutions in India.
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non-bank finance companies that rely on
time-consuming and costly due diligence,
underwriting, and loan service procedures;
as a result, profit margins are too lean to be
attractive to the lenders or loan interest
rates are simply too high for the MSME
customer.

MSMEs face a huge gap when it comes to
accessing credit. More than 90 per cent
have not accessed any kind of credit. This is
why it is important to promote innovative
financing solutions to bridge the small
business credit gap through innovative
lending.

Aye Finance is a fintech organization, based
in New Delhi, dedicated to “Revolutionizing
MSME Lending in India”.

Aye has addressed the credit needs of
MSMEs by developing an innovative and
efficient solution, keeping in mind the
limitations of the segment regarding access
to online platforms for credit and to
address the need to adopt new technology
for cost efficiency, they devised the
“Assisted Fintech Approach” to provide
affordable credit to these small businesses.
Successful implementation of this hybrid
approach has provided continued success
for Aye Finance.

Process:

In March 2014, Aye Finance took its first
foray into micro-enterprise lending in India.
Aye has set up lean branch structures
(structure that is designed to create more
customer value using fewer resources than
a traditional organizational structure)
across 211 cities in India. It has brought
more than 2,00,000 micro enterprises
under the ambit of organized credit.

The “Assisted Fintech Approach” has been
designed by Aye Finance to mirror the
comfort of the business owners and
provide affordable credit to micro
entrepreneurs by:

 Leveraging technology to build
efficiency in the process and reduce
turnaround time

 Capturing information available at
business premises to solve the
information asymmetry problem

 Provide sound financial advice to
these entrepreneurs to empower them
to make informed decisions

To manage the risk while being innovative
and radically reduce operating costs, Aye
has moved away from the traditional
“people and judgment-intensive” approach
and designed its proprietary underwriting
engine based on the “Cluster-based Credit
Assessment” methodology. Drawing
insights from the data about each cluster
and using behavioral risk scorecards, Aye
can lend to each segment effectively. This
has helped Aye serve and empower a
segment which has traditionally been
ignored by financial service providers.

The lending process has been designed to
ensure low unit cost of loan origination. By
developing processes on a cloud-based
android Customer Relationship
Management (CRM) platform that
integrates the loan origination, assessment,
disbursal, servicing and collection processes
for improved accuracy levels and
turnaround times.

Aye has also developed predictive Artificial
Intelligence (AI) and Machine Learning (ML)
models to effectively control the error
margin and maintain the quality of its asset
book. The value of the data driven
assessment tools and collection algorithms
are evident when one looks at its NPA
levels that have remained below industry
levels since the very beginning.

Combining technology with a people-
centric approach has allowed taking
transformative steps towards integrating
micro-entrepreneurs into the formal
economy.

Objective:

Aye Finance differentiates itself by creating
a technically enabled process that builds
credit insights through a variety of available
businesses, supply chain and psychometric
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data. They aim to transform it from an
expensive and tedious process into an
efficient and effective business
opportunity. This effective credit appraisal
coupled with the use of modern workflow
automation based on mobile and cloud, is
enabling a small but engaged workforce to
bridge the gap between the MSMEs and
organized lending.

Overcoming Barrier:

Aye lends to small-scale manufacturing,
trading, and services businesses that cannot
access capital from mainstream financial
institutions in India, as they lack sufficient
documentation and credit history. While
other lenders also try to serve these types
of businesses, they generally do not have a
good understanding of the business
dynamics and risks.

Economic Benefits:

Aye already covers 5,500 pin codes located
across the length and breadth of the
country. Established in 2014, this company
has so far disbursed loans worth over Rs
2900 crores to over 200,000 Indian MSMEs.

Social Benefits:

Aye empowers MSMEs to make informed
decisions which help them to be
independent to take independent decisions
and take risks. Aye’s score of 100% on the
dimension “Balance social and financial
performance” reflects Aye’s double bottom
line focus, ensuring sustainability (financial
performance) to be able to continue
serving MSMEs and creating benefits in the
business owner’s lives (social performance).


