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Abstract:

Despite the high repayment rates claimed by microcredit programs around the world, some groups of
borrowers eventually default and are subsequently disbanded. Exposure to common shocks and strategic
default are reasons for the deterioration in group repayment but identification of the precise mechanism
is difficult. In this paper we exploit an announcement issued by the Anjuman Committee of a town in
southern India banning all Muslims from repaying their microfinance loans. Using administrative data
we find that borrowers in Muslim-dominated groups have higher default rates after the announcement
compared to the same borrowers with loans in Hindu-dominated groups. We conclude that strict
adherence to joint liability rules may have triggered strategic default that might have been avoided if
lenders had allowed more flexibility in repayment.
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