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Foreword
After coping with the uncertainties of the global economic crisis, the microfinance sector, in the last one
year, started to settle down again. The sector this year added about 10 million new clients in contrast to the
15 million clients added during the previous year. Against ` 360 billion, the outstanding microfinance loans
stood at about ` 450 billion this year, an increase of ` 90 billion. The microfinance institutions (MFI) channel was seen to be fast catching up with self-help group bank linkage programme (SBLP), with the latter
growing at only about 8 per cent compared to the MFI channel which grew at 18 per cent.
The growth of the sector, during the year, witnessed several crests and troughs—good news interspersed
with bad news. A big story that rocked the sector was Professor Sriram’s paper on ‘Commercialization of
Microfinance in India’, which highlighted issues of governance standards, ethics and transparency among
large MFIs. This widely circulated paper, which was also published in the well-read Economic and Political
Weekly, badly damaged the sector’s credibility. Ironically, it came out at a time when SKS (among the four
institutions that were discussed in the paper) was preparing for the sector’s first Initial Public Offer (IPO).
Oversubscribed by over 13 times, the IPO was a huge hit, but generated significant debate: Whether IPOs
are the way to go for the sector? Who benefits from the IPO? Should the wealth created be reploughed or
repatriated? And questions regarding high and unsustainable valuations, commercialization of the sector,
and so on. An important worry for the sector has been the growing unease of the Reserve Bank of India
(RBI), particularly on the issue of governance and high interest rates. Responding to an unveiled threat by
the regulator, a few MFIs dropped their interest rates overnight by up to 5 per cent. Does this mean that
MFIs have high operating margins? RBI, however has set up a committee to recommend whether bulk loans
to Non-banking Financial Company (NBFC) MFIs should be included as priority sector lending. Meanwhile, to foster interest rate transparency, MFT set up shop in India (and ACCESS feels privileged to house
this initiative). On the positive side, some serious efforts were seen to be made to address the issues of client
protection as a response to the Kolar crisis of last year, with Mircofinance Institutions Network (MFIN)
instituting a Code of Conduct. This time around, hopefully, it will be more than a nice poster on the walls
of MFI offices. The year also saw growing awareness on the need for—and significance of—social protection. Many MFIs have begun to report on Social Performance Management (SPM) to the Microfinance
Information Exchange (MIX). The regional skew has shown signs of improvement with more resources
flowing to the underserved regions, besides a large number of the bigger MFIs expanding operations in
these regions. Greater resolve was demonstrated by RBI to push the agenda of financial inclusion through
the banking sector. All banks submitted their plans to RBI, which now will be monitored more effectively.
The business correspondent (BC) guidelines have been further modified incrementally. Several interlocked
issues kept the sector in the news throughout the year. All these issues have been captured in great detail
in the 2010 ACCESS State of the Sector Report. The fact that no single organization covers all these diverse
and scattered but important issues in its report perhaps highlights the value of the Report as a single point
reference document.
This is the fifth year of the ACCESS State of the Sector Report, and the third consecutive one with Professor N. Srinivasan as its author. Each year, the Report increasingly establishes itself as the single most
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important chronicle of the sector. Each year, the Report responds to the sector’s needs, providing rich
insights that are both topical and critical.
At ACCESS, it is a moment of great celebration when Professor Srinivasan hands in the manuscript of
the ACCESS State of the Sector Report to the publisher, SAGE Publications; somehow, always before the
deadline. It is a tedious, tireless and tough job. There are perennial challenges in synthesizing the Report,
such as data availability, generating feedback, extensive travel across the country, first-hand accounts of
innovation and operations, interviews and conversations, and much more. It requires the genius, maturity,
credibility, clout, and even guile of someone like Professor Srinivasan to bring together the Report. It takes
many months of ceaseless effort to compile this high quality document. At ACCESS, we feel very fortunate
that Professor Srinivasan remains committed to the State of the Sector Report, despite a spate of several other
very important obligations. Thank you Professor Srinivasan.
I feel proud that the Report has increasingly become an important chronicle of all the action within the
sector and is respected for its accuracy and objectivity. At ACCESS, we feel this to be our most valuable
contribution to the microfinance sector. The Report enhances our position as a knowledge provider and
source of critical analysis for the benefit of the sector. Throughout the year, we receive requests for copies of
the Report from various quarters including, among others, policymakers, promoters, donors, researchers
and students. And it makes my day when I see a copy of the Report on the desk of the NABARD Chairman,
or in the Prime Minister’s Office, or when I see it referred to on television programmes on the sector. The
Report also helps reinforce and enhance the value and significance of other flagship initiative of ACCESS
viz., the annual global event, the Microfinance India Summit. It informs and influences discussions and debates across the many sessions organized during the Summit. And the Summit delegates greatly appreciate
their complimentary State of the Sector Report as a part of the delegate kits. As a convention, the Report is
annually released in the inaugural session of the Microfinance India Summit.
While I can’t thank Professor Srinivasan enough for his effort and commitment, there are several other
individuals and institutions who deserve commendation for their excellent support to the Report. Major
support has come from Centre for Microfinance (CMF), Chennai and personally from its Executive Director, Justin Oliver. Justin has been sharing all of CMF resources, studies and research with Professor Srinivasan to enhance the available content. I’d like to place my special thanks to RBI’s College of Agricultural
Banking (CAB), who help organize policy retreats for ACCESS and specific banker roundtables for the
Report. I profusely thank Kamala Rajan, Principal, CAB, for her warm hospitality. In one of the meets, we
had a wonderful chance for an hour long free-wheeling conversation with Deputy Governor Dr Chakravorty on a variety of issues that concern the regulator. I thank NABARD for sharing its provisional data, so
critical for the Report. Shri U.C. Sarangi, Chairman, NABARD, has always found time to provide NABARD
perspectives on the sector, and I particularly would like to thank Subrato Gupta at MCID, who has been
very supportive of the effort. Similarly, I thank Mr N.K. Maini, Executive Director, SIDBI, who is always
forthcoming with his views and worries relating to the sector. I would like to thank Navin at UNDP Solutions Exchange for running the annual query on the Report to solicit feedback from the sector as well as in
offering its forums for discussions on the Report. There are so many that Professor Srinivasan meets and
gets support from that it is best that the full acknowledgement of their contribution be made by Professor
Srinivasan himself.
Importantly, I would like to place on record my deep appreciation to my own team at ACCESS, which
provides all kinds of support to the Report. Most importantly, the Group of Advisors, in each meeting, were
constantly keen and concerned on the Report’s progress, provided useful inputs on its themes and content,
and enjoyed the discussions on the Report. Particularly, Nanda Saa’b and Mr Brijmohan forever have a very
high ambition on the Report’s quality and content. While in the initial stages, it was Yeshu who anchored
the support, later it was a full team led by Radhika Agashe with the help of Sudipto, Satya and the young
energetic Rohan who filled the gaps in information and data. All states supported his visits by organizing
meetings and discussions. And, of course, for the fifth year in a row, Lalitha provided the full logistics and
administration support for Professor Srinivasan for his travels and meetings. Everyone at ACCESS is so
eager to support his effort, as we all consider him a part of ACCESS, joking, talking, counselling, informing
the youthful brigade at Hauz Khas, New Delhi.

Foreword xv
I’m happy that the 2010 ACCESS State of the Sector Report is out on time. I hope that once again, it will
bring together all the frenzied action that the sector witnessed during the year and be seen as a relevant
contribution to the sector.

Vipin Sharma
CEO, ACCESS Development Services, New Delhi

Preface
There is a great sense of relief as I write this piece after drafting the rest of the report. I thought that last
year was tough and, in fact, mentioned it in the Preface last year, but did not anticipate the problems of the
current year. The report has been finalized without Sadhan’s comprehensive quick data. Mix market data of
77 institutions (90 per cent volumes of the sector) was a great source of help. NABARD, as in the last year,
provided provisional data in the third week of August 2010. But the cooperation from the sector continued
on a grander scale. It was gratifying to see and hear of the report being used at different levels; the utility of
the report ensured that stakeholders voluntarily offered information. I have several people and institutions
to thank. My thanks are due to CMF Chennai, CAB, UNSE, Unitus, Hand in Hand and SERP for making
the extra effort for the purpose of this report. I should thank Justin Oliver of CMF for placing two interns
for specific research, full access to their studies and a roundtable discussion with their staff. Arjun Sharma
and Shreyas Gopinath from CMF did a user survey on ICT solutionist. Laxman Timilsina did data research
on funds flows and Joshua Wan carried out a survey on Mission orientation and financial performance of
MFIs. Thanks are due to Milroy Paul for inputs on housing microfinance. UNSE ran a query on practitioner’s expectations from the report and information on innovations. UNSE also arranged a session with
practitioners in its annual forum in Jaipur on SOS 2010. I owe Anand Kumar, Navin, Ratnesh and Monika
a lot for this. CAB, RBI co-hosted with ACCESS a workshop of private and foreign banks that was rich with
lender’s perspectives. A service providers’ workshop was also hosted along with Planet Finance. Kamala
Rajan, Principal, R.N. Dash and Thyagarajan had been instrumental in arranging these events. Influenced
by Ganesh and Gazal, Unitus arranged a roundtable of HR professinals of MFIs and also provided inputs
on a variety of aspects. Liz Larson of MIX made available critical information apart from sparing time for
discussions. G.V.S. Reddy, Advisor, SERP, enabled an insight in to IKP operations through a field visit.
Jeyaseelan HIH, facilitated field visits and meetings in Tamil Nadu. Suresh Gurumani arranged a field visit
to one of SKS locations. Ramakrishna, GTZ, spared not only his time for discussions but also study reports
relevant for the SOS 2010. C.S. Reddy, Ramalakshmi and Raja Reddy offered study reports from APMAS.
AKMI arranged a meeting of members at very short notice in Bengaluru. I cannot thank all of them enough
for sparing information, time and other resources.
Chairman of NABARD, U.C. Sarangi in the midst of a very busy day found time for this report. N.K.
Maini, Executive Director, SIDBI, found time over dinner at the end of a tiring day and so did Mr Sahu,
CGM. Graham Wrigh and Manoj Sharma provided me plenty of rich material from Microsave’s research
and consulting work which was invaluable.
There are several orgnizations and people that I had met personally that I owe a lot: Alok Prasad, S.G.
Anil, Manohar Raj, R.M. Nair, Kamala Rajan, S.K. Chatterjee, B. Rajashekar, Anna Samos Krishnan, Vikash
Kumar, Abhay Kanjikar, K. Natarajan, P. Jeyaseelan, P.N. Vasudevan, Niraj Verma, Achala Savyasaachi, Dr
Y.S.P. Thorat, Mrs Usha Thorat, Sanjay Sinha, Frances Sinha, Alok Sinha, Navin Anand, Samit Ghosh, Suresh
Krishna, Vivekanand Salimath, Monika Khanna, Ratnesh, V. Tagat, M.V. Patro, Harish Java, R. Narayan,
S. Krishnan, R. Tenkil, C.R. Patnaik, M.K. Mudgil, John Mayne, Praseeda Kunam, Amul Urdawareshe, N.K.
Amin, Hemant Pamarthy and many others that I am unable to name for want of space. I am thankful to all
of them for their keen interest in the report. I seek forgiveness from those whose names might have been
left out; their contributions have been no less.
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Sadhan’s consent for using their publications in the preparation of the report has been invlauable. MIX
market was a treasure house of MFI specific information used in this year’s report. NABARD had made
available the provisional information earlier than in the previous year. The advisory group of Microfinance
India comprising Y.C. Nanda, Brij Mohan, Malcolm Harper, Vijayalakshmi Das, Jayshree Vyas, Justin Oliver
and Vipin Sharma kept me on course with sound advice, without being editorially intrusive. I thank the donors for offering total support to the Report. I thank CMF-IFMR and UNSE for being the research partner
and knowledge partner, respectively. Yeshu Bansal initially and later Radhika Aghase untiringly anchored
my work from ACCESS. Rohan Trivedi, intern with ACCESS was incredibly fast in learning and doing. He
provided data analysis and charts for two chapters and provided incisive comments on initial drafts of some
chapters. Lalitha as in the past years was a pillar of support. Vipin got his way in overcoming my reluctance
to do the report for the third year running. He was a source of good ideas relating to coverage. Despite personal difficulties and privation, he never compromised on his support. Pravin Shende keyed in the initial
draft from voice files this year too. Girija Srinivasan extensively reviewed the report and provided critical
inputs for which I am very grateful.
This year’s report carries 11 chapters, the new additions being a chapter on savings and another on Global Context. Social performance makes a strong comeback in the light of current developments in the sector.
Microinsurance and human resources have not been covered this year in exclusive chapters. The issues
relating to insurance and HR have been integrated in the relevant places. Most of the data sets of last year
have been continued. The data set on individual MFI specific information (that appeared in Appendix Table
2 in the last two years) is not carried as the Sadhan quick report which is the basis has not been released till
finalisation of this manuscript. All expectations on coverage from many of you may not have been fulfilled
on account of constraint of space and time. I seek your understanding.
My thanks to many over there who had read the report last year and gave me brickbats and bouquets.
Your comments have influenced some sections of the report. The views in the report are all personal and as
such I alone am responsible for errors of omission, commission and interpretation. Any critical comments
that you might find have been made without malice or ill will towards anyone. Please continue to provide
feedback.
N. Srinivasan

Overview—the juggernaut
decelerates

The Macro Context
The growth of the mircofinance sector in alignment
with the rest of the economy continued in the year
2010 but less vigorously than in the previous years.
The macroeconomic environment changed marginally for the better during 2010 as compared to
the previous year. Across the world, reports were of
painful and slow recovery from the financial sector
meltdown of the previous year, and there was a continuing flow of bad and some good news. The bailouts of financial institutions elaborately designed
by different governments had run their course and
gave way to a great deal of attention for improving
regulation and supervision of the financial sector,
and especially of the conglomerates. Pessimism and
distrust gave way to cautious attention to set things
right. The impact, if any, on the mircofinance sector
had not been overly negative. Of course, the initial
withdrawal of funds—both of equity and of loans—
was a predictable knee-jerk reaction of investors to
consolidate their liquidity to minimize risks. With
the passage of time, both loan and capital funds
have started to flow to the sector but with more circumspection and caution. It is only a matter of time
before the investors return to the marketplace with
full force.
The Indian economic environment recovered
from slower growth rate of the previous year to post
a GDP growth of 7.4 per cent in 2009–10.1 Industrial production continued to record double digit
growth with year on year (YOY) growth at 14 per
cent during April–May 2010. Agriculture, plagued
by a deficient monsoon,2 did not fare as well as the
secondary and tertiary sector, and posted a growth
of 0.2 per cent. The prospect of a normal monsoon
and heightened initial rainfall activity in the current
year has led to a significant increase in area sown

across all major crop categories. The prognosis for
the agricultural sector in the current year is positive.
However, the inflation scenario according to the Reserve Bank of India (RBI) is a cause for concern. As
mentioned in Microfinance India: State of the Sector
Report 2009, inflation did play a major role pushing
up food prices as also different commodity prices.
The freeing of retail prices of oil from state control
saw a spike in the price of fuel which led to downstream effects on the prices of other commodities,
either on account of increased manufacturing cost
or transportation cost. The continuing rise in the
prices of food articles places the poor under considerable stress. Though inflation rates have moderated, they are still in double digits, reflecting a strong
upward pressure on prices and, thereby, affordability of food for the consumers. The forecast for the
current year by RBI is a growth rate of 8.5 per cent
in the gross domestic product (GDP) riding on the
back of better industrial production and its favourable impact on the services sector. The forecast for
inflation in the Wholesale Price Index (WPI) terms
has been raised to 6 per cent by RBI, reflecting inflationary conditions during the year.
Credit flow to the economy did improve especially from the second quarter onwards. The non-food
credit reached a level of 17 per cent YOY growth in
March 2010. Banks had fulfilled their priority sector lending mandates, ensuring that credit flow to
vulnerable sectors was more than the previous year.
Despite inflationary conditions and tightening of the
monetary stance by RBI, the Prime Lending Rates
(PLR) of banks remained more or less stable. From
1 July 2010, RBI has introduced the Base Rate system among banks and removed the cap on interest
rates on small loans (up to ` 200000). This is expected to improve transparency in pricing and enhance
efficiency. The overall monetary policy direction of
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RBI is focused on containing inflationary pressures.
RBI’s focus has shifted from ‘responding to crisis to
management of recovery.’ The measures already initiated and those that will follow from RBI will continue to restrict liquidity in the market and increase
the cost of credit.
The continuing credit growth should make availability of funds easier for microfinance institutions
(MFIs). But inflation, especially in food articles,
affects the customers of microfinance more than
others. Larger proportion of MFI loans might be
applied on consumption than before, while at the
same time weakening repayment ability. The removal of the cap on interest rates on small loans and
the permission to charge a service fee to customers
serviced through business correspondents (BCs)
might cause the banks to think that by using BCs,
they could profitably reach microfinance clients directly, instead of providing bulk loans to MFIs for
onlending.

10.00

Microfinance

9.00

Self-help group bank linkage programme (SBLP)
seems to have hit a plateau in terms of new group
linkage which grew by about 8.5 per cent. The credit
growth seems better with an increase of 20 per cent
over the previous year. The number of groups linked
at the end of March 2010 stood at 4.58 million and
the amount of loans outstanding at ` 272.66 billion.
As in the case of last year, this data is provisional
and likely to undergo revision.3 The growth rates
have abated and credit disbursal is around the levels reached last year. New groups formed have not
been linked to banks at the vigorous rates achieved
in the last decade. There seems to be credit linkage
fatigue setting in among the banks. On the other
hand, the MFIs posted higher growth rates than
self-help groups (SHGs) but client acquisition rates
had declined to 19 per cent compared to a high of
60 per cent last year. This is despite some MFIs having doubled their client numbers. Two hundred and
sixty MFIs reported4 a total clientele of 26.7 million,
which is an increase of 4.1 million over the previous
Table 1.1 Client outreach—Borrowers with outstanding accounts
(millions)
Segment

year. Outstanding loans at ` 183.44 billion had increased by ` 66.10 billion, about 56 per cent over
the last year.5 Clearly, MFIs have also concentrated
on increasing their loan size. The total outstanding
loans of SHGs and MFIs constituted 1.40 per cent of
total bank credit6 of ` 32,447 billion (Table 1.1).
One of the features of the current year’s assessment of the numbers of clients is that the overlap
seems considerably higher than previously estimated. During visits to the field, it was observed that
almost every state had stories of high competition
and multiple borrowing. Households borrowed
from SHGs and MFIs, and informal sources as
well. While overlap between SHGs and MFIs could
be around 10 per cent,7 the overlap within MFIs is
much higher; multiple loans in competitive locations could result in a customer to accounts ratio of
2:3, which means that there are 65 unique customers for every 100 microfinance loans.8
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38.02
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10.04
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Total
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Figure 1.1 N
 ew client acquisition under SHG and MFI
models—a comparison

While MFIs added less new customers, they increased their loan portfolio by a larger extent than
the banks in respect of SHGs (Figure 1.2). The gap
in incremental outstanding loans between SBLP and
MFI models widened during the year.
In terms of outstanding loans there was a large
gap between SBLP and the MFIs (Figure 1.3). But
over the last two years, MFIs have been narrowing
the gap which is presently ` 89.22 billion. If the current trends in disbursements and portfolio accretion continue over the next three years, then MFIs
may overhaul the SBLP in terms of loan portfolio
as well.
In 2010, the average loan sizes increased over the
previous year (Table 1.2). The average per member
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Table 1.2 Comparison of average loan size
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loan in MFIs increased by a larger extent than in the
case of SHG members. The difference in average
loan per customer between MFIs and SHGs is widening. Reports of SHGs splitting and becoming Joint
Liability Groups (JLGs) to avail loans from MFIs are
plenty and the increasing loan size of MFIs will accelerate this trend. The all-India averages should be
read with caution on account of inter-state, interbank and inter-MFI differences.
Estimate of microfinance clients
The broader microfinance sector could be defined
as direct customers of banks for small loans, small
and vulnerable members of primary cooperative
credit societies, SHG members and MFI clients.
Since there is a time lag in some series of data, the

information as on 31 March 2009 is provided in
Table 1.3.
The data represents a mixture of number of accounts and number of clients. In case of Primary
Agricultural Credit Societies (PACS), the number of
customers is clearly indicated. In the case of commercial banks, SHGs and MFIs, the data relates to
accounts rather than unique customers. The data
shows that there has been an increase of about 10
per cent in the clientele of microfinance, but the increase in numbers has come entirely from SHGs and
MFIs. The absolute number of small accounts with
Scheduled Commercial Banks (SCBs) has registered
a decline while borrowing membership of microfinance customers in PACS has almost remained the
same. On another plane, the reduction in the number of accounts in commercial banks does not augur well for financial inclusion. The total amount
of loans given and outstanding under the small loan
accounts of the SCBs was of the order of ` 429.36 billion. This was more than the total loans of ` 359.39
billion outstanding under both the SHGs and MFIs
that had a combined customer base of 76.6 million
in 2009. The average loan per account in case of
banks was ` 10951, which was almost double the
average loan size of MFIs and SHGs.
Along with increased portfolio in terms of clients
and loan volumes, default risks have tended to increase. Banks have reported higher default rates in
case of SHGs;12 MFIs also have reported increasing
incidence of defaults. Portfolios at Risk (PARs) (60
days) increased from 0.9 per cent in 2008 to 1.82 per
Table 1.3 Estimate of microfinance credit clients10
Clients
March 2008
(million)

Clients
March 2009
(million)

Commercial banks (including RRBs)
small loan accounts11

41.00

39.2

Primary cooperative societies
borrowers (small, vulnerable)

28.5

28.7

SHGs—members

47.1

54.0

MFIs—clients

14.1

22.6

130.7

143.9

Agency

Total
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cent in 2009.13 Current Repayment Rates declined
from 99.1 per cent in 2008 to 96.87 per cent in 2009.
While the PAR ratio still seems small, the real picture
possibly remains hidden by the continuing high rates
of accretion of customers and creative accounting.
The concentration of microfinance in three
southern states was pointed out last year. The trends
continued to aggravate. Andhra Pradesh in particular seems highly leveraged in the hands of most microfinance customers. There were 9.63 microfinance
loan accounts for every poor household in Andhra
Pradesh. In fact, there were three microfinance
loans for every two households in the state. For
the five states in Table 1.4, Andhra Pradesh, Tamil
Nadu, Karnataka, West Bengal and Orissa, the number of microfinance loans exceeded the number of
poor households by a wide margin. There is neither
a claim nor supporting evidence to conclude that
microfinance loans are invariably given to the poor.
But measuring the penetration of microfinance in
terms of number of poor provides a useful indication of the market potential. There does not seem
to be any more space in Andhra Pradesh for marketing of microfinance. The average loan, even at
the macro level, per poor household is at ` 62500;
despite this high level of debt household level, loan
disbursements both under SHG linkage and MFI facilities continue vigorously.

Table 1.4 Concentration of financing in some states
Aspects
Number of households
(04–05) (million)

Andhra Tamil West
Karnataka Pradesh Nadu Bengal Orissa
11.16

16.02

12.96

16.92

7.72

Number of poor
households (million)

2.77

2.52

2.91

4.16

3.56

Number of credit SHG
members (million)

3.35

17.31

7.3

6.58

4.64

Number of MFI clients
2010 (million)

3.74

6.24

4.57

3.51

1.59

Total microfinance clients

7.09

23.55

11.88

10.09

Microfinance clients as
proportion of
poor households

2.6

9.3

4.1

2.4

1.8

Microfinance clients as
proportion of total
households

0.6

1.5

0.9

0.6

0.8

6.23

Total mf loans
SHG+MFI ` (million)

34844

157692

62861

34324 26801

Average loans outstanding
per poor household `

12579

62576

21602

8251

7528

Tamil Nadu is also excessively penetrated by microfinance. While there could be pockets that are
still uncovered, there are others which seem saturated. Orissa having 1.8 loans for each poor family
is still not riskily geared in view of the average loan
being moderate at ` 7500.
Geographically, the skew continued but with a
distinct shift of clients and loan portfolios towards
other states. The growth rates of MFI clients have
been vigorous in Gujarat, Assam, Bihar, Jharkhand
and Madhya Pradesh. West Bengal and Orissa
figured among the top five states in SBLP. One of
the critical issues in the quality of microfinance is
whether the poor are natural customers. Available
evidence, both anecdotal and study based, indicates
that—customers whether of SHGs or MFIs—are
typically not-poor and are well above the poverty
line income. The transient nature of their existence
above poverty level makes them vulnerable and
thus the logic for microfinance services to these clients. But this logic does not explain the reasons for
the hardcore poor being left out. What do mission
statements crafted in the past mean in the current
circumstances is an aspect for exploration. In Chapter 9,14 an analysis of mission statements of several
MFIs and the relationship of mission orientation to
financial performance is carried.
In terms of state action, there is a concerted
move to use SHGs as vehicles of delivering financial services as also livelihood interventions. The
erstwhile Swarna Jayanti Gram Swarozgar Yojana
(SGSY) has aged considerably in 10 years and is being transformed and repackaged into an integrated
livelihood development intervention under name of
National Rural Livelihoods Mission (NRLM). This
is expected to follow the model pursued in Andhra
Pradesh15 with suitable refinements. World Bank is
expected to accompany the process of conceiving,
implementing and actualizing the NRLM in the different states. Whether state husbanded groups have
the best prospect of delivering economic and social
benefits to the customers is the question that NRLM
will seek to answer. In Andhra Pradesh, the linkage has been strong, supported by a positive banking system and livelihood interventions in the last
two years or so. The subsidized loans under Pavala
vaddi16 scheme and large sized loans groups have
brought majority of families to the scheme. Quite
a number of these participants are not poor. The
state had recognized that Poorest of the Poor (POP)
tend to be excluded from this programme and has
brought out a separate POP strategy for their coverage. Further, the group leaders and the better off
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capture larger share of loans and benefits, as was
found during the study carried out by the National Bank for Agricultural and Rural Development
(NABARD). Deep Joshi, in his review of the work
of Andhra Pradesh Mahila Abhivruddhi Society
(APMAS) and Indira Kranti Patham,17 also found
this tendency in programme coverage.
Some state governments’ attitude towards MFIs
ranged from apathy to hostility. Andhra Pradesh
government took the view that MFIs are not playing a positive role and needed to be policed. District
level task forces comprising bureaucrats and bankers have been set up to monitor MFIs and look into
complaints that might be received against MFIs.
Andhra Pradesh and Kerala governments have
required the Non-Banking Financial Company
(NBFC) MFIs operating in their states to register
under the state money lending statute. In Andhra
Pradesh, the statute is limited to tribal areas and, in
Kerala, it is valid throughout the state. The Kolar
mass default problem continued to plod on without
any end in sight. The apathy of the state government
is palpable in letting a problem of this magnitude
fester for more than 18 months. There had been a
clear violation of law in inciting people to renege on
a validly executed loan contract, using religion as
the trigger. MFIs have stopped lending in Kolar and
similar other locations. The MFIs are also acutely
conscious of the concentration risks in financing to
religious minorities. There are attempts to limit loan
exposure to Muslims fearing Kolar-like problems
elsewhere. The religious leadership has to rethink
its position: whether it causes more misery and less
benefit to its flock in issuing such edicts in a facile
and unthinking manner.
On the policy environment side, RBI had indicated that if the existing inclusion initiatives through
banking system fail to deliver results, it might permit
alternate institutions to come up. The Union Budget18 had announced that RBI would consider issuing new licenses for setting up of more banks. Some
large MFIs have been enthused by the announcement and are actively working towards securing a
banking licence. RBI has made its concerns over
the sector amply clear. The possibility that banks
would cease to enjoy priority sector lending status19
in respect of their lending to MFIs has made a large
number of players anxious. This was in response to
negative vibes arising from pricing of loans, as also
client acquisition and recovery processes employed
by different MFIs. In a subsequent development, RBI
has brought out a discussion paper on refining the
norms for securitization of loans. The new norms

entail longer maturity loans given by the MFIs with
a significant residual maturity at the time of securitization and assignment in favour of banks. The
revised securitization norms, if applied, might adversely impact issuance of different securitized debt
instruments by MFIs for resource mobilization. On
the other hand, RBI has made incremental changes
to the norms relating to enrolment of different entities as business correspondents by banks. Individual
owners of shops, establishments and petrol pumps
are now permitted to be engaged as BCs by banks
with a view to push the pace of inclusion. Along
with this, RBI has also made it possible for banks
to charge the extra costs of using BCs directly from
customers. The issues relating to viability gap that
adversely impacted banks so far are close to a solution. In a move that surprised the sector, RBI has recently come out with a discussion paper on permitting for-profit corporates with their retail networks
to become BCs of banks. This move will have far
reaching consequences in terms of its potential to
accelerate the pace of inclusion. However, there are
views that look at this development as not being a
positive one, especially for the very poor clients who
are the targets of financial inclusion initiatives.
The landscape of mircofinance continued to
change in 2010. MFIs have forayed into states where
previously they had very limited presence. The expansion, however, was confined to cities and towns,
and not into the hinterland. Competition has become more intense than ever in the past. Even in
very small towns, there were reports that more than
five MFIs competed for business. The resultant deluge of loan funds available has fuelled excessive
borrowing by clientele and emergence of undesirable practices. Even within the short time period for
which MFIs have been in the market in states likes
Chhattisgarh, Rajasthan and Madhya Pradesh, they
have experienced the effects of unhealthy competition. The emergence of ring leaders as key intermediaries between MFIs and the potential customers
has distorted market discipline, as also the MFI
lending processes. There have been cases of high
defaults where ring leaders were involved in procuring loans for their clients and also ghost loans which
have become epidemic in certain states. Some MFIs
have had to scale down operations from specific locations and, in some cases, even from entire states
where they had entered very recently. The default
rates have been climbing in some of these locations.
The manner of accounting for defaults and defaulters in several MFIs has so far failed to bring out
the magnitude of the problem. In some areas, the
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MFIs did not seem to have a clear perception of the
way the business is growing. The absence of quality Management Information System (MIS) and reporting processes have caused a critical information
gap that hinders informed decisions. Decentralized
operational processes and centralized MIS do not
go well together in widely distributed business operations.
Small and medium MFIs continue to aspire to
grow big. There are several cases of transformation still in the works. These transformation cases
typically involve an NGO/MFI seeking to become
a non-profit company or a for-profit company in
the NBFC mode. But the issues involved in the
transformation to an incorporated company have
not been fully understood. The level of ignorance
and misinformation surrounding transformation
process is high. Some of the technical advice provided to institutions show that an institutional view
of transformation is missing. Oftentimes, transformations are looked through the lens of capital mobilization, investor access, retaining control after
bringing investors, and so on. Issues relating to how
the organization will be positioned after the transformation, how to ensure mission fulfilment, how
to ensure that governance balances the needs of
customers and investors, and the legal/procedural
compliances involved are by and large ignored.
On the funding side, more equity funds were
available to the sector compared to the previous
year and to a larger number of MFIs. Some smaller MFIs also received equity funding. Mainstream
private equity investors outnumbered focused microfinance investors in the Indian market. One of
the watershed events in the recent past has been the
successful float of the initial public offer of equity of
SKS mircofinance. A less than five year old institution mobilizing $350 million from the capital market
at a price that is more than six times its book value
is a major milestone in the sector’s journey. There
are differing views on the high valuation achieved
and the future difficulties in defending the equity
price in an unforgiving marketplace. But it cannot
be denied that the mircofinance sector has grown in
maturity to a level sufficient to attract capital market
funds. More institutions are expected to follow suit
and approach the bourses in a quest for high enterprise valuation and not necessarily equity funds.
Banks have been cautiously optimistic in continuing to support the sector with bulk loans and
buying out portfolios. Small Industries Development Bank of India (SIDBI) almost doubled its outstanding microfinance loan portfolio to ` 38 billion.

Public sector banks had taken a major share of new
exposures. A larger number of banks are willing to
support MFIs as compared to a couple of years ago.
Most private sector and foreign banks have limited
their exposure by and large to previously existing
levels with a few exceptions. The funders’ comfort
has been derived from the entry of new, more organized and professional promoters. The entry of
large corporate houses such as Mahindra and Mahindra, Larsen & Toubro, and Reliance has been seen
as a testimony to the inherent strength of the business model of MFI. The banking sector has fewer
reservations in financing MFIs, particularly those
in company form, from a business and risk point of
view. However, regulatory concerns would continue
to influence credit decisions of banks especially in
the current year.
On the technology front, there have not been too
many ground breaking developments. The mainline
software solutions providers do not still consider
MFIs as significant clients. The demands of the sector have not been taken seriously enough as there are
a mere handful of large players who require investments in technology. The small and medium MFIs
do suffer from lack of viable and scalable technologies that would help them grow from their current
size to a much larger size in accordance with their
organizational plans. Their disinclination to spend
reasonable amounts on technology is also a factor
in the low motivation among technology solution
providers. The existing technologies in use are a
combination of stand-alone accounting solutions
bought off the shelf (such as Tally) and usage of
specific MIS packages such as Microfinance Open
Source (MIFOS). The smaller MFIs use common
softwares such as Microsoft Excel to compute and
report information on an ongoing basis. With limited capacities to archive, retrieve and manipulate
the data, these software applications pose risks of a
kind that are not acceptable in financial sector. In a
majority of small and medium MFIs, the realization
that MIS should not only serve the purpose of reporting to external stake holders and regulators but
should also serve decision and business planning
requirements is yet to sink in.
There are initial signs of product innovations taking place. MFIs20 have recognized that a diversified
basket of products makes sense as a competitive tool,
as also a risk mitigant. Education loans, revolving
loans for trade, longer duration loans for livelihood
investment and housing loans are being tested out
in different locations. Pension products are offered
in partnership with either insurance companies or
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Asset Management Companies21. The Pension Fund
Regulation and Development Authority (PFRDA)
introduced the ‘NPS Lite’22 recently for the poor
households.

Research and Studies
There have been a number of focused studies into
detailed aspects of mircofinance operations and
access to finance issues. The interest in studying
various aspects of mircofinance has been growing.
The Centre for Microfinance (CMF)23 had carried
out a few interesting studies which are discussed
in the latter sections of the report. One of the more
interesting studies that looked at access to finance
in Andhra Pradesh brought out significant findings
on the nature of multiple borrowing by the customers as also the clear thinking on use of these loans
for different purposes. The emergence of money
lending by the poor people as an enterprise activity came to the fore from the findings of the study.
Ujjivan24 had carried out a study of the impact of its
lending operations on a large sample of more than
3000 clients over three cycles. The study concluded
that there is a discernible income effect but not significant enough to influence poverty level; mircofinance alone cannot impact incomes sufficiently to
bring people out of poverty and that MFIs cannot
replace the money lenders totally.
There was much more interest on social performance and responsible finance from different segments of the mircofinance sector. The continuing
adverse news reports that seem to indicate that mircofinance does not in any way positively deal with
poor people seemed to warrant an effective counter
from the sector. The rise in number of institutions
and practitioners focusing on social performance
and responsible financing aspects has been commensurate with the increased negative stories in the
media. The Microfinance Information Exchange
(MIX) market introduced social performance reporting and has received encouraging response. The
Smart Campaign with its core principles has been
trying to extend the frontiers of social performance.
EDA Rural Systems reported increased interest in
social ratings by MFIs in India and abroad. In the
Indian context, the Mircofinance Institutions Network25 (MFIN) has taken upon itself the task of regulating the behaviour of members in terms of pricing,
dealing with customers and installing a grievance
redress mechanism. The code of conduct that has
already been accepted by members is in the process
of being institutionalized and enforced. Further,

as a reaction to the problems arising from multiple
lending in a competitive market in Kolar, limits on
lending to same borrower have been thought of. But
most reported efforts on social performance are initiatives on responsible finance. There is still a long
road to traverse on social performance.
The rural cooperative reform after the hectic pace
of initial work has entered a consolidation phase.
The hard part of the reform process, that is, making
the cooperatives vibrant, customer focused entities
with a diversified and viable business base has commenced. This phase could make or break the reform
agenda of the cooperative sector and consequently
the future of the cooperative banking in the country.
In the case of post-offices, a high powered committee has come out with recommendations for making much greater and intense use of the post-office
infrastructure for extending financial services to a
large number of excluded people. While RBI still
does not count the clients of post-offices, cooperatives and MFIs in its financial inclusion arithmetic,
the fact remains that these three sets of institutions
together cater to a much larger proportion of the
vulnerable people than the formal banking system.
The new initiatives during the year saw Mircofinance Transparency (MFT)—an international
non-profit body that seeks to promote transparent
pricing in the mircofinance sector—setting up operations in India. Its early work is being incubated
by Access Development Services (ADS). More than
80 MFIs have already agreed to report pricing data
which would be processed and displayed on a website providing real prices paid by customers to the
MFIs. The power of information available in public
domain in a transparent manner to moderate the interest rates and introduce fair competition practices
will be harnessed to provide benefits to the customers. The further agenda of MFT is to promote customer literacy relating to prices and use of information generated by MFIs to drive down costs.
The multilaterals have been quite active in the
sector with the anticipated World Bank loan coming through in favour of SIDBI during the year.
The World Bank loan is intended to promote good
practices across the sector and bring in self-regulation and lender supervision of different types. International Finance Corporation (IFC) has taken
leadership in the equity investment space. It is expected to bring in a measure of social orientation
as an antidote to the commercial business orientations of investee companies that are controlled
by Venture Capital and Private Equity players.
The Department for International Development
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(DFID) had prioritized four states for a project on
inclusive growth of poor which comprises ‘access
to finance’ and ‘access to markets’ as two important
legs of a major initiative.
The national apex development banks have been
active in the development finance space. As stated
above, SIDBI has doubled its loan portfolio and expanded equity investments through private placements. However, some of the issues surrounding
the SKS IPO26 have led to a slowing down of equity
investment decisions from SIDBI caused by an increased regulatory oversight of such investments.
SIDBI, in collaboration with other lenders in the sector, is forging an alliance in order to have a uniform
approach towards MFI financing and the minimum
disciplines. The initial rounds of meetings have
been positive with enthusiasm for collaborating on
portfolio audits and information sharing. One of the
concerns of SIDBI has been the interest pricing and
the lack of transparency. It intends to carry out several measures during the year to rectify the situation
on the ground. NABARD had provided refinance
of ` 31.7 billion to banks covering their SHG loan
portfolios. SHG refinance constituted 26 per cent
of NABARD’s annual disbursements in 2009–10.
NABARD continued with its development efforts
for the sector, such as support to MFIs to get rated
by accredited rating agencies, grants to Self-Help
Promoting Institutions (SHPIs), special projects in
priority states and the Northeast, and enterprise development programmes for mature SHGs. NABARD
had promoted the concept of farmers’ joint liability
groups in an effort to improve the agricultural loan
flows to small and marginal farmers, as also lease
holders of farmland. This programme reportedly
has been gathering pace and is likely to result in a
significant number of men groups borrowing directly from banks. However, the leadership of the SHG
Bank Linkage Programme (SBLP) held by NABARD
for long seems to be weakening. The ceding of leadership to state governments where they had large
programmes had not been a strategic move on the
part of NABARD.
The emergence of state sponsored federations in
different states has been a cause of some concern.
Andhra Pradesh with 1100 mandal level federations
and Tamil Nadu with its 12000 panchayat level federations have created disquiet among banks with
demands for high levels of financing to federations.
Federations being newly created entities without a
past record and, in many cases, without professional
manpower are loosely structured. Banks would find

it difficult to take large exposures in such institutions. The typical loan exposure to a federation expected by the governments in Andhra Pradesh is
around ` 20–30 million and in Tamil Nadu around
` 5 million to begin with. These levels of anticipated
lending would imply banking exposures running
to hundreds of billions of rupees with very weak
systems of risk mitigation and inexperienced staff.
NABARD has a role in navigating these hurdles
and laying down norms for support to such institutions and also in designing due diligence and rating exercises for arriving at a sound basis for credit
exposures. Such federations could become useful
financial intermediaries, but a lot of hard work and
investments are involved to make them the appropriate intermediaries in finance.
Microfinance in India is better organized than
elsewhere in the world. The global survey by Economist Intelligence Unit (EIU)27 placed India at the
fourth position among 54 countries. The number
of Indian MFIs making it to Mix Top 10028 had
doubled to 20 in 2009, from 10 in the previous year.
The cost efficiencies and continuing social orientations have ensured that deviant behaviour in parts
of the sector remains under control. However, with
a substantial part of the sector having chosen a
commercial model and that too with investment
bankers funding equity there is a distinct movement towards higher profits and growth at any
cost. While profit is not a dirty word (millions of
customers thankful for continued access to mainstream funds made possible by equity investors),
the question is ‘what is the right price for these investments?’ Available evidence on costs, yields and
return-on-assets reveal that external equity drives
loan price upwards even when there is reduction
in costs. If the customer is not to get the promised
benefit of growth and consolidation, why do we
call it microfinance? If a handful of investors are
enabled to make windfall profits and, at the same
time, the MFI struggles to refrain from increasing
interest rates, it is high time to revisit the mission
of microfinance and confirm for ourselves we are
in the right business for the right reasons.
Thanks to the market, growth rates have moderated in both the streams of microfinance. In the
last three years, the sector seemed like a juggernaut
powering ahead but not much in control. With the
slowing down, the sector has the time and opportunity to revisit the mission and regain control. It
has the ability. The question is: does it have the
willingness?

Overview—the juggernaut decelerates
ANNEX 1.1
CGAP’s view on microfinance and India—an interview with Stephen Rasmussen, Senior Advisor- CGAP

Stephen has for long been associated with development finance. In his current position at a senior level with
CGAP, he manages South Asia and also the technology initiatives in branchless banking and MIS. CGAP has
been active on several fronts across the world, supporting innovations and experiments in India apart from dissemination of information. SOS tries to capture CGAP’s perspective on Indian Market in the context of global
trends and get an external view on domestic trends.
1. How does CGAP view the developments in the Indian Market in the context of global developments
in microfinance?
A. India is probably the largest microfinance market in the world. It has a long history of financial inclusion
initiatives that have used a wide array of approaches to address the access challenge, for example, cooperatives, RRBs, SHGs, MFIs and, most recently, the business correspondent approach. In recent years, India’s
MFIs have attracted substantial attention because of their rapid growth and the investment opportunities
they present. The wide range of approaches and the performance of the microfinance sector are positives,
but at the same time, outreach is still small and concentrated when considering India as a whole, and the
focus has been on a narrow range of credit services with less progress on savings products and other financial services for poor people. The microfinance sector, the larger financial sector and policymakers are well
aware of how much more needs to be done. What makes India so important and interesting for the global
microfinance community are all the ideas and initiatives to address the financial inclusion challenge. To cite
just one example that is being discussed outside India, given India’s strong banking and technology histories, will business correspondents and technology driven branchless banking make a big impact?
2. For long CGAP had been stressing the need for commercialization of microfinance and marketbased approaches. Is there any rethinking on this in the last one year?
A. CGAP has always held a balanced view—commercialization is not a goal but a means of achieving sustainable outreach to larger numbers of the poor. We have always said there should be an appropriate balance
between commercialization and serving more poor people responsibly. Recent global experience shows us
that microfinance is at its best when outreach and responsibility objectives are well-balanced and reinforce
each other. Microfinance outreach has grown significantly during the past five years, largely driven by sustainable institutions that are increasingly able to take advantage of opportunities offered by participation in
mainstream financial markets. At the same time, there has been growing attention on a comprehensive responsible finance agenda, the need for which has been reinforced by a few examples of microfinance crises
in which growth, financial performance and responsibility to poor clients have not been well balanced.
3. The first ever IPO by a microfinance company was successfully completed by SKS. What does it hold
out for the future of the sector?
A. The SKS IPO is a milestone event which marks a further step down a path of attracting commercial
capital to microfinance. We expect other MFIs will follow down this path. In the process, the microfinance
sector is almost certain to grow considerably. It is also possible there could be consolidation of the industry
with a few large MFIs having most of the outreach. It remains to be seen what all of this will mean to reaching much larger numbers of poor people with a range of financial services that improve their lives. We hope
this access to new sources of and large sources of capital will contribute significantly towards achieving that
goal. But at the same time, it is just as important to energize other approaches such as SHGs and business
correspondents. India is fortunate to have multiple ways of extending financial access, and further innovation combined with expansion could bring a much richer set of options to the poor over time.
4. There seems to be increased level of attention on Social Performance Management. Is there a fundamental change in institutional mindsets behind this, or SPM is more a politically correct option
articulated by the sector to deflect criticism?
A. Microfinance practitioners and supporters certainly are focusing more these days on questions of impact,
responsibility and ethics. This is partly fuelled by increased scrutiny from journalists, politicians and the
general public, leading to concerns in the sector about reputation, and operational and political risks. But
the concepts and practice of social performance management are hardly new in our field. For some years
now, the Social Performance Task Force (www.sptf.info) has provided space for MFIs, funders, support
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organizations and researchers to come together and develop a standardized and comprehensive toolkit.
This work seeks to pin down the double bottom line of microfinance, by measuring whether and how MFIs
behave responsibly towards their clients, staff and communities, and achieve tangible benefits in the lives
of clients. CGAP has joined hands with the MIX to promote social performance reporting, and a rapidly
growing number of MFIs are reporting social performance indicators in addition to financial and outreach
indicators. Now, many dozens of MFIs are going beyond measurement, using these tools as the basis for
social performance management by translating their double (or triple) bottom line mission into practice.
Funder expectations and support definitely are playing a key role in this trend in our sector. We believe that
all players active in providing financial services to the poor should adhere to basic principles of ‘responsible
finance’—client protection, transparency, fair treatment and ethical behaviour. Even purely commercial
providers and investors should be held accountable for these minimum standards. The Smart Campaign
(www.smartcampaign.org) has mobilized hundreds of retail providers, funders and support organizations
to promote responsible products, practices and policies across the globe.
Recently the World Bank has worked closely with SIDBI to design a new Responsible Finance project
for which CGAP was requested to provide input. It will offer MFIs a new kind of quasi equity product
aimed at strengthening MFI balance sheets. At the same time—and even more important—the project
will strengthen responsible microfinance practices. Various initiatives will be taken, including conditions
for MFIs to access this capital and a SIDBI convened lenders’ forum that has already been established to
improve risk management through sharing of information, strengthen interest rate transparency, improve
industry wide data collection and reinforce codes of conduct. One specific aspect of the project will be to
increase and improve the use of social performance management. Altogether this project can improve risk
management, help MFIs improve customer service, and enhance the growth and long term sustainability
of the microfinance market.
5. How do you view the developments in financial inclusion sphere?
A. There is so much that could be said. One recent focus of financial inclusion in India that we think is
promising, and which we work with closely, is a push by government to extend banking services through
the use of technology aided by deploying business correspondents, what we call branchless banking. India
has a wealth of technology and entrepreneurial talent to make this happen. At the same time, current policy
puts much of the scope to use business correspondents in the hands of commercial banks. So there is a lot
we will learn about the desire and ability of banks to enter this new business. Recent regulatory adjustments allowing banks to charge fees for these services and a discussion paper on opening up partnerships
between banks and corporate entities (including mobile network operators) offer greater scope for this kind
of business. Nevertheless, CGAP’s work in many other parts of the world suggests that branchless banking
systems can be difficult to build under the very best of circumstances and the most supportive regulatory
frameworks. We are keen to continue and deepen our engagement with players across India to learn more
about branchless banking as well as provide ideas that could help India.
6. Last year CGAP had brought out an assessment of Access to Finance across the world. How is this to
be followed up?
A. This year’s report, published in the middle of September 2010, adds some new topics, notably data about
SME and consumer finance. The encouraging news is that even in the midst of the global financial crisis,
when volumes of credit and savings dropped around the world, financial access improved.
7. Impressions from the field and data from a few studies show that with growth, MF sector is moving
away from the poor. More non-poor are sought after as clients. In such a situation, when poor are not
priority clients of MFIs, how does CGAP see its role in future when it deals with the MF sector?
A. We haven’t seen comprehensive or conclusive data on this for India. We do think there are many more
poor people who can be served by sustainable, growing providers. We think poor people can and should be
priority clients. At the same time, we recognize the challenges this presents and we think that in addition
to the microfinance sector remaining focused on the needs of poor people, new approaches will need to be
pioneered and proven and special efforts taken. Again, India has so much to offer the global community
in this respect. One thing that CGAP is supporting in India and six other countries is experimentation and
learning through pilot projects that identify and work with the very poorest households to build them up to
a level where they can join regular microfinance programmes.
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Notes
1.
2.
3.
4.
5.
6.
7.

8.

9.

10.

11.
12.
13.

The macroeconomic data are cited from First Quarter Review of Monetary Policy 2010–11, Reserve
Bank of India. July 2010.
The rainfall was deficient to the extent of 22 per cent
last year.
Cited from provisional data of NABARD. The data
had not been finalized and nor formally released till
the finalization of the manuscript.
This data is also provisional, based on a press statement released by Mathew Titus, ED of Sadhan, carried in Business Standard (2 September 2010).
Provisional data made available by Sadhan, pending
finalization of Quick Report.
‘Selected Economic Indicators’, RBI Bulletin, August
2010.
In an excellent survey based study of Access to Finance in Andhra Pradesh (2010), CMF has found
that 13 per cent of SHG members had loans from
MFIs. The SOS assumes the overlap at a lower 10 per
cent as MF markets in other states are not as heavily
borrowed.
The extent of multiple borrowing has been meticulously worked out over four locations in Karnataka
by Karuna Krishnaswamy and Alejandro Ponce,
CGAP. Further calculations based on their work
showed that actual borrowers were 45590 for loan
accounts reported of 69400, giving a ratio of 65 per
cent borrowers to accounts. Details of this analysis
are given later in the report Chapter 3.
Based on Mix market data for 77 MFIs for march
2010, www.themix.org; Sadhan provisional data carried in the press indicates an average of ` 6870, but
requires verification. Hence, it has not been taken as
the basis for comparison.
The data relating to SHG members has been updated on the basis of latest data from NABARD. Commercial Banks Small Loan accounts was sourced
from Basic Statistical Returns 2009, RBI; PACS
data from National Federation of State Cooperative Banks dataset (www.nafscob.org) and MFI
data from Sa-shan.
Loans up to ` 25000 ($550) are classified as small
loans by RBI. Data sourced from Basic Statistical Returns of Banks 2009, RBI.
In Andhra Pradesh, the lead district managers of
banks indicated that the default is about 15 per cent
on SHG loans.
Side by Side Report (2009) of Sadhan.

14.

Please see Chapter 9 for an analysis of Mission orientation and aligned financial performance.
15. Indira Kranthi Patham, run by Society for Elimination of Rural Poverty (SERP), an autonomous society set up by the Government of Andhra Pradesh
16. Pavala Vaddi means 0.25 per cent interest per
month. The state government has a scheme for providing SHGs with loans at 3 per cent per annum and
subsidises the banks for the difference.
17. Indira Kranti Patham is the name of the state government programme for poverty alleviation through
the SHG mode. This was the sequel to the World
Bank supported anti-poverty programme.
18. Refer to the Ministry of Finance website for the text
of budget speech.
19. The matter of continuing priority sector lending
status for loans given by banks to MFIs has been
referred to a committee under the chairmanship of
V.K. Sharma, Executive Director of RBI and a report
is expected shortly.
20. Samit Ghosh, CEO Ujjivan and Suresh Krishna,
CEO of GFSPL during a discussion with AKMI
made the point that the weekly instalment product
is getting outdated and inconvenient for borrowers.
They indicated that new products that fit customers
better are required.
21. UTI Asset Management Company has been operating a micropension product for the last three years.
22. New Pension Scheme Lite is a scheme that has no
minimum contribution, designed for poor households. More details available in Chapter 6 on savings.
23. Centre for Mircofinance, an academic and research
institution, is from the IFMR group, based in Chennai.
24. The Social Performance Management—Pilot Impact Evaluation Study is carried as part of annual report 2009–10 of Ujjiwan Financial Services Private
Limited, Bangalore.
25. In the last year’s report, the setting up of this network
institution by commercial MFI-NBFCs was referred
to. More details regarding its work are available in a
later chapter on policy environment and regulation.
26. In fact, the problems related to what preceded the
IPO (during the transformation process of SKS society in to NBFC) rather than the IPO itself.
27. ‘Global microscope on the microfinance business
environment 2009’, pilot Study by Economist Intelligence Unit (EIU).
28. 2009 MIX Global 100: Ranking of Microfinance Institutions, www.themix.org.

Self-help group bank linkage
programme—in search of
leadership and direction

The provisional data of National Bank for Agricultural and Rural Development (NABARD) indicates
that the self-help group bank linkage programme
(SBLP) growth might be in a declining trend both
in outreach and loan portfolio. The number of selfhelp groups (SHGs) that had outstanding loans
was 4.58 million at the end of March 2010 which
represents 8.5 per cent growth over the last year
(4.22 million).1 The volume of outstanding loans
was at ` 272.66 billion representing an increase
of 20 per cent over the previous year (` 226.79
billion). The incremental loan outstanding achieved
under the SBLP was of the order of ` 45.87 billion
which is lower than the incremental loan outstanding achieved by Microfinance Institutions (MFIs)
during the year. The disbursements by banks to
SHGs increased by 49 per cent over the last year
(` 122.53 billion) to ` 183.43 billion. Savings by
SHG members increased to ` 63.58 billion from
` 55.45 billion. The number of SHGs with savings
increased from 6.12 million to 6.81 million, by 11
per cent. The average disbursement per group increased to ` 115000 which was a substantial step
up over the last year (` 76000) (Table 2.1). While
disbursement had increased impressively, the same

did not strongly reflect on outstanding loans. The
possible reason is that the loans are short term
compared to the past practice of providing three
year loans to SHGs.
In line with the trends noticed last year, the programme has shown that it is losing steam as seen
from the single digit growth rate in outreach, but
over a very large base. SBLP has gone in to a decline relative to the MFIs’ performance. The MFIs
added 4.1 million clients and ` 66.10 billion to their
outstanding loan portfolio. SBLP added 4.7 million
clients and ` 45.87 billion to loan portfolio. While
last year, MFIs added more clients than SBLP, in
the current year, they have added more to the loan
portfolio than SBLP. But SBLP continued to grow on
the savings side. With 88.5 million savers, SHGs are
a significant first point of access to a direly needed
financial service. The average outstanding loan per
SHG was ` 59440 compared to ` 53670 of the previous year, reflecting a healthy deepening in loans.
The average loan per member increased to ` 4570,
by 10 per cent over the last year. Compared to last
year’s growth, current year’s growth in absolute
terms and percentage terms was less both in client
outreach and loans.

2

Chapter

Table 2.1 Growth trends in SBLP
2002
No. of SHGs provided with bank loans

2003

2004

Incremental groups million
Incremental loans outstanding (` billion)

2007

2008

2009

2010

938941 1214431 1522144 1861373 2283992 2421440

Share of southern region (per cent)
Outstanding loans (` billion)

2006

461478 717360 1079091 1618456 2238565 2924973 3625941 4224338 4587178

Of which in southern region
Average disbursed loan per group (`)

2005

2219

27005

32013

58

54

52

51

55

53

32019

37574

44343

46800

74000

115820

123.66

169.99

226.79

272.66

0.69

0.70

0.60

0.36

46.33

56.80

45.87
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Savings Performance of SHGs

20%

One of redeeming features during the current year
was a substantial increase in the number of SHGs
that saved with the banking system. As at the end
of March 2009, 6.12 million groups had saved their
surpluses with banks. At the end of March 2010, the
number of groups that saved increased to 6.81 million. Savings by SHGs increased by ` 81.24 billion,
that is, by 14.6 per cent over the last year (Table 2.2).
The continuing growth in savings over the years is
a reflection of how this opportunity is valued by the
poor.
Of the amounts saved, a lion’s share was saved
with the commercial banks. 58 per cent of SHGs’
savings were with commercial banks at an average
of ` 9060 per group. In case of commercial banks,
the average per group savings increased by 16 per
cent. Regional Rural Banks (RRBs) had a share of
20 per cent of SHG savings (Figure 2.1). There is a
decline in the average savings per group in case of
RRBs from the last year’s ` 12400 to ` 7700. Cooperatives put in a good performance, raising their
share of SHG savings from 14 per cent last year to 22
per cent in the current year (Figure 2.2). The average savings per group with cooperatives increased
by 50 per cent over last year’s level (` 8020).
Among the states, Andhra Pradesh had the maximum savings mobilization at ` 12.54 billion followed by Tamil Nadu (` 8.97 billion), Karnataka
(` 6.27 billion), Maharashtra (` 538.62 billion) and
Kerala (` 375.58 billion). The average savings per
group among mainstream states (with at least 25000

24%
60%

16%

Commercial Banks
Cooperative Banks
Regional Rural Banks

Figure 2.1 Shares of different types of banks in number
of saving SHGs

58%

22%

Commercial Banks
Cooperative Banks
Regional Rural Banks

Figure 2.2 Shares of different types of banks in amounts
saved by SHGs

SHGs) was the highest in Gujarat at ` 19410 followed by Uttarakhand, Bihar, Karnataka and Tamil
Nadu. Andhra Pradesh did not have a high savings
average compared to many other states. Part of the
reason is that savings made by groups are placed
in fixed deposits with banks. The savings data presented is confined to amounts placed in savings accounts with banks. Part of the savings of SHGs are
used for lending among the group members. This
data is not collected and hence it is difficult to get
an idea of the total amount of savings of members.
Suffice to conclude that savings of SHGs are more
than what is seen as placed with banks. In a subsequent chapter, more analysis of the issues in relation
to savings through SHGs are carried.

Regional Spread of the Lending
Programme
In the case of borrowing groups, the region-wise
distribution has undergone a moderate change. The
trends seen in the last year of a more decentralized
distribution of growth of SHG credit linkage has
continued. Southern region’s share of SHGs declined
to 52.8 per cent but still it retained its dominant position. This represented a 1.2 per cent decline in
share over the previous year’s level. The central region recorded an increase of 2.9 per cent in share
over last year (Table 2.3). Western region recorded
a marginal increase in share, but other regions had
marginally reduced shares.
North and northeast regions recorded a decline
in absolute number of groups that had outstanding loans. The reason for this could be that repeat

Table 2.2 Savings performance of SHGs
Savings of SHGs placed with banks
No. of SHGs
Agency

 Amount saved (` million)

Average savings
per SHG (`) 2010

2008

2009

2010

2008

2009

2010

Commercial Banks

2810750

3549509

4062822

20777.3

27729.9

36812.7

9060

Regional Rural Banks

1386838

1628588

1646059

11664.9

19897.5

12697.7

7714

Cooperative Banks
Total

812206

643050

1108870

5411.7

7828.8

14069.8

12688

5009794

6121147

6817751

37853.9

55456.2

63580.2

9325
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Table 2.3 Regional shares in linkage
SHGs
linked 2007
Groups
Northern Region

Per cent
share

SHGs with
o/s loan 2008
Groups

Per cent
share

SHGs with
o/s loan 2009
Groups

SHGs with
o/s loan 2010

Per cent
share

Groups

Per cent
share

182018

6

134783

3.8

166511

3.9

158829

3.5

91754

3

103424

2.9

117812

2.8

85276

1.9

Eastern Region

525881

18

753048

20.8

933489

22.1

985094

21.5

Central Region

332729

11

326763

9.0

332116

7.9

497340

10.8

Western Region

270447

9

446550

12.3

393499

9.3

439199

9.6

Northeastern Region

Southern Region

1522144

52

1861373

All regions

2924973

100

3625941

loans are not available to SHGs after repayment of
the earlier loans. Comparatively, in southern region,
there is considerable pressure from state authorities for lending to SHGs. Hence, the repeat loan
ratios are higher and could account for the higher
share. When groups are initially linked, banks incur
costs of establishing familiarity with the group and
completing initial documentation. To discontinue
services to once linked groups is a loss in material
terms to the bank, unless it is for reasons of risk
and credit worthiness. Even in a state like Andhra
Pradesh, SHG loans tend to be disbursed in the last
quarter of the year by banks in pursuit of their priority sector lending targets. The seasonality associated
activities of groups is not a consideration in lending.
These are aspects that need further study, especially
by NABARD. A cross-region comparison of repeat
loan processes would be useful and it should be supported by a study of attitudes of branch managers in
relation to repeat loans.
A comparison across states throws up no surprise. Andhra Pradesh had a marginally higher
share of number of groups and loans from banks. It
had 29 per cent of groups and 39 per cent of loans
outstanding. In terms of number of SHGs, Andhra
Pradesh was followed by Tamil Nadu (12 per cent),
West Bengal (9 per cent), Maharashtra (7 per cent)
and Orissa (7 per cent). Andhra Pradesh had the
largest share of SHG loans (Table 2.4). It was followed by Tamil Nadu (14 per cent), Uttar Pradesh
(6 per cent), Karnataka (6 per cent) and Orissa (5
per cent). The average loans were the highest in
Andhra Pradesh at ` 79000 per SHG. The lowest
average loans were in Gujarat, West Bengal, Tamil
Nadu and Maharashtra. The average loan per group
in these states was less than ` 30000, implying that
the average member loan outstanding was a meagre
` 3000.

51.3
100

2280911

54

2421440

4224338

100

4587178

52.8
100

Banks normally fix the credit limit on the basis
of the savings mobilized by the groups. Credit to
savings ratio is useful in understanding the state
specific factors in credit decisions. Gujarat had a
low ratio of 1, which implied that banks gave loans
that were equivalent to savings. West Bengal, Tamil
Nadu, Kerala and Maharashtra had low credit to
savings ratios of 3 and 4 (see Annex 2.1 for statewise information of credit to savings ratio). On an
average, the loans in these states were up to four
multiples of savings of SHGs. Considering that
these four states have a long history of linkage
banking, the bankers’ approach to credit decisions
seems conservative. Andhra Pradesh had a high ratio of 9. Northeastern states had even higher credit
to savings ratio of more than 10 with some having
more than 20.
NABARD had identified 13 priority states and
the northeastern region for giving a fillip to microfinance activities. In some of the states, the programme had paid dividends. The state-wise trends
indicate that the year on year (YOY) variability is
too high to come to conclusions that SBLP is maturing in some of the states outside the southern
region. One of the reasons could be the provisional
nature of data, which when finalized, could change
the direction of analysis and conclusions. But it is
Table 2.4 Top states in SHG linkage (no. of groups) in 2009–10
Name of state

Groups with
o/s loans

Per cent
share

Loans o/s Per cent
(` mn)
share

Andhra Pradesh

1331596

24.7

105584.9

38.7

Tamil Nadu

562275

12.3

38990

14.3

West Bengal

506496

9.4

13260.8

4.9

Maharashatra

365540

6.8

10555.5

3.9

Orissa

357041

6.6

14797.1

5.4
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amply clear that non-traditional states are increasingly participating in SBLP. The direction of the
programme over the long term is positive in most
states, though the progress is slow compared to
southern states.

Penetration of microfinance
As in the previous year, microfinance penetration
index (MPI) has been computed for the different
states for the year 2010 as well. The index measures
whether the client acquisition in different states is
proportional to the population and population of
poor households.
The southern region has more than proportionate coverage of microfinance. West Bengal is the
new entrant in the list of top five states under MPI
and MPPI. Four out of top five states under MPPI
are from the southern region (Table 2.5).
Table 2.5 Ranking of select states based on MPI and MPPI
Top 5
Name of state

MPI

Name of state

MPPI

Andhra Pradesh

3.64

Andhra Pradesh

6.35

Tamil Nadu

2.27

Tamil Nadu

2.77

Orissa

2.00

Kerala

2.49

Karnataka

1.57

Karnataka

1.74

W. Bengal

1.48

W. Bengal

1.65

Name of state

MPI

Name of state

MPPI

Jammu and Kashmir

0.03

Jammu and Kashmir

0.13

Punjab

0.07

Bihar

0.14

Bihar

0.20

Punjab

0.22

Haryana

0.23

Madhya Pradesh

0.27

Gujarat

0.26

Uttar Pradesh

0.32

Last 5

Among low penetrations states, Bihar, and Jammu and Kashmir figure under MPI and MPPI. Under MPPI, Madhya Pradesh and Punjab have made
an entry into the list. The index is also a measure of
comparative performance and, hence, when a state
makes absolute progress in microfinance, it could
still lose out on rankings on account of comparative
better performance by others. Across regions, apart
from South, East seems to have done marginally
well. The MPI is better than MPPI in eastern states.
The central region comprising most of the poorest
states has a long way to go in improving microfinance penetration levels (Figure 2.3).

3.50
3.00
2.50
Index Value

16

MPI
MPPI

2.00
1.50
1.00
0.50
0.00

Northern NorthRegion eastern
Region

Eastern
Region

Central
Region

Western Southern
Region Region

Regions

Figure 2.3 Regional comparisons of MPI and MPPI

MPI and MPPI
These two indices are presented every year for
the last three years. The calculation of the index
was carried out as follows:
The number of credit clients of MFIs and
members of SHGs with outstanding loans to
banks were computed and each state’s share to the
country’s total microfinance clients was worked
out. The intensity of penetration of microfinance
(also known as MPI) was computed by dividing
the share of the state in microfinance clients with
the share of population. Intensity of Penetration
of Microfinance among Poor (MPPI) was derived
by dividing the share of the state in microfinance
clients by share of the state in population of poor.
Since the microfinance clients are in the numerator, a value of more than 1 indicates that clients
acquired were more than proportional to the
population. Higher the score is above 1, better
the performance. Lower the score from 1—which
is the par value—the poorer is the performance
in the state.

Performance of Banks
Commercial banks’ share of borrowing SHGs remained the same at 67 per cent (revised data of
NABARD for 2009) as in last year. In terms of volume of loans, commercial banks had a proportionately high share of 68 per cent. The RRBs share of
groups and loans declined during the year (Figure
2.5). RRBs lost 1 per cent share in groups linked and
2 per cent share in loans outstanding compared to
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Figure 2.4 Shares of different types of banks in SHG loan
outstanding by number of groups
21%
11%

Commercial Banks
Cooperative Banks
Regional Rural Banks

68%

Figure 2.5 Shares of different types of banks in SHG loan
outstanding by amount of loans

2009. Cooperative banks improved their share of
SHG lending, with their share of groups increasing
by 1 per cent to 11 per cent in 2010 (Figure 2.4). In
case of loans, their share in 2010 was 11 per cent
(Figure 2.5), an increase of 5 per cent over last year
(6 per cent). In the midst of revamp, the increased
exposure to low risk loans to SHGs makes good
business sense for cooperatives.
Commercial banks had the highest average loans
per group of ` 60700. The average loan of RRBs increased from last year’s level of ` 53500 to 55000 in
2010. Cooperative banks saw an impressive increase
in average loan per group to ` 59700 in 2010 from
` 29700 in 2009. This doubling of average loans is
bound to improve customer satisfaction and profitability of SHG lending operations of cooperative
banks.
There is a significant difference between the
number of saving groups and the number financed.
One third of the groups savings linked, that is 2.23
million groups, did not get a credit linkage as at end
of March 2010. Commercial banks provided credit
to 75 per cent of savings linked groups and RRBs
linked 67 per cent of such groups. Cooperatives
Table 2.6 Bank loans outstanding against SHGs
Outstanding loans of SHGs
No. of SHGs

Amount of o/s
loans (` mn)

Commercial Banks

3055254

185689.5

Regional rural Banks

1015851

55863.3

Agency

Cooperative Banks
Total

521247

31114.1

4587178

272666.9

provided loans to less than half the savings linked
groups. While cooperative banks may require a longer time of gestation to finance the groups, it is more
likely that shortage of lendable resource affects their
ability to provide loans. Most groups undergo the
initial discipline as much for savings facility as for
credit availability. The longer the period between
formation and first loan, the more the likelihood
that groups would fall apart or start borrowing from
others sources. Apart from savings linked groups not
being covered by credit, there are also groups that
were formed but never linked to a bank. Last year’s
report mentioned a figure of almost half a million
groups formed by different entities. These are in the
states of Madhya Pradesh, Rajasthan, West Bengal,
Chhattisgarh, Uttar Pradesh and Bihar. The formation of these groups had cost money which would
go unrecovered if the groups are not made use of for
their potential, especially in financial inclusion.
Commercial banks had a larger share of borrowing groups but smaller share of saving groups. Cooperatives had a disproportionately higher share of
both number of groups that saved as also the amount
of money that was saved. This has to do with the
practice in cooperative banks to wait for a long time
after the group is formed and savings linked before giving the first loan. In the case of commercial
banks and RRBs, the groups once savings linked are
provided a loan as soon as it’s feasible. On the whole,
commercial banks supported the SHGs much better than the RRBs and cooperatives. RRBs being
rural and local should have been natural partners
of SHGs. Even after consolidation of their business,
the SHG focus of RRBs does not seem to be intense.
South based RRBs seem to be more supportive of
SBLP than those in the north and central regions.
Where states runs special projects, banks are marginally more willing to finance the groups. With
average loan size having increased (much more so
in some states than others), the original concept of
purpose-neutral loans needs re-examination. Practices such as equal division of loans and frequent
distribution of savings and corpus should be scrutinized and appropriate actions taken. Banks deal
with depositors’ funds. While they lend under social
or state pressure, the credit environment should not
be made forbidding.
With very thin staff and the complexities of dealing with groups where leaders tend to rotate each
year, branches of banks find the large numbers of
groups disconcerting. The branch managers of
banks who in turn are rotated once in two or three
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years have a learning curve which is not easily addressed by the training and skill building exercises
that are on offer. NABARD has been continuously
trying to improve the sensitivity and familiarity of
manpower in the rural branches to SHG lending
by arranging yearly programmes right from the
block level. In fact, Block Level Bankers Committee
(BLBC) meetings are many times converted into a
training course by taking the branch managers out
on a field visit to a good working SHG and following up the same with a discussion on issues in group
formation, financing and monitoring. These exercises have been continuing for quite long with the
result they have perhaps become routine.
A long running programme involving large numbers can run only on the shoulders of an enthusiastic
and motivated human resource force. Such motivated working is conspicuous neither in NABARD nor
in the commercial banking system. This is understandable because the programme which was once
novel and exciting when it brought the power of
mobilization to the financial sector is ubiquitous
today. The NGOs working in the field with missionary zeal in the early stages of a programme have
had several incursions into what they believe to be
their exclusive territory. Government agencies and
contracted staff of different government departments, banks and others have entered the field to
form groups. The quality of such groups is mixed.
In most cases, groups formed without professional
inputs have not been able to sustain the financial
content of the model. Further, after formation and
initial linkage the kind of handholding that was required to ensure that the group functioned within
the framework of group discipline and financial discipline has been absent. The handholding support
was available in the initial stages of programme,
when funders and NABARD were able to satisfy
the resource needs of the then smaller number of
groups. Even as recently as about three years back,
NGOs, state governments and banks joined hands
together to ensure that the groups remain a strong
force. With the advent of several government programmes and the ambitious plans for delivery of
development interventions through these groups,
the influence of both NGOs and the banks has loosened. This loss of professional inputs to SHGs and
the increasing hold of government agencies over the
groups have cost the programme dearly in terms
of lax discipline and rising default rates. The government programmes normally involve minimal
interaction between the technical personnel of the
government and the groups. It has more to do with
fulfilling documentation necessary to deliver the
benefits that are to be delivered. Even in the best of

programmes run by states, the apathy towards the
groups’ needs is evident.
With a large number of groups having come in
the existence and linked with the banking system,
second order problems of servicing such a large
number of accounts on a continuing basis has
cropped up. In order to provide more than financial services and enabling groups to take up quality
livelihood activities either as groups or as individuals in accordance with their ability and capacities,
higher level institutions are being set up. NABARD
has stated that the next generation issues of SHGs
would be addressed through establishment of livelihood generation activities and micro-enterprise
integrated with marketing through the mechanism
of SHG federations. The SHG federations, according to NABARD, are a viable exit route for handholding NGOs. There is still no policy support for
financial intermediation role of federations. For
non-financial federations there are very few proven
models for cost recovery. Usually, both Myrada2
and Dhan3 models are considered to be difficult to
replicate, since the managerial inputs under both
these models are of high quality and unique. Successful models of federations in different states are
to be studied so that standardized models that could
operate across the country could be designed. But
there are states (Madhya Pradesh, for example)
where despite separate legislation on Independent
Cooperatives (MACS) being in place, it has been
difficult to register SHG federations under this law.
The federations in many cases are set up as Societies, which is not a suitable form for handling large
finances and governance of widely spread member
base. Annex 2.3 provides state-wise information on
SHG federations.
On the qualitative aspects of SHG lending, the
most notable concern has been the increased levels
of default. A discussion with the lead district mangers in Andhra Pradesh4 revealed that there is a huge
difference between recovery data reported through
government channels and through the banking systems. Banks typically mentioned recovery levels of
between 80 per cent and 85 per cent of loans. On
an outstanding loan level of more than ` 100 billion
in the state of Andhra Pradesh, a 15 per cent default is highly significant. In the case of loans given
to Swarna Jayanti Gram Swarozgar Yojana (SGSY)
groups, the default levels are even higher. While
SHGs maintain a default free track record with their
bank, repayment of intra-group loans out of the
members’ corpus is frequently defaulted. The repayment rates on internal loans within the groups are
reported to be as low as 35 per cent to 40 per cent.
The tendency to default is alarming. In the current
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year, the data on repayments is yet to be released
and, hence, data based analysis of defaults has not
been carried in the report. The reason for tolerance
of relatively higher defaults should be studied. On
agricultural loans, which are a substantial part of
the bank’s portfolio (as much as 18 per cent), the
repayment rates reported are around 76 per cent.
In comparison, SHG loans are better with recoveries of 85 per cent. Further, the loan volume is much
smaller compared to agricultural loans (outstanding
SHG loans of banks formed 0.84 per cent of total
bank credit as of end March 2010). High defaults
in a small portfolio perhaps do not show up in the
warning systems of banks.
In Andhra Pradesh, an experiment of total financial inclusion through the SHGs is being tried
out. The groups had been given large loans (up
to ` 0.75 million) so that they can discharge all
their other loan liabilities and replace it with the
low cost loans from the banking system. Loan utilization visits showed that SHG members actually
discharged the other loans taken at higher rates
of interest. A follow-up visit by banks nine to 15
months later revealed that many SHG members
have incurred new debts outside the SHGs. The
debt intensity in such cases increased beyond reasonable levels.
A further problem that came to notice during
field visits is the equal distribution of bank loans
among members. This equal distribution of loans
to all the members results in some members being
under-funded and many members receiving excessive loans. For want of enterprise ideas, members relend these loans to other members as also persons in
the village. The implication is that members of SHGs
without enterprise ideas turn in to moneylenders.
Banks provide loans to SHGs without asking for the
purpose in most cases on account of the belief that
SHGs take informed credit decisions after examining the members’ requirements as also creditworthiness. But equal distribution of loans among all
group members rules out the possibility of informed
decisions on credit. With neither banks carrying out
appraisal of loans to groups (which could be as high
as ` 0.75 million) nor the groups exercising their
judgement, these loans carry high risk potential.
The original idea of providing freedom to the group
to decide on credit allocation to members does not
seem to be functional anymore due to the large size
of loans and groups failing to perform their role. In
future, banks would be well advised to enquire in to
the purpose and carry out proper appraisal of loans
to SHGs if the size exceeds a certain threshold.
A study by the Centre for Microfinance (CMF)5
found that most of the friends’ loans given in Andhra

Pradesh are priced. 57.3 per cent of surveyed households borrowed from friends at a price while 9
per cent households took interest-free loans from
friends. The availability of loans through groups has
led to emergence of a new class of moneylenders.
The need for generating an income out of the loan
coming from the SHGs, especially for a large majority of members without any other enterprise ideas
or skills, has made them take what they saw as an
easy option. The CMF study made several interesting observations about the SHGs and their members
in terms of access to finance (see Box below).
Findings of A2F study in Andhra Pradesh
relating to SHGs
Seventy-two per cent households had a membership with a SHG.
Eighty-seven per cent groups met regularly.
Seventy-four per cent groups reported no drop
outs. The mean age of SHG that had no drop outs
was 4.4 years. 11.5 per cent of groups reported
having one drop out.
The savings performance was strong. Ninetynine per cent groups reported regular saving of at
least ` 50 per month.
Principal loans availed by members increased
significantly with number of years the SHG is in
existence.
Seventy-two per cent of SHG members had an
outstanding loan.
Eighty-nine per cent of surveyed groups that
were ever linked with credit had an outstanding
loan.
Within these groups 96 per cent members had
a loan from the SHG.
8.6 per cent households had two or more SHG
loans.
SHG loans were used mostly for non-income
generating purposes. Top uses of loans by SHG
members are for repayment of old debt (20.4 per
cent), purchase of agricultural inputs (19.3 per
cent), health (18 per cent) and home improvement (13 per cent). Only 25.4 per cent was applied on income generating activities. Pure consumption accounted for 49.9 per cent of loans.
Thirteen per cent of SHG members were
also part of at least one JLG. Dual membership
seemed to be for immediate loan needs.
Eighty-eight per cent groups reported no defaulting members.
Ninety-five per cent of the groups were formed
by government agencies. But only 2 per cent of
the groups had received SGSY subsidy.
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The study while reinforcing some of the positive
features of the SHG programme, also raises questions on use of loans and delivery of credit and government services. With larger volumes of loans being given to SHGs on the premise that members are
taking up enterprise activities, the study finding that
only 11.7 per cent loans were used for starting a new
business or buying stock for trading or investing in
livestock comes as a shock. The SHGs do not seem
very significant in the finances of members (contrary
to the perception of government and policymakers) in
the light of study finding that SHG loans formed only
5.4 per cent of the total borrowings of members with
75.4 per cent loans still taken from informal sources
and 17.8 per cent directly from banks. With a share
of 5.4 per cent of total resources, SHGs cannot be expected to deliver on removal of informal credit channels. The state government’s objectives in IKP need
rethink.
One more issue that has cropped up is the large
amounts of liability that the groups and their members undertake. The focus on saving for a long term
has been lost. Most groups in Andhra Pradesh are
reported to save with a shorter term horizon. The
savings and other corpus accumulated are distributed among the members more frequently than before. A study by Andhra Pradesh Mahila Abhivruddhi Society (APMAS)6 found that of a sample of 150
SHGs, 44 per cent distributed the corpus among
members (26 per cent distributed three times and
12 per cent groups two times) within the last five
years. The reasons given for distribution of the corpus were that the group found it difficult to manage
such a large fund, availability of external funds and
need for larger resources by members when loans
are sanctioned by banks. In psychological terms,
this means that the groups are not willing to take a
risk with the other members on their savings. They
would like the members to take risks on their borrowing through the group. Members seem to acutely
realize that larger loans constitute a high risk even if
it is given to members with whom they have been in
the group for a long time. Under such circumstances, peer pressure may not operate beyond a point.
Pointing out one of the rigidities of the SHG linkage programme in Andhra Pradesh, the study by
APMAS was critical of the practice of banks insisting on SHGs placing their funds as fixed deposit. An
average of ` 29500 was maintained in fixed deposits
by the 150 SHGs studied. The groups were unhappy at the reduced funds availability for lending to
members and the fact that the loans given by bank
cost more than the interest paid on deposits by the
bank.

The quality of the SHG linkage programme and
the quality of group functioning had been studied
through regular monitoring studies of NABARD as
also by more systematic studies by research and academic institutions. Some of the studies have been
carried out by regional offices of NABARD to enquire into the present state of old groups as also cause
of non-performing assets (NPAs) in certain parts of
the states. The case of Andhra Pradesh is unique.
The State Credit Plan allocated 24 per cent of credit
for SHG lending. This possibly is the highest level of
support available to any type of community based
groups in the country. Some bank branches had as
much as 65 per cent of their total loan exposure to
SHGs. A study carried out by NABARD in four districts of the state found that leadership rotation in
SHGs was virtually absent. Members tended to handover savings and loan instalment to a group leader
or a responsible member either before or after the
meeting. The cash transactions which were intended to be put through transparently during meetings
in the presence of all members did not seem to materialize. Bookkeeping was not up to date in several
groups. Even members in very old groups (more
than 10 years) did not know of their savings balances or the groups’ corpus balance. While higher loans
were demanded by the groups on account of the low
interest rate of 3 per cent, even in 10-year-old groups,
most of loans did not go for any income generating
activity. The study on use of loans found that 66 per
cent were associated with some income generating
activity and 34 per cent utilized it for consumption
smoothening. In quite a few cases, repayment problems were noticed because of investments made in
housing that was beyond the loan service capacity
of members. Migration from some local areas also
caused problems.
Branches expecting that recoveries will walk in,
neglected to maintain contact with the groups and
notify them in advance of the repayment dates and
amounts. Overall, the recovery rates in the state
ranged from 89 per cent to 98 per cent as per the
sample study. The remarkable aspect of the recovery
performance is that the groups have been borrowing in larger sums with each successive cycle. There
are groups which have taken as much as ` 0.75 million and still their ability to service these loans (even
when the loans apparently are not being applied for
income generating purposes) was not appraised.
In Karnataka, there was a study over three districts
carried out by NABARD staff to understand how the
SHGs operate. Inadequacy of loans was cited as a continuing problem by groups. The SHGs had incurred
costs ranging from 0.75 per cent to 1.16 per cent to
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get their loans sanctioned. What was heartening was
the fact that 96 per cent of the members covered by
the study reported that they do not borrow from
moneylenders any more. An in-depth study of how
the groups managed their finances might reveal valuable insights. The repayment ranged from 82 per cent
in Bagalkot district to 100 per cent in Mysore at the
time of maturity of loan. But maintaining repayment
on due dates of instalments was difficult for the groups
on account of their uneven cash flows. The SHGs
expressed that lack of a meeting place was a major
problem. Twenty-two per cent SHGs in Mysore felt
that the regular meetings are not useful and do not
serve any purpose. As in the case of Andhra Pradesh,
bookkeeping was neither regular nor up to date and
not verified. Many members took to moneylending
as an activity with the help of loans obtained from
the groups.
The NABARD Regional Office in Karnataka had
also carried out a study of defaults by SHGs in seven
districts. While the NPA levels were not alarmingly
high according to the study, there were very good
reasons why the repayments were not at a higher
level. The office bearers of the groups tended to corner a larger proportion of the loans and later default.
Some members with the past history of default took
loans in the name of their friends and relatives after persuading them to enrol into groups. In a few
locations, households clearly above the poverty line
and spouses of government officials joined the groups
and cornered the loans. Subsequently they failed to
repay, putting pressure on the group and the bank.
In some locations, the loans were being distributed
equally because of insufficiency of the loan sanctioned by the bank. This led to under-financing of
a large number of borrowers who in turn could not
generate cash flows sufficient to meet repayment
instalments. Banks on their part have been giving
larger loans (as much as four times of the savings)
in the initial period itself without an assessment of
the groups’ strengths. An expectation of loan waiver
kept some of the groups from repaying their dues.
On account of multiple lending that existed in these
locations, people were asked as to which loans they
prioritize for repayment. MFIs loans were prioritized for early repayment on account of its higher
interest rates. The reasons offered for default in repayments were lack of follow up from bank and migration of borrowers.
There were a few impact studies carried out by external agencies. An interesting study was carried out
by a group of researchers on behalf of RuMe.7 The
study covered 495 households in Tamil Nadu over a
five-year period with surveys at three intervals (in

2004, in 2006 and in 2009). The study tried to make
a comparison of the wealth and assets of households
while enrolling for the programme in 2004 and subsequently in 2009. The study found that 71 per cent
of households had increased their assets over the
five year period. Twenty-two per cent of the households were poorer having lost some of their assets.
In 7 per cent households, there was no change in the
financial position. The study found that quite a few
members invested their money in gold as a hedge
against risk and a facile means of raising liquidity
in case of an emergent need. The investment in gold
paid rich dividend as price of gold increased by 2.8
times between 2004 and 2009. Gold as a percentage
of value of assets held by SHG members was 70 per
cent in 2009 when compared with just 51 per cent in
2004 (Table 2.7).
Table 2.7 Comparison of net wealth of households 2004–09
Per cent of households
Wealth range of household (`)*
(-)20,000 and less

2004

2009

9.9

20.0

Between(-)2.000 and (-)20,000

21.3

23.0

Between(-)1,999 and (+)1,999

35.4

10.9

Between(+)2,000 and (+)20,000

22.8

25.8

20,000 and more

10.6

20.3

* All monetary values are in index price 2009, in Rupees, survey sample 495 households.

The proportion of financially secure families
doubled when compared with 2004. But the number
of highly insecure families that were existent in 2004
more than doubled by 2009. In 2004, the highest proportion of families was on the dividing line between
poor and non-poor.
By 2009 the people who were on the border in
2004 (wealth range between ` [–] 1999 and [+]
1999) had moved either up or down leaving very
few people stranded on the margin. One of the
main reasons why the poor families could not easily come above the poverty line is the incidence of
bulky expenditures related to lifecycle. There were
ceremonies to celebrate (birth, death or religious
functions) or major health related problems requiring prolonged and expensive treatment. Twenty-six
per cent families had such big problems within the
previous five years. Fourty-eight per cent of these
families reported that they had to perform ceremonies costing an average of ` 66720. Eleven per cent
families reported that they made investments on
an average to the tune of ` 31440 per household.
Nine per cent of the interviewed households had
taken loans for education of their children. Of 35.4
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per cent people in the poverty margin, 11.7 per cent
improved their assets, 11.8 per cent lost their assets and 10.9 per cent remained where they were.
The impact of SHG linkage on poor households is
not conclusive. The proportion of families that had
moved up and moved down was almost the same!
Another study8 did a quantitative analysis of the
extent of access to finance achieved by households
that were part of SHGs. On a randomly selected
sample of 240 households (140 with SHG membership and 100 without SHG membership), the study
found that SBLP has increased the flow of institutional credit to landless and marginal farm households, and discouraged non-institutional borrowing
through thrift creation. Financial inclusion index
was computed for each household to measure the
degree of financial inclusion. The proportion of
households that reached the medium and high degree of financial inclusion, increased with the size
of the land holding. The proportion of households,
which reached the higher degree of financial inclusion, was relatively more among SHG member
households compared to non-member households.
The study found that…
…it could be inferred that the degree of financial
inclusion could be increased with implementation
of SHG-Bank linkage programme. Though the percentage of households that reached the medium and
high degree of financial inclusion is relatively more
among the SHG member households compared to
non-member households in all the farm size groups,
the chi-square value (×2) was found to be statistically significant only for landless, marginal and small
farm size category.

The conclusion was that SBLP increased the degree of financial inclusion among landless, marginal
and small farm size category but not so much in the
other farm size category.
An impact study9 of SHGs covering 878 households across 63 groups in Karnataka and Tamil
Nadu drew the following significant conclusion.
The most striking evidence is the presence of moneylenders in areas where the programme has been
in existence for a longer time. This should not really be seen as a red-flag. Instead this should be
seen as a positive sign. It is important to realize
that any financial services programme that is formally run will have its limitations on the amount
of resources available, the systems and procedures
to be followed, and the hierarchy of purposes that
are deemed desirable for lending. Therefore, there
are bound to be unmet needs of the households that
may be covered by informal arrangements including
that of the moneylender. The programme should be

deemed successful if it has succeeded in providing a
credible alternative to the households. The proof of
such a phenomenon is seen by the way the alternative channels behave. In general, we have found that
the moneylenders tend to reduce their interest rates
and turn out to be a bit more flexible where the microfinance activities are strong, and we find this even
in the current study. Therefore, it is important for
any ideologically driven organization to recognize
the complexity of the service needs and accept, but
affect the institution of the moneylender. The success of the programme is not in eliminating existing structures, but in influencing them to be more
reasonable and customer oriented, through effective
competition.

Role of NABARD
NABARD’s role in the SHG movement had been
hailed in the past for the vision, strategies and an
innovative spirit. NABARD had embarked upon
this journey of mobilizing poor people into groups
and harnessing their power in groups to set up a
financial architecture that reached the hinterland
in the rural areas. For the current year, according
to U.C. Sarangi, Chairman, NABARD will concentrate ‘on maintaining and improving the quality of
SHGs to ensure their sustainability and enabling
their graduation to micro enterprises.’ Apart from
capacity building support, NABARD has provided
long term liquidity to banks (refinance) to incentivize their lending to SHGs. During the last year,
the Microfinance Development and Equity Fund
(MFDEF) available with NABARD has been utilized to the extent of ` 809.1 million during 2010
which also included ` 600 million given as loans to
MFIs (Table 2.8). Last year’s sanctions were mostly
to NGOs and banks for the Individual Rural Volunteers (IRVs) to fund formation and maintenance
of SHGs.
The refinance provided by NABARD to banks
was ` 31.73 billion, an increase of 21 per cent in
2010. The share of SHG refinance in the annual
disbursement was 26 per cent, the second highest
Table 2.810 MFDEF sanctions (` lakh)
Outstanding loans of SHGs
Agency

No.

Amount No. of SHGs

Cooperative Banks

7

63.23

5230

RRB

4

40.14

3395

306

2620.10

53393

2

154.70

9250

319

2878.17

71268

NGO
Farmers' Clubs IRVs
Total
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share for any subsector. NABARD has backed up its
thought leadership with finance to banks. But one
cannot escape the feeling that over the last four or
five years, the enthusiasm on the part of NABARD
towards SHGs is on the wane. The loss of enthusiasm is inexplicable as NABARD has everything to
gain as an apex development agency from a fully
functional rural financial architecture that could
marry the informality required for the rural clients
with the formalities associated with high finance.
After crossing a few major milestones, there does
not seem to be much by way of either innovation
or focusing of attention on what has already been
done. The last innovation was the tie-up with postoffice for lending to SHGs, which is reportedly doing well, but progressing slowly.
The priority states that were identified have been
performing reasonably but nowhere near their potential. Some of the alternative programmes instituted in states such as the Madhya Pradesh Rural
Livelihood Project (MPRLP), the District Poverty
Initiative Project (DPIP) and the like have done
better in terms of mobilization of groups and enabling their linkage with the banking system in
states like Madhya Pradesh, Bihar and Orissa. In
Uttar Pradesh, an International Fund for Agricultural Development (IFAD) supported programme
carried out with the help of NABARD and a collaborative project with Rajiv Gandhi Charitable
Trust have been doing well. However, these kinds
of programmes are limited in scope. The good
practices in such projects should be mainstreamed
over entire states and all stakeholder institutions.
With the professionally trained manpower, expertise and past experience, NABARD is in a position
to play this key role in knowledge dissemination
and mainstreaming.
Post-Office and SHGs—a NABARD linkage
NABARD has reported that the results of SHG–
Post-Office Linkage Programme in Tamil Nadu
had been very encouraging. It had sanctioned
additional ` 20 million as revolving fund to
India Post for onward lending to SHGs. The vast
network of post-offices in rural areas are utilized
by India Post for disbursement of credit to the
rural poor, on agency basis. So far, 2828 SHGs
have opened zero interest savings accounts, of
which 1195 SHGs have been provided loan by
post-offices amounting to ` 32.12 million as on
31 March 2010. The project is also being implemented in Meghalaya with revolving funds having been sanctioned.

State and SHGs
It is true with a large number of groups linked to
the banking system that fatigue sets in among the
bankers on day to day operational matters. Andhra
Pradesh and a few other states where federations
have been set up comprising a few hundred SHGs
as constituents have shown the way of bulking the
requirements of services and providing a single
point contact for the banks to engage with. Federations constitute a viable intermediation point
through which several groups’ requirements can
be efficiently met. The requirements for federations to succeed are that they should serve a felt
need, the groups should take responsibility for
governance and operations, there should be professionals employed to handle sensitive functions
and they should be well supervised by financing
institutions. Today, for want of a favourable dispensation from NABARD and others in the banking
system, financially active federations do not seem
to have much of a future.
However, the several state governments have
been powering ahead with setting up of federations.
Andhra Pradesh with 1100 mandal11 level federations has been asking banks to lend large loans to
satisfy the needs of all the constituent SHGs. The
loan requirements have been put at ` 20 million
to ` 30 million per mandal level federation that has
been set up. The government is also providing initial revolving fund assistance to these federations so
that they are in a position to work viably. In the case
of Tamil Nadu, 12000 panchayat level federations
have been set up. The expectation from the state
government is that banks would provide a loan of
not less than ` 5 million to each of these federations so that they are in a position to provide loans
to their SHG constituents. Orissa had formed more
than 7800 federations and is planning to make them
financial intermediaries.
When the state enters the scene, it also brings in
some of the problems associated with the state such
as subsidies, poor quality groups, ghost groups, delivery of non-financial programmes, and creation
of dependency in SHGs. Expectations of customers
from the state involvement exceed the limits of financial discipline that defaults and inefficiencies are
acceptable. The further problems that impact staterun programmes in the SHG domain are in the
matter of selection of unsuitable staff, low levels of
training and competence, and lack of accountability.
In order to ensure that the state does not intrude in
the affairs of what is supposed to be a people-owned
people-governed movement, the federations should
have the right of self-determination. They should
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State and
name of
programme

Design—
operating
organization

Coverage and type of
interventions

Andhra
Pradesh,
Indira Kranti
Patham

SHGs—Federations
at two higher tiers—
Independent society
(SERP) for technical
services and support

1.1million groups, 1099 Mandal
federations, ` 105 billion loans
(March 2010)
Bank linkage, livelihood
interventions, farm technology
improvement, money lender
redemption

Tamil Nadu,
Mahalir
Thittam

SHGs in partnership
with NGOs; Panchayat
Level Federations a
recently formed Tamil
Nadu Corporation
for Development of
Women

0.44 million groups, 12000
Panchayat Federations, ` 27.9
billion loans
` 25.6 billion savings Formation,
linkage with banks, training,
monitoring

Kerala,
Kudumbashree

Neighbourhood
Microplanning and implementation
Groups—federated
with panchayats’ support, bank
in to Community
linkage
Development
Society—State Poverty
Eradication Mission

Orissa,
Mission
Shakti

SHGs—federations
MSVN (Women
development
corporation)

0.41 million SHGs linked, 7842
federations
Formation, capacity building,
income activities, bank linkage

Karnataka,
Stree Shakthi

SHGs—Department
of Women and Child
Development

Bank linkage, women and child
development issues

Bihar

SHGs—Jeevika (state
society)

Livelihoods, income generation,
banks linkage

Gujarat,
SHGs—Rural
Sakhi Mandal Development
Department

Bank linkage, livelihoods, marketing

Rajasthan

SHGs—DWCD

Promotion, bank linkage,
livelihoods, natural resource
management

Madhya
Pradesh

SHGs—DWCD, MPRLP Formation, linkage, income
generation activities, marketing

become free to exercise their powers autonomously
and take decisions on borrowing, saving and aligning themselves with governments or others’ programmes in their best judgement. Deep Joshi,12
while reviewing the IKP had made the comment
that participation and leadership in the groups, village level organizations and Mandal Samakhya federations of Andhra Pradesh ‘is clearly weighted towards the better off educated and articulate women
especially in SHGs. Leaders are better informed than
members in all these institutions. Material benefits
and training inputs are similarly skewed.’

Indira Kranti Patham
The Andhra Pradesh Programme, which is likely
to be the model for National Rural Livelihoods
Mission, goes beyond access to finance in its
agenda. It spans land rights of poor, livelihoods
and incomes, human development and social security.
Under a ‘Land Access Programme’, the rights
of the poor over land are restored. A ‘Community
Managed Sustainable Agriculture’ intervention
guides farmers (0.45 million farmers) in reducing cost of cultivation and increasing net income.
SHGs and their federations operate 199 Bulk
Milk Chilling Centres covering 0.15 million milk
producers, providing an assured market. Further,
the Community Based Organizations procure
and market agricultural and Non-Timber Forest Products (` 2.25 billion in the first quarter of
2010). The Employment Generation and Marketing Mission trains rural youth, builds their
employable skills and places them on jobs (0.23
million jobs).
As part of gender initiative, 517 Mandal Level
Social Action Committees have been formed
and 332 family counselling centres managed by
community. The centres resolve cases of violence
and injustice to women. The Health and Nutrition initiative has established 1066 day care cum
nutrition centres that have reported 99 per cent
safe deliveries and 90 per cent normal deliveries
among the women enrolled in these nutrition
centres.
Abhaya Hastham is a co-contributory pension
cum insurance scheme introduced by the government for the SHG women over and above age
group of 18 in rural areas to provide social security after attaining the age of 60 years. Pension
disbursements under this scheme currently cover
0.37 million old women. Life cover is provided
under Aam Aadmi Bhima Yojana (AABY) for 5.2
million landless agricultural labourers.
During the visits to the field in Andhra Pradesh,
Tamil Nadu and Orissa, the impression gathered
was that if provided autonomy, the groups and their
higher order institutions would a find a way forward.
But the willingness to provide autonomy to people
based organizations is low in the state officials. The
SHGs and their higher tiers are made to work as financial intermediaries, but without the discipline
that is required in a financial institution. The development benefits are delivered as ‘charity’, making
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members of SHGs a subservient class. The best of
linkage programmes is run by Andhra Pradesh,
but the relationship between project staff of the
government and the staff of the block federations,
and between the staff and the customers has a clear
hierarchy and pecking order that affects individual
initiative.
The financial programme in Andhra Pradesh has
developed problems such as high defaults in the
intra-group loans, equal division of loans instead of
need based loans, proxy loans, multiple borrowing
by members, frequent distribution of corpus among
members, irregular meetings, and so on. On the
group dynamics side, there were drawbacks such
as non-rotation of leaders, dependence on project
staff, transactions outside the meeting, absence from
meetings, and so on. The Andhra Pradesh project
has been able to deepen bank linkage, but unable
to significantly influence livelihoods. In some locations, productivity has been enhanced through agricultural technology practices, but the increased production has been sold to agents (who had provided
input loans) at lower prices.
In Mahalir Thittam, development activities were
mostly left to NGOs and the groups themselves.
The groups and the government staff in charge of
the programme meet once in a few months. The
recent formation of panchayat level federations has
not been received well at the group level. SHGs are
uneasy with the reported call to decide between the
federation and the NGO that is currently facilitating their functioning. The move to secure bank
loans for the federations that are neither professionally equipped nor have past experience of handling
finance is viewed with disfavour by banks. At the
proposed loan level of ` 5 million per federation,
banks will have a credit exposure of ` 600 billion to
undercapitalized entities without sufficient professional managerial staff. The banks are wary of the
concept and would like to test out some pilot financing models before taking a final decision.
The problems are not irremediable. There are
well-functioning federations both in the state programmes and more in the non-state domain. But
such federations are few and these should be studied. The learning from successful practices and failures should guide the mainstreaming federations as
financial intermediaries.
The concerted move towards federation and the
pressure on banks to finance them should be taken cognizance of by RBI and NABARD. NABARD
should revisit its current policy on federations and
provide for supporting federations with finance
and professional skills. Federations might be the

Swayanshree—an autonomous federation13
A cooperative society registered under SelfReliant Cooperatives Act, has 2024 SHGs as
constituents in nine clusters in Cuttack, Orissa.
Its total membership exceeded 16000. The federation is engaged in savings, credit, insurance,
livelihoods support, legal services, and health
and disaster management activities. It also
campaigns in the social sphere for avoidance of
liquor, birth/death registration, anti-dowry activities and flood relief.
The directors on the board are elected through
specific cluster based constituencies. The president and office bearers do not continue for long
terms in accordance with bye-law provisions.
There are committees of the board such as loan
committee and audit committee. Through welllaid governance norms, office bearers are prevented from influencing decisions on their SHGs.
Member savings is the important source of
funds. The total savings mobilized by the federation was ` 45.6 million in 2010. Average savings
per member was ` 2752. Average monthly saving
per SHG was ` 700. Swayanshree paid interest of
10 per cent on fixed deposits. Need based borrowing from Small Industries Development Bank
of India (SIDBI) and State Bank of India (SBI)
helps the federation to meet member demand for
loans. It is looking to increase its borrowings in a
bid to expand the loan portfolio.
The active borrowers were more than 9000
with a loan portfolio of ` 52.8 million. Average loan per SHG was ` 50000, which is higher
than the average bank loan to SHGs in Orissa.
Individual members could avail a loan of up to
` 50000 with a maximum repayment period of
24 months. Typical member loan in the initial
stages of membership is ` 20000 repayable in 18
months. Swayanshree has partnerships with four
insurance companies for life, health and asset insurance with more than 12000 policies.
The performance ratios are impressive with
operational self-sufficiency at 180 per cent and
financial self-sufficiency at 130 per cent. Its operating cost ratio was 8.14 per cent, which indicated a high level of efficiency. The federation has
withstood the onslaught of 15 MFIs/MFOs in a
competitive Cuttack market. Its challenges are in
scaling up for serving the members better.
‘SHG federations can function independently
with autonomy, good governance and professionalism’ is the message of Swayanshree.
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innovation that NABARD requires to regain leadership of the SBLP. Creation of federations that are
need based, enabling them to become professional
with staff and training, providing them with seed
capital for initial infrastructure and ensuring that
they develop as sound community owned financial
institutions are the tasks before NABARD in designing the higher level architecture for SHG consolidation. The other aspect meriting attention of
NABARD is the lacklustre performance of cooperative banks in financing SHGs. Barring a few states,
cooperatives have not been supportive of a movement that is people based. The opportunities for low
risk business expansion, building a larger constituency of customers among the rural poor and ability to price loans that are not controlled directly or
indirectly by the government are good reasons why
cooperative banks must prioritise SHG lending.

NABARD should make SHG linkage a core part of
business strategy of cooperative banks and invest in
specialized HR and institutional capacities in cooperative banks to handle the same.
The policy establishment while concerned about
proliferation of commercial models of microfinance does not seem to take decisive actions to
energise the community based models. There are
some reports in Karnataka that SHGs are returning to their parent NGOs after being disillusioned
with MFIs. The best way of disciplining commercial institutions is through the market. Strengthening the SHG movement and investing in its higher
tier institutions would provide the poor with costeffective options in financial services that would
have a salutary effect on commercial institutions.
That is also the logical way forward for the SHG
movement.
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ANNEX 2.1
Credit to savings ratio across states
State

Average loan/SHG Average saving/SHG

O/S loans to savings ratio

Andaman & Nicobar Islands (UT)

28428

2468

Andhra Pradesh

79292

8663

9

Arunachal Pradesh

33359

2569

13

Assam

61213

4716

13

Bihar

66470

12869

5

Chhattisgarh

37927

6648

6

3751577

386987

10

Gujarat

20151

19140

1

Haryana

58510

7924

7

Himachal Pradesh

41526

6719

6

Jammu & Kashmir

62016

34117

2

Jharkhand

45615

9345

5

Karnataka

61507

11723

5

Kerala

39415

9526

4

Madhya Pradesh

57897

5696

10

Maharashtra

28876

7144

4

Manipur

42196

2047

21

Goa

Meghalaya

12

41988

3056

14

Mizoram

110916

4938

22

Nagaland

34234

5641

6

New Delhi

85629

10719

8

Orissa

41444

6780

6

109247

22069

5

Punjab

66790

8115

8

Rajasthan

48165

6464

7

Sikkim

29562

15555

2

Tamil Nadu

28800

10878

3

Tripura

66442

10641

6

Uttar Pradesh

47885

6156

8

Uttarakhand

61198

16143

4

Pondicherry

West Bengal

26182

9161

3

Total

50645

9326

5
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ANNEX 2.2
Microfinance Penetration Index (MPI) and Microfinance Poverty Penetration Index (MPPI)
State

MPI

MPPI

Northern Region

0.23

0.41

Haryana

0.23

0.45

Himachal Pradesh

0.57

1.57

Punjab

0.07

0.22

Jammu & Kashmir

0.03

0.13

Rajasthan

0.34

0.42

New Delhi

0.11

0.20

Northeastern Region

0.49

0.71

Arunachal Pradesh

0.44

0.70

Assam

0.45

0.64

Manipur

0.44

0.69

Meghalaya

0.29

0.43

Mizoram

0.36

0.78

Nagaland

0.32

0.47

Sikkim

0.50

0.69

Tripura

1.17

1.70

Eastern Region

0.67

0.74

Bihar

0.20

0.14

Jharkhand

0.50

0.34

Orissa

2.00

1.19

West Bengal

1.48

1.65

Central Region

0.41

0.32

Chhattisgarh

0.64

0.43

Madhya Pradesh

0.38

0.27

Uttar Pradesh

0.38

0.32

Uttarakhand

0.64

0.44

Western Region

0.76

0.81

Goa

0.54

1.08

Gujarat

0.26

0.43

Maharashtra

1.03

0.92

Southern Region

2.44

3.40

Andhra Pradesh

3.64

6.35

Karnataka

1.57

1.74

Kerala

1.36

2.49

Pondicherry

2.03

2.52

Tamil Nadu

2.27

2.77

India

1.00

1.00
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ANNEX 2.3
SHG Federations in India 2010#
Region/State
A

No. of Primary
Federations

No. of Secondary
Federations

No. of Tertiary
Federations

Total

Northern Region
1

Himachal Pradesh*

1

0

0

1

2

Rajasthan

312

39

0

351

3
4

Haryana

7

0

0

7

Punjab*

0

0

0

0

5

Jammu & Kashmir

0

0

0

0

320

39

0

359

115

6

1

122

Region-Total
B

North Eastern Region
6

Assam

7

Meghalaya

65

10

0

75

8

Tripura

0

0

0

0

9

Sikkim

0

0

0

0

10

Manipur

5

0

0

5

11

Nagaland

1

0

0

1

12

Arunachal Pradesh

0

0

0

0

13

Mizoram

0

0

0

0

186

16

1

203

366

27

8895

Region-Total
C

Eastern Region
14

Orissa

8502

15

Bihar

1228

7

0

1235

16

Jharkhand

5944

430

17

6391

17

West Bengal

49433

1893

28

51354

Region-Total

65107

2696

72

67875

3617

201

1

3819

D

Central Region
18

Madhya Pradesh

19

Chhattisgarh

32

1

0

33

20

Uttar Pradesh

1065

36

1

1102

21

Uttaranchal

67

0

0

67

4781

238

2

5021

108

0

0

108

8161

6

0

8167

0

0

0

0

8269

6

0

8275

Region-Total
E

Western Region
22

Gujarat

23

Maharashtra

24

Goa
Region-Total

(continued)
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Region/State
F

No. of Primary
Federations

No. of Secondary
Federations

No. of Tertiary
Federations

1228

22

Total

Southern Region
25

Andhra Pradesh

26

Karnataka

4517

8

2

4527

27

Kerala

17040

1061

0

18101

28

Tamil Nadu

13443

173

1

13617

Region-Total

79502

2470

25

81997

1

0

0

1

G

44502

45752

Union Territories
29

Pondicherry
Region-Total
GRAND TOTAL

1

0

0

0

158166

5465

100

163730

Source: #Andhra Pradesh Mahila Abivriddhi Society (APMAS).
Note: * Federations are there. But information is not available.

Notes
1.

2.

3.

4.
5.

The last year’s data used in the report was provisional. The revised data of NABARD for 2008–09 was
that 4.22 million groups had outstanding loans with
banks to the tune of ` 226.79 billion. The variance
in data was that groups were revised upwards by 2
per cent, and the loans were revised downwards by
6.5 per cent. The current year’s data is also provisional subject to revision by end of September.
MYRADA has pioneered the formation and linkage
of groups. It came up with the concept of Community Management Resource Centres which service
the different requirements of affiliated SHGs.
Dhan Foundation has a tiered structure of SHG
federations that are active in livelihoods apart from
finance. The handholding by Dhan is effective and
helps the SHGs to function on sound lines.
During a workshop organized by College of Agricultural Banking in Hyderabad, July 2010.
‘Access to Finance in Andhra Pradesh’, 2010, CMF–
IFMR and Centre for Microfinance Research funded
by NABARD.

6. ‘Status of Savings in Andhra Pradesh, 2009–10’, Raja
Reddy, APMAS.
7. ‘Microfinance and the dynamics of financial vulnerability—Lessons from rural South India’, Rural
Microfinance and Employment Project, Universite
de Provence, working paper 2009–05 by Isabelle
Guérin, Marc Roesch, Santosh Kumar, Venkatasubramanian and Mariam Sangare.
8. ‘SHG linkage programme and financial inclusion’,
Dr K.B. Rangappa, Renuka Bai and A.L. Sandesh,
Kuvempu University, Karnataka.
9. ‘Impact of Kalanjiam Groups’, M.S. Sriram, IIM
Ahmedabad, for Sir Ratan Tata Trust.
10. Excerpted from NABARD Annual Report 2009–10.
11. This is a geographically delineated administrative
unit of the government at the sub-block level.
12. Deep Joshi is the founder of Pradhan and he carried
out the study of IKP recently for APMAS.
13. Based on a visit and discussion with Board and CEO
of Swayanshree. The author gratefully acknowledges the contributions of Amulya Mohanty of Access,
Bhubaneswar.

Microfinance
institutions—moderation
dictated by market

Despite reported problems and concerns arising
from rising default rates and attention of the wrong
kind from some state authorities, the sector has
posted good growth. The growth rates have been
modest compared to last year but far ahead of any
other sector in the Indian economy. As per provisional data made available by Sadhan1, microfinance
institutions (MFIs) achieved a client outreach of 26.7
million and loan portfolio of ` 183.44 billion,2 18
per cent growth in clients3 and 56 per cent growth
in loan portfolio over 2009.4 In terms of vibrancy
and future potential, the sector seemed to be the
best bet among the investor community. A poll of 50
investment banking firms/companies5 brought out
that microfinance is the top ranked destination for
investments in financial sector today. Of those who
voted, more than 80 per cent rated microfinance as
the best sector for investments. The continuing acceleration of client acquisition and business volumes
on a very large expanded base indicates strong demand and the inadequate supply to meet the needs
of vulnerable people.
During 2009, 20 Indian MFIs made it to the top
100 list of Mix Market,6 and 15 were in the top 50.
In Microfinance Information Exchange (MIX) top
100, 2008, only 10 Indian MFIs had figured (Table
3.1). Indian MFIs have posted vigorous growth in
a year in which MFIs in other countries have faced
difficulties. The efficiency and profitability of Indian MFIs saw many of them improve their ranking
compared with the previous year.
Barring three, all MFIs in the list climbed many
places from last year’s ranking. The data for the
year 2009–10 was not published by Sadhan till end
of August; the analysis in this section of the report
has relied on MIX market database to which 77
Indian MFIs had reported. These 77 MFIs had a
share of 89.6 per cent of the clients and 89.6 per cent

of the loan outstanding of all MFIs that reported to
Sadhan.7
Predictably, the top spot in terms of clients and
loans was captured by SKS microfinance (Table
3.2). The top seven MFIs of last year retained their
place. Ujjivan Financial Services entered the list of
top 10, displacing BISWA. Equitas moved up from
the tenth place to eighth while Grama Vidiyal slid
down one place to ninth. The list now has seven
Table 3.1 Indian MFIs in the MIX top 100 list
Name of MFI

Ranking
in 2009

Ranking
in 2008

Grameen Fin Services

4

180

SKS

7

3

Spandana

8

23

BASIX

11

32

SHARE

12

26

Bandhan

13

5

Village Fin Services

15

219

Asmita

18

127

Grama Vidiyal

20

–

SWAWS

23

269

Gram Utthan

28

196

BISWA

31

90

Cashpor

33

7

SKDRDP

39

59

Saadhana

45

109

Sarvodaya Nano

57

15

SMSS

78

407

BSS

84

40

ESAF

86

19

NEED

89

293

3

Chapter
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MFIs in the million plus customers club. SKDRDP,
the odd one in the company of nine Non-Banking
Financial Companies (NBFCs), was placed sixth in
terms of number of clients, but in terms of portfolio
outstanding, it was in the seventh place with BASIX
having a higher loan portfolio.

Table 3.2 The top 10 MFIs by outreach (` billion)
Name of MFI

Outreach (no.)

Loan o/s

SKS

5795028

29.7

9.7

27.3

Spandana

3662846

21.6

4.9

22.2

SHARE

2357456

17.2

3.0

20.6

Bandhan

2301433

12.1

2.0

13.6

AML

1340288

11.0

2.0

14.3

SKDRDP

1225570

6.2

0.4

5.9

BASIX

1114468

7.9

2.0

9.7

Equitas

888600

4.8

2.8

4.4

GV

772050

4.1

0.7

5.0

Ujjivan
Total

Own funds Borrowings

566929

3.8

1.1

2.4

20024668

118.3

28.4

125.4

The top five MFIs accounted for 59 per cent of clients and 58 per cent of outstanding loans (Table 3.3).
Bandhan had a noticeable jump in its loan portfolio
among MFIs that had remarkable growth rates as a
group. Spandana’s growth rate in loans outstanding
seems moderate at 15 per cent as was SKS’ at 21 per
cent. This is more attributable to the securitization
and assignment of debts that had reduced outstanding in the books of MFIs for raising resources rather
than reduction in average loan size. The numbers
in MIX database (on which this analysis is based)
do not include the assigned/securitized part of the
portfolio in the loans outstanding and rightly so.
But the overall numbers of business originated and
carried on the balance sheet for a time would not be
available for trend and growth rates analysis.8 For
example, in the case of SKS, when the outstanding
portfolio loans assigned of ` 13.84 billion are taken
Table 3.3 Comparative performance of top five MFIs
Name of MFI

into account, the growth rate of outstanding loans
increases to 76 per cent.
In the previous year (2009), the growth was primarily from higher loan sizes than from client acquisition for four out of the top five. In the current
year, the trend seems to be that client growth has
been higher compared to loans growth except in
two cases, one of which is marginal. While all top
five MFIs recorded a client growth rate higher than
the sector average of 45 per cent, at least three MFIs
reported below average growth rate in loans. The
above growth rates, specifically of loans outstanding, should be interpreted with caution, especially
for those MFIs that have an active portfolio sale
policy through assignment or securitization.
Of 69 MFIs for which comparative data is available, 56 recorded an increase in client numbers and
13 recorded a decline (Table 3.4). The proportion
of MFIs with reduced business was lower in 2010 at
18 per cent compared to 27 per cent in 2009. High
growth rates of 50 per cent to 100 per cent were recorded by 16 MFIs. But last year’s phenomenon of
47 MFIs posting outreach growth rates in excess of
100 per cent has not been repeated in 2010. In fact,
of the 69 MFIs, none recorded a 100 per cent growth
rate during the year which indicates the moderation
that has taken place in client expansion.
The average loan size has increased from ` 5200
per capita to ` 6060 in 2010. As against the increase
in average loans by 24 per cent in 2009, the current
year’s increase is about 16 per cent. The proportion
of women borrowers increased marginally by 1 per
cent over last year.
As in the last year, the MFIs have been classified
size wise and age wise according to loan portfolio
outstanding for the purpose of segmenting the analysis of performance of MFIs in the following section. MFIs with more than ` 500 million in their
Table 3.4 Growth in client outreach—a frequency
distribution
Growth range

No. of MFIs

Increase (per cent)

56

Growth rate
Growth rate
Clients (mn) (per cent) Loans (` bn) (per cent)

0–25

18

25–50

22

50–100

16

2009

2010

2009

2010

SKS

3.52

5.80

65

24.6

29.7

21

More than 100

Spandana

2.43

3.66

51

18.7

21.6

15

Decrease (per cent)

SHARE

1.50

2.36

57

12.2

17.2

41

More than 50

4

Bandhan

1.45

2.30

59

5.3

12.1

128

25–50

1

AML

0.88

1.34

52

7.1

11.0

54

1–25

8

0
13
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loan portfolio are classified as ‘Large’, those with
` 50 million to ` 500 million are classified as ‘Medium’ and those with less than ` 50 million are classified as ‘Small’.9 MFIs that were operational for less
than five years are classified as A, those operational
for five to 10 years are classified as B and those operational for more than 10 years are classified as C.
The database had 37 Large MFIs, 30 Medium
MFIs and eight Small MFIs. The Large MFIs had
94.5 per cent of the clients and the Small ones had
a negligible share (Figure 3.1). Medium MFIs had a
share of 5.3 per cent of clients, but in terms of loan
volumes, they had a lesser share of 4 per cent. Since
the database for this analysis comprises almost all
the Large MFIs but not all the Small and Medium
MFIs (that did not report to MIX), the shares of
Large MFIs is significantly overstated. The share of
Large MFIs alone in the overall market (as per the
Sadhan provisional data) is 86 per cent of clients
and 97 per cent of loans (Figure 3.2).10 The market
is clearly dominated by the Large ones and the likelihood that the voice of other MFIs will be heard by
the other stakeholders is small.
5.33%

0.16%

94.51%

Large
Medium
Small

Form

No. of MFIs

GLP

NBFC

34

133.67

Society

23

10.09

Section 25

6

4.01

Trust

4

6.37

Cooperative Bank

5

1.17

Other

3

1.20

Local Area Bank

1

0.79

85 per cent of loans (Figure 3.3). Societies, the next
most popular form had a share of just 6.4 per cent
of the market. The market shares of different forms
should be understood in the context of support
available from other stakeholders such as banks, investors, rating agencies and others. Companies are
the preferred form as there is a clearly defined ownership and governance structure, well-laid systems
of accounting and audit and, therefore, accountability for performance to those who invest or lend.
Rating agencies subconsciously raise their ratings a
notch when they see a company as the form in MFI
as compared to a trust or society. Investors cannot
buy equity in any other form with a potential for
capital appreciation and dividends. The dominant
market share of NBFCs has as much to do with their
abilities as with the supportive framework provided
by other stakeholders.
4.05% 0.75%
0.77%
2.55%
6.41%
0.50%

Figure 3.1 Client outreach by size of MFIs
4.06%

Table 3. 5 Form-wise distribution of MFIs—loan
portfolio

0.14%
84.96%

NBFC
Society
Section 25
Trust
Cooperative Bank
Other
Local Area Bank

95.80%

Large
Medium
Small

Figure 3.3 Market share of different forms of institutions—loan volumes

Profitability
Figure 3.2 Share of loan volumes—size wise

The form-wise distribution of MFIs in the MIX
database has NBFCs as the largest grouping (Table
3.5).
The analysis of the market share in terms of the
form of organization of MFIs shows that NBFCs
had a very strong hold on the market with a share of

Of the 76 MFIs in the database, six had not reported
information relating to profits. Of the remaining
70 MFIs, 62 had reported positive returns and nine
had reported negative return-on-assets. Of the loss
making MFIs, one was in the Large category.
A cursory analysis of return-on-assets offers a
surprising revelation that the microfinance sector has a very high profit potential. Six MFIs had
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return-on-assets in excess of 7 per cent (Figure 3.4).
The highest return-on-assets reported was 9.41 per
cent, by a society MFI. Thirty-five institutions in all
(more than half the sample) had return-on-assets in
excess of 2 per cent. In contrast, the banking system typically had a range of 1 per cent to 2 per cent
return-on-assets. Public sector banks in 2009 had
an average return-on-assets of 0.6 per cent. The best
return-on-assets of a public and private sector bank
was 1.6 per cent and 2 per cent, respectively. Apart
from a comparison of the return-on-assets between
banks and MFIs, a comparison of their business context is also warranted. Banks do not deal with poor
populations for major parts of their business. Banks,
though dealing typically with better off clients that
have a capacity pay, are satisfied with low returnon-assets. Poor and vulnerable customers and high
return-on-assets do not go well together. While
potential for profitability in the sector is clearly established in these numbers, justification for such
high profits by the concerned MFIs is hard to come
by. Some of the explanations are that such profits
are necessary for growth, the profits are ploughed
back to shore up capital adequacy, and the retained
earnings significantly facilitate leveraging borrowings from banks. While the explanations are partly
true, high profits are not a necessary condition for
achieving the desired outcomes. But the high returns-on-assets in many MFIs are necessitated for
accessing equity. While profit potential is one of the
determinants for equity investments, high profits
reflected in return-on-assets significantly influence
valuation of equity.
Low profitability is a matter of equal concern. The
problems of six MFIs that had return-on-assets of
less than 0.5 per cent and the nine institutions that
had negative return-on-assets require examination.
Some of these had very high operational costs, not
commensurate with their business models. While
some had costs from large development interventions

entering the financial services cost stream, others
seem to have productivity and efficiency issues.
Compared to return-on-assets, return on equity
is less reliable as a comparative indicator across
different forms of institutions or even across company form on account of differences in equity and
leverage ratios. But the ability to service equity is
an important aspect of a business operation. For
many institutions, return on equity was healthy.
Of the seven MFIs that had return on equity in excess of 50, three had return on equity in excess of
100 (Figure 3.5). The highest return on equity reported was 147 per cent. In all, 21 institutions had
return-on-equity in excess of 25 per cent. The large
number of institutions that generated less than 10
per cent return-on-equity is a cause for concern.
Twelve MFIs had less than 5 per cent return on equity. Very low return on equity in a sector with high
profit potential—with not too much difference in
loan pricing—does not speak well of organizational
and managerial abilities.
The foregoing discussions on profitability raise
a question of what is reasonable profit in an MFI.
While there is little likelihood of a universally accepted answer to the question, the issues surrounding profitability—and possible limits—should be
explored. What levels of return will retain capital in
business and continue to attract new equity? What
kind of pricing would be seen as appropriate by the
customers and their self-appointed guardians? And
how to balance these two differing concerns in the
context of promoters’ desire to secure a high valuation of their enterprise? These are the substance of
issues that need a debate. In a later part of the report
on responsible finance, more discussion on the issue
of reasonable profits in MFIs is carried.
Yield-on-portfolio is one determinant of incomes and profits. In the absence of a uniform
basis of interest rate disclosure by MFIs, the yieldon-portfolio serves as proxy that is more consistent
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across institutions. The nominal yield was above
30 per cent for 23 MFIs out of 70 that reported the
data. The highest yield was 41.29 per cent. Sixteen
MFIs had yield of less than 20 per cent. The sizewise analysis did not show any significant relationship between size and yield levels (Table 3.6). The
hypothesis that MFIs that grow large will reap the
economies of scale and drop the interest rates resulting in lower yields is not borne out. Large MFIs
are as likely to have higher yields as are the medium
ones. However, the age-wise analysis does bring out
conclusions that are contra-intuitive (Table 3.7).
MFIs in the initial start-up period are expected to
have higher yields and, as they grow older, the yields
will decline reflecting the amortization of initial investments and improved efficiencies from settled
systems and processes. But the data on yields shows
that young MFIs (77 per cent) and mature MFIs (65
per cent) are likely to have higher yields of above 25
per cent. MFIs in the five to 10 year range of age are
more likely to have moderate yields.
The reasons why yield rates are high in mature
institutions has to be explored. In some cases, the
yields have increased over the years despite reduction in operational costs.11 There had been a conscious pricing strategy to generate higher margins
and profits. However, in a customer focused business, one would have expected that cost reduction
would be passed on to customers in the form of
reduced interest rates.
Table 3.6 Size of institutions and yield on portfolio

Size of MFI

No. of MFIs
with 25
per cent or
more yield

No. of MFIs No. of MFIs
with 10 per with 10 per
cent–25 per cent or less
cent yield
yield

Large (` 500
mn + portfolio)

22

15

0

Medium (` 50
to 500 mn)

17

11

1

Small (less
than ` 50 mn)

1

2

1
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The number of institutions that reported increased operational costs is almost the same as the
number who managed to reduce their operational
costs. As in the case of yields, more MFIs that are
mature reported an increase in operational costs.
While 11 out of 15 young MFIs reported declining operational costs, only 17 out of 43 older and
mature MFIs managed to reduce operational costs
(Table 3.8).
Table 3.8 Age of institutions and operational cost

Age of MFI

No. of MFIs
No. of MFIs
with reduced
with increased
operational cost operational cost

< 5 years

11

4

From 5 years
to 10 years

10

12

> 10 years

7

14

The Side by Side Report 2009 published by Sadhan provides different sectoral financial ratios based
on audited information. The year 2009 saw an increase in the return-on-assets of MFIs to 4.87 per
cent compared with 3.78 per cent of the previous
year. Return on equity also increased to 25.88 per
cent compared with 22.74 per cent in the previous
year. However, operational self-sufficiency fell from
125.9 per cent in 2008 to 117 per cent in 2009. There
was a spike in the operating cost which was higher
at 14.3 per cent rising from 8.5 per cent in 2008. The
increase in operating cost is in part attributable to a
decline in the per field officer case load which fell
from 411 to 367.
The Sadhan data for 2009 for select MFIs reveals
better operational self-sufficiency, higher portfolio at
risk, a stable case load on field officers, and a stable
operating cost ratio (Table 3.9). Fourteen MFIs were
unable to cover their costs in 2009. Seven of these
were in society form and three were in non-profit
company form; three were in company form. This
tendency on the part of non-profits to make losses
Table 3.9 Financial ratios of select MFIs, 200912

Table 3.7 Age of institutions and yield on portfolio

Age of MFI
< 5 years
From 5 years
to 10 years
> 10 years

No. of MFIs No. of MFIs No. of MFIs
with 25
with 10 per with 10 per
per cent or cent–25 per cent or less
more yield cent yield
yield
14
9
17

4
14
9

Standard ratios
Operational self-sufficiency
Portfolio at risk

Ratios 2009 Ratios 2008 Ratios 2007
(per cent)
(per cent) (per cent)
115.4

113.4

103.5

3.0

2.5

2.0

1

Current repayment rate

96.9

95.9

94.9

0

Operating cost ratio

13.8

13.5

19.0

Total cost ratio

24.9

24.8

29.2

Active borrowers per credit officer

406

413

402

1
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needs introspection. The increased portfolio at risk
(PAR) in the sector from 2 per cent in 2007 to 3 per
cent in 2009 is worrisome as it is a 50 per cent increase in PAR and on a much larger loan portfolio.
The scope for reducing operating costs should
be examined thoroughly. The link between size of
loans and operational costs is well known to all professionals across the sector. In a comparison across
several countries, the average outstanding loan size
in India is on the lower side. It is smaller than in
Cambodia, Ethiopia and Vietnam, but higher than
in Bangladesh. There are signs this year that loan
size in India is increasing, but gradually; the preference in business growth is on the client side and not
on the loan size. The peril in smaller loans is that it
leaves the customer wanting and opens up space for
competition. To some extent, multiple borrowing
instincts in the client could be curbed by satisfying
her needs adequately. Higher loan sizes would translate in to lower staff and transaction costs, which in
turn could bolster operational self sufficiency and
profits.
Another aspect of efficiency is the weekly repayments and the attendant costs. There is enough evidence to suggest that repayment rates do not materially suffer if the repayments are set at fortnightly
or monthly intervals. The present weekly meetings
place a burden on a population that is finding increasing value for its time. The quality of interaction
during the hurried meetings is too low to produce
a bond between the MFI staff and the clients. Less
frequent meetings, in which more time could be devoted to customers understanding their concerns,
would be a superior option with cost savings. Equitas, which does not have weekly repayments, has
been able to post high recovery rates and low PAR
in line with the best in the industry. For a long time,
many SHGs have met monthly to carry out their
financial transactions with high levels of on-time
repayment.

Geographical Spread
The Side by Side report 2009 of Sadhan makes the
point that MFIs expanded into more and more districts. In 2009, 465 districts in the country had been
covered by MFIs, of which 261 were the poorest districts identified under NREGS.13
The new client acquisition in 2009–1014 has significantly grown, not merely in the traditional areas in South and East but in newer states such as
Gujarat, Assam, Bihar, Jharkhand and Madhya
Pradesh. Across geographic areas, the Southern region continued to have the largest share of clients

and loans at 51.1 per cent and 54.8 per cent, respectively (Figures 3.6 and 3.7). But there was a marked
decline in its share from last year which was at 54.2
per cent and 58.5 per cent, respectively. There are
clear signs that growth is shifting to other regions
as emphasis is diverted from the South. The growth
rates of the South over the last year at 37 per cent in
clients and 37 per cent in loans were lower than all
India growth rates of 45 per cent in clients and 46
per cent in loans. Northeastern region recorded the
highest growth rates in clients (115 per cent) and
loans (165 per cent). The South has achieved a disproportionate level of growth in recent years, and it
is understandable that outreach is expanding to less
developed regions.
2.1% 1.9%
21.3%
51.1%

9.5%
14.2%

Northern Region
Northeastern Region
Eastern Region
Central Region
Western Region
Southern Region

Figure 3.6 Region wise shares—client outreach
4.3% 1.8%
54.8%

22.5%
9.9%

6.8%

Northern Region
Northeastern Region
Eastern Region
Central Region
Western Region
Southern Region

Figure 3.7 Region wise shares—loan portfolio

Growth pattern across states had expectedly
shown a diversification to non-traditional states
outside the southern region. Manipur (660 per
cent), followed by Meghalaya (453 per cent) and
Punjab (325 per cent) posted the highest growth
rates in client outreach on narrow bases. Of the
mainstream states, Assam (126 per cent) and Gujarat (121 per cent) had the highest growth in client outreach. Tamil Nadu posted a growth rate of
93 per cent followed by Jharkhand, Bihar, Madhya
Pradesh and Maharashtra. Again Manipur (436 per
cent) led the loans growth chart with Meghalaya
(362 per cent) and Delhi (206 per cent) following.
In terms of loan volumes, among the mainstream
states Assam (182 per cent), Bihar (102 per cent)
and Tamil Nadu (100 per cent) were in the leader
board followed by Madhya Pradesh and Gujarat.
Thus, during the year 2010, non-traditional states
have made faster progress, with the only exception
being Tamil Nadu.
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Annex 3.2, at the end of this chapter, contains
the state- and region-wise client outreach and loan
portfolio data for the years 2009 and 2010. The geographical expansion and foray into newer states reduces concentration risks but increases operational
risks arising from over-extended span of control of
an already thin managerial resource within MFIs.
The unfamiliarity with new geographies and ignorance of the local cultures has already impacted a
few MFIs which have had to wind down operations
within a year of entry.

Quality of growth
Competition has intensified during the year with
several indications coming from the field in different states. Within states (in mature markets such as
in Andhra Pradesh, Karnataka, and so on), there are
pockets of plenty and there are other pockets where
MFI presence is very limited. A comparison of district-wise data in Karnataka15 shows the variance
between districts (Table 3.10).
Table 3.10 Districts with the highest and lowest loan
averages in Karnataka
Clients No.

Loans
(` cr)

Average
loan (`)

Shimoga

310493

358.01

11530

Dakshin Kannada

185112

176.43

9530

Raichur

61307

54.27

8852

Kodagu

63482

15.51

2443

Dharwad

248624

95.70

3849

161432

6993

4331

4349274

2764.06

6355

Name of district

Gadag
Karnataka

While there are districts where MFIs have both
extensively and intensively marketed their products,
such as in Shimoga and Dakshin Kannada, there are
also districts where marketing was strong but penetration was insufficient, as in Dharwad and Gadag. Some districts have a thin presence in terms of
number of clients and low average loans. The average loans in the best districts are almost double the
state average. The least favoured district, Kodagu
has an average loan that is less than 25 per cent of
the average of the best district. Shimoga and Dakshin Kannada are not under-banked and nor can
be classified as vulnerable. Where banks are present
in abundance, MFIs also want to enter, creating a
highly competitive situation that could turn risky.
As in the example from Karnataka, MFIs in other
states too have tended to concentrate around the

same towns and peripheries, serving the same set of
households. The deluge of availability of loans from
several institutions has led to multiple borrowing
and, in some cases, excessive debt. The pressure to
achieve performance targets and breakeven within
a short period of time has pushed the relatively new
staff of MFIs to look to centre leaders who are in the
know of MFI operations. These centre leaders have
become a critical rallying point and are today termed
as ‘ring leaders’. In state after state (Madhya Pradesh,
Rajasthan, Orissa, West Bengal, Andhra Pradesh,
Karnataka and Tamil Nadu), stories abound of
how ring leaders informally register new customers
promising loans for a fee. Most new MFIs setting up
operations in such areas approach these centre leaders as an easy and natural entry point. This provides
the necessary influence to the ring leaders to deliver
on the promise made to several registrants for loans.
The centre leaders are also in a position to obtain
loans in the name of others, advantageously using
the relative unfamiliarity of new field staff and new
MFIs. The resultant ghost loans have a tendency towards default. The clients that pay the registration
fee in order to get a loan feel justified in holding up
repayments. This behaviour has an adverse effect on
repayment rates and necessitates stronger recovery
efforts. Some MFIs (including those in the list of top
10) had to wind down operations in some pockets
of states such as West Bengal, Chhattisgarh, Rajasthan and Maharashtra without making an attempt to
consolidate.
Kolar was the flash point of last year. With no
solutions having been found for defaults, MFIs
have scaled down lending to Muslim communities to avoid concentration risk of the Kolar kind.
Subsequent to the coverage on Kolar last year in
this report, two studies have been carried out. The
quantitative analysis by Karuna Krishnaswamy and
Alejandro Ponce, co-funded by CGAP is presented
in Annex 3.1.
The other study on Kolar carried out by EDA
Rural Systems for AKMI18 found that aggressive
growth, excessive credit through multiple lending,
coercion in collection, failure to restructure loans
for customers in difficulty and absence of rapport
with community leaders were all responsible for the
problems faced in Kolar and other hotspots in Karnataka. Both the studies confirm the observations
made in last year’s SOS report. The data used by
the EDA study was less than complete as it related
to member MFIs of AKMI (of which one did not
participate). A survey is being carried out to ensure
that a broader and more inclusive understanding of
multiple lending and competition is gained through
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Competition and lending levels
Last year’s report focused on the problems of
multiple lending and multiple borrowing in highly
competitive microfinance markets. There had
been no progress in Kolar on recovery of defaulted
loans or resumption of lending. A couple of studies have been carried out in Kolar during the year,
one commissioned by Association of Karnataka
Microfinance Institutions and another co-funded
by CGAP. Karuna Krishnaswamy and Alejandro
Ponce16 found that defaults were on account of
poor customer appraisal, deficiencies in processes
and competition. In a comparison of default towns
with non-default towns, the findings were that in
default towns, repayment amounts were much
higher as a proportion of income and informal
loans were three times that of non-default towns.
The process deficiencies related to inadequate
post-disbursement visit to borrowers, skipping of
centre meetings and spending lesser time on centre meetings. There was a positive correlation between the number of MFIs in the town and level of
default (Figure 3.8).
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Figure 3.8 High competition leads to high default?17

this exercise. An interesting aspect of the study was
that it actually compared the customer wise loan details (about 45500 unique customers) provided by
MFIs. The proportion of customers who had taken
two or more loans ranged from 26.6 per cent in Kolar to 51.4 per cent in Nanjangud (Table 3.11). With
each additional loan, the average loan increased by
roughly ` 12000 in the hands of the borrower. The
data gives an insight in to the extent of multiple
lending and more importantly the overlap of accounts among customers. It gave an idea of the difference between number of unique customers and
loan accounts. However, this is still a limited understanding as several MFIs data was not available to
the study team for analysis.
On the issue of multiple borrowing, the survey
on ‘access to finance’ carried out by CMF-IFMR in
Andhra Pradesh found that 93 per cent of all households had access to loans. 37.5 per cent of households had access to loans from formal institutions.
53 per cent borrowed from SHGs and 11 per cent
had borrowed from MFIs. Friends and moneylenders had provided loans to 74 per cent of households
that were surveyed. All informal sources put together covered 82 per cent of those who had borrowed.
The highest number of loans taken by any household
was 19 with most of these loans having come from
informal sources. The median number of loans per
any household was four and 83 per cent families had
two or more loans. Loans from friends had become
very popular and was the most used of all sources of
loans. The high level of bank lending at low rates of
interest under SHG programme in Andhra Pradesh
and the lending carried out by SHG members to
others strongly resonate with this finding.
Average loan size has been increasing consistently with borrower demand far exceeding the capacity
of MFIs to provide loans. With increasing size, MFIs
worry about the purpose for which the loans might

Table 3.11 Client outreach is only 65 per cent of number of accounts19!
Number of
loans (MFIs)

Kolar

Ramanagaram

Nanjangud

Davangere

Members

Loans

Members

Loans

Members

Loans

Members

Loans

1

8244

8244

4556

4556

1794

1794

13813

13813

2

2248

4496

1521

3042

1105

2210

7447

14894

3

503

1509

333

999

536

1608

2286

6858

4

156

624

105

420

147

588

375

1500

5

59

295

47

235

60

300

120

600

6
Total

16

96

36

216

48

288

37

222

11226

15264

6598

9468

3690

6788

24078

37885

Total number of borrowing members—45592
Unique Members as per cent of loan accounts—65.6

Total number of loans—69405
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be used. In several locations, field staff of different
MFIs desired that borrowers should be asked to declare the purpose of loans and that the end use of
loans must be verified.
Does ascertainment of loan purpose and
monitoring help?
The data collated in CMF’s study in Andhra
Pradesh seems to indicate that where the borrower is asked to declare a purpose for the loan
and is monitored, the loan is likely to be applied
for the purpose. CMF’s study on Access to Finance in Andhra Pradesh found that borrowers
from banks applied a large part of their loans
for income generating activities—especially for
agricultural inputs (Table 3.12). Whereas in case
of MFI loans (JLGs), the use was more towards
non-income generating purposes.
An important fact about bank loans is that
the borrower has to state the purpose of the loan
against which the bank assesses the credit requirement. The loan disbursement is followed up
by a visit to check use of the loan. In case of other
lenders, such a procedure does not exist for many
reasons. But with loan sizes increasing, is it time
that loans are given for a purpose, monitored to
ensure asset acquisition, and regulated to improve the probability of income enhancement.
Customer acquisition does not seem to focus on
homogeneity of groups and clusters. The heterogeneity of customers within groups and clusters creates
problems in repayment discipline. The CGT, GRT21
exercises in the recent past have failed to deliver on
their objectives. With changing lifestyles of customers and increased value for time, weekly meetings are
under grave threat. Borrowing members attend meetings reluctantly fearing loss of wages and opportunity
costs. Multiple loans and heterogeneous groups have
tended to weaken loyalty of the customer to the MFIs
and induced indiscipline in repayment.
The rising defaults in MFIs are a cause for concern. The ‘Side By Side’ report brought out by Sadhan for the year 2009 reveals that the honeymoon
between customers and MFIs is rapidly coming
to an end. Current repayment rates which were at
a three year high of 99.1 per cent in 2008 had declined to 96.87 per cent in 2009. The portfolio at risk
over 60 days doubled from 0.9 per cent to 1.82 per
cent. A detailed analysis shows that MFIs with larger portfolios had lower default rates and MFIs with
smaller portfolios had higher default rates. Eastern
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and Northern regions had higher levels of default
compared to West and South. MFIs in NBFC form
had much lower default rates compared to Section
25 companies which had the highest default rates.
Default tended to be higher with age of the MFI.
MFIs that were in business for more than 10 years
had current repayment rates of 95.8 per cent compared with MFIs which were less than five years old
having current repayment of 97.3 per cent. When
growth rates of portfolio in older MFIs abate, the
PARs catch up, making for higher PARs.
On the question of defaults, Mani Nandi of University of Delhi22 had carried out a study in and
around Delhi. The small study23 which covered 339
clients found that 279 had been maintaining their
repayment schedules while 60 were defaulters. The
number of EMIs paid was 435 and that which were
remaining to be paid including those in default was
449. The ratio of defaulters to total clients was 2.2:10.
However, in the books of the MFI, there had been
zero default on account of the joint liability mechanism working efficiently. The defaults placed a huge
burden on the remaining members in the group.
The analysis showed that nine clients had to bear an
extra ` 1210 to repay 48 remaining instalments of a
borrower. This amounted to almost 20 per cent of
the loan that each of them had taken from the MFI.
Apart from the normal interest rates which are in
the range of 30 per cent, a capital charge of 20 per
cent is too big a burden for the poor to bear. Even
after the defaulters’ remaining liabilities to the MFI
had been met by the group members, MFI closed
down the centres where these problems occurred.
Table 3. 12 Usage of loan money by lender type20
Loan usage for
Start new business
Buy agri inputs

Bank
(per cent)

JLG
(per cent)

SHG
(per cent)

Informal
(per cent)

2.0

2.5

1.9

1.1

57.5

13.2

19.3

19.9

Purchase stock

3.0

9.9

4.2

2.7

Repay old debt

14.6

25.4

20.4

7.0

Health

11.4

10.9

18.6

25.3

Marriage

4.3

4.8

2.2

12.2

Funeral

0.1

0.2

0.5

1.7

Other festival

0.6

3.5

3.6

4.8

Home improvement

9.7

22.1

13.0

14.2

Unemployment

0.0

0.0

0.1

0.8

Purchase land

0.8

0.9

0.7

0.6

Education

4.1

4.4

5.7

5.3

Purchase of jewellery

0.5

0.6

1.6

0.4
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It looks unfair that the joint liability mechanism
works one way. When the members show responsible repayment behaviour despite considerable odds
and personal deprivation, the MFI shuts down the
centre at the end of loan cycle to the detriment of
good repaying members. As for the reasons for such
defaults, an important factor brought out in the
study was the presence of ring leaders who mobilize
groups and also corner some of the loans taken in
the names of others.

Products and Processes
In general, the MFIs have restricted themselves to
the weekly repayment instalment product. The
product is easy for the MFIs to market, process and
recover. It requires a simple software application to
monitor and simple training of staff. While there are
new labels introduced in the product profile of several MFIs, the basic loan remains the same. However, some MFIs have come out with fresh ideas on
products that balance traditional microfinance with
the specified needs of the poor. Equitas provides a
food security loan which is a revolving cash credit
that helps a borrower buy monthly articles of consumption and repay it within a month’s time. Usually a credit limit of ` 1500 is available to the member of Equitas Dhanya Kosha. The loan ensures that
the household does not go hungry for want of cash
to buy food. SKS has designed a revolving credit
product for financing requirements of small kirana
stores (in the slums) with a tie-up to Metro Cash
and Carry chain.24
The design of the loan product is always a challenge. Designing a product to provide flexibility to
the customer in repayment of loans to suit their income flows is rare. South Indian Federation of Fishermen Societies (SIFFS) in Tiruvananthapuram has
a portfolio of products with flexible repayments that
are aligned to the nature of livelihoods of its customers.
Such innovative products to cater to real requirements of customers are few and not commonly found
in use. With loan sizes increasing and in some cases
being adequate to support a significant part of livelihood activities, there has been no move towards
either increasing the turnover of loans to a longer period or changing the repayment instalments to suit
the cash flows that might arise from the livelihoods.
The reluctance to change the loan product features
can prove to be an impediment to portfolio expansion. Single product companies carry considerable
risk potential and this more than any other factor is
likely to impact MFIs in the near future.

Innovative products: Sangam stores
model of SKS
About 3 lakh customers of SKS (5 per cent of clients) are running small kirana25 stores typically
in urban slums. This loan product is focused on
such borrowers from SKS who own kirana stores.
It enables them to buy FMCG and groceries for
trading through a wholesale vendor at competitive prices with cost and time savings on transport. By providing finance and delivery services
to kirana stores, their volume of business and incomes could be enhanced. Financing the goods
(working capital) and order consolidation are the
important roles played SKS in this model.
SKS partnered with Metro—an international hypermarket wholesale chain—that offers
13000 different products. Kirana stores can buy
goods from Metro by placing an order through
mobile phone, and get the same delivered to the
shop. SKS makes payment for the goods delivered to the Kirana shop directly to Metro and
accounts for the same as a loan to the customer in its books. This loan is a revolving credit,
which is interest free and must be repaid within
a fortnight. Kirana stores can keep up the cycle
of ordering goods, paying for the goods within a
fortnight and ordering again continuously in accordance with the needs of business. SKS generates revenue from a commission paid by Metro
on the transaction value of goods purchased by
the Kirana stores.
A pilot launched in Sangareddy and Amberpet branches has been extended to 30 branches
in urban areas of Hyderabad, Bangalore and New
Delhi with multiple wholesale suppliers.
Pilot highlights:
Number of cycles: 4 cycles/month
Number of branches covered: 45
Number of sangam stores enrolled: 3300
Total order size (cumulative): ` 180 million
Average order size/store : ` 4000
Variety of products supplied: 210
Average Loan size (`): 4000–25000
Repayment of loans: 100 per cent
Lead time (From order to final delivery): 24 hrs
SKS has also developed MIS for order collection and loan tracking for stores to facilitate scaling up the programme in multiple locations. A
GPRS enabled mobile phone is used as front end
to collect orders and process through a central
server.
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Customer friendly repayment structure26
Loans from SIFFS are available for production, consumption, marketing and investment
in livelihood assets. Most loans are extended to
fishermen for fishing activities. Women, including fisherwomen are also provided with loans
to pursue livelihood activities including fish
vending. The loan amounts range from as little
as ` 2,000 for consumption purposes to crew
members to as high as ` 75,000 for production
purposes for fishing boat owners for the purchase of boat, outboard motor, and consumables
like, iceboxes, nets, and so on. The loans to fishermen are priced at 12 per cent on production
loans and 14 per cent on consumption loans. The
repayment periods range from 12 months to 36
months depending on the purpose. While fixing
the repayment instalments, SIFFS has taken the
seasonality and uncertainty of income flows into
consideration and provided a longer tenor over
which the instalments have to be paid. For example, a loan of 12 monthly instalments is repayable
in 14 months and a loan with 36 monthly instalments is repayable in 42 months. This flexibility
has been built because the lean and off-seasons
would not produce income flows to meet the
monthly loan repayments in full.
Similarly, processes of the MFIs have remained
the same despite a distinct change in the nature of
customer expectations and cost implications. Some
MFIs have benefited from process mapping exercises, while many others are loath to change long
standing processes relating to customer acquisition,
loan sanction and disbursement, monitoring and
recovery of defaults. Understanding the customer’s
situation and appraising the customer and her loan
proposal are important entry point activities that are
not part of the existing processes. The risks posed by
lack of deep engagement with customer at the initial
stage is sought to be offset by limiting the loan size.
The total loan amount given to several customers
at the same level of ignorance does not constitute a
better risk than larger loans given to limited number of customers. What may bring down the risk is
better credit decisions based on good appraisals, in
which case the loans could be larger.
The reporting of PAR has been a contentious
one. Several institutions have been reporting 100
per cent recoveries. Some report between 99 per
cent to 100 per cent on-time payment. These numbers hide the fact that there are several individual

borrowers who failed to repay on time and whose
obligations are met by other group members. In
some cases, the other group members are provided
top-up loans that enable them to find cash for repayment of the defaulting loans. These practices
are commonplace in quite a few locations especially where competition is severe. In the absence of
‘individual loan repayment’ tracking mechanisms,
it is difficult to say whether the low default record
is built actually on the basis of a disciplined clientele, on the basis of the joint liability mechanism,
or because of ever greening resorted to in a covert
manner by the MFIs.
The other side of this coin is the expectation
among funders and investors that the MFIs will have
a zero default record. Decades of financial sector experience is that loans given do not always come back
on time. Microfinance being no different from rest
of the financial sector, there should be acceptance of
the fact that MFIs will face a level of defaults. The
emphasis should be on knowing the extent of default in the loan portfolio, controlling problems and
keeping the defaults at low levels. A framework that
fails to accept the probability of default ensures that
poor quality information is provided to superficially
satisfy the funders and investors. Sooner than later
the sector should come to a consensus on what is
a reasonable level of default, a range that would be
seen as normal and could still render the MFIs an
investment grade entity rather than going by the
zero and less than 1 per cent PAR as indicators of
portfolio quality.
The PAR should also be measured against the
stock of loans that has been given out some time
back. The continuing measurement of loans in default as a proportion of current loans which are ever
growing does not provide a sufficiently valid basis
for conclusions about portfolio quality. It would be
desirable to measure PAR as instalments not paid
on time against loans that have been given till three
months before the date on which the PAR is measured.

Governance
Governance of MFIs had improved over the last few
years, as was also commented in the last year’s report. The NBFC MFIs, in particular, have brought
in professionals to their boards. Audit committees,
executive compensation committees and the like
have been set up. The annual report disclosures
indicate the hard work put in by these committees.
Ujjivan’s annual report contained the results of a
comprehensive pilot impact evaluation study, which

41

42

MICROFINANCE INDIA
was a commendable exercise. It carried a study of
about 3000 clients that measured their progress out
of poverty and reported the results transparently.
After the failure of Satyam group of Companies, the
independent directors on boards have turned wary.
The vicarious liability fixed on independent directors in the infamous Union Carbide case (Bhopal
gas disaster) has done little to allay apprehensions
of directors on company boards. It is reported that
it is becoming increasingly difficult to find independent directors. The result is that some professionals
in the sector have to be on several boards, raising
conflict of interest.
The promoter group actions in configuring the
equity holdings and especially at the time of transformation of NGOs in NBFC MFIs have been less
than transparent. Some of the large MFIs have been
accused of mal-governance at material points of
time in a bid to retain control over the MFI after
transformation. The creation of Mutual Benefit
Trusts (MBTs) and their governance has come under severe criticism. Whether the trustees of MBTs
took decisions in the best interest of the beneficiaries is a question that is repeatedly posed. While
all the required legal and ethical issues might have
been satisfactorily attended to, the lack of information in the public domain and non-availability of
facts when required create a negative opinion of
concerned institutions in the public eye.
But the fact that such occurrences were allowed
by boards with professional directors is a sad commentary on the gravity with which the governance
responsibility is taken up. Governance workshops
for directors on the board and senior management
seem an urgent necessity. The influence of the promoter over boards has been perceived to be excessive in some MFIs and must be scaled back. Cousin
boards and subservient independent directors have
been used to ensure that the companies run on the
lines of promoter’s thinking rather than on what is
in the best interests of the company.
The induction of equity investor’s representatives
on the boards has changed the dynamics for the better. Qualitative improvement has been noticed in the
careful structuring of agenda for boards, the presentation of information, discussion and decision making. Only in the aspect of mission fulfilment, these
boards do not seem to be fully engaged.

Operating Environment
Apart from competition among the MFIs, competition with SHG lending programmes, especially
those run by the state governments, has been a fact

of life. This competition does not terminate in the
market place. There are some states where state
authorities have formed a negative view of the operations of MFIs on the basis of reported interest
rates and complaints of coercive recovery practices.
In Andhra Pradesh and Tamil Nadu, the state governments have tried to use law and administrative
controls to curb the influence of MFIs. In Kerala,
the state government had asked the NBFCs to register under the Money Lender’s Act, which has been
upheld by the Supreme Court. While RBI does not
interfere in the pricing policies of MFIs registered
with it, the MFIs now have to abide by the state government’s policies on reasonable interest rates.
The media attention on microfinance has changed
in character from curiosity and admiration to critical
probing into the hidden flaws. Both the Indian
press and foreign press have found microfinance
stories interesting, especially on themes like multiple
Kerala Moneylending Act implications
Two Southern Indian states, Andhra Pradesh
and Kerala, are seeking to increase regulation on
NBFCs and MFIs operating in their respective regions. The two governments are demanding that
NBFCs register under local moneylender laws,
which, in the case of Kerala MFIs, would lead to
interest rate regulation. Currently, NBFCs (a legal
structure commonly adopted by for-profit MFIs)
are subject to regulation under the RBI.
In Andhra Pradesh, the relevant policy, called
the Andhra Pradesh Scheduled Area Moneylenders Regulations, 1960, (APSAMR) is applicable
only in certain tribal areas. Government officials
claim the push toward greater regulation is geared
at protecting borrowers. NBFCs operating in the
area of Andhra Pradesh under the jurisdiction of
the regulation would be in danger of having their
licence revoked by the government should their
interest rates be deemed too high by state officials.
This would apply to all MFIs registered as NBFCs.
The move comes as part of Andhra Pradesh’s tough
stance on MFI practices. In April 2010, the Andhra
Pradesh government announced that it would file
criminal charges against any MFI that engaged in
‘inhuman’ loan recovery practices. The government has constituted task forces in every district
to investigate complaints and grievances of customers. While the government has exempted nonNBFC MFIs from APSAMR, lenders operating in
the area are being cautious. According to the Economic Times, two of the four MFIs operating in the
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Khammam district (which falls under the regulation’s jurisdiction) have moved out of the area for
fear of the government changing its mind on the
exemption.
Meanwhile in Kerala, a court battle raging between NBFCs and the government in light of its
demand that NBFCs register under the Kerala
Moneylending Act, 1946 (KMA) has been decided by the Supreme Court in favour of the government. The Kerala NBFC Association argues that
by forcing companies to register under the KMA,
NBFCs are being subjected to double regulation
since they are already regulated by the RBI. The
government’s position is that borrowers must
be protected from high interest rates. The KMA
ensures that moneylenders cannot charge more
than 2 per cent over the RBI’s prescribed rate of
interest, which currently stands at 11 per cent to
12 per cent. Microfinance interest rates average
25 per cent to 30 per cent.
The Supreme Court decision against Shiram
Transport Finance Company has left the government in a position to implement KMA regulations on NBFCs. This could have a serious
impact on MFIs operating in Kerala. Moving forward, the effects of moneylending regulation on
microfinance-focused NBFCs could offer valuable lessons on interest rate management.
borrowing, default crisis, high interest rates, coercive
recoveries and the IPO at high valuations. During the
past year, positive stories on microfinance were few.
The failure in public relations, if any, of the sector was
its preoccupation with business to the exclusion of
positive engagement with the press and media.
The last year’s report referred to new start-up
institutions promoted by professionals who want
to combine a development orientation with enterprise acumen. Some of these start-ups have caught
the fancy of the other stakeholders and have
ramped up business very quickly. MFIs in this class
start with a clear mission, vision and resources to
support the same. The initial systems and human
resources are well planned. On account of their
convincing initial business case they have been
able to find equity and loan funding. Suryodaya
Microfinance was able get venture capital even before commencing business. Utkarsh Microfinance
received equity investment from IFC even in the
initial months of its operations. In the current year,
the report profiles another start-up in Eastern India, which takes an integrated view of financial
services to customer.

In conclusion, the sector is no more delicately
placed in the sense of being vulnerable or uncertain.
The institutions understand the expectations of
other stakeholders and their own responsibilities. In
Anjali Microfinance
A recent Kolkata based start-up, Anjali, has a set
of professional promoters. Its vision is to cover 1
million customers by 2015. It has eight branches
in West Bengal and 12 branches in Bihar are to
be opened shortly. The MFI has a hub and spoke
model that focuses on areas where there is no
other MFI and, therefore, very little competition.
The branches are located on the peripheries of
towns and the field staff is required to travel deep
from the location of the branch so that roadside
and town-centric customers (where competition
is high) are avoided.
The MFI focuses on savings, insurance and
credit, and tries to deliver all the three services in an
integrated manner. It has a suite of credit products,
which are basically year long weekly instalment
loans, except one product which is for a period
of two years for enterprise activity. It promotes
savings through a savings linked life insurance
product, in which members could accumulate
savings in a regulated form. With a minimum
saving of ` 100 per month, the life cover is available for 10 years. In the initial few months, 2300
customers have enrolled for this savings product
which is offered in partnership with Aviva. A family health insurance product is also offered (with
Bharti Axa). This is a cashless policy that covers
the husband, wife and two children. Loss of wages
are compensated in case of hospitalization for up
to three days at the rate of ` 100 per day. All borrowing customers are insured for health with the
present coverage at 4500.
The passbook issued by the MFI is informative
from a customer’s point of view and contains all
the insurance certificates as well. The disclosure
levels are comfortably high. Toll free numbers of
the insurer are given in the pass book. An ERP
solution to take care of accounting and MIS needs
has been installed. The staff employed is local
with a bias towards women. Following a systematic approach, an operations policy and operations manual have been prepared and issued to
branches and staff. While reaching a million customers within five years might seem a tall order,
looking to performance of similar start-ups of
the past such as Ujjivan and Equitas, one many
not be surprised if Anjali achieves its target.
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terms of ideas and options for action there are fewer
uncertainties. Clear directions are available and the
implications of choosing each option are fairly well
known. It is now up to the institutions to define their
vision and decide whether the original mandate remains valid as they embark upon the next stage of
their growth. While some old problems continue,
new ones have cropped up in the sector. But the
MFIs have shown a great ability in taking even large
problems in their stride and marching along their
growth path. Learning from last year’s experiences,
the sector has invested time in refining a code of
conduct, framing some rules of competition, risk
management at the sector level through voluntary
restraint on excessive lending, greater transparency,
participating in credit bureaus as also information
dissemination to external stake holders. The work
being done by MFIN and Sadhan with regard to
code of conduct and transparency is commendable.

The attempts to enforce compliance with code of
conduct could easily transform into self-regulation.
The move to appoint an ombudsman by MFIN is a
welcome one as it provides an external arbiter for
customers with a grievance.
The basic intra-institutional issue in the sector
today relate to interest rates, excessive debt and coercive recovery practices. While interest rates are
not much in the control of MFIs (they could pass
on cost savings arising from enlarged volumes and
improved efficiencies), more could be done on the
other two aspects. The larger issues are in governance and failure to innovate especially on products.
These two aspects need more attention. The concerted action taken by the MFIs especially through
MFIN, hold out the hope that the customers could
benefit from more responsible financing in future.
These networks have also to push the agenda of governance and innovations forward.
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ANNEX 3.1
A quantitative analysis of the Karnataka mass defaults27

In 2009, there have been mass defaults largely by Muslims in a number of towns in Karnataka prompted by
credible orders from local Muslim organizations including the Anjuman Committee banning Muslim borrowers from continuing contact with MFIs, in response to complaints from some customers. Some of these
towns have witnessed default rates of more than 50 per cent. It has raised significant attention from the
sector, investors and the media. There have been concerns about MFI practices, in particular about overlending, harsh collection practices, and weaker operational processes, raising concerns about consumer
protection, formation of a bubble in the sector and about the growth prospects and stability of the sector.
Further, it is not clear whether these defaults are idiosyncratic or whether they represent systemic risks and
have the potential of spreading at the national level.
Most of these reports have been based on qualitative research techniques. There is no data driven evidence to test the various hypotheses. Hence, this study analyses the client and loan records of MFIs operating in two of the mass default towns, Kolar and Ramanaragam and in two comparison towns, without mass
defaults, Nanjangud and Davangere and a new data set of 900 customers who were surveyed in 2010 to find
out the true reasons for default. We find that this is a complex issue with many inter-mingled factors that are
hard to disaggregate. We present early findings that test the support for various hypotheses by examining
the statistical correlation between several causal factors and defaults.
Why did people default?
There were three kinds of defaulters. The ban on MFI repayments was the main but not the only factor.
Seventy-two per cent did not want to pay because of the Anjuman Committee’s strictures. A few (4.28 per
cent) who said that they could not pay because they did not have the money due to various reasons, mainly
unexpected expenses or loss of income. In a second wave, 12.5 per cent did not repay because their group
or centre members had defaulted.
What prompted the Muslims to make initial complaints to the Anjuman Committee and other Muslim
organizations and abide by their instructions to not repay? Some MFI staff expressed concern that the customers did not display loyalty to them and that the customers could have chosen to support the MFIs and
repay to them despite the ban. The fact that Muslims defaulted to only about 88 per cent of the loans that
they had taken suggests that they chose which MFIs to not default to and presumably could have repaid to
even more MFIs if they had chosen to, despite the ban.
Complaints by Muslims could be because they were suffering from repayment distress. Table A3.1.1
shows that distress of repayment was significant in default towns and in particular to Muslims. Muslims
and defaulters in the default towns also had the lowest percentage of positive responses to the question, ‘On
hindsight, would you have taken so many loans?’ and had the highest responses that they borrowed from
other sources or reduced important consumption to repay MFI loans.
This suggests that many borrowers may have defaulted even without the ban.
This distress may be due to over-indebtedness or unexpected income drops or expenses, or stringent
collection practices. The CGAP Focus Note on Growth and Vulnerabilities in Microfinance suggests that
Table A3.1.1 Response to question—‘Was repaying big burden?’
Town

Religion

% saying Yes

Non-default town

Hindu

4.3

Non-default town

Muslim

0.3

Default town

Hindu

12.8

Default town

Muslim

23.7

Town

Defaulter or not

Non-default town

Non-defaulter

2.3

Non-default town

Defaulter

2.4

Default town

Non-defaulter

Default town

Defaulter

8.8
23.9
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fast growth of MFIs could lead to weaker operational processes and relationship management. This may in
turn lead to poorer selection of clients and less monitoring of loan utilization, leading to poorer repayment
performance.
Weaker relationship between the customers and the MFI may lead to apathy by the customers. Further, it
is well established that entry of new lenders in the absence of a credit information system decreases incentives for existing customers to repay existing loans, because of the expectation that they can get fresh loans
from new lenders.
What could be the reasons for distress?
Over-indebtedness
Number of MFI loans and average MFI debt levels, as proxied by weekly total repayments to all MFIs is not
significantly different between default towns, Muslims or non-Muslims or defaulters and non-defaulters.
This suggests it is not average MFI debt or multiple borrowing per se which is the fundamental problem.
But, other measures of indebtedness such as debt-to-income-per-household-member ratio (Figure
A3.1.1) are significantly correlated to defaults and are higher in default towns.

Monthly repayment to
per capita income ratio

2.0

1.5

1.0

0.5

0.0
0

1

0 Non-default Towns 1 Default Towns

Figure A3.1.1 Debt-to-income-per-household-member ratio

However, as Figure A3.1.2 shows, informal loan amounts are higher in the default towns. Unexpected
drops to income show a similar pattern.
This suggests that MFIs could use more sophisticated measures to assess debt absorption capacity including informal loan information.
8,000
Average informal loan (`)
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Figure A3.1.2 Informal loan amounts
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Table A3.1.2 Loan officer practices
Question                              Average ‘Yes’ response per customer
Did Loan Officer visit before loan disbursement?
Non-mass default towns

99%

Mass default towns

94%

Did Loan Officer visit after loan disbursement?
Non-mass default towns

89%

Mass default towns

77%

Did Loan Officer ever skip centre meetings?
Non-mass default towns

13%

Mass default towns

24%

Did meeting times decrease over time?
Non-mass default towns

0%

Mass default towns

15%

To address the possibility that there were weaker systems and controls in the default towns, customers
were asked questions about loan officer practices before the ‘MFI problems’. Table A3.1.2 suggests that all
indicators are consistently worse in the default towns, suggesting that this could be well be a causal factor in
leading to larger numbers of less carefully screened clients who were not monitored well.
The percentage of clients who were initially approached for membership by the centre manager is lower
in default towns while percentage of clients who were first approached by the centre leader or group leader
is higher in default towns, supporting anecdotal evidence that loan officers identified centre leaders and
relied on them to identify customers, transferring client relationship management to them. This may have
decreased the relationship between MFI and customer and reduced knowledge about the creditworthiness
of clients.
Further, twice the number of the respondents in default towns were using loans for non-business expenses (including repaying other loans and lending to others) compared to comparison towns, pointing to
weaker loan utilization checks.
Why did the Muslim borrowers not support the MFIs?
The fact that defaulters did not default on loans to all MFIs but did so selectively implies, among other
things, that customers could have chosen to repay more loans than they did and over-ride the ban against
MFIs. Competition could well be a factor. Presence of a large number of lenders might have provided incentives for customers to default on existing loans thinking that they would get new loans from other MFIs.
Table A3.1.3 below suggests that default rates (per cent of loans defaulted to in a colony) increase with the
number of MFIs per colony while average debt (not shown) does not rise at the same pace.
Table A3.1.3
Competition and default rates per colony in default towns
No. MFIs per colony

% of loans defaulted

1

34

2

41

3

52

4

52

5

73

6

78

47

48

MICROFINANCE INDIA
Second wave of defaults: JLG breakdown
A significant percentage of customers did not repay because their group or centre members did not repay. A
study in progress by Gine, Krishnaswamy and Ponce finds from the MIS data, that there is a strong causality
between the probability that a loan will be defaulted and the percentage of Muslims in a centre, in particular,
mixed religion centres. MFIs often have attempted to enforce JLG in the mass default towns. In centres with
a large number of defaulters, this strategy may have worked against their favour. This view is supported by
the fact that ‘No JLG’ was the third biggest change in MFIs that customers wanted and the second biggest
reason some respondents did not cite MFIs as their preferred source of credit.
Conclusions
While further analysis needs to be completed to identify causality of the most salient explanatory factors,
preliminary analysis points to the following areas of focus for MFIs as part of risk management:
• improving client and loan origination and monitoring in high risk areas,
• careful attention to centre composition and enforcement of JLG in high default rates areas, and
• using more sophisticated measures of debt absorption capacity
Annex 3.2
State-wise performance of MFIs
2009
Northern Region

Clients

2010
Loans

Clients

Growth rate (per cent)
Loans

Clients

Loans

Northern Region
Haryana

33908

3588

65454

4877

93

36

Himachal Pradesh

3574

321

8027

596

125

86

Punjab

1804

2341

7670

598

325

-74

Chandigarh

0

0

232

23

Rajasthan

242926

22426

429840

34656

77

55

New Delhi

67947

11315

113181

34642

67

206

SUBTOTAL

350159

39991

624404

75393

78

89

163005

7740

369016

21819

126

182

Manipur

3005

142

22838

762

660

436

Meghalaya

2898

185

16031

854

453

362

Sikkim

5945

397

2352

0

-60

-100

Tripura

76619

3256

129178

7464

69

129

Nagaland

0

0

0

0

Arunachal Pradesh

0

0

0

0

Mizoram

0

0

0

0

251472

11721

539415

30899

115

164

400223

24447

747352

49355

87

102

Northeastern Region
Assam

SUBTOTAL
Eastern Region
Bihar
Jharkhand

183321

12144

345678

17503

89

44

Orissa

1462450

82412

1598352

120041

9

46

West Bengal

2366397

119776

3513955

210628

48

76

A & N Islands
SUBTOTAL

4170

87

50

0

-99

-100

4416561

238866

6205387

397527

41

66
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2009
Northern Region

Clients

2010
Loans

Clients

Growth rate (per cent)
Loans

Clients

Loans

Central Region
Madhya Pradesh

551235

32631

1005870

59381

82

82

Chhattisgarh

397757

26542

464273

21182

17

-20

Uttar Pradesh

812702

76437

1205005

89014

48

16

64291

2974

83093

4780

29

61

1825985

138584

2758241

174357

51

26

2200

1595

6986

783

218

-51

111521

12160

246601

21622

121

78

Maharashtra

2208784

57999

3867064

96714

75

67

SUBTOTAL

2322505

71753

4120651

119120

77

66

22517

1553

Uttaranchal
SUBTOTAL
Western Region
Goa
Gujarat

Southern Region
Puducherry
Andhra Pradesh

4949393

356528

6244648

521071

26

46

Karnataka

3229378

214805

3743190

189769

16

-12

310646

14649

280281

15983

-10

9

Kerala
Tamil Nadu & Puducherry

2370257

119410

4572806

238709

93

100

SUBTOTAL

10859674

705393

14863442

967085

37

37

Grand Total

20026356

1206308

29111540

1764381
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ANNEX 3.3
Housing Microfinance—Challenges and Opportunities28

The low income housing shortage is estimated to be over 40 million units, both in rural and urban areas
in India. The supply–demand gap in housing for low income households is very large in India. Taking into
consideration the customer profile for low income housing, the microfinance industry in India has a major
role to play. MFI clients very often divert some or all microenterprise working capital loans for their house
repairs or renovation, as housing/shelter is one of their basic needs. Study of Access to Finance in Andhra
Pradesh found that households used a significant part of the loans from different sources for home improvement. Nine per cent of bank loans, 22 per cent of MFI loans, 13 per cent of SHG loans and 14 per cent
of loans from friends were used for housing. When significant diversion of funds takes place, the proximate
purpose for which the loans were taken would suffer. Hence, the need for examining the client’s housing
needs and finding alternative sources for funding the same.
The nature of housing finance is not microfinance in character. The loan sizes are large, given to individuals, having long tenor and against collateral of the house. MFIs in contrast provide loans of one to three
year maturity, have resources that might be three years long and charge high rates of interest. Housing loans
are patient loans while MFI loans are liquidity smoothening and not suitable for long term asset acquisition. The challenge is to meet the customer’s requirement, though the MFI is unable today to offer housing
loan. The MFIs have the clients and the demand readily aggregated with them, solving one set of problems.
The supply side issues need a solution for which some models exist. The MFI could take up a distribution
model, on the lines of how MFIs distribute insurance products. The other possibility is for MFIs to generate a portfolio of housing loans and sell off the portfolio to the other financial institutions. Already there
are experiments in the field where housing finance institutions use MFIs to channel their products. HDFC,
HUDCO and NHB have partnered institutions such as Dewan Housing, Gruh Housing, Sewa Bank and
others in making available long term funds needed for housing.
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But to make MFIs take to housing finance in a more organized manner, capacity building of MFIs
should be prioritized. The focus has to shift from group lending methodology prevalent for most microfinance loans to individual lending. Further the funding norms should be codified. The differences between
funding housing in urban areas and rural areas should be fully understood. Based on the understanding,
the loan processes and documentation should be standardized so that MFIs whether on own account or as
agent do not face problems in customer acquisition.
Challenges and issues in Housing Microfinance
As microfinance expands, MFIs are diversifying their products to reach the unmet demand in low cost
housing and also to scale up. The MFIs should also see this as an important agenda to meet the basic needs
of their clients to provide safe, secure and affordable housing and also to reward and retain loyal clients. So
far a strong housing microfinance product has not entered the market. This could be due to some perceived
challenges and issues facing the scaling up of Housing Microfinance.
Assumptions on housing loans—need for clarity
• Housing loans are perceived as non-income generating and financial institutions are unwilling to lend for
non-productive purposes, especially to the low income clients. The income effect of an improved quality
of housing has not been studied adequately. In many tiny enterprises and artisanal households, the house
is the headquarters of the enterprise and therefore a business asset. Larger workspace, better lighting and
storage under safe conditions resulting from improved living and working space, significantly improve
productivity, reduce wastage and have an impact on both cost and revenues. MFIs would do well to study
the customer’s livelihood and the income impact of better housing.
• Long term housing loans are less profitable for MFIs. ‘A 5 year loan from a funder/financial institution to
an MFI can be lent out only once for a housing loan, when it could be lent or rotated three to four times
for a micro-enterprise loan. Will it affect the profitability of a MFI for servicing of housing loans with
long tenure? Will long term loans create a liquidity crunch?’ The positive side is that the MFIs will earn
revenue on a client acquired for five or more years without any fresh acquisition and documentation
costs. If the housing loan is a distributed product for an external principal, the MFI would be leveraging
its customer base for earning extra income, as in case of distribution of insurance policies. A mix of long
term and short term loans reduces risk and improves stability of the business. Asset and liability repricing
risks do not impact the MFI if both books are balanced. The staff needs to work less hard on new loans,
but spend time servicing known clients over a long term. There are distinct advantages to having long
terms as part of the loan book.
There are other issues that still need to be tackled before housing finance becomes a part of most MFI’s
portfolios.
Land issues and collateral
Low income households, particularly in rural areas, seldom have clear, legal land titles, though they often
have para-legal rights of some sort, which are not accepted as collateral by the banks/FIs.
MFIs give out housing loans to their clients with or without collateral. Housing microfinance practice
shows that the client’s legal land title is retained only as a psychological deterrent.
Subsidies
Government subsidy programmes and institutional grants for housing cloud prospects for microfinance by
creating a culture of expectation and of non-repayment amongst the beneficiaries. While it is always beneficial to tie-up government housing subsidies to reduce the borrower’s burden, invariably there is a mismatch
of the income level of target clients of the MFI and government. While the government subsidy is eligible to
people living below poverty line, the MFIs clients eligible for housing are those in a higher income bracket
(` 8000 to ` 12000), in their third or fourth cycle of loan recipients.

Microfinance institutions—moderation dictated by market
Pricing
Ideally, the cost of funds should be dependent on a market’s unsubsidized interest rate, irrespective of what
the MFI is paying for its funds. It may not be possible for MFIs to offer housing microfinance in competition with banks, because of cost of funds and servicing.
Many MFIs prefer to price the housing microfinance product at par with or little lesser than that of
micro-enterprise loans. But high interest rates on housing loans make it unaffordable for the customer and,
therefore, limit business potential. MFIs, through appropriate sourcing of funds from housing finance companies, should seek to deliver loans to customers at affordable rates. If they distribute the loans as agents of
others, then they should ensure that their service charges are reasonable.
Housing finance is a specialized form of finance requiring special skills and long term engagement with
the customer. MFIs entering this pace should add value to customers by encouraging them to take up
group housing, use of alternate building materials for low cost housing, promote environmental sensitivity
in the group housing projects and ensure adequate arrangements for sanitation and hygiene as part of the
project.

Notes
1.

Sadhan had undertaken a comprehensive data collection exercise during the year. On account of the
addition of more pieces of data and changes in format, the process of cleaning and publishing took
more time. Given the time bound nature of SOS,
final data published by Sadhan could not be used.
The author is grateful to Sadhan for making available some provisional numbers in the third week of
August 2010 to make some macro analysis possible.
Detailed analysis of institutional performance in
this chapter relies heavily on MIX Market data in
which 77 MFIs had reported. These accounted for
89.6 per cent each of clients and loans compared
with the total clients and loans reported to Sadhan
by 261 MFIs.
2. Neither the Sadhan data sets nor MIX data sets include volumes of loans outstanding, but assigned to
financing agencies. To that extent the loan outstanding data should be taken as less than actual performance. The implications are on some large MFIs that
have an active policy of securitization or assignment
of portfolios are that their efficiency ratio will seem
worse and their yield would be over stated.
3. Press statement by Mathew Titus, ED, Sadhan, as reported in Business Standard, 1 September 2010. The
client outreach data in the press release announcing
Quick data seems to be understated and might need
revision. Only 77 MFIs (in MIX database) had client
outreach of 26.1 million. The remaining 180 MFIs
that have additionally reported to Sadhan then have
then a combined membership of 0.6 million. However, the loans pertaining to these 6 lakh members is
of the order of ` 2526 crores giving an average loan
balance of ` 42000 which is very high.
4. The references to years 2008, 2009, 2010 indicate the
position as on 31 March of the year mentioned in

5.
6.
7.
8.

9.

10.

terms of stock items of data (such as number of clients, loans outstanding, borrowings) and the period
from beginning of April of the previous year to end
March of the year mentioned in terms of flow items
of data (such as income, costs). The financial year in
India is from 1 April to 31 March of the following
year.
‘What PE/VC investors think?’, Private Equity Pulse
on financial Services by Venture Intelligence, March
2010.
The 2009 Mix top 100 list is based on data as on
March 2009.
Sadhan had indicated that 261 MFIs had reported information including more than 110 non-members.
For example, SKS Microfinance had debts assigned
to the tune of ` 1383 crores, outstanding at the end
of March 2010. Had the debts not been assigned
the outstanding loan portfolio would have been `
43.5 billion. On a base of 43.5 billion, the different
ratios that are related to loans would be different
compared to a base of ` 29.7 billion used.
With the growth of the sector, the size-wise classification will have to undergo a change. The next year’s
report will carry more classes based on size and do a
more disaggregated analysis.
This share of overall market has to be taken with a
pinch of salt as the provisional data reported in the
press is yet to be unverified. The difference between
Mix and Sadhan data in the number of reporting
institutions is about 183. The difference in number
of clients (ostensibly representing 183 MFIs) is only
0.6 million. But the difference in loan portfolio representing this 0.6 million clients is ` 25.26 billion,
giving an average loan balance of ` 4200 per capita.
The client outreach numbers in Sadhan data might
undergo a substantial revision when verified data is
released.
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11.

12.
13.

14.
15.

16.
17.
18.
19.

In Chapter 9, an analysis of trends and yields is carried, which shows that a large number of institutions
posted higher yields even as their operating costs
declined.
The data is reproduced from Side by Side Report
2009 (Bharat Microfinance Report—Responsive
Growth) of Sadhan.
National Rural Employment Guarantee Scheme assures 100 days employment rural households and is
operational in districts that backward, vulnerable
and remote. Such districts are notified by the Government of India.
The analysis of regional spread of business is based
on Provisional data for March 2010 made available
by Sadhan.
District-wise data provided by Association of Karnataka Microfinance Institutions (AKMI) relating
to its members business in the State. The data pertains to 22 members of AKMI and is not covering all
MFI operations in the state. But the available data is
valid for the analysis in the context of the issue.
Please see an abstract of their study findings in Annex 3.2 at the end of this chapter.
Chart derived from basic data given in a quantitative analysis of the Karnataka mass defaults by Karuna Krishnaswamy and Alejandro Ponce.
‘Competition and the role of external agents—The
2009 delinquency crisis in southern Karnataka’,
April 2010, EDA Rural Systems for AKMI.
Table constructed from basic data in Table 3.2
published in ‘Competition and the role of external agents—The 2009 delinquency crisis in southern Karnataka’, April 2010, EDA Rural Systems for
AKMI.

20.

Table reproduced from Access to Finance in Andhra
Pradesh, 2010, CMF-IFMR, Chennai.
21. Common Group Test, Group Recognition Test
are entry point activities in formation new groups
before financing. These are to ensure that group
understands the loan procedure, their obligation
towards each others liabilities and the need for financially disciplined behaviour. The exercises also
help the MFI staff to test out familiarity of group
members with each other and the homogeneity of
the group.
22. While findings of this study were shared in the
MRAP researchers meet in CMF, Chennai in August
2010, the paper is likely to be published later in the
year.
23. The yet unpublished study was by Ms Mani Nandhi
of Delhi University. Findings were presented in the
CMF - MRAP researchers’ workshop in Chennai.
24. Metro is a bulk dealer in groceries, cosmetics and
household goods—essentially a large format hypermarket.
25. Kirana stores are neighbourhood petty shops that
sell groceries, and odds and ends.
26. Excerpted from ‘Community Owned Microfinance
Institutions—Enabling double bottom line Impact’,
Access Development Services and Rabo Bank, Girija
Srinivasan and N. Srinivasan.
27. Study by Karuna Krishnaswamy and Alejandro
Ponce, co-funded by CGAP.
28. The author acknowledges inputs from Milroy Paul,
Habitat for Humanity, India that formed the basis
for this note.

Investment
climate—getting better1

As stated in the Chapter 3, microfinance is the subsector of choice in the financial sector for investment
bankers. The deluge of liquidity with Microfinance
Investment Vehicles (MIV) and investment bankers
made it easy for Microfinance Institutions (MFIs) in
India to access equity. Investments by private equity
(PE) investors in India continue to grow ever since
Sequoia Capital India invested in SKS. The US$ 32
million investment was soon followed by other PE
investors, among them Unitus, Bellwether, Treeline
and Developing World Markets. According to the
Venture Intelligence,2 cash-for-equity investments
in India-based companies by PE/venture capital
(VC) firms accounted for 40 per cent of all PE deals
in the past 18 months. There were 11 PE deals worth
US$ 178 million during the calendar year 2009,
compared to three deals worth US$ 52 million in
2008, according to Venture Intelligence.
Sequoia Capital India was the first traditional VC
firm to invest in the space with US$ 11.5 million investment in Hyderabad based SKS Microfinance in
2007. US based Sandstone Capital became the largest VC investor in an MFI by leading a US$ 75 million round in SKS Microfinance in November 2008.
However, for most small MFIs, equity from external
investors was a distant dream until recently. All the
new PE deals in Indian MFIs were predominantly
for the top tier MFIs. The deals were large but very
few. However, the situation has been changing. In
the year 2009–10, there were 29 equity deals worth
US$ 213 million. Thirteen MFIs outside the top 10
list got equity support, while eight MFIs in the top
10 list got more equity investments. In the first quarter of 2011, six deals worth more than US$ 66 million were concluded in which four smaller MFIs received equity apart from two large MFIs (Table 4.1).
Investors are thus willing to take equity positions in
start-up MFIs, for the capital appreciation potential

they offer. The International Finance Corporation
(IFC), the investment arm of the World Bank, has
invested US$ 300000 in Utkarsh Micro Finance
Private Limited, a microfinance start-up providing
loans in Northern India.
Table 4.1 Equity deals in Indian MFIs
Financial year Amount US$ (million) No. of deals
2007–08

52

3

2008–09

178

11

2009–10

209

29

2011–Q1

66

6

The number of equity investment deals in Indian
MFIs has been increasing over the last three years.
There was a significant increase in the number of
investments made in the financial year 2009–10.
Though increase in the amount invested was only
18 per cent, the increase in the number of deals done
was 163 per cent, reflecting better access to equity
for more MFIs and smaller average investments.

The Investors
With active investment interest in the Indian market,
different types of investors have entered the space.
The early interest in MFI equity came from investors abroad. Several foreign investment firms operate in India and more new ones are in the process
of entry. Domestic investors have also made equity
investments, often accompanying the international
investors. Domestic equity did not get invested in
MFIs on account of a weak venture capital culture
and the unfamiliarity with the sector. The entry of
foreign capital in the sector has raised awareness of
domestic investors to the opportunities in microfinance. From the global funders, there was a steady
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flow of funds though the investment cycles turned a
little longer due to credit crisis. The IFC committed
` 350 million in Rajasthan-based NBFC, AU Financiers Pvt. Ltd. Entering India for the first time, Incofin, a Belgium based microfinance company, has
recently picked up a 34 per cent stake (` 80 million)
in Asomi Finance Private Ltd. Other institutions
like Bellwether, Microvest, Temasek, ACCION gateway, Tree Line Fund (Singapore) and Blue Orchard
(Switzerland) also invested in various MFIs for the
year ending 2010 (Table 4.2). The number of international players is growing in the sector. Domestic
interest intensified with the entry of new investors
such as Bajaj Allianz Life Insurance and Catamaran
Venture Fund.

Table 4.2 Listing of investors based on domicile
National investors

International investors

Lok Capital

International Finance Corp (IFC)

Aavishkaar Goodwell

Sequoia Capital

India Microfinance
Development Co

Incofin

Bajaj Allianz Life Insurance

Microvest Capital Funds

SIDBI

Temasek Holdings

Catamaran Venture Fund

Blue Orchard Private Equity

Bellwether MF Fund P. Ltd

ACCION Gateway Funds

Dia Vikas Capital

MicroVentures SpA

SVB India Capital

DWM Investment Ltd., NMI Frontier Fund, Tree
Line Asia Master Fund

Matrix Partners

Unitus Equity Fund, Elevar Equity Advisors,
Microvest, CLSA Capital, Triodos Bank

Press note 2 of DIPP

Table 4.3 Equity deals in 2009–10 by class of investors
Mainstream investors
Name

Microfinance investors
Amount US$

Name

Temasek

50000000

Dia Vikas

Blue Orchard

10334849

Bellwether

Sequoia
Treeline Asia
Individuals
Catamaran Venture
IFC
Aavishkaar Goodwell
Bajaj Allianz

Amount US$
3150000
479581

9400000

Microvest Capital

4500000

10000000

Accion Gateway

500000

319006

Microventures Spa

6099783

DWM Investment

57800000
930521
10000000

The initial investors in the sector were microfinance focused funds that entered a riskier market
and prepared the field for broader entry of others.
With the maturing of the market, more mainstream
investors have gained entry. This year saw more
investments from mainstream investors than MFI
focused funds. IFC, with investments of more than
US$ 57 million, led the pack of mainstream investors (Table 4.3). Mainstream investors had a share of
72.8 per cent of equity invested during the year. The
coming to maturity of Indian microfinance sector is
apparent from the equity investments from mainstream players that lead the others by a ratio of 3:1.
The equity market will continue to be active.
With the Capital to Risk (weighted) Assets Ratio
(CRAR) increasing to 15 per cent of risk weighted
assets, and the growth in gross assets of the MFIs,
more equity will be needed. Lok Capital had estimated that there would be ‘an annual equity need
of approximately $ 200 million for the top ten MFIs’
until fiscal year 2013.’3 The loan portfolio growth
shown by the sector had been ` 57 billion and ` 66
billion in years 2009 and 2010, respectively. If future loan portfolio growth is around ` 70 billion per
annum, incremental equity of ` 10 billion might be

34649
20845986

Unitus Equity

4250000

Incofin

1804522

Lok Capital

1500000

India Microfin Dev Co

10000000

SIDBI

10727311

Total

154884159

57792049

Share

72.8 per cent

28.2 per cent

FDI in the Non-Banking Financial Company
(NBFC) sector is put on automatic route subject
to compliance with guidelines of the Reserve
Bank of India (RBI). Minimum Capitalization
Norms for fund based NBFCs states that:
• For FDI up to 51 per cent: US$ 0.5 million is
to be brought upfront
• For FDI above 51 per cent and up to 75 per
cent: US$ 5 million is to be brought upfront
• For FDI above 75 per cent and up to 100 per
cent: US$ 50 million out of which US$ 7.5 million is to be brought upfront and the balance in
24 months
Some MFIs, especially the start-ups, do not
comply with the Press Note 2 computation of
investment limits and, hence, the NBFC norms
of RBI. RBI had last year written to DIPP pointing out that under the revised Press Note norms,
seven domestic banks would cease to be counted
as Indian-owned banks. Some MFIs are awaiting
the verdict of DIPP in this regard. If DIPP upholds Press Note 2, domestic equity investors will
be much in demand as they will be instrumental
in facilitating infusion of large sums of foreign investments by putting in a small domestic portion.

Investment climate—getting better 55
required every year till growth in absolute terms
decline.4 In the process of ramping up equity, especially with funds from abroad, the compliance issues with Press note 2 of Department of Industrial
Policy and Promotion5 (DIPP) have to be visited.
This would make the role of domestic equity investors more important.

Borrowings
MFIs ramped up their loan portfolio in India from
US$ 252 million to US$ 3.8 billion between 2005
and 2010. The funding for this expansion came from
several sources apart from equity funding. Bulk
loans from banks are the most important source
of funds. In recent years, quasi-equity, mezzanine
funding, non-convertible debentures, debt assignments and sale of securitized debt have all emerged
as other means of raising resources.
Non-Convertible Debentures (NCDs)
In an attempt to create new avenues to raise funds,
Non-Convertible Debentures6 (NCDs) were used by
MFIs. The country’s first ever NCD issue that was
listed on the stock exchange was by Hyderabadbased SKS Microfinance. It had raised ` 75 crore at a
coupon rate of 10 per cent in May 2009,7 which was
soon followed by another issue of SKS and Grameen
Koota. MFIs have increasingly been tapping on the
NCD route to create a diversified lender base. For
investors, NCDs are a good option given the fixed
income and lower risk. NCDs are also more attractive as the companies offer higher returns than the
fixed deposits.8 Table 4.4 gives the major deals in
NCD for this year.
Table 4.4 Major NCD deals
Spandana
Grameen Koota
SKS

$17000000
$4270000
$15800000

Securitization of MFIs’ loan receivables
Securitization typically involves the conversion of
assets which have predictable future cash flows (for
example, a pool of micro-loans) into standardized,
tradable securities.9 Apart from a few banks, institutions such as the Chennai-based IFMR Capital and
the Mumbai-based Grameen Capital India have designed different structures whereby the loan receivables are divided into smaller pools, rated by credit
rating agencies and then transferred to a special
purpose vehicle (SPV); the pools are then bought
out by investors.10

A recent micro-loan securitization, completed by
IFMR Capital and Equitas Micro Finance, has enabled the first ever mutual fund investment into the
Indian microfinance sector. The ` 480 million (US$
10.4 million) transaction is backed by over 55000
micro-loans originated by Equitas Micro Finance
(Table 4.5). Micro-loan securitization provides
banks a profitable way to increase their investment
in the microfinance sector through rated and tradable securities.
Table 4.5 Major securitization deals in 2009–1011
ORIGINATOR
SKS Microfinance

Amt (` Cr.)
100.0

Bandhan

75.0

Grameen Koota

31.1

Equitas Microfinance

48.2

Sahayata Microfinance, Asirvad, Sonata, Satin Creditcare

30.9

Spandana

25.0

Grameen Financial Services

29.4

Janalaxmi Fin Services

24.8

Share

70.0

Grameen Koota

24.8

SKS
Sahayata Microfinance, Asirvad, Sonata, Satin Creditcare
SKS

137.4
27.3
107.6

Share

49.3

Equitas

42.2

Equitas

15.7

The securitization process, which allows MFIs to
pool the receivables from loans and sell the same to
third parties like banks, mutual funds and insurance
companies, could perhaps be another big opportunity
for MFIs to increase their funding sources. IFMR
Capital, a Chennai based NBFC expects more than
` 1000 crore worth of securitization transactions
to take place in the Indian micro finance sector for
the financial year 2010–11.12 Securitization enables
lower costs to originating MFIs, quality assets to
buyers, and a means of participation for insurance
companies, mutual funds and potentially even
pension funds.
RBI has proposed refinement of securitization
guidelines in order to revamp the market practice
and avoid high risks associated with very limited
period holding of such paper in hands of investors.
It has proposed under the draft guidelines a minimum holding period (MHP) and a minimum retention (MR) in the hands of the originator.
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The MHP requirement is that a loan will not be
sold unless it is held with the originator for nine
months, and for the loans having an original term
of more than 24 months, it will be 12 months. The
MR requirement is that the originator will continue
to hold a first loss piece, that is, the subordinated
portion of the portfolio, with a minimum risk of 5
per cent in case of loans of up to 24 months’ maturity, and 10 per cent in case of loans with above 24
months’ maturity.
In contrast to the present guidelines, the proposed guidelines apply the same rules to both securitizations and direct assignments. The implications
for the proposed guidelines are that MFIs (with a
typical loan maturity of 12 months and actual loan
maturity of less than 10 months, because of prepayments) will not be able to securitize their loans.
Assignments similarly will not be possible. Even
evergreened loans through top-up cannot be securitized as the date of origination will be the new date
of the top-up. With equity based leverage options
being limited on account of CRAR norms and the
bank’s own risk exposure to individual MFIs, the
alternative source for raising resources not only
from banks, but also from other sources, is virtually
bound to close. But the concerns of the regulator
have to be seen from the light of sub-prime problems where originators and investors tended to hold
assets for very short periods and tried to shift risk
elsewhere.
Sucharita Mukherjee13 suggeted that the minimum holding period (MHP) for one year microfinance loans with periodic weekly instalments (since
a majority of microfinance loans are 50 weeks in
maturity with weekly repayments) could be specified as the period pertaining to:
(a) repayment of nine instalments or
(b)	repayment of 20 per cent of the principal
amount of the loan, whichever is larger.
The minimum holding period will then be linked
to the tenor, as well as the frequency of repayments
of the underlying micro-loans in the same way that
the Guidelines make a distinction between bullet repayment loans and amortizing loans.
Loans from banks
Bank loans to MFIs did not exhibit any overt signs
of increased risk perceptions towards the microfinance sector. The total loans extended to MFIs and
outstanding at the end of March 2010 is estimated
at ` 15085 crore.14 Public sector banks have taken to
MFI financing in a big way. Public sector banks (not
including SIDBI) had an exposure of ` 4737 crore to

MFIs in comparison to private sector banks’ exposure of ` 4133 crore. Foreign banks had outstanding
loans of ` 1994 crore and FWWB had increased its
exposure from ` 295 crore last year to ` 360 crore.
SIDBI almost doubled its exposure to ` 3808 crores
during the year. At this level SIDBI had a share of
more than 25 per cent of the market.
Regional Rural Banks (RRBs) had minimal exposures amounting to ` 52 crores, mainly to smaller
MFIs in their respective areas of operation. The volume of loans outstanding in the books of the banks
formed 82 per cent of loans outstanding in the books
of MFIs. While banks have increased bulk loans to
MFIs and also took up securitized and assigned
debts, they limited their dealings to larger MFIs
and select medium MFIs. The small and tiny MFIs
found it very difficult to raise bank loans. In state
after state, small and medium MFIs complained that
banks have turned insensitive to their needs. Some
MFIs had to scale down their lending programmes
and reduce their clients because of the sheer unavailability of financing. Others had to reduce the
per head loans in a bid to provide some satisfaction
to every customer in the hope that adequate bank
loans might come through. While the problem for
some of the smaller MFIs was resolved with the advent of the month of March,15 for others there was
no hope. MFIs were asked to generate a portfolio
of ` 2 crore before approaching some banks for a
loan. MFIs in trust, society and cooperative forms
were asked to transform into a company. There were
also cases where credit rating was required for loans
as little as ` 2.5 million. Personal guarantees of the
board, promoters and collateral were demanded by
some banks. Ishat Hussain16 observes
Promoters of Micro Finance Organizations registered under society/trust & section 25 of company
Act are basically social entrepreneurs. They have
neither own equity nor they profit from micro finance operations. Banks treat MFOs on par with
profit oriented MFIs and apply the same debt-equity
ratios. Guarantees and collateral security from promoters are asked for. Banks ignore the social equity,
long time presence in development sector and voluntary service mandate of such MFOs. Social equity
must be considered and weighed in to relax debt to
equity ratio. MFO’s Promoters personal and collateral guarantee should not be stipulated. Banks
should provide loans to non-profit MFOs out of
DRI17 scheme at low rates of interest.

The rating agencies, by and large, were not comfortable with other forms than companies in microfinance. The rating was a notch less than companies
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for other forms of organization. Community owned
organizations in particular got a raw deal from the
rating agencies. With the availability of World Bank
funds, SIDBI should partner with other agencies
to set up a funding facility for small and medium
MFIs that do not have grand designs of growth. The
smaller MFIs were reluctant to invest money in getting rated on account of the uncertainty of the outcome and the likelihood of bank loans thereafter.
NABARD has extended two schemes for funding
the cost of rating for such MFIs with the objective
of introducing small MFIs to rating exercises. One
scheme caters to needs of MFIs seeking bank loans
and routes the grant through the financing banks.
The second scheme is for MFIs that seek Equity or
bulk loan from NABARD.
I. NABARD Grant Assistance for MFI Ratings
1. The scheme is operational on an ongoing
basis.
2. Banks can avail of 100 per cent reimbursement
of expenses of rating of MFIs up to ` 3 lakh by
way of grant, for the first rating of MFI.
3. MFIs with minimum loan outstanding of ` 50
lakh and maximum loan outstanding of ` 10
crore are eligible for support.
4. Regional Offices of NABARD have been delegated powers to sanction and release grant
assistance under the scheme.
II Rating/Grading support to MFIs seeking
Capital Support and/or RFA under MFDEF
from NABARD
1. The scheme is operational on an ongoing
basis.
2. 100 per cent reimbursement of ‘professional fee’
of the Credit Rating Agency (CRA) for rating
of MFIs only, subject to a ceiling of ` 3 lakh.
3. The MFI that had been provided with Capital/
Equity/RFA by NABARD will be eligible for
assistance for the second rating on a 50:50
sharing basis, subject to improvement in performance.
One of the threats to bank funding has been removal of priority sector lending (PSL) tag attached to
loans given to MFIs. If this is removed, some banks
might withdraw from MFIs. But others might continue existing exposures and wait and watch. Overall there would be a reduction in available funds to
MFIs immediately after the withdrawal of the Priority sector tag. Banks’ present exposure to MFIs is

about 0.46 per cent of bank credit. To replace this
small proportion of loans with other priority sector
loans will not present a challenge to banks. Certainly the exposures would be re-rated for risk and the
interest would go up as a consequence. The impact
of removal of PSL tag would be felt more on costs
than on availability.
Banks, on their part, have been under some pressure from state governments and Ministry of Finance over lending to MFIs that charge high rate of
interest from poor. Some of them are mulling interest rate caps on onlending of their funds.
A concern expressed by banks has been the lack
of responsiveness from MFIs when requested for
information and compliance with loan contract requirements. The tendency of MFIs to play one lender
against another was also a matter of concern. Most
lenders to MFIs have joined to set up an informal
forum of lenders. In the initial stage they share information among themselves; they have taken up
joint portfolio audits and shared the pooled information from audit. In the lenders forum, further steps
on unifying the minimum disciplines for MFIs and
coordinating the lending programmes are underway.
The lenders forum could become the basis for a regulatory organization for its borrowing clients.

Accessing Capital
Markets—Watershed in
the Microfinance Sector
SKS Micro Finance floated its first public offering of
equity and mobilized US$ 358 million. The eventual
pricing valued SKS Micro Finance at US$ 1.6 billion.
The shares which were over-subscribed 13.7 times
(primarily by institutional investment interest) fixed
the price per share at ` 985 reflecting a valuation of
98 times the face value of shares. Overall, the valuation accorded a book value to market value ratio of
six times. The successful float of the IPO bodes well
for the rest of the microfinance sector. Microfinance
has got the attention of the capital market and there
is active investor interest in this new business. Up
to half a dozen other MFIs are aspirants to enter the
equity market with their own share floats.
However, there were certain issues that need
examination. High enterprise valuations could
result in fair-weather conditions when too much
investible money chases too few available capital
stocks. The ability to justify such high valuations
through appropriate returns on investment as also
capital appreciation is very rare. Given the fact that
the customers are politically sensitive as a class and
any abnormal profits made at their cost are bound
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to boomerang on the entire sector, it is difficult to
envision high returns to capital and high return of
capital in the form of appreciation.18 An investment
that is priced 98 times the face value in the normal
course has to wait 99 years to recover the investment
cost even if dividends of 100 per cent are declared
each year. In the process, the current opportunity
cost of capital invested will never be recovered and
postponed indefinitely. With return-on-assets on
an average of 4.8 per cent to 6 per cent, it’s difficult
to see how capital appreciation beyond the current
rates could be achieved. If the return-on-assets does
not increase and return on equity hovers around 25
per cent, it is difficult to sustain the listing premium
over the long run. With neither the technical factors
around business promising an extraordinary spike
in income potential nor the market sentiments reflecting the urge to apply a higher discount ratio in
terms of price to earnings, the valuation achieved
would be difficult to defend. The banking sector on
the whole had an average return-on-assets of 1 per
cent. Sound financial institutions enjoy a price to

earning ratio of around 6. Private sector banks such
as HDFC Bank and Kotak Mahindra had exceptional price to earning ratios of 18 and 15, respectively.
Strong promoter based corporate houses are able
to defend share prices in the markets on account of
deep pockets and mechanisms on the ground. But
where the holding of the promoter is thin, a turbulent market when in a downswing could be unforgiving. A case in point is the steep fall in the share
price of ICICI Bank last year from ` 1000+ to approximately ` 430 within a period of five days, just
on the basis of unfounded rumours that they had
risk exposure to Lehman Brothers. But the share
price is yet to get back to pre-shock levels, and took
more than a year to claw back to 90+ per cent of
the peak prices. While getting high enterprise valuations in the market is a difficult enough task, the
responsibility to defend the prices in the market and
protect shareholder value is even more onerous. The
core competence of MFIs is in financing the vulnerable. How much can they stretch themselves to attend to other matters?
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ANNEX 4.1
Banker’s round table

Twelve private sector and foreign banks engaged in microfinance met in a consultation workshop arranged
by CAB, RBI specifically for the purpose of State of the Sector Report 2010. Of the banks that attended, six
had a positive outlook for the sector and looked to increase their exposure to MFIs. Three banks wanted
to exercise caution and remain on watch as to emerging developments. Three of them clearly felt that the
outlook did not look positive and expected that they would reduce their exposure to the sector.
The overall impression on growth rates of the sector was that there is some difficulty in finding newer
geographies and newer markets. The growth which has been concentrated around urban, peri-urban and
semi-urban areas has more or less reached a saturation point. The number of institutions operating in such
locations has also increased and led to intense competition. But there were also views among the bankers that in rural areas there is still adequate space but the cost of providing services in the rural areas are
bound to be higher. This actually hindered the expansion of microfinance in the hinterland. There were
also views that the strident growth over the last three years has caused a fall in portfolio quality. Portfolio
at risk (60 days) that was less than 1 per cent last year has been moving up towards 2 per cent to 2.5 per
cent. Some other banks expressed concern at the growth in loan volumes fuelled by increasing loan sizes
and the practice of providing additional top-up loans within three to four months of the basic loan being
given to the borrowers. The consensus was that there is still considerable growth potential in the long term.
MFIs were felt to be mindful of the growth potential while expanding their operations in many areas; they
are not averse to reducing their exposure and withdrawing from the more difficult locations. Availability of
continued funding from banking sector could be the key determinant in the future growth of the industry.
Three important aspects of the growth rates were felt to be staffing, systems and demand for credit. The
Bankers’ prediction was that the client growth rates might slow down for the top MFIs but volume growth
in terms of loans would continue.
A more important concern was that MFIs quite often went outside the boundaries of the religion of
microfinance. MFIs need to stick to financial intermediation, especially providing credit to poorer sections of people efficiently at doorsteps. When they try to take up other lines of activities such as education,
health, distribution of consumer goods, they cross the boundaries of microfinance which increases the risk
exponentially. Further, individual lending is something in which MFIs have no skills and therefore are not
good at. Such inherently risky businesses should be avoided. As long as MFIs continue to provide the joint
liability group or SHG based loans they would be in a position to continue to thrive. The emerging concern
in the sector as seen through the field visits as also from the bankers’ eyes was lack of diversification of
products, lack of focus on income generation and livelihood of the poor customers.
The reported proposal to remove microfinance from the priority sector mandate of banks is a particularly damaging one, not so much for fund availability but to the image of microfinance sector.
The emergence of ring leaders who act as agents of MFIs has adverse consequences. In a number of
locations across several states in the country, more and more centre leaders were becoming the key point
around which the groups were getting formed and financed. Originally, the centre leaders were the contact
points to facilitate the work of MFIs who could identify the members and help out in verification of customers’ antecedents and so on. Today, with competition among MFIs having becoming intense, the centre
leaders have become power centres. The centre leaders reportedly register members promising them that
they would be able to access loans from MFIs. This registration comes at a fee (unauthorized, either known
or unknown to the MFIs concerned). Further the continuing engagement with the members over the period of loan also entails payment of some form of commission to the centre leader. In some cases, the MFIs
pay out these fees by collecting it from the members and, in others, the leaders collect the fee themselves
without the knowledge of MFIs. Such unauthorized power centres existing outside the MFIs system poses a
great risk. The incidence of ghost loans in several centres and the consequent defaults by certain groups in
some locations is an indication of the high risks inherent in letting centre leaders become ring leaders. The
escalation of debt level in respect of certain borrowers in some locations is attributed directly or indirectly
to the mechanism of centre leaders. The sooner MFIs get a fix on this, the better it would be for their ongoing business. It does make sense to MFIs to employ a person with local knowledge and familiarity of the
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local population as a key person in customer acquisition. In such a case, the MFIs should take the person
on its rolls either as an employee or as a contracted entity so that the person is compelled to work within
the framework of rules and regulations of the MFIs. Any payments made to the central leaders and any
money collected by the central leaders from the customers should be fully documented, accounted for and
understood by all parties concerned. Without transparency on the terms of engagement of centre leaders
and the money collected by them, it would be difficult for MFIs to operate in a risk free manner in different
locations. It does look as if the field staff have found easier ways of achieving their targets and continued
monitoring over the clients through the mechanism of centre leaders. In many cases, the field staff seem to
have done so without information to the MFIs concerned.
Another area of concern was the quality of information reported by MFIs to their lenders. The verifiability of data reported was a major issue for the banks. Some MFIs were reportedly reluctant to provide
complete information to any bank. They were also reportedly unwilling to take up audits of a special kind
to determine the portfolio quality of their loans. Some of the MFIs provided information that would find
acceptance in banks rather than what was available on their books. The loan portfolio audit that has been
conducted in a couple of cases did bring out that there were significant problems in the quality of portfolio.
In some cases, the customer in whose names the loans were outstanding in the books of MFIs did not exist.
In some other cases, repayments received from the customers have not been accounted for. In certain other
cases, the transfer of loans had been taking place of which the MFIs apparently were not aware. These information related issues did not come to surface; some banks did suspect that there was active concealment.
In certain cases, the MFIs play one funder against the other by stating that a funder with a larger exposure
did not want certain pieces of information that the other funders with a smaller exposure desired to have.
There were also reported cases where the MFIs chose to pay out the outstanding dues to the financing bank
rather than provide the information asked for. These do not reflect good corporate governance and also do
not provide confidence as to the quality of information that exists with the MFIs.
The information system in place in several MFIs is also a cause for worry. The MIS is dissociated from
the accounting data. Aspects such as number of customers acquired, amount of loan disbursed, amount of
loans outstanding, amount of loans that were repaid in each period, the portfolio at risk calculations made
are all subject to corrections. As Sadhan19 reported, the difference between un-audited data and audited
data subsequently filed by the MFIs reflected a divergence of around 10 per cent. If the accounting data
which forms part of the balance sheet, and profit and loss account could register a 10 per cent difference
during the audit process, then the un-audited MIS based data could be erroneous to a much larger extent.
Only a few MFIs had invested in information systems that capture data from the basic accounting entries by
having proper solutions which were based on ERP/CBS platforms. It’s high time that funders and investors
demanded a stable and inter-connected accounting-cum-MIS system in order to ensure that decisions are
taken on reliable, verifiable information.
On governance, the bankers expressed increasing comfort with development in the sector. More and
more MFIs were making the board much more professional with induction of independent directors. Equity investors and large lending banks were also represented in the boards. The audit was being awarded to
more reputed and professional firms reflecting an increasing concern within MFIs to improve the quality of
audit. The creation of independent audit committees of the board as also other sub-committees to look at
different aspects of functioning of MFIs at board level was an increasing source of comfort. The professionalization of senior management has also been a positive for the sector. The increased transparency level and
greater dissemination of information has led to increased confidence in the MFIs. However, there remained
a few MFIs where without the promoter neither the board nor the professionals could be functional. Even
for providing very small pieces of information, promoter’s concurrence was desired by the senior staff
which reflected that the governance was in poor shape and that the institution was being run on individual
whims. Such institutions should be influenced to become better governed.
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ANNEX 4.2
Equity deals during the year 2009–10
Investor

Investee

Month

Investment US$

Lok Capital, Aavishkaar Goodwell, India
Microfinance Development Company
and SIDBI

Bhartiya Samruddhi Finance
Limited

April

10000000

Bellwether MF Fund P. Ltd

Equitas

May

479581

Bajaj Allianz Life Insurance

SKS Microfinance

May

10000000

IFC and others

Share Microfin Limited

May

50000000

Dia Vikas Capital

ESAF Microfinance (EMFIL)

June

2600000

Individuals and IT professionals

Navachetna Microfin Services Ltd

June

319006

Incofin

Asomi

June

1701404

Microvest

GVMFL

June

4500000

Aavishkaar Goodwell & India Microfinance
Development Company

Suryoday Microfinance

July

930521

TEMASEK

Spandana

July

50000000

Blue Orchard

Asmitha Microfin Limited

September

10334849

Impulse Microfinance Inv Fund (Incofin)

Grameen FSPL

September

42968

Lok Capital

Asirvad Microfinance Private Ltd

September

1500000

ACCION Gateway Funds

Saija Finance Private Limited

October

500000

IFC

AU Financiers Pvt Ltd

November

7500000

MicroVentures SpA

Grameen FSPL

November

34649

International Finance Corporation

Belstar

November

1150000

Small Industries Development Bank of India

Bandhan

December

10727312

Incofin & Aavishkaar Goodwell

Grameen FSPL (Grameen Koota)

December

60150

Impulse Microfinance Investment Fund
(Incofin)

Grameen FSPL

December

1146

Unitus Equity Fund

Grama Vidiyal Micro Finance
Limited (GVMFL)

January

4250000

Catamaran

SKS Microfinance

January

6099783

DWM Investment (Cyprus) Ltd.

Smile Microfinance Limited

March

10845987

Sequoia Capital

Equitas

March

9400000

Dia Vikas Capital

Annapurna Microfinance

March

550000

Tree Line Asia Master Fund Bellwether,
Narayan Ramachandran & others

Janalakshmi Financial Services

March

10000000

Triodos Fair Share & Triodos
Microfinance Funds

Bhartiya Samruddhi Finance
Limited

March

62706

Developing World Markets

Smile

March

10000000

International Finance Corporation

Utkarsh Micro Finance Private
Limited

March

300000
213890063

Deals after April–July 2010
CLSA Capital

Equitas

May

24000000

Incofin

Fusion Microfinance

May

952276
(continued)
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Investor

Investee

NMI Frontier Fund

Belstar

May

900000

Matrix Partners India, Hivos Triodos and Lok
Capital

Bhartiya Samruddhi Finance
Limited raises

July

26000000

Elevar Equity Advisors Pvt Ltd and SVB India
Capital Partners

Vistaar Livelihood Finance
(Vistaar LFI)

May

3277256

Developing World Markets (DWM)

Smile

May

10924186

Total

66053718

Notes
1.

2.
3.
4.

5.
6.
7.
8.
9.
10.

Laxman Timilsina, intern with CMF provided support through collection of data and helpful working
draft for the initial part of this chapter. The author
gratefully acknowledges his contributions and the
cooperation from CMF in making his services available.
A investment advisory firm that catalogues equity
investments across the world.
Microfinance Industry in India, March 2010, Lok
Capital.
With the huge unmet demand (for both widening
and deepening) for credit from people excluded
from financial services, decline in absolute growth
in loan portfolio is not likely for many years. Growth
rates might abate, but actual volumes will continue
to sustain. The only risks are of a crisis or a regulatory intervention that might cause contraction.
A discussion of the issues is available in ‘Possible
epicentre of the next big shake-up’, Shadab Rizvi on
shadabrizvi.blog.co.in
NCDs are a type of debt instrument that is issued for
a fixed maturity and which cannot be converted into
equity.
http://www.microfinancefocus.com/news/2010/
01/04/fundraising-via-ncd-route-grips-indianmicrofinance-sector-2/
http://www.microfinancefocus.com/news/2010/
06/23/ncds-and-securitization-popular-routes-fordebt-funding/
More about the process of securitization can be
found in http://ifmrtrust.in/capital/images/stories/
pdf/IntrotoSecuritisationforMFIs3.pdf
http://businesstoday.intoday.in/index.php?issueid=
85&id=13925&option=com_content&task=view

Month

11.
12.
13.
14.
15.
16.
17.

18.

19.

Investment US$

http://businesstoday.intoday.in/index.php?issueid
=85&id=13925&option=com_content&task=view,
IFMR Capital deal portal.
http://indiamicrofinance.com/ifmr-capital-targetsrs-1000-cr-securitisation-deals-current-financialyear.html
Sucharita Mukherjee is the CEO of IFMR Capital,
Chennai.
Based on provisional data made available by NABARD and further information collected by the author individually from some banks.
In the run up to meeting targets in the year end,
banks sanction and disburse loans in the month of
March. Every year, the March madness plays out.
Ishat Hussain, is the CEO of Pahal Institute, MFO in
Uttarakhand. The observations were made during
the UNSE annual forum meet in Jaipur.
The DRI scheme is the Differential Rate of Interest
scheme under which banks are to lend 1 per cent
of net bank credit to poorest of the poor at a rate of
interest of 4 per cent. Banks have not been able to
meet this requirement.
Either hefty dividends every year or a continuing
high price in the bourses, and often a combination
of both are necessary to justify the high premium.
Even if 100 per cent dividend is paid, a patient shareholder will recover his investment in 99 years, but
still be worse off. A trader by contrast will look for a
spike in market prices that is above his threshold return, sell off the stock and exit the investment. High
valuations make the stocks trade in the bourses with
considerable velocity and volatility. The promoter
should forever be vigilant.
Side by Side Report 2009, Sadhan.
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Figure 5.1 Client outreach across regions

ia
As
h

M

id

dl

e

Ea

st

So
ut

/N
or

th

Am

Af
ric
a

sia
lA
La

tin

tra

Ce
n

ur
op
e/

Ea
s

tE

Ea

st

As

ia

/P
ac
ifi

c

Af
ric
a
n
ra
ha
Sa
b-

er
ica

Loan Portfolio (million)

18000
16000
14000
12000
10000
8000
6000
4000
2000
0

Su

World over, and especially in the developing countries, microfinance has been seen as an important
instrument of providing financial services to the
poor and the vulnerable. Because of its perceived
development outlook and social benefits, public resources are spent in funding microfinance institutions (MFIs), educating stakeholders, learning and
sharing the lessons. MIX Market, as one of those
public initiatives, has been informing the stakeholders on the developments in the sector through a
quantitative lens. The MIX market data relating to
microfinance operations across the world has some
interesting information regarding the state and performance of microfinance.
From a database of about 1400 MFIs across the
world, the number of users of credit services from
the sector was estimated at 86.2 million. Clients who
used microfinance for savings exceeded the number of borrowers at 95.8 million. Of all the MFIs,
Latin America had a share of 28 per cent followed
by Eastern Europe and Central Asia region with 21
per cent. As for borrowers, South Asia had a share
of more than 50 per cent, and in terms of savers,
the share of South Asia was highest at more than
one-third (Figure 5.1). The total loan volume of the
sector across the globe as of March 2009 was of the
order of US$ 44.2 billion. Latin America had a lion’s
share of 38 per cent of loan volumes and South Asia
had about 10 per cent of the loan volumes, which
is disproportionately small considering the sheer
number of clients in the region (Figure 5.2). South
Asian loans were typically small in size and will remain so for some more time. Savings through MFIs
amounted to US$ 16 billion with 40 per cent of savings being accounted for by Latin American region.
Equity to the extent of US$ 9.9 billion had been invested in the microfinance sector of which Latin
America region accounted for 35 per cent followed
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Figure 5.2 Loan portfolio across regions (US$)

by Eastern Europe/Central Asia with 21 per cent
and South Asia with 14 per cent.
In terms of profitability of institutions across
regions, Eastern Europe and Central Asia experienced high return-on-assets (ROA) with median
ROA around 2.9 per cent (Figure 5.3). Middle East
and North Africa, inspite of a much smaller microfinance sector, also reported 2.9 per cent ROA. East
Asia and the Pacific with 2.8 per cent ROA followed
with lowest ROA posted in South Asia at 1 per cent.
However, the average ROA was 1.4 in South Asia,
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and 3.1 in Eastern Europe and Central Asia. This
points to widely differing financial performance
of MFIs in these regions; while some appear to be
posting very high ROA, there are others which lose
money. Across all regions, the median ROA was
2.1. Similarly, in the case of return on equity (ROE),
Eastern Europe and Central Asia posted a healthy
11.3 per cent (Figure 5.4). East Asia and the Pacific reported 13.9 per cent, the highest ROE. SubSaharan Africa had the lowest ROE at 3.6 per cent,
commensurate with small, inefficient institutional
structures. South Asia was in the middle range with
8.7 per cent ROE which was more or less near the
median equity for all regions at 8.9 per cent.
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Figure 5.3 Earnings performance (ROA) of different
regions
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Figure 5.5 Comparison of PAR across regions (%)

also another major reason for poor portfolio quality.
The problems in Latin America are on account of
some of the smaller institutions with weak systems
in quite a few countries. The Nicaraguan repayment
crisis has contributed to the region’s high PAR. In
North Africa, Morocco faced significant repayment
problems which pushed up levels of default for region as a whole. In South Asia, Pakistan microfinance faced significant delinquencies over the last
18 months. Independent of clients, PAR would tend
to move up and down based on the country’s and region’s local factors such as economic cycle, political
change, emergence of new institutions, incidence
of natural disasters and manmade calamities. The
problems faced in Sri Lanka and parts of India after
the December 2004 Tsunami or the crisis in Haiti
after the earthquake are some examples. The impact
of recent massive floods on MFIs in Pakistan is being assessed and the prognosis is not positive.
Between 2003 and 2008, the number of microfinance borrowers increased by a compound average
growth rate of 21 per cent. But the gross loan portfolio recorded growth of 34.2 per cent, reflecting that
not merely client expansion was taking place but a
significant deepening of financial services through
increased loan sizes was also taking place.
South Asia had the lowest operating costs across
all regions (Figure 5.7). Even with average loans
being low (Figure 5.6), the delivery efficiency has
Average loan and cost per loan US$
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The portfolio at (PAR) risk was the lowest in
Eastern Europe and Central Asia at 4.4 per cent,
whereas across the world, the PAR was 6.7 per cent
(Figure 5.5). South Asia at 5.6 per cent PAR was
lower than the international average. The difficulty
of monitoring and the high cost of client supervision in Sub-Saharan Africa reflect in the high PAR.
The hardships in the livelihoods of customers in
Sub-Saharan Africa would tend to limit repayment
rates. The weak state of institutional development is
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Figure 5.6 Average loan size and cost per borrower—
comparison across regions (US$)
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Figure 5.8 Country comparison of client outreach
Loan Portfolio 2008 US$ (million)

Ec sh
u
In ado
do r
n
Ky esia
rg
ys
ta
M n
ex
ic
Ni o
ge
Ph
r
ilip ia
pi
n
Bo es
sn
ia
In
di
a

il

de

az

ng

Br

30

Figure 5.9 Country comparison of loan portfolio
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in India. The average loan per borrower at US$ 141
in Vietnam and US$ 150 in Ethiopia did not seem
to fall in the same category of financial services in
countries where the average loan per borrower was
more than 10 times higher. Microfinance in China
surprisingly was a small sector as cited by the MIX
Market data. With active borrowers of only 45000
and loan portfolio of US$ 27.8 million, the sector
seems to still be in its infancy.

Ca

ensured that MFIs remain profitable in the region.
The South Asian countries, barring Nepal, are
helped by the high density of population which
enables field officers serve a larger number of customers. The group method of lending further brings
down the cost per borrower. In sparsely populated
countries, with individual lending models the costs
could escalate. The remuneration structures vary
across countries and regions. Mexico, for example,
has high salaries paid to staff of MFIs, whereas in India costs are much lower. Eastern Europe has a high
salary structure compared to Sub-Saharan Africa.
Sub-Saharan Africa and Latin America had high operating costs for a number of reasons such as sparse
population, low case loads per staff, long travel
times and associated costs, and low average loans.
While Latin American MFIs were able to price their
loans to recover costs, in Sub-Saharan Africa, pricing flexibility is low, making cost recovery difficult.
Employee remuneration in Latin American region
is high compared to many other regions. Latin
America mostly follows individual lending models which carry high costs. Many Latin American
countries were able to charge interest rates that were
significantly more than rates charged by banks. For
example Mexico, Argentina and Panama charged
rates that were 56 per cent to 35 per cent more than
the bank interest rates. The ability to price loans indicates that competition if any is oligopolistic and
does not incentivize cost optimization.
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Figure 5.7 Operating efficiency (OCR%)

Inter-country comparison across the regions revealed huge diversity in different markets. The inequality also makes one question the definition of
microfinance in these contexts. For example, the
average loan size in Bosnia was US$ 2020, in Kyrgystan US$ 1590 and in Ecuador US$ 1286. This
provides an enormous contrast with average loan
per borrower of US$ 92 in Bangladesh and US$ 133

In some countries, both depositors and borrowers used microfinance services quite effectively
such as Bangladesh, Brazil, Ethiopia, Mexico and
the Philippines. However, there are countries where
savers preferred to use other forms and accessed
only borrowings from MFIs. Countries where the
microfinance sector reported significant amounts
of voluntary saving are characterized by a number
of banks offering financial services to poor and vulnerable. There are also countries in which banks
were not considered as part of the microfinance
sector. The reckoning of banks within microfinance
sector made a huge difference in volumes in savings
and in operational performance parameters. Where
MFIs provide both savings and credit services, the
ability to scale up rapidly would be somewhat limited. Where only credit is offered, as in India and
Bangladesh, rapid scaling up is feasible. India seems
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to have the largest number of borrowers in the microfinance sector followed by Bangladesh. Deepening of microfinance through larger loan sizes and
support to enterprise activities are the priorities in
South Asia.
The Economist Intelligence Unit2 (EIU) had carried out a comparative ranking survey of the 55
microfinance markets across the world. The survey
ranked the countries and regions on three aspects:
(i) regulatory environment, (ii) investment climate,
and (iii) institutional development. Regionally, the
survey ranked Latin America at the top followed
by South Asia and Sub-Saharan Africa. In terms of
regulatory climate, Sub-Saharan Africa was rated to
be the highest ranked as it had relevant regulation
specific to the sector and created an environment
that was enabling for entry of institutions. In terms
of investment climate, East Europe/Central Asia
was found to be the best. The ease of entry and exit,
the regulations relating to investments and options
available for dealing with different financial instruments in the local markets were all considered to be
the most appropriate for investors. On institutional
development, South Asia was deemed to occupy the
best position. With considerable investments both
in technical capacities and in models and processes,
the South Asian market was seen to be the most
advanced, where most institutional and process innovations took place. Across countries, the survey
found that Peru was best placed in terms of ranking,
followed by Bolivia, the Philippines, India and Ghana. Countries that were placed at the bottom of the
table were Venezuela, Jamaica, Trinidad and Tobago, Vietnam, and Thailand. India’s position near the
top is on account of good institution development
factors and a reasonable regulatory environment.
There is scope for improvement in governance standards, transparency and regulation of microfinance
operations.
The MIX top 100 list of MFIs provides a comparative assessment of performance of MFIs3 across the
world. India had the maximum number of institutions in the top 100 list, holding 20 places, followed
by Ecuador (9), Egypt (6), the Philippines (6) and
Bangladesh (5). The ranking was based on a joint
assessment of outreach, efficiency and transparency. Indian MFIs had scored higher than the others
on account of continuing high client growth rates
and their low cost operations. The MIX report commenting on the number of Indian MFIs getting top
ranked states:
Expanding access outside of the southern states, the
hub of Indian microfinance over the last decade, has

provided ample market for continued growth. Perennially low operating costs, which did not move
from prior year results, kept Indian MFIs achieving
high marks in efficiency, as well. On average, these
institutions ranked six percentage points above their
peers in this pillar.

Morocco and Bosnia, had occupied many positions in the top 100 list last year, but lost the same on
account of repayment problems and modest growth
rates.
An important addition to the knowledge base
available on banking services for the poor is the ambitious ‘Access to Finance’ survey carried out across
the world by CGAP.4 It pointed out the institutional
and other inadequacies in the developing countries
that resulted in limited access to services. The survey found that developing countries have one-third
the numbers of deposits per person compared to the
developed countries. In terms of loans, the developing countries had one-fourth of the loans that were
extended in the developed countries. The outreach
of the financial institutions was much narrower in
developing countries; in terms of the number of
branches it was one-third the numbers and, in terms
of number of points of sale, it was about one-twelfth
per unit of population compared to what was obtaining in high income countries. Microfinance
sector was regulated by the Central Bank directly
in 40 per cent of the countries. An interesting point
made in the survey related to interest rate disclosure
requirements by law. Among the Latin American
countries and the high income countries, 91 per
cent required that the interest rates be transparently
disclosed. The countries across the region with interest disclosure requirements were 76 per cent in
Europe and Central Asia, 73 per cent in East Asia
and the Pacific, 54 per cent in Sub-Saharan Africa
and only 50 per cent in South Asia. The customer
protection levels in South Asia do not compare well
with the rest of the world when seen from the context of this requirement.
In a survey of apex institutions in microfinance
across the world, a study found that 76 apexes existed in 2007.5 Most of these were located in Latin
America and South Asia. But Africa has been setting up more apex institutions over the last five
years. The average disbursement of 15 large apex
institutions was US$ 151 million in 2007. The total disbursement made by apexes in 2007 was of the
order of US$ 2.5 billion. In India, the current year’s
disbursement to the microfinance sector by the two
apex development banks, NABARD and SIDBI was
of the order of US$ 1.75 billion.

Microfinance in the global context 67
A survey of Microfinance Investment Vehicles
(MIVs) that channel equity funding across the world
into MFIs was carried out by Micro Rate.6 The survey
found that funds from Europe and in the USA were
available in much larger volumes for MIVs to channel to MFIs. In a world economy recovering from
recession, it was interesting to note that investors’
funds are willing to flow to countries such as Peru,
India and Uganda into the microfinance sector. The
volume of funds mobilized in 2009 by MIVs was of
the order of US$ 6 billion which was an increase of
22 per cent over the previous year’s volumes. However, the assets (investments actually made in equities) increased by only 11 per cent. This was a clear
indication that the demand for investments was
weak compared to supply of investible funds. The
mismatch between weak demand and strong supply
resulted in liquidity of around US$ 1 billion in the
hands of MIVs as at the end of 2009. This surplus
liquidity has been chasing the few quality investment opportunities available in the market which
explains the kind of subscriptions received by the
recent SKS IPO in India.
As for investment destinations through MIVs,
Latin America and Caribbean Region accounted for
37 per cent of investments, and Eastern Europe and
Central Asia accounted for 35 per cent of investments. South Asia had a small share of 9 per cent.
The investible resources at the peak of recession
have a tendency to shrink and even withdraw completely. Two development finance institutions have
joined hands to set up a microfinance enhancement
facility to deal specifically with market volatility induced impact on flow of investible funds. A survey
carried out by CGAP7 of MIVs found that there has
been a slowdown in the market, but still there were
few redemptions taking place.
CGAP and JP Morgan had collaborated to carry
out a global valuation survey8 of MFIs. The survey
found that despite persistent problems over the last
two years, the valuation of MFIs continued to rise.
The valuations increased over 60 per cent since 2007
to reach a median book value multiple of 2.1. The sector attracted more funds than ever before from private investors as well as public funders. India seemed
to be in an orbit of its own in MFI valuations. Large
MFIs in India trade at three times the global median
value multiple of 2.1. The research team was not
convinced that the high Indian valuations were justified. Current profitability of 14 per cent ROE was not
high enough to merit a high equity valuation. While
there is growth potential in the Indian market, investors should pay for profitability and not for high

growth rates. The low PARs in India are not sustainable in the long run as had been the case in mature
markets. High penetration in select regions within
India is a cause for concern in the light of concentration risks. The study concluded that the Indian MFI
valuation is driven more by excess capital availability
and limited avenues of investment.
CGAP had carried out a study of the crisis in
microfinance markets across four countries.9 The
study ‘Growth and vulnerability in Micro Finance’
examined the problems in the microfinance sector in Nicaragua, Morocco, Bosnia-Herzegovina
and Pakistan. While the crisis was attributed superficially to the recession across the globe, the
study found that the global recession was merely a
contextual factor and was not the real cause. These
four countries had a repayment crisis following a
period of high growth. The study after examination
of relevant factors concluded that in the midst of
high growth, MFIs did not attend to fundamentals
of risk mitigation and financial discipline. One of
the reasons was highly concentrated competition
in the microfinance markets which made it possible for multiple borrowing by large populations
of clients. The second reason was that the systems
and controls of the MFIs were over stretched in the
midst of a frenetic pace of growth. The third was
the erosion of lending discipline in a very competitive market. These three factors eventually led to a
breakdown of the repayment culture and resulted
in the crisis. The findings are similar to the findings in some of the regions and locations in India
where microfinance crisis had impacted the MFIs.
While the crises in India were small scale and localized, the kind of conditions faced now by the
microfinance sector are similar to the conditions
explained in the study report relating to these four
countries.
Bosnia-Herzegovina—a case in microfinance10
Bosnia and Herzegovina is a case study in the
microfinance sector of how competition and lax
risk mitigation can derail a successful sector.
The Bosnian microfinance sector was growing
at a robust pace and with high profitability. The
median ROA for institutions in microfinance
sector in Bosnia for the year 2007 was a healthy
5.9 per cent. Average loan sizes were quite high
at US$ 2020. The sector had a clientele of 0.44
million with loan volumes of US$ 1 billion in
2008. Bosnia had a specific law governing MFIs
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and it also had a functional credit bureau which
included MFIs as its members. However, the
rapidly expanding market saw intense competition among MFIs. The consequence of intense
competition was that the customer appraisals
became weak and inadequate. Credit decisions
suffered in quality as the monitoring systems
could not stand the strain of incremental clients
and volumes. Growth instinct in a competitive
market rode over all other considerations of
financial prudence and risk management. The
median ROA started shrinking. In 2008, it came
down to 4.9 per cent and in the following year it
came down to (-)3 per cent. The first quarter of
2010 saw that the median ROA declined further
to (-)6.4 per cent. There was a dramatic increase
in loan loss provision from 2.2 per cent to 9.1
per cent during the year 2007–08. Bosnia had a
reasonably efficient operating cost of about 12
per cent. But then this low cost possibly did not
make for quality monitoring and oversight of the
borrowing members’ accounts. The overall size
of the microfinance sector assets shrunk by 10
per cent and the level of equity also declined by
15 per cent (on account of loan write-offs) between 2008 and 2009. That a fast growing microfinance sector can get undone within a matter of
a year is clear from the Bosnian experience. The
fundamental problems have more to do with the
manner in which the operations were conducted by the institutions than to do with any other
external factor. The need for a well-thought out
approach towards acquiring customers, quality
appraisals, establishing sound parameters for
credit decisions and backing up the same with
qualitative monitoring systems are brought out
by the Bosnian experience. The pace of growth
of MFIs should be consistent with their ability
to monitor and oversee the expanded number
of clients. Unless the monitoring systems, audit
and internal control systems can match the pace
at which the institutions can grow, it is advisable that MFIs do not grow at a frenetic pace.
The hindsight is that rigorous monitoring systems should possibly be set up before the actual
growth initiatives are rolled out.
The world over, equity investors, funders and
development institutions alike are concerned about
the manner in which microfinance growth is taking place. While the pace and stage of development
in different regions and countries vary widely, the

direction seems to be towards establishing more
commercial forms that would attract equity from
investors. This form has great potential for using
mainstream commercial funds for expanding services to the Base of Pyramid clientele. But, at the
same time, these funds have the potential to distort the priorities of MFIs and cause mission drift.
The kind of growth ambitions and enterprise valuations that are engendered because of entry or the
prospect of entry of such investment have already
caused considerable damage. Even with the best of
regulations in place, some of the more mature microfinance markets are unable to prevent domestic
crises. Hence, alliances are being forged to enforce
the social and developmental character of microfinance. Initiatives such as Social Performance Task
Force, the Smart Campaign, the Micro Finance
Transparency and the like are to ensure that microfinance retains the development character and is
not hijacked by the prospect of extraordinary profits coming through the capital markets. To a large
measure, availability of development funding and
patient investors would ease the pressure on MFIs.
Since the market is large and the demand is unlikely
to be fully met in the next 10 years or so, the urgency with which market capture is taking place is
primarily driven by the need to become the first and
the best. If such instincts of growth are fuelled by
patient funding that does not exact a premium from
the entrepreneurs and promoters, it would be good
both for the sector and for the customers. The role
that is being played by World Bank, International
Finance Corporation (IFC) and some of the bilateral agencies is commendable in introducing a measure of long term and short term liquidity in different countries to cool down the markets and making
MFIs to look for alternative funding that does not
put a pressure on their existing mission as also business models. Over the long term, domestic funding must take over financing of the microfinance
sector. The experience has been that where sector
was dependent predominantly on domestic funds,
these countries were insulated from the problems of
global recession. Cross-border funding carries risks
of two kinds. During recessions, the money seems
to flow back from the local economies to the investors’ countries. The second is the problem of currency risk, which is the result of unpredictability in
foreign exchange markets. Cambodia11 is a case in
point where more than 70 per cent of funding was
from external sources. The forex risk of these funds
has been passed on to the customers and in case of
market volatilities in exchange rates the customers
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would suffer heavily. Mechanisms of neutralizing
these risks and making the customers free of foreign
exchange risk should be built. Institutions like IFC
and Asian Development Bank (ADB) have begun
providing funds in local currencies in the markets
in which they operate which is a highly welcome
phenomenon.
India, in the global context is a small market in
terms of loan volumes and equity flows. But it is also
a rapidly growing market and a favourite destination for equity. The practices and developments in
other countries, though in different contexts, hold
valuable lessons for India. The potential for cross
country learning in the sector is high, both from
successes as well as failures elsewhere. At the same
time, retooling and reengineering of products and
processes to suit domestic environment is an integral part of learning. The emergence of new institutions and mechanisms in diverse aspects of Microfinance such as distributions models, funding
instruments, risk mitigation systems, social performance and transparency offer exciting possibilities
for developing markets.

Notes
1. The first part of this section draws from the MIX market database. Figures 5.1 to 5.7 have been constructed
out of basic data in the MIX market database.
2. ‘Global microscope on the microfinance business
environment 2009’, Pilot Study by Economist Intelligence Unit.
3. ‘2009 Mix Global 100’, Ranking of Microfinance Institutions.
4. ‘Access to Financial Services across the world 2009’,
CGAP.
5. ‘Study of Apex Development Banks in Microfinance,
2009’, CGAP website.
6. ‘5th Microfinance Investment Survey’, July 2010,
Microrate.
7. ‘MIV Performance and Prospects—2009’, MIV
Benchmark Survey, CGAP.
8. ‘Microfinance Global Valuation Survey 2010’, Occassional Paper, CGAP and JP Morgan.
9. ‘Growth and Vulnerabilities in Microfinance’, Feb
2010, Greg Chen, Stephen Rasmussen and Xavier
Reille, CGAP.
10. Based on the country brief on MIX Market website.
11. Please refer to the excellent country brief on Cambodia by MIX market on www.themix.org

Savings, investments
and pension

Microfinance started off as a solution for the gaps in
financial services of the poor. However, most parts
of commercial microfinance have concentrated on
the credit segment of microfinance. The regulatory
restrictions on microfinance institutions (MFIs) in
most forms has effectively blocked saving services
to the poor. Of the permissible forms, community
owned member based institutions such as cooperatives have been able to offer saving services. Some
of these institutions have played a significant role in
the members’ lives by promoting savings habits and
offering financial stability to their lives. However,
such stories are few and do not offer a mainstream
solution to the problems of inadequacies in saving
services.
People still save despite the institutional and
regulatory inadequacies. Daryl Collins and others
in Portfolios of the Poor1 state that ‘poor households
have room in their budget for savings and understand the need to save .… poor people have few opportunities to build up savings in to large sums over
the long term.’ The urge to save is natural especially
to the women who take a long term view of what is
required to protect the families from shocks. While
still inadequate, the small savings do provide a risk
absorption capacity to the rural and poor households.
The forms in which informal savings take place have
been numerous. History reveals that some of these
experiments carried out by the people are nothing
short of being miraculous. The traditional forms in
which savings are made are through group mechanism such as kuries, chit funds, grain banks and so
on. A mechanism of banking physical labour was
also common in areas where agriculture required
concentrated labour over a short time—during sowing and harvesting. Savings among the poor is not a
easy habit; it required some external pressure which
is the reason for group based processes.

The ‘Access to Finance in Andhra Pradesh’ survey
found that in Andhra Pradesh access to savings
services was far better than rest of the country.
Seventy-eight per cent of surveyed households had a
savings account with a formal institution. Forty-two
per cent of savers had accounts with post-offices and
40 per cent with commercial banks. But 79 per cent
of savings accounts were used for receiving National
Rural Employment Guarantee Scheme (NREGS)
payments. The study observed:
2

The state government has also played a major role
in increasing access to formal savings accounts in
Andhra Pradesh in recent years. Over the past three
years, the state government has made a concerted
effort to deliver all wages to participants in NREGA
(a national welfare program) through a formal savings account (typically a post office account). While
the primary motivation for using formal savings accounts to deliver NREGA wages was to reduce corruption, the policy also had a substantial impact on
access to savings accounts as many NREGA participants lacked a formal savings account prior to the
policy.

Other state governments have also thought of
similar arrangements to inculcate savings habits
among NREGS wage earners and, at the same time,
find a cost-effective and low leakage mechanism of
disbursement of wages. Only 14 per cent of the account holders stated that their purpose of opening a
savings account was to save money. The study also
brought out that the cooperative banks reach out
more to the public that too to small and marginal
farmers. The public sector banks had targeted landless labourers for opening their savings accounts.
One of the important findings was that those who
had no bank account tended to be poorer than those
who had access to a bank account.
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The Centre for Microfinance (CMF) survey found
that the important reason offered by those who did
not have an account was that they had no money to
save (Table 6.1).

Table 6.13 Reasons for not opening a bank account
Share Households
Citing Reason

Reason
No or not enough savings for bank account

37.9%

Have no idea about banks or bank products

27.3%

Don't want/need

24.1%

Don't have proper documentation

14.3%

Fees/ expenses

4.7%

Applied but rejected

3.1%

Procedures/application too difficult to understand

2.0%

Save through other means

1.5%

Not enough land

1.3%

Takes too much time

1.0%

Banks not trustworthy

1.0%

Branch officials not friendly/courteous

0.6%

Lack of guarantor

0.6%

Moving

0.5%

Branch too far

0.3%

Will apply

0.2%

Loan repaid already

0.2%

The Indian financial sector policy allows the following institutions to mobilize savings: licensed
banks can accept deposits from the public. Cooperative societies that are not banks can accept deposits
from their members. Companies, after approval from
Reserve Bank of India (RBI), accept certain types of
deposits from public subject to certain monetary ceilings. Post-office as agent of the government of India
can mobilize savings from the public. Self-help groups
(SHGs) can accept thrift from their members (Table
6.2). No other person or entities can accept deposits
or engage in banking under the Banking Regulation
Act. While there are a number of bank branches, primary agricultural credit societies (PACS), branches
of post-offices and SHGs across the country, the exclusion levels are high.
There are semi-formal arrangements that are increasingly used such as SHGs, especially in southern
parts of India. Mature SHGs have facilitated members to save over a period of seven to 10 years as
much as what would be an average annual income.
At the end of March 2010, 6.81 million groups had
managed to save ` 635.80 billion with banks.4

Table 6.2 Different institutional and semi-formal
savings mechanisms
Name of
institution/mechanism

Client coverage
(million accounts)

SHGs (March 2010)

88

PACS (March 2009) vulnerable
members

85

Post-office savings accounts (2009)
Post-office NREGS

78
16

Scheduled commercial Banks
(individual savings a/c) March 2009
Of which no-frills-accounts (March
2010)

492

Total

759

50

A state-wise distribution of savings groups and
their savings volume is provided in Annex 6.1.
Andhra Pradesh, Tamil Nadu and Karnataka reported the highest savings using this mechanism. More
than 88 million members have been enabled to save
on a regular basis by this semi-formal mechanism.
The data reported captures savings by groups that
have been deposited in to their savings accounts
with banks. Groups use part of savings for lending
among the group members which is not captured.
Further, in some states/banks, SHGs are asked to
place funds in fixed deposits. The amount of such
deposits is high in states like Andhra Pradesh. These
deposits, not being part of savings accounts are not
reflected in the data.
The savings performance through this mechanism is mixed. There are regional and promoting
agency based variations. Groups that were promoted with self-help as the basis saved well and regularly. Groups that were formed with the objective
of accessing government benefits, or credit from
banks, did the minimum required to qualify for the
benefits. The features offered by most of the SHGs
were inflexible and regimented. The facility did not
take in to account the variability in cash flows and
did not allow for increased savings as a voluntary
option. All savings were pooled and formed part
of the corpus of the group from which individual
members could not withdraw. If they needed emergent liquidity, they had to borrow from the group at
a higher interest even while having their own savings. A member could get the money back when
she retired from the group, subject to group norms
on refund of member’s share of the corpus. Most
groups periodically distributed the corpus among
members. A recent study5 found that the corpus was
distributed among members three times within five
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years, which makes the savings very short term and
unsuitable for asset building overtime. Failure to
maintain records, delayed book maintenance, failure to get audits done, frauds and levies of different
types on SHGs are some of the impediments that
are to be dealt with to make this mechanism more
efficient.
As formal structures, cooperative societies have
offered saving services but not with much success in
most parts of India. The savings mobilized by PACS
across the country was ` 262.45 billion in March
2009. In contrast, SHGs which have history that is
just 15 per cent as long as cooperatives have more
than double the savings. Kerala, Maharashtra, Gujarat and, to a lesser extent, Tamil Nadu and Orissa
have seen the emergence of cooperative societies as
viable institutions that offer saving services to their
members. The ongoing reform of cooperative banking structure is seeking to position PACS as deposit
taking institutions from members. The number of
members from the vulnerable sections of population already with PACS is impressive. The need for
better savings protection for those who use primary societies should be satisfied. While cooperative
bank deposits are protected by the Deposit Insurance Corporation (DIC), savings with PACS are not.
Some states have schemes for protecting savers such
as in Maharashtra and Orissa. National Bank for
Agricultural and Rural Development (NABARD)
and Deutsche Gesellschaft für Technische Zusammenarbeit (GTZ) are reportedly formulating a proposal for a deposit protection mechanism for those
who save with PACS.
Post-offices have been rendering services for
many years now. Post-office with its large network
of more than 0.15 million outlets has been able to
offer an easily accessible voluntary saving service.
A large proportion of rural clients prefer the postoffice to other entities on account of its easy approachability and nearness to their habitats. They
are seen as reliable by the users. With the sovereign
imprint on its papers, deposit protection is never an
issue with post-office. Post-office’s recent record has
been impressive. It has managed to open more than
16 million savings accounts for NREGS wage earners. But the levels of efficiency must improve. While
technology investments have taken place in postoffice, these are confined to the urban and metropolitan areas. The rural post-offices suffer from
several infrastructure limitations. A high power
committee recently went in to the reform of India
Post. The committee, among other things, recommended that India Post should deliver lightweight,
low cost bank accounts to all Indian citizens and

especially to the financially excluded population. It
also recommended that India Post should rethink
its present status of an agent of government for mobilizing small savings, implying that it should offer
financial services on its own account. This might
entail setting up of a post bank.
As for deposit protection, the SHG members also
do not get any protection for their savings. While a
preponderant majority of members have outstanding credit balances that exceed their savings balances, some are just savers. The SHGs apart from
utilizing the savings for lending to group members
also place the surplus with banks. Better account
maintenance, periodic audits and issue of passbooks
to members that are updated after each meeting are
measures that could improve protection levels for
SHG savers. In the recent past, MFIs registered as
societies have mobilized savings from SHGs. The
legitimacy of these mobilization efforts by societies
is questionable. However, the small volumes and the
small number of clients have been so far ignored by
the regulator.
On the formal side, as stated earlier, community
owned financial institutions have offered viable options for their customers. A study of different community owned institutions6 last year brought to fore
the variety of savings options that such institutions
offer suiting the customers. Bagnan Mahila Bikash
Cooperative Society, Sewa Bank, Indur MACS,
Swayanshree and SIFFS are some of the examples
of customer friendly savings institutions. But the
inability to scale up and find mainstream funds is
compelling many such institutions to change form
into Non-banking Financial Company (NBFC) and
thereby deny the savings services to the members.
As Microsave’s note says,
… it is simply sad (but increasingly common) to see
an SHG Federation or Cooperative transform completely into a non deposit-taking NBFC, allowing it
only to provide credit services to members. Though
perhaps difficult to manage, providing savings can
be just as valuable to clients as providing additional
credit—and can help securing the quality of the loan
portfolio.7

Banking System and
Microsavers
The banking system has responded to the call for
financial inclusion by prioritizing no-frills-accounts
on its books. More than 50 million no-frills-accounts8
have been opened by the banking system in the last
five years in order to ensure that the excluded people have access to financial services especially that
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South Indian Federation of Fishermen
Societies (SIFFS) Saving Schemes
In 2001, SIFFS started a savings scheme named
the ‘Old Age Security Scheme’ (OASS) for its
members. This scheme was intended to help the
artisanal fishermen to accumulate a lump sum at
the time of retirement from fishing. A member
can save a minimum of ` 50 or its multiples. The
interest will be 0.5 per cent more than commercial banks’ rates. Members will have the option to
withdraw the savings and interest accrued at the
end of every fifth year.
Every month, the village societies’ clerks will
collect and remit the savings amount to SIFFS
through their federation. While collecting the
savings amount from members, the village society clerk makes an entry in the member’s Pass
Book. The year-end accumulated balance of each
member is displayed on the notice board.
The scheme has become popular with participant savers increasing from less than 1000 in
2007 to more than 5000 in 2009. The cumulative balance saved stood at ` 11.3 million. SIFFS
is now in the planning stage of converting this
OASS into a professionally managed pension
scheme. Discussions are underway to convert the
present scheme to the ‘UTI Retirement Benefit
Pension Fund.’
of savings. The savings balances in these accounts
amounted to ` 53.86 billion. However, the record
of performance of no-frills-accounts has been less
than adequate. A small proportion of these accounts (estimated to be between 10 per cent and
20 per cent)9 have in fact seen transactions. Fewer
still have had any significant balance that would
be termed as savings. Apart from the ease of opening a no-frills-accounts and the initial efforts that
a bank puts in either by itself or through its business correspondents (BCs), there is nothing much
to offer to the client. Every subsequent transaction
for most clients is expensive as it involves travel to
the bank branch and the waiting period which on
the top of very small transaction volumes could be
burdensome. No-frills-accounts, like all other financial inclusion efforts, have not been perceived to
be commercial propositions and, hence, it is offered
as a poor service for poor people. In this form, it is
highly unlikely to recover costs for banks and enable
provision of a superior service quality.
MicroSave had conducted a multi-location study
of no-frills-accounts across banks and BCs. The study

concluded that targeting of no-frills-accounts needs
to be sharper and more towards the poor. BCs and
appropriate technology will make no-frills-accounts
work better for the customers. Marketing of nofrills-accounts should be based on a clearer exposition of limitations of no-frills-accounts so that
people with higher expectations do not enrol only
to let the account remain inactive later. A summary
of MicroSave’s findings is presented in Annex 6.2.
The process by which savings of the poor should
be captured is very different from the process adopted by the banking system for financial inclusion.
After acquisition of the customer, banks should find
a way of frequently and periodically approaching
the customer to trap the small surpluses that they
attain from time to time and bring them into the
accounts. Products that are built on the lines of recurring deposits with instalments on a daily, weekly
or a monthly periodicity are more likely to gain acceptance from the customers. Second, goal oriented
savings is the norm among the poor households. If
banks could provide such goal oriented savings accounts, either in terms of an amount or in terms of a
fixed period, then the savings accretion in accounts
of poor people might gather pace. The branch
structure is not suited for such doorstep small ticket
banking. The use of BCs must be exploited to its full
potential for offering savings services at the doorstep for the vulnerable people.
Regulation is not always the impediment for offering services, if innovative minds are put to work.
Institutions such as Kshetriya Gramin Financial
Services (KGFS) in Tamil Nadu have shown that
even within the existing regulatory norms it is possible to offer savings services to people. KGFS offers
a savings product which mobilizes money from the
people and invest them in money market mutual
funds which are highly liquid. If people require to
withdraw money from their accounts, KGFS requests the mutual fund to repay by disposing off
units to the extent of the savings withdrawn. This
ensures that the money saved by the people is in a
regulated form, invested for market returns and is
available as and when it is required. This form of
savings has captured the imagination of clientele
of KGFS. More than 11000 customers (June 2010)
had signed up for this savings product within a 14
month period.10 The average savings (termed asset
under management as it is a mutual fund product) is
about ` 200, average transaction size is about ` 570.
2.75 transactions per year per account have taken
place on an average.
Another product which offers savings in the
reverse relates to purchase of gold and paying for
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the value of gold in instalments over a period of
time. Here, the goal of saving by the people is to
own gold. The investment in gold is facilitated by
making a small down payment of as little as 5 per
cent to 10 per cent of value of gold in the beginning
and freezing the price of gold as on the date of purchase. The remainder of the value of gold is treated
as a loan that is repayable over a 12 or 24 month
period. Once repayment instalments are met, the
gold passes into the ownership of the customer on
whose behalf it is held by the MFI. Such goal oriented savings product significantly advances the
cause of savings and motivates the poor to save.
Similar products that suit the requirements of
people are rare to find in the mainstream financial
sector.

On another extreme, there are reports11 of informal MFIs, in Assam, providing savings services to
the public. Surprisingly, the number of such institutions is reportedly large and significant savings are
mobilized by them without any regulatory oversight.
When there is a shortage of regulated institutions to
mobilize savings, other organizations find a niche
for operations and occupy the space. If the geographies are remote, impeding easy access for the regulator, then enforcement of laws that prohibit deposit
taking activities becomes difficult. Preventing such
informal finance activities when a viable alternative
has not been put in place is another aspect of the
problem.

What is the World Gold Council doing in
microfinance!

A survey on informal practices of microfinance
was conducted in three districts of lower Assam—
Kamrup (rural), Nalbari and Baksha to gather information regarding informal practices that are
prevailing in these districts. In these parts of the
state, Kabuliwala (1969) was the main source of
credit. After 1999, NGO-based and block based
SHGs created a change in the scenario.
The most active savings generation and credit
providers in these areas are private savings and
credit societies. These saving and credit societies
are run by local people. These societies perform
basic functions of the banks. Most of these societies are informal and do not have a formal registration under any law. Five or six local persons
pool their funds and offer credit to the people at
an interest rate ranging from 3 per cent to 5 per
cent per month. They also collect deposits from
members daily or weekly, offering interest of 12
per cent to 24 per cent per annum. However,
there are a few societies which are under some
NGOs registered as society. These societies function under a name and brand with their logo and
offices in different places. They carry the pretence
of a formal MFI with their signboards and other
paraphernalia. They issue record books of transactions similar to pass books to the members.
The members can avail loan against their deposit
account. Loan admissible against the deposit account is different in different societies ranging
from 80 per cent to 100 per cent. Despite being
high cost, people avail microfinance from these
societies because availability of credit is more
important for them as against the cost. There are
many informal private societies in these districts
capturing savings and providing micro-credit.

The concept of gold linked microfinance savings
scheme was initiated by the World Gold Council (WGC) in 2008 with the objective of making
good quality gold accessible and affordable to the
below poverty line (BPL) households.
Currently, WGC is running projects in India in
association with select institutions including Equitas and KGFS Ltd. Under these schemes, customers book gold at the current price and make
an initial down payment of 10 per cent to 15 per
cent, and pay the balance amount via easy instalments, over 12 to 36 months as per their choice.
The IFMR-KGFS gold linked microfinance programme is currently available across 59 branches
of the Thanjavur and Thiruvarur districts in the
State of Tamil Nadu.
For example, numerous villages in Tamil Nadu
and Andhra Pradesh are a testimony to the success of the microfinance scheme. With seven to
eight groups comprising of four to five members
each, the weekly collection is handed over to the
loan officer from the MFI. The basic objective of
each of the women here is to invest in gold via
credible suppliers in a stable manner thereby ensuring a secure future.
The scheme enables the customers an opportunity to acquire an asset that is a good hedge
against inflation over long periods. This reverse
saving product incentivizes the savings instinct
with the reward of owning a desirable asset. Customers in such circumstances do not mind the
compulsion and difficulties involved in maintaining the repayment instalments.
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On the part of the other MFIs that offer credit
only services and also insurance services of a kind,
there is no urge to promote savings. Offering savings entails higher cost and also training of staff on
skills, which are very different from that of lending
and recovery. The MFIs would rather not be hassled
with additional responsibilities arising from mobilization of voluntary savings and, hence, there has not
been active interest on their part to strengthen the
financial stability of their customers through savings services. But a large number of MFIs require
the borrowers to compulsorily save a part of the
loan as a security for the loan. This ranges from 5
per cent to 20 per cent with the typical security deposits being 10 per cent of value of loan. However,
this does not really provide the value of a savings
arrangement to the borrower, as this is not liquid, or
convenient or withdrawable at will.
There have been a few studies that have gone into
the behaviour of specific classes of people or vulnerable households in general as to their savings behaviour. A study13 of rickshaw pullers in Delhi carried
out by Mani Nandi brought out that 94 per cent of
rickshaw pullers save regularly. Forty-six per cent of
them in fact save some money daily. The manner of
storing the savings was highly informal. Fifty-five per
cent of them kept the savings with themselves. The
means adopted included burying of the cash in secret
locations which were shifted from time to time. Thirty per cent of the savings were kept on deposit with
shopkeepers and friends. Just 1.7 per cent of rickshaw pullers had made deposits in a bank account.
One hundred and fifty-seven rickshaw pullers were
polled, which brought out that they had saved altogether more than ` 4 lakh. The story of rickshaw pullers saving money through whatever possible means
brings out the glaring deficiencies in the present institutional arrangements for enabling people to save.
The ease of access could matter critically for
people availing services is a point that was clearly
brought out in the CMF study referred to earlier.
Of people who did not have a bank account 36 per
cent had at least one cellular phone in the household. This shows that the households really do not
eschew external linkages. They had opted for a cellular phone which actually is an item of cost as the
call charges would have to be incurred from time to
time. But the ease of availability and ease of entry
into the services offered by the telecom provider has
made the difference. The point to note is that the
financial institutions must offer their products and
services in a manner that could be easily availed by
the vulnerable households.

More than savings, the poor households look
to investing any surpluses that they have as a risk
mitigation arrangement. Investment in suitable assets could gain in value over time and thus become
the base for building a better livelihood and also the
means of absorbing any external shocks that might
arise. Another study carried out over time in Tamil
Nadu by a group of researchers14 has shown that gold
has been the most preferred form of asset in which
poor households invest. Four hundred households
that were members of SHGs had been surveyed from
2004 to 2009 in three phases. The monitory value
of investments in gold in 2004 was of order of 51
per cent of total assets of these households. In 2006,
this went up to 56 per cent and in 2009 it reached
70 per cent. The price of gold had increased by 2.8
times during the period 2004 to 2009, thus building
up the value of asset significantly compared to any
other form of investment. The stated preference for
gold (which is considered an idle asset) has borne
out rich dividends for the poor people. Such intuitive investments of the vulnerable households need
to be supported proactively by financial institutions.
As explained earlier, the reverse savings products
which make investments in gold possible by providing a loan on the initial purchase price of gold would
be very suitable to ensure that people able to save in
a desirable form where, apart from savings, they are
able to actually invest. The same study also brought
out that investment in livestock was the next best
choice made by these households. Livestock had the
potential to provide current income whether they
are dairy animals or goats. However, the skills required to maintain these animals as also market for
the produce were not commonplace. This resulted
in erosion of assets in certain cases and a draw down
on the overall asset base of the families.
Converting savings into investments, especially in
livelihood assets, needs to be done with a lot of care.
Institutions which position themselves as livelihood
support providers need to carefully look at the skill
sets available as also the local market conditions that
would eventually determine the success of livelihood.
In fact, discouraging people from making certain
types of investments in preference to other types
might be a valid service that financial counsellors
could render. Where NGOs and MFIs take up the job
of advising people on prudent financial behaviour,
this could be one of the critical elements therein.
Financial savings are suitable in economies that
have stable conditions. When inflation rates creep
up, savings in financial assets end up as a tax on the
poor. There have been countries with hyper inflation
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where the value of savings would have been very
little over time. The cases of Zimbabwe and Mexico
where inflation reached very high levels show that in
such situations, the poor would have been better off
to borrow and invest in assets. Financial institutions
have a responsibility to advise poor households on
the form of savings that would suit them best given
the market conditions.

Pensions
Pension investments in India are rather thin even
among the affluent. Apart from compulsory pension schemes of employers, few voluntary pension
schemes have popular support. Among the microfinance clients, the need for pensions is clearly felt
and expressed. Most realize that they do not have
a retirement date as they have nothing to live on
despite age making them infirm. Estimates show
that only between 11 per cent to 13 per cent of the
Indian workforce will retire with old age benefits.
Primary data from the Invest India Incomes and Savings Survey 2007 (IISS07) suggests that a significant
proportion (25.8 million) of these working poor
are interested in saving for their old age and can afford an average annual retirement saving of ` 2300.
However, without access to customized retirement
savings products that deliver high real returns at low
transaction costs, most of these working poor will
fall below the poverty line in their old age.
The National Old Age Pension Scheme (NOAPS)
is a non-contributory scheme. The eligible pensioners under the scheme will be means-tested poor,
who will receive a meagre ` 200 per month as pension. The scheme has very low coverage compared
with the need. For all others planning and investing
for pension is a dire necessity.
There have been private initiatives in offering
pension products. One set of products are offered
by insurance companies who collect the premiums,
invest the same and pay out pension once the vesting age is reached. They usually provide insurance
cover for life of the subscriber. The products offered
by the insurance companies do not normally suit the
poor and vulnerable. Another type is that offered by
the Asset Management Companies (AMCs) who
collect the periodic payments from the customer
and invest the same with a long term growth objective. At vesting age, options are available to draw the
money and place it with an annuity provider. For
the microfinance sector, Unit Trust of India Asset
Management Company has a pension fund offering
for over three years now.

The micropension scheme offered by UTI AMC
is unable to cover costs because of low enrolments,
low contributions and high costs. A study15 carried
over 700 clients of an MFI brought out that 87 per
cent were willing and keen to join a pension scheme.
The preferred pension per month that they wanted
to receive was ` 270. They were willing to pay either
monthly or weekly premiums towards the pension
contributions. Sixty-three per cent were willing to pay
a premium of ` 100 and 70 per cent were prepared to
pay a weekly premium of ` 20. As for the duration
of contribution, 64 per cent wanted to contribute for
five years and 30 persons were willing to contribute
for 10 years. Seventy-three per cent surprisingly did
not want regular pension payments, but a lump sum
payment.
India Invest Micro Pension Services (IIMPS)
has been spearheading a campaign for improving
pension literacy and enrolling more people to subscribe to pension schemes. They work with NGOs,
MFIs and governments who have large clientele
and are able to provide outreach at low costs. Presently, IIPS is partnering Nyaya Bhoomi for covering
85000 rickshaw workers in Delhi, Basix for covering
700000 working poor in 15 states and Sewa Bank to
cover its members.
Sheperd India and Dhan Foundation are also
implementing pension solutions for their customers. The large footprint pension schemes are UTI
Micropension scheme with over 1.25 lakh subscribers, promoted through BASIX, SHGs and other
community based groups, and SERP-LIC partnered
micro-pension scheme in which over 3.7 lakh women members of SHGs had subscribed as of April
2010.
The Pension Fund Regulatory and Development
Authority (PFRDA) had introduced a New Pension
Scheme Lite (NPS Lite) for poor and vulnerable sections of people. The NPS Lite is a low cost scheme
that will carry negligible administrative and transaction overheads. The key features of the scheme are
that (i) there are no minimum contributions fixed,
(ii) the account can be operated from anywhere, and
(iii) account opening is through aggregators who
could be MFIs and NGOs.
The aggregators should be registered entities under any law, have ` 10 million net worth, ability to
handle large databases, have cash management and
transfer capabilities and be able to provide a security
deposit. For enrolling customers, aggregators must
carry out know-your-customer (KYC) as per norms
applicable in case of bank accounts. Remuneration
would be at the rate of ` 50 per account enrolled.
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The scheme has been recently introduced and
hence no progress has been reported. For the scheme
to succeed, concerted marketing is necessary. The
aggregator remuneration should be reviewed; as it
is not attractive enough presently, the aggregator
would ignore the product and might not market the
same. The low costs and professional financial management expertise for managing corpus investments
must facilitate client acquisition.
In savings, unlike in the case of loans, the additional issue of safety of savings has to be addressed.

The search for regulated mechanisms and institutions is on account of depositor protection, especially the vulnerable savers. Innovations can provide answers if technology and communications are
used (as in the case of KGFS). The major issue in
savings is not the ability to save, but availability of
suitable products and collection mechanisms. It is
time for donning thinking hats and heading to the
drawing board.
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ANNEX 6.1
Savings performance of SHGs, March 201016
State
Andaman & Nicobar Islands (UT)
Andhra Pradesh
Arunachal Pradesh

Savings—No.
of SHGs

Savings—No.
of Members

Savings—Amount
(` lakh)

3763

44849

93

1447560

17125013

125402

6418

68329

165

Assam

85912

794231

4051

Bihar

114954

1201515

14794

Chhattisgarh

113982

1242063

7578

Goa

6652

93201

25742

Gujarat

168180

817247

32190

Haryana

30190

258851

2392

Himachal Pradesh

48349

266227

3248

Jammu & Kashmir

6177

48336

2107

Jharkhand

79424

937142

7422

Karnataka

534997

6092653

62715

Kerala

394265

3780233

37558

Madhya Pradesh

178226

1988404

10151

Maharashtra

753930

6461389

53862

Manipur

9696

125645

198

11787

134352

360

Mizoram

5080

53179

251

Nagaland

5927

54347

334

New Delhi

2191

26182

235

499347

3018596

33858

Pondicherry

16618

229882

3667

Punjab

45005

503179

3652

269396

2434586

17414

Meghalaya

Orissa

Rajasthan
Sikkim
Tamil Nadu
Tripura
Uttar Pradesh

2428

26514

378

824965

9461886

89742

31349

283214

3336

429775

2060765

26455

Uttarakhand

44792

279477

7231

West Bengal

646416

4320400

59220

6817751

64231887

635802

Total
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ANNEX 6.2
Findings of Microsave on No-Frills-Accounts

The studies focused on opening and usage of no-frills-accounts. Interviews were conducted in five places
in Uttar Pradesh and Delhi, with staff and customers of four banks (ICICI Bank, Union Bank, A District
Cooperative Bank and Baroda Grameen Bank), an MFO (CASHPOR), an NGO (AWARD), a technology
provider (FINO), and a mobile-banking initiative (Eko). These places and entities were chosen to accommodate a variety of no-frills-accounts situations:
• Both where the no-frills-account was provided and served directly by a bank with no BC and where
the bank worked through a business correspondent.
• Both where the no-frills-accounts were offered to the general public and where they were offered to rural
workers receiving wages from the government’s make-work scheme, the National Rural Employment
Guarantee Act (NREGA).
• Both where account management was manual and where it was managed through IT equipment (portable
point-of-sale devices and mobile phones).
The sample of 243 respondents is not statistically representative of no-frills-account account holders
nationally, but is enough to provide reliable insights.
Profile of the Respondents
Three out of five were illiterate (though not necessarily unschooled) and almost two-thirds depended on
agricultural or other wage labour. There were an equal number of men and women. Almost three-quarters
were of prime working age—between 26 and 45.
Reasons for Opening a no-frills-account
Half the no-frills-account holders or ex-account holders interviewed opened their no-frills-account in order to handle small savings. Some others opened their accounts because to do so was ‘easy and cheap’ or
because they were encouraged to do so by someone else.
An important minority, 20 per cent of the total, but virtually everyone in the specific research area,
opened their accounts to receive payments under the government’s provide-work scheme, that is, NREGS.
Were the Reasons for Opening the no-frills-account Fulfilled?
Almost half of the respondents said ‘yes’. Of the remainder, most said that the no-frills-account was in some
way inconvenient (the bank too distant, for example). Some said they found the account did not offer the
facilities that they had hoped for. (cheque books and loans were the most frequently mentioned)
Was the no-frills-account the first bank account opened?
For almost two-thirds of account holders, the no-frills-account was the first bank account they ever opened;
however, more than half of the respondents said that there is someone in their family who already has a
bank account.
Levels of Understanding
Two thirds of those who had opened an no-frills-account had a basic understanding of the nature and
workings of their account.
Frequency of Transactions in Active Accounts
Of the 121 account holders interviewed who are actively using their no-frills-account, one in six said they
transact daily and another one in four transact weekly. Altogether, 58 per cent said they transacted at least
once a month. Many of these were in areas served by BC agents equipped with biometrically enabled pointof-sales devices. A further 20 per cent transacted whenever their NREGS wage was paid in.
Likes and Dislikes, and Ranking of Account Features by Importance
One third of respondents rated their account easy to open and manage, cheap, and offering good service.
A quarter liked the proximity and the fact that they could transact in small amounts: this view, again, came
mostly from those served on their doorstep by agents.
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On the other hand, a third of respondents found using their no-frills-accounts ‘inconvenient’ and one in
five complained of poor service. Others had specific complaints: one in eight disliked the lack of chequecashing or cheque-book facilities: these were mostly from a lower-middle income suburban area some of
whom claim they had been told they would be able to encash cheques.
‘Product attribute ranking’ exercises among a limited number of respondents revealed that they rank the
security of their deposits as most important, followed by the proximity of the service, the ability to save and
withdraw small amounts, and the ease of withdrawal.
Inactive Accounts
Of all 200 no-frills-account holders interviewed, four out of 10 said their accounts were inactive. Of these,
six out of 10 said their accounts had been inactive for more than two years; and another quarter for more
than a year.
Why did the Accounts Become Inactive?
Among inactive account holders, more than one in five said that the reason had to do with poor or absent
or distant services. Another one in seven lacked trust in the service provider, and another one in 10 had
lost their account documentation. There were some who gave no answer other than ‘personal reasons’. Very
small numbers said that they had no interest in saving, or that they had no surpluses to save.
Marked Differences Between the Research Areas
The figures given in these ‘findings’ need to be viewed in the light of marked differences between the research areas, each of which was characterized by a different combination of provider, BC and technology.
The first area included a lower-middle income housing area on the outskirts of a large town, served by
an NGO-run BC from offices some kilometres away, using smartcard technology. Many of these accounts
are now inactive either because of the distance of the office from their homes, or because the services were
too basic for these users (many wanted to be able to clear cheques or use their cards in ATMs or take loans,
but are not able to do so).
The second area is rural and served by a microfinance organization (MFO) which acted as a BC in order
to bring savings services to its group members. It adopted smart cards and portable point-of-sale machines.
Unfortunately, it very quickly created many accounts while the technology still had teething trouble, after
which it gave up on the idea, leaving many customers with cards but no service. However, the technology provider, acting as a BC, subsequently improved the performance of the machines and recruited local
agents who go door-to-door in their villages.
The third and fourth areas are again rural and served by a bank directly, without sophisticated technology. The no-frills-accounts were opened to receive NREGS wage payments. These accounts are mainly active, though many are only used to receive and withdraw the wage, since many account holders do not trust
the process and prefer to encash their payments as soon as possible. Some, however, are starting to use their
accounts for personal saving. The bank is introducing smart cards on a pilot basis, and plans to pay state
pensions and widows’ allowances into no-frills-accounts.
The fifth area, urban, is served by a young mobile-phone-banking BC of a major bank. Most account
holders made a deliberate choice to open their account (unlike the NREGS users in the third area, for
example) and tend to have a good understanding of the system: for some, banking on the phone is a style
statement. Many accounts therefore remain active. Where there are inactive accounts, it is because users
have moved home, or because the account was opened on a whim, often at the suggestion of some third
party, or because the user decided that the system is not to be trusted. Some also stop using the system
because they want services not provided at present (ATM access and cheques) or because they find the
network of agents is not yet wide enough.
Conclusions: Huge Potential, Yet to be Realized
Just opening a no-frills-account is not enough to become an active participant in the financial system. The
no-frills-account has to be a gateway to valued and usable services. Our interviews show that for many
poorer customers, this means services that are conveniently close at hand so that they can be used frequently, to mop up small amounts of saving (or repayments) and to make those savings (or loans) available
for withdrawal whenever they are needed. Above all, the service must be reliable, both in the sense of
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delivering services accurately and in the sense of guaranteeing security of deposits and inspiring confidence
in the user.
The study found that no-frills-account dormancy occurs where these features are absent, or where nofrills-account holders are not aware that the features exist. That is, dormancy results from services being too
distant, too infrequent, or unreliable (or perceived as unreliable), or from poor explanation of the services
to potential customers.
But we also found cases where these features are on offer, and where no-frills-accounts are being actively
used. Usually, this was where BCs were able to take services close to the users and offer a reliable and rapid
service through the use of sophisticated technology. We also found a case where a bank, operating no-frillsaccounts, without a BC or technology, was able to offer a limited but still useful service, handling NREGS
wage payments.
Moving to a situation where no-frills-accounts as gateways to useful services becomes the norm rather
than the exception will require massive effort. But a start has been made. High levels of dormancy do not
negate the idea of the no-frills-account: on the contrary, they help us see what needs to be done to make
no-frills-accounts truly inclusive.
Recommendations
No-frills-accounts can be improved, and dormancy rates reduced, if and when:
• Services are more fully and more honestly made known to potential users.
• Targeting is improved so that NFAs are offered to those who will find them most valuable (the poor)
rather than to those that banks already perceive as potentially bankable (the not-so-poor).
• No-frills-account opening is not seen as an end in itself but as the prerequisite for the delivery of reliable
and useful services.
• Ways are found to reach customers, frequently, close to their homes or workplaces: BCs and IT devices
have a big role to play in this respect.
• A fuller range of services is available to no-frills-account holders, especially credit, but also remittances
and cheque-clearing.
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Policy environment
and regulation

The microfinance sector has not yet been brought
under comprehensive regulation. The proposed microfinance bill seems stillborn1 on account of significant differences of opinion within the sector on its
coverage, relevance, significance and impact. However, the developments in the last year underline the
need for a sector regulator that would take care of
the interest of all the clients and provide a measure
of comfort to the lenders and investors. Presently,
there is a void with regard to formulation of policies
specifically for microfinance sector. The absence of
an institutional mechanism for dealing with deviant
behaviour by a microfinance institution (MFI)—
though few—is strongly felt. While policy decisions
that impact the sector are being taken, these are
more as part of overall macro considerations, of the
entire financial sector or the context of poverty alleviation, or financial inclusion and so on. At the time
of policy making of a overall macro nature that cuts
across many sectors, the specific and narrow interest of institutions that focus closely on vulnerable
sections of people do not get adequate attention.
The voice of the microfinance sector, if sufficiently strong and persistent, is heard more during
revisions and refinements of policy already announced. The result is that the policy making for
the sector is ad-hoc. An example of this could be
seen in the pronouncements relating to removal
of the priority sector lending (PSL) tag from loans
given by banks to MFIs. This seems to be a reaction
to some of the practices in the field that adversely affected interest of customers. These practices related
to mis-selling of credit products and coercive recovery measure. Some state governments have taken recourse to appointing state machinery and subjecting
MFIs’ operations in their states to controls designed
under legislation for moneylenders.2 Another example is the proposed change to the securitization

guidelines that have been announced might reduce
the enthusiasm of MFIs to enter this market. It
would also make it difficult for banks and others to
buy securitized loan assets of MFIs. The peculiarities in microfinance have possibly not been considered while drafting the changes in the securitization
guidelines.
The policy for the sector suffers from two major
infirmities. The first is that it is implicit and not
overtly stated; the second is that it is mostly made
behind the scenes. In fact, there are several fair and
reasonable expectations of the government and the
Reserve Bank of India (RBI) with regard to how microfinance institutions should form, raise resources,
mobilize equity, govern themselves, lend monies,
price their loans and also recover these from the
customers. These expectations have not been codified in any manner as to reflect a body of guidance
for MFIs to operate in the field. One of the oft repeated reasons for absence of such guidelines is that
a measure of flexibility is being afforded to a nascent
sector. This reasoning is not valid any more. The
sector has become fairly large and has significant
presence in many states. It has managed to attract
equity funds in considerable sums (about ` 10 billion) both in India and abroad. The access to banks
funds has also been significant (about ` 150 billion)
with some MFIs constituting large exposures to the
funding banks. In view of these developments, the
sector should not be seen as nascent and the flexibility if any to be offered to the sector should be clearly
identified and positioned as such. Mere expectations
which are by and large unstated cannot become canons of policy. The standards of behaviour should be
expressly stated and compliance demanded from institutions. Measuring deviance from a desirable behaviour that is not articulated is very difficult and,
even if measured, does not become the basis for any
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action against institutions concerned.3 It is in this
context that the need for a sector regulator is felt.
This by no means is a call on RBI to take the responsibility of regulating very small entities which in the
overall financial sector do not constitute a significant financial volume.4 However, by sheer numbers
of people who are customers, this sector is sensitively significant. Customer protection in the financial
sector is a public good that ought to be delivered by
the state and the central bank. The need for cogent
and well-defined policy and regulation of MFIs is a
priority.
If the policy intent and content is clearly articulated, regulatory actions could be taken through
different means rather than by statute. It is more
likely that the lenders and the donors to the sector
in partnership with the investors would take up issues relating to reasonable market behaviour and
customer protection. The World Bank is already on
course to support the Small Industries Development
Bank of India (SIDBI) for developing a fairly broad
framework of ‘good practice’ based policies for the
sector. These set of policies are handed to the sector
through loan conditionalities arising from its loan
to SIDBI, which in turn, would be providing bulk
funds to MFIs. With a share of almost 20 per cent of
the borrowing book of MFIs, SIDBI is in a position
to rally the other funders to forge a partnership that
would have the ability, intent and competence to offer a set of disciplines and guidelines to borrowing
MFIs. A lenders forum of all those who provide bulk
funds to MFIs has been constituted and it has had
a few rounds of meetings. During the current year
the lenders forum would probably be formalized so
that it could coordinate actions aimed at financial,
operational and market disciplines on MFIs. A set of
norms that secure reasonable market conduct, protection of customers, fair reporting of information
and systemic stability are the requirements. Enforceability of these norms would be through the funding
offered to the sector—the cost, extent and terms of
funds could be determined in accordance with the
response of particular institutions to adherence to
disciplines. In the short run, using loan conditions
for securing reasonable market conduct seems the
best way of ensuring orderly expansion of the sector. A statute based regulatory practice might take
time introduce; even more time and effort before it
evolves in to a full-fledged mechanism and must be
viewed as a long term goal.
In a technical sense, a major part of microfinance
sector is regulated. The Non-banking Financial
Companies (NBFCs) in microfinance are registered
with RBI. They have a clientele that accounts for

89 per cent of loan portfolio. But regulation of these
institutions is confined to registration, information
reporting and a few studies by the regulator. Policymaking for microfinance institutions does not
take place. The question of what would be a desirable and enabling environment for MFIs and what is
their place in the financial sector are questions that
should be answered by policy. Then regulation can
take steps to achieve the policy goals.
Regulation in India—A global comparison
In a global survey carried out by Economist Intelligence Unit (EIU),5 regulatory framework was
one of the aspects studied. The regulatory framework was examined from four aspects viz.,
1) Regulation of micro-credit operations,
2)	Formation and operations of regulated specialized MFIs,
3)	Formation and operation of non-regulated
MFIs, and
4) Regulatory and examination capacity.
India has been ranked thirteenth with a
score of 62 per cent along with six others out of
54 countries that were ranked. (Cambodia was
the top ranked country in regulation with a score
of 87.5 per cent.) The survey makes the observation that India achieves a score of 3 out of 4
for its regulation of micro-credit by established
institutions, indicating that its regulations create only minor obstacles. It recognizes that the
process for creation and operation of regulated,
specialized MFIs is fairly simple and enables several industry players that were originally focused
on SHG formation and other social programmes
to transform themselves into NBFCs. On the
regulatory capacity in terms of human resources,
it observes that the numbers, skills and microfinance expertise of examiners and regulators
needs reinforcement.
One of the current problems is that feedback to
policy establishment comes from the customer and
the markets through indirect channels. This could
be through media reports, reports received from
the state authorities and social service organizations
with different affiliations. The absence of unbiased
machinery to examine grievances and problems
makes it difficult to specifically deal with institutions that have caused problems in the field. The
reaction by public authorities falls in two extremes:
either to do nothing at all putting the customers to
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discomfort or to take sweeping measures which are
outside the sector but would necessarily impact all
institutions within. Measures such as bringing all
MFIs under Money Lenders’ law or the proposal to
withdraw the PSL tag are some examples. This manner of disciplining all institutions across the sector
for the deviant behaviour of a handful is iniquitous.
The ability to specifically deal with errant behaviour
needs to be created and exercised so that real problems are tackled precisely in proportion to the gravity of their nature.
The institutions functioning in the sector require
an enabling environment. The enabling environment is not only for the MFIs to start their operations and run it as commercial entities pursuing
their business goals but also for the customers to engage with the MFIs and benefit from the availability
of financial services from them. Such an enabling
environment cannot be built unless policy focuses
very clearly on the major concerns. The major concerns that currently engage the government and RBI
relate to interest rates, fair marketing practices, fair
recovery practices, governance, concentration risk,
conflicts of interest and banks exposure to the MFIs.
While the concerns are there, they have not been
adequately studied and analyzed. Real issues relating to the field do not always reach key levels of government and central bank. In the absence of sector
specific and field specific information, certain views
(often biased) are held that pass off as reasonable
judgments. For example, there is a perception that
interest rates of MFIs are far too high and reflect a
profit seeking motive on the part of these institutions. There had been not even a superficial analysis
of what it costs to deliver small loans at the doorstep. Further, what the customer pays to avail loans
from an MFI as contrasted from what they would
pay to avail the same from a bank has not been adequately studied. In the past, there have been surveys which have brought out that the price paid by
a borrower to avail loan from a bank could be as
much as or more than what she would pay the MFI.
But the emphasis on customer protection should
shift from branding interest rates as extortionate to
making available pricing information transparently
before the user. The customer should be enabled to
make an informed judgement on availing the loans
by comparing the real price of loans from competing sources.
The sector has an uneven institutional landscape
with a number of small MFIs operating in different
corners and a few large institutions operating with a
large number of branches across the country. Who if
any is best equipped to regulate and guide the sector

across geographies, institutional forms and varying
size is a question of considerable import. RBI as a
statutory authority could take charge of regulatory
policy for the sector. But the level of detail and the
smallness of institutions might preclude the supervision and administration of regulation. The lenders who deal with individual MFIs through granting loans are sufficiently large in number and have
the machinery to enforce lenders discipline on the
MFIs. The donors that continue to support some
of the MFIs do not have significant authority over
these MFIs and may not be able to help with supervision. An association of MFIs in their enlightened
self-interest could take voluntary action to regulate
the behaviour of the members. This is precisely
what Sadhan and Microfinance Institutions Network (MFIN) have set out to do especially in the
past one year. Third party service institutions such
as the credit bureaus, social performance task force,
institutions like microfinance transparency and the
like which gather information from MFIs and make
it available in a public forum can support supervisory effort.
The power of information in a public place—
open for scrutiny by stakeholders—to regulate the
market conduct is high. This eventually will be the
best route towards making MFIs work efficiently, effectively and in an orderly manner based on a market discipline. Sadhan in its attempt to ensure that
the members subscribe to the overall objective of
serving vulnerable customer fairly and reasonably
has taken new initiatives to enforce the code of conduct which it had formulated four years back. In the
last year’s report, a reference was made to the fact
that the code of conduct was more ornamental than
functional. But during the current year, Sadhan had
taken several measures to ensure that its code of conduct is observed by the MFIs. The code which today
has ethical behaviour, transparency, governance,
fair competition, feedback and grievance redress
mechanisms, client education and literacy as its
core elements is finding greater acceptance among
the members. An Ethics and Grievance Redressal
Committee has been formed in Sadhan which will
examine complaints on breach of the codes. Sadhan
is also working on a code of conduct compliance
tool for gathering information and which would be
monitored from time to time. Going beyond compliance to code of conduct, Sadhan is also striving to
raise awareness and adoption levels of social performance management among MFIs. The facilitation
that comes from Sadhan in this regard is training
and skill building, developing the literature, design
of assessment tools and the indicators. During the
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current year, Sadhan hopes to be able to communicate effectively with its membership and secure a
much better environment of operations.
MFIN also has a code of conduct approved by
its members for adoption. Its membership base of
around 39 has a market share of more than 75 per
cent in terms of both clients and loan volumes in
the sector. The code of conduct stresses fair practices with the borrower, a fair system of recovery
of defaulted loans, avoidance of multiple lending
and limiting the debt burden on the customer. The
members have agreed on a protocol for data sharing
with credit bureaus and incident sharing with the
other members, a code for staff hiring that avoids
poaching, a whistle blowing policy and an enforcement mechanism. This observance of rules of conduct is supported by the Office of Ombudsman6 that
would be an arbiter of disputes and grievances.
A notable omission in the MFIN code is the governance aspect of MFIs. Being a network of members, perhaps it has felt that governance of the individual institutions is beyond the capacity of peers
to observe and control. Its multiple lending code
stipulates that no MFI should become the fourth
lender to a client. It also envisages that MFIs will
avoid giving a loan that will take the loan burden
beyond ` 50000 to an individual client. The enforceability of multiple lending norms in the code
is not easy. Adherence to this in the field has been
found to be difficult. The field staff at branch manager levels and below felt that without sufficient
information base and a tracking mechanism, it is
difficult to ensure that the loans do not become the
fourth one or that the outstanding does not exceed
` 50000. In fact, MFIN would have been better off
to have instituted a qualitative customer appraisal
mechanism rather than arbitrary limits on number
of loans and amount of loans. An important initiative by MFIN has been to tie-up with two credit
information bureaus—CIBIL and Highmark—for
serving the needs of MFIs. The work of refining the
MIS of member institutions in order for them to be
able to report data to the credit bureaus is ongoing.
While the credit bureaus might become functional
and be able to offer information about individual
customers, it is bound to take a couple of years. The
problems relating to intense competition in the field
between MFIs and multiple loans do not seem nearing a solution. Credit bureaus would at best be able
to provide information based on data given by the
participating MFIs. Last year’s default problem in
Kolar and the continuing incidents elsewhere in the
country show that 40 MFIs out of around 300 or so
do not make a significant enough number for credit

institutions to produce the desired results. If three
out of four borrowers from the sector are brought
under the credit bureau, the remaining fourth has
the potential of distorting the base information
given by the credit bureau and render any decisions
taken on the basis thereof questionable. Even if all
MFIs participate in sharing information with the
credit bureau, then it will still have the disadvantage
of informal lenders and borrowings from the SHGs
not being reckoned in the overall debt levels. As explained in an earlier chapter, a survey carried out in
Andhra Pradesh7 showed that the number of people
who had borrowed from SHGs were five times more
than those who had borrowed from an MFI. Of all
those who had borrowed from an MFI, more than
67 per cent had also borrowed from an SHG. Multiple borrowing by the customers of this type can really not be brought into credit information bureau’s
database in the absence of an understanding with
different banks and further down with borrowing
SHGs that actually have member wise accounts. The
credit bureaus initiative is more a palliative and feelgood factor than a decision tool for MFIs today. It
is not geared to detect and much less prevent high
MFI credit exposure to individual customers and
excessive debt in borrower’s hands.
On the financial inclusion sphere, some positive
developments have taken place. During the year,
based on the Usha Thorat Committee8 report, RBI
asked banks to prepare a plan for providing banking
services in every village having a population of more
than 2000 but which remains unbanked.9 By March
2010, almost every district had prepared this kind of
plan where the public sector banks and some large
private sector banks have taken a lead role. These
plans envisaged opening of new branches to a less
extent and using business correspondents (BCs) as
the main channel of providing a transaction point
in these villages. This implies that over the next year
or so, the BC space is set to grow. In a connected
development, RBI had increased the type of entities that could become BCs.10 The new entities that
are allowed are retired officials and small for-profit
merchant establishments such as grocery shops, individual petrol pump owners and so on. Even with
the expansion in the list of potential BCs, non-profits
and individuals are the two broad types available for
banks. In a further move, RBI made it possible for
banks to charge a separate fee from the customers
that are served by business correspondents in order to cover costs. This is intended to take care of
the problems of viability of these services. Presently
BCs are not able to get a reasonable compensation;
banks also are not able to cover their cost even after
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paying less than optimal remuneration to BCs. The
permission to charge service charges to customers
would facilitate development of business models
that are viable.
Recently, RBI placed for public discussion a
document on hiring of corporate retail networks as
BCs. This has immense possibilities of being mainstreamed.11 The paper is currently being examined
by RBI in the context of comments received from
the public; during the current year, one hopes to see
partnerships between banks and large corporates
with a retail outreach into the hinterland.
From the state governments, the problems for
the MFIs continued. Some of the states where MFIs
have a considerable presence have reacted to the
growth of the sector with either apathy or hostility.
The happenings in Kerala, Tamil Nadu, Karnataka
and Andhra Pradesh have shown the states in a poor
light. Enforcement of moneylenders’ regulation on
MFIs in Kerala, setting up district level committees
to enquire into the operations of MFIs in Andhra
Pradesh, the apathy shown in dealing with default
of loans to MFIs in Karnataka and the attempted exclusion of MFIs from mainstream financing space
in Tamil Nadu, all show that the states are apathetic
to the problems of MFIs. While the state authorities have the good of vulnerable sections of people
at heart, they should realize that curbing activities
of MFIs without having satisfactory alternative systems in place will reduce choices to the customers.
In the last year’s report a suggestion was made for
an interaction between the centre and states on the
approach to microfinance sector and specifically to
MFIs. It is high time that the Government of India
had a dialogue at the highest level with state governments and brings in a uniform and measured
reaction to the microfinance sector. If parts of the
sector do not behave well, means of disciplining
those parts must be found. Punishing the entire
sector including good working institutions is not
in the interest of public policy. Forcing such institutions to operate at sub-optimal levels and in some
cases to restrict and even close down operations will
inflict heavy economic cost especially when states
do not have a mechanism by which to replace this
huge infrastructure. With paucity of ideas on how to
provide the last mile financial architecture, any action in haste against the sector might prove counterproductive.
An area of potential regulatory conflict is between
state governments and RBI in the matter of NBFCs
registered with RBI. With the Supreme Court upholding the locus standi of the Kerala Government to
ask the NBFCs to register under the moneylenders’

Act, RBI does seem to be on weak ground. In regulation of NBFCs, the primary focus of RBI seemed
to be on the institutions and not on customers. The
moneylenders’ Act with their customer protection
focus seems to have convinced the Courts of the legitimacy of the state’s action. But with two regulators, the MFIs will have greater compliance issues.
Moneylender controls militate against principles of
financial institution regulations in interest pricing
and loan recovery. There is a need to unify the regulatory regime and agree upon a delineation of roles
between RBI and state governments as has been attempted in the case of Urban Cooperative Banks.12

Regulatory Developments
In a surprising move, RBI had referred to a committee13 the issue of whether loans by banks to MFIs
should continue to get priority sector status. There
have been reports that the Committee recommended
removal of bank loans to MFIs from the list of eligible
activities under priority sector. Reportedly this withdrawal will be in a phased manner and completed by
March 2012, so as to cause least disruptions to the
sector. This announcement has caused consternation among banks and MFIs alike. The committee’s
report is anxiously awaited. If the priority sector eligibility is removed from microfinance bulk loans, it
would have a short term shock-effect on funds flow
to the MFIs. With re-rating of risks, at a higher interest rate, loans might continue to be available to
MFIs. The banks might not find it difficult to replace MFI loans with others in their priority sector
basket, as the present level of exposure to MFIs is
about 0.56 per cent of bank credit. The damage is
more in terms of the loss of image that the sector
will suffer. Every other sector/subsector that entered
the list of priority sector loans has increased its coverage over time and hardly any sector has been removed from the list. Microfinance will be one of the
rare sectors determined to be unsuitable for priority
sector label.
Another move by RBI is the proposal to amend
the guidelines of securitization and sale of assets
of NBFCs. The introduction of Minimum Holding
Period (MHP) and Minimum Retention (MR) does
not take cognizance of the loan tenor widely prevalent in the microfinance sector. The securitized assets or assigned debts are considerably enhanced in
quality and offer a low risk investment opportunity
to banks. The guidelines, if finalized without changes, would hamper the MFIs’ diversification strategies for resource mobilization. Banks would also be
put to difficulties as they have to lend against book
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debts of MFIs without credit quality enhancement.
Hopefully, the pleas of the MFIs would be considered while finalizing the guidelines by RBI.
The mobile payment guidelines issued in 2008,
stated that
the long term goal of mobile payment framework
in India would be to enable funds transfer from account in one bank to any other account in the same
or any other bank on a real time basis irrespective of
mobile network a customer has subscribed to. This
would require inter-operability between mobile
payments service providers and banks, and development of a host of message formats. Banks may keep
this objective while developing solution or entering
into arrangements with mobile payments solution
providers.

In keeping with its goal, RBI introduced changes14 to improve the usability of the mobile payments
system. The changes are that (i) banks are permitted to offer this service to their customers subject to
a daily cap of ` 50000 per customer for both funds
transfer and transactions involving purchase of
goods/services, (ii) transactions up to ` 1000 can be
facilitated by banks without end-to-end encryption,
and (iii) banks are permitted to provide fund transfer services which facilitate transfer of funds from
the accounts of their customers for delivery in cash
to the recipients up to ` 5000 per transaction and a
total value of ` 25000 per month per customer.
The push in the Indian microfinance sector should
be towards governance standards, transparency and
responsible finance. Interest rate disclosures, information reporting standards and customer grievance
handling procedures are some of current priorities
that require priority attention. The access to finance
report of CGAP15 pointed out that South Asia does
not demand interest rate disclosure to customers by
financial institutions to the extent other regions do.
Against 91 per cent countries in high income countries requiring interest rate disclosure, 50 per cent of
South Asian countries require it. For example, India
does not have the equivalent of Truth in Lending
legislation.
The Basel Committee’s proposed guidelines16 on
microfinance supervision were brought out in February 2010. The proposals are being examined with
regard to both deposit taking MFIs and pure credit
MFIs. Hopefully, the action that follows will bring
in a regulatory regime that would prove beneficial
to the customers of Microfinance.
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After a few stories in the media that the bill is about
to be passed early in 2010, no further discussions
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Technology in microfinance

Microfinance being a sector that serves very large
number of small people distributed over wide geographical areas could be a highly cost intensive
proposition. The adoption of appropriate technological solutions both in the hardware and software
platforms has ensured so far that the costs remain
within reasonable limits. In fact, very large microfinance institution (MFIs) have made technology
solutions an integral part of their operational and
control processes in the bid to contain costs. However, the information being gathered from the sector year after year on the technology front reveals
that institutions are lagging behind the technological development and have to ramp up their internal
technology appreciation processes in order to catch
up. A survey of the information and communication technology scenario in the sector was carried
out by Microfinance Insights.1 The survey found
that for many MFIs, availability of reliable continuous electric power was a problem. Twenty-one per
cent of branches reported severe problems of no
power (3 per cent) or frequent shut downs (17.7 per
cent). A further 50 per cent branches reported load
shedding, but not too frequent. Ten per cent head
quarters offices of MFIs and 19 per cent branches
did not have internet connectivity. Twenty-seven
per cent of head offices and 32 per cent of field
branches had to rely on weak and uncertain dialup connections in order to communicate with each
other. In terms of the types of technologies in use
for different purposes in the MFIs, more frequently,
MIS was the major purpose with almost 80 per cent
institutions having some kind of software in place.
Nineteen per cent of institutions used ATMs in
their business. Ten per cent reported use of personal
Digital Assistants (PDAs) with their personnel as a
means of transacting and communicating transac-

tions. Smart cards and biometrics were used by 8.5
per cent of institutions. Overall a size-wise analysis
revealed that the larger institutions had better access to technologies. Mobile banking was seen as
an area of great interest that was being watched by
MFIs in the light of its promised potential. However, in terms of utilizing mobile enabled services
in their business, MFIs were clear that they would
use it for receiving loan repayments and more for
money transfers. Seventy-eight per cent MFIs prefer
to use it to receive loan repayments from customers
with only 51 per cent MFIs opting to use mobiles for
making loan disbursements. Being a new technology, mobile financial services were being watched
with equal amounts of interest and caution. The
challenges perceived in mobile banking related to
client unfamiliarity, limitations of infrastructure
and also IT security concerns when data is transmitted over the mobile networks. The survey also
mapped the expenditure on technology incurred by
the MFIs. It was surprising that the cost conscious
MFIs did not look at investment in technology as a
long term measure that would improve efficiencies
and bring down operational cost. Forty-two per cent
of MFIs reported spending less than 5 per cent of
their annual expenditure on information and communication technology (ICT). Fifteen per cent institutions have chosen to spend more than 15 per cent
of their annual expenditure on ICT. Perhaps there
is a need for a study to prove the link between high
investments in ICT and the growth rates in business
as also the operating costs. Results of such a study
probably would provide guidance to all MFIs in undertaking technology investments.
However, it is difficult to conclude that willingness of MFI to invest in technology solutions alone
would be sufficient to secure quality software that

8

Chapter

90

MICROFINANCE INDIA
Do it yourself networking technology!2
Sahastradhara KGFS (SKGFS) located on the
foothills of the Himalayas, faced issues of intermittent network connectivity that interfered with
its day-to-day operations, resulting in transaction delays and increase in customer wait-time
at its branches. The hilly terrain not only caused
instability in network availability, but also the
eventual disruption took a lot of time to correct.
The options available from the network providers were limited and costly. VSATs (Very Small
Aperture Terminal) once used to provide Internet connectivity to the SKGFS branches did not
prove a fitting option on account of transmission
dealys, weather induced disruptions and high
costs. The IFMR rural finance team decided to
take matters on its hands instead of blaming the
technology and service providers.
IFMR Rural Finance in partnership with AirJaldi created an interconnected network between
the SKGFS headquarters and its branches, with
Internet being supplied through this network.
The average distance between branches is 10 kms
with the first branch being 75 kms away from the
headoffice in Jolly Grant.
The Jolly Grant network uses a combination of
wireless WiFi links, utilizing the publicly available and unlicensed 2.4 and 5.8 GHz frequencies and wired LAN cabling. Relays, the antennas
used to transmit and receive communication,
are all mounted on low masts and are equipped
with battery power backup allowing the network
to stay up during power cuts, a frequent occurrence. Two of the relays, which are located in areas where power is very erratic or not available at
all, are solar powered. The network is managed
and monitored from a Network Operation Centre (NOC), which utilizes a range of Free/Open
Source tools configured to suit the network topology. As a result of this solution, now all SKGFS
branches have connectivity bandwidth of 256
Kbps and the headoffice is connected at a speed
of 512 Kbps through the NOC. The local SKGFS
team has also been trained to handle day-to-day
issues of basic maintenance.
will work on the MFIs different aspects of business.
There have been quite a few cases of large technology
projects that have been delayed for very long period
of time for want of understanding of the sector by
the technology solutions provider and also inability
of the MFIs to clearly explain their needs in order

to secure qualitative implementation. This issue
was reported last year too. There have been projects
which have run on for more than a year or so in the
implementation process without any reports being
produced. Some of these implementations are with
very large MFIs.
There have been apprehensions among lenders
that the information provided to them by MFIs is
not always factual. Loan portfolio audits have frequently brought out the divergence between key
data reported by MFIs such as current recovery
ratios, portfolio at risk (PAR) and growth rate and
what was actually found out from the field. The concern is the ability of MFIs to capture information
from the field and collate it together in a centralized MIS platform with high standards of fidelity
and integrity. The disconnection between accounting and MIS in many MFIs has made the quality of
MIS suspect. During field visits in the preparation
of this report, it was found that many smaller and
medium MFIs still do not have MIS software. Even
where they had MIS software, there was no means
of verifying that what is contained in the MIS is a
true reflection of the information in books of accounts. There were possibilities that differences in
number of clients, number of accounts, amount of
loan disbursed, amount of loan outstanding as also
the recovery rates could be mistaken. There have
been reports in a couple of MFIs that branch staff
had been able to draw higher incentives than warranted taking advantage of separation between accounting and MIS.
Tally seems to be the software of choice when it
comes to accounting. The earlier versions of Tally do
not have a provision for linking with MIS software
especially where a multi-branch model is involved.
In recent, times Tally has announced an ERP software which might have the capability to integrate
MIS and accounting. In many MFIs, MIS has been
centralized. The reports received from branches in
different forms (internet connected branches can
send the data by email, but those not connected
will send hard information by mail) will be collated
manually, leaving scope for errors (both accidental
and intentional).
Some of the MFIs are viewing the mobile banking
space to offer a cash free mechanism of transaction to
their customers. Grameen Koota3 (GFSPL) and Ujjivan are examples of MFIs which are on the drawing
boards to roll out mobile enabled financial services
in collaboration with a bank. Equitas as described in
the last year’s report has been using SMS based reports for real time update of data especially relating
to daily repayments across its operational locations.
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Other MFIs too have adopted such solutions. But as
described earlier, using mobiles for financial transactions is not yet common place.
Mobiles in financial inclusion space have made
more progress than in microfinance. The CGAP
supported pilot has gone beyond initial testing
stage. The first phase of the project was primarily
focused on developing a business model and making improvements on Eko user interface. Last year’s
report mentioned that Eko had established a partnership with the State Bank of India (SBI) to become its business correspondent (BC). Eko has also
established multiple other partnerships with technology vendors, mobile operator(s) and marketing
firms to drive its business. Eko had begun to grow
fast since the second quarter of 2009–10. It had a
client base of 70000 clients by July 2010. EKO has
500 service points in Delhi, Bihar and Jharkhand
providing remittance to migrant workers. Between
1500 and 2000 transactions (deposits, withdrawals
and transfers) are put through each day for a financial value of between ` 12 lakh and ` 20 lakh. Eko
is one of the successful models in mobile enabled
financial inclusion. The reasons for success of EKO
are that it was an early mover and could secure some
funding from CGAP; more importantly it entered in
to partnership with State Bank of India.
In the last year’s report, a reference was made to
the need for software solutions implementers that
can act on behalf of MFIs. The level of unfamiliarity
with technology solutions in MFIs makes it difficult
for them to understand the costs and time involved.
The reasonability of costs on a given quality of software and the internal preparations that are needed
to be made for making implementation successful
are unclear to the MFI which makes decision making difficult. It also hinders drafting of satisfactory
contracts with the suppliers of software. The unfamiliarity delays decisions and/or result in suboptimal decisions which tend to be ad-hoc needing
changes either in the software platform or in the
vendor within a short period of time.
Technology is a key investment. Investing for the
expanded business that is likely to result in, say, five
years’ time, should be an underlying consideration.
But many MFIs tend to catch up with past problems
rather than build a solution to secure the future
business potential. This is an aspect which requires
immediate attention from the sector. Mircofinance
Institutions Network (MFIN) and Sadhan would do
well to invest in a core body of experts who could
function as the link between technology solutions
providers and the MFIs; and protect the interest of
MFIs in negotiating with the technology firms.

Cost reducing technologies is where the sector
is headed today. Atom Technologies has offered a
solution ‘m-collection’ that helps MFIs track repayment process on a mobile phone. Java enabled
mobile handsets required by this solution enable
the field staff to travel even when recording and
transmitting transaction information. The data
transmitted by the mobile is integrated with the
back office server to provide real time updates to
the MFI, saving hours in the back office on return
from the field.
Microfinance computing in the cloud
The internet has changed the way software solutions for businesses will be owned and used.
Instead of having to invest in IT systems—the
servers, the storage devices, the networking, the
software, the databases—business can tap into
IT capabilities and solutions over the Internet
anywhere in the world, simply by logging in to
a website. The actual work is done remotely on
servers that can be far away, in large server farms
that process and hold data for several companies or millions of users. This new information
technology model where the technical resources
required to carry out processing are elsewhere is
called ‘cloud computing’. The cloud computing
model lowers the cost of IT, outsources maintenance hassles and ensures best technical expertise. On account of economies of scale and a large
customer base, not only costs are low, but technologies too remain current. The user MFIs do
not have to understand the complexities of planning, implementing and day-to-day running of
IT systems.
Ekgaon Technologies offers a cloud computing
platform for MFIs. Vijay Pratap Singh4 says ‘ ….
these organizations do need technology and solutions but they don’t have the capacity to run them
on their own. They have to buy equipments, set
up air conditioned rooms, hire people with background in technology who can run the computer
and server. We created a platform where they can
come out and create an account for their organization and start using their systems, just like we use
an email or facebook account. Now we are trying
to propagate that platform for microfinance organization wherein there is no registration fee. They
are only charged for whatever transactions they do
in the system. That comes out to be cheaper for the
organization in terms of saving the cost of installing their systems …..’
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Figure 8.1 Process-wise use of software solutions
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Figure 8.2 Process-wise use of software solutions
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Figure 8.3 Process-wise use of software solutions
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Figure 8.4 Process-wise use of software solutions

Intellecap has introduced MostFit, an open source
MIS software to help small MFIs to expand their business. MostFit is built on a platform that is suitable as a
client-server application that fits in with the existing
hardware environment. It is reportedly scalable, flexible to accommodate any lending model (individual
or group), any frequency of repayment instalments
(weekly, monthly) and can interface with mobile devices. The software can be customized by the user
modification of the application is possible. While it is
useful for large MFIs too, initially Intellecap aims to
target smaller MFIs so that they too can scale up.
Arjun Sharma and Shreyas Gopinath of CMF5
had carried out a SOS specific survey based study of
user perspectives relating to the ICT solutions used
by them. The study enquired into the level of automation and integration of key business processes in
MFIs. Twenty-four MFIs responded to the survey.
Further, software vendors had responded to another
set of questions relating to the features of the software supplied by them.
Majority of the MFIs were found using standard
software for most of their business processes; either
custom developed or off-the-shelf software to manage their key business processes. Budgeting and the
fixed asset management process mostly relied on
self-developed applications or even manual computing on Excel worksheets. A significant proportion of
MFIs used Excel as the platform on which Payroll
and HR processes were managed. Budgeting and
payroll management involve significant accounting
and finance related work. Both are key processes
where archived information is needed frequently for
reference. Manual computing for these processes is
not the best option.
Most of the respondents have automated the
generation of critical reports such as the balance
sheet, cash flow statement, and PAR. The capital
adequacy requirement report is the least automated,
with 43 per cent (Figure 8.4) of the respondents
stating that they prepare this manually.

Branch-office connectivity
91 per cent of the MFIs have electricity in all their
branch offices, 74 per cent have all branch-offices
connected to the internet and able to send information on-line (Figure 8.5) using Point of Sale (POS)
terminals to relay information to the headoffice.
Seventeen per cent of the MFIs are using POS terminals to relay information to the headoffice. This
data does not capture the number of hours electricity is available, which can vary widely based on the
location of the branch-offices and have a significant
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impact on the ability to transfer mission critical data
to management on time.
Twenty-two per cent of implemented MIS solutions are integrated solutions provided by vendors. Most MFIs are developing their MISs using
in-house expertise, or off-the-shelf software from
multiple vendors (for example, Tally for accounting)
(Figure 8.6).
When asked to rank the level of satisfaction with
their current MIS on a scale of 1 to 10, with 1 being
least satisfied and 10 being most satisfied, respondents with in-house developed MIS had the highest satisfaction rating of 7, and those with solutions
provided by single vendors had the lowest rating of
5.8 (Figure 8.7).
Most MFI respondents have automated their
critical business processes and have been reasonably successful in connecting their branch-offices
(despite existing infrastructural constraints) to relay mission sensitive information to management.
Furthermore, results show that currently most
MFIs are using either in-house developed software, or a smorgasbord of off-the-shelf software as
part of their MIS solutions. While there is nothing
wrong with existing solutions, the average satisfaction scores suggest that Indian MFIs feel that there
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MIS Comprised of
Software by
Multiple Vendors

is still significant room for improving their current
systems.
MFIs ranked constraints such as cost, lack of suitable solutions, and lack of available vendors, and
so on, to determine the challenges they face with
regards to expanding the capabilities of their current MIS. Based on the qualitative and quantitative
responses received, the biggest challenge faced by
MFIs is the lack of vendors for providing enterprise
wide solutions, tailored to the unique requirements
of the Indian MFI, or integrated into their existing
systems framework, at an appropriate cost.
Technology is a necessary part of the solutions
that MFIs should integrate in their business processes, but technology is not a complete solution
in itself. The hype about some technologies takes
attention away from the problems, making institutions believe that all problems can be solved given
appropriate technology. Some of the more obvious and easy processes are at times made complex
through technology. The features that are marketed
may not all be necessary for MFIs to acquire. Some
of the technologies are not practical in the operating conditions of MFIs. Commenting on mobile
payment technologies Benjamin Lyon6, founder of
Frontline SMS Credit said that there is ‘….a tendency to try and seek out solutions to the bigger development challenges. Easier low hanging fruits are
often overlooked.’ From a different stand point, Ian
Miles7 commented that ‘as familiarity with IT grows,
so does awareness about its value and risks: which is
not to say that it is always used in the most effective
ways or that risks are always are minimized.’ The
question that needs to be asked in choice of technology or design of technology enabled processes is
whether technology runs the business or the business runs to meet their objectives and technology
enables the same? If technology runs business and
technology dictates process, it is a very difficult situation to be in. The sector should use technology for
its enabling features. Customers hate to get answers
such as ‘our system does not permit monthly instalment loans; so you should be content with weekly

93

94

MICROFINANCE INDIA
repayment loans.’ When technology no more gives
out such answers, then it would have arrived.

Notes
1.
2.
3.

Microfinance Insights, vol. 15, November–December,
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Adapted from a blog in IFMR blog page.
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‘Benefits of Mobile Payments in Microfinance’,
Vikas Jhunjhunwala, Microfinance Insights, vol. 15,
November–December, 2009.

4.

Vijay Pratap Singh, CEO, Ekgaon Technologies in
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7. In article in Microfinance Insights, vol. 15, November–
December, 2009.

Social performance,
transparency and
responsible finance

The social performance decibel levels have been
increasing in microfinance. Often the terms ‘social
performance’ and ‘responsible finance’ are interchangeably used in the sector. ‘Responsible finance’
relates to a manner of dealing with acquired customers, with fair, equitable and transparent treatment of
customers being the objective. Responsible finance is
to do with establishing processes and products that
seek to enhance value to the customer and ensure
that the customers’ interests stay protected. ‘Social
performance’ takes institutions beyond responsible
finance. While responsible finance looks at the existing customer base, social performance looks to the
context in which the institution operates and engagement beyond financial transactions with potential
customers as well. Microfinance institutions (MFI)
usually have missions that go beyond business. The
mission has to generally do with serving vulnerable sections of people and making a difference to
their livelihood and quality of life. Responsible finance would achieve a fair and equitable transaction
framework with the clients through a suitable set of
products and processes. Social performance would
seek to deliver greater value not only in terms of the
financial services but in terms of improving incomes,
health, social standing and the educational levels, besides dealing with political and social issues from a
development perspective. In recent times, addressing
environmental concerns has also entered the social
space. Delivering social performance thus is more
than doing business well. It is about performing well
beyond business, looking at the customer circumstances and the local context of operations of the
MFI. If this difference between social performance
and responsible finance is understood, the need for
the MFIs to develop competencies in looking beyond the customer and the immediate business interest of the MFI would be clear.

In terms of responsible finance, several initiatives
have been taken during the year. The emergence of
a new industry network of commercial MFIs under the label of Mircofinance Institutions Network
(MFIN)1 has been an exciting development. This
network has already secured broad based consensus
among its member MFIs (which together account
for more than 75 per cent of the Indian microfinance market) on the code of conduct in relation to
business practices, setting in place a customer grievance mechanism, fair practice principles on hiring
personnel from other MFIs and a code of competition. These measures have the potential to ensure
that business remains fair towards the customer and
deal with reputation risks arising from undesirable
practices. Sadhan2 on its part had encouraged its
membership to undertake social performance reporting and look at the reputational issues involved
in unprofessional conduct. Sadhan is developing a
code of conduct assessment tool which has the potential of being upgraded in to a social performance
measurement tool. To establish responsibility in
financing, issues relating to cross-selling of products, mis-selling of products, opacity in pricing and
bundled product marketing have all to be carefully
looked at. Both Sadhan and MFIN have asked the
MFIs to make available greater amount of information to the customers that would help them stay
aware and take informed decisions on loans.
MFIN3 had described the problems of the industry
as one of having a large network at a nascent stage,
which is making it difficult to ensure that compliance with qualitative processes across the institutions
is monitored well. The idea of MFIN in introducing
self-regulation and a culture of compliance relating
to good practices is a sound one. Periodic reporting
and verification of the reports would go a long way
in ensuring that financing remains responsible. The
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setting up of an ombudsman in four regions by MFIN
to listen to the unresolved complaints of customers is
a particularly positive move aimed at enhancing the
protection levels available to customers. Sadhan has
set up a Ethics and Grievances Committee to enquire
into complaints and decide on ethical issues. These
are some of the aspects of the industry’s own efforts
that will drive it towards responsible finance.
A further initiative across the industry that is
gaining ground is that of financial literacy for the
customers. The initial training offered by MFIs such
as the GRT and CGT are sought to be revamped
with additional inputs to raise the level of financial
literacy. Good use of loans, understanding prices,
selecting suitable loan products for the different
purposes are all to be subjects of interest in the customer training. However, one of the aspects that
have not been focused so far in responsible finance
is the suitability of loan products to the customers’
needs. By and large, the simple loan products that
were introduced based on the Grameen experience
comprising weekly instalment of repayments are
continuing to be in vogue. While new names have
been provided such as emergency loans, education
loans, housing loans, livelihood loans, the nature of
the products remain the same with a small change
in the length of repayment period. Most customers
in rural and urban settings do not enjoy cash flows
that permit weekly repayment of loan instalments.
The vulnerable sections of people have irregular
and lumpy cash flows. Such lumpy cash flows do
not permit the borrower to service the loans from
their incomes.
A number of small studies have found that loan
servicing that takes place in case of MFIs is funded
out of borrowings and other sources. A study carried out by CMF in Andhra Pradesh4 found that
new loans taken from banks, self-help groups
(SHGs) and other MFIs are being used to repay the
other existing loans including the MFI loans. Borrowers used 14.6 per cent, 25.4 per cent, 20.4 per
cent and 7 per cent of the loans taken from Banks,
JLGs, SHGs and informal sources, respectively,
for repaying other loans.5 With multiple borrowing becoming the norm, using one loan to repay
another does not have any negative connotations
for the customer. The loan product design has a lot
to do with breeding indiscipline in the repayment
behaviour.
A matter of further concern is the small size of
loans that continue to operate. Majority of borrowers in the first and second cycles tend to receive
loans which are much smaller than their requirement. This leaves the field open for competing MFIs

to provide loans with the result that the borrower
from a situation of under-funding moves into excess funding; at the same time, the affordability of
these loans in terms of loan servicing ability of the
borrower turns adverse. The competitive practices
in the market, the space given for competition to enter because of small loan sizes and the structure of
weekly instalments do not reflect responsible finance
considerations. Another factor in this is the lack of
quality client focused appraisals. Assumptions of
peer pressure and group decision making in providing an implicit guarantee for members’ repayment of
loans have tended to exclude appraisal of individual
customers’ ability to repay. With increasing individual loan exposures (arising from multiple borrowing) the importance of customer appraisal cannot be
overstated. The sooner individual customer specific
appraisal is introduced by MFIs for taking credit decisions, the better the sector would be able to show
its focus on responsible financing. Even in the case
of SHGs, the field observations are that large loans
are given by banks without looking to the purpose
on the premise that groups take credit decisions taking borrowers status, purpose and servicing ability
into consideration. But the groups have been found
to divide the bank loans equally among members.
For example, in Andhra Pradesh, loans as large as
0.5 million had been equally distributed among the
members by the groups, which does not indicate any
appraisals having been made at the group level.
The rate of interest on loans is another contentious issue. While MFIs operate on a very different
model of retail distribution of financial services,
their costs are bound to be higher. However, continued working on high cost distribution models
over sustained periods of time does not reflect well
on the MFIs which have made investments in professional human resources as also state of the art
technology. In a large number of cases, MFIs do not
seem to pass on the cost savings that are achieved
as the volumes build up. Last year’s report did point
to the fact that several MFIs have, in fact, reported
increasing yield on their portfolios even when the
operating costs decline. During the current year, the
trend persisted. Some MFIs have at least signalled
that they are sensitive to this fact by announcing a
reduction in their rates of interest.
Data relating to 31 MFIs were analysed for a
four year period (Figure 9.1). Operating costs and
yields were compared for individual MFIs and it was
found that five institutions that had reduced operating costs had also lower yields, the implication
being that the cost savings have been passed on to
customer. Twelve MFIs recorded a higher operating
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cost and had higher yields, indicating that they had
to raise revenue to cover costs. Fourteen MFIs had
experienced a reduction in operating costs, but
actually had higher yields. The MFIs not only did
not pass on cost savings to customer, but in fact increased their revenues. This last group, which exhibited the antithesis of responsible behaviour, was
the largest group in the sample (45 per cent) studied. The revenue maximizing behaviour evidenced
in many MFIs leads to the obvious conclusion that
responsible finance has a long road to travel before
reaching the customers.
The following charts (Figures 9.2 to 9.7) compare
the changes in operating costs and yields for 30 institutions for which last four years’ data was available. The comparison pertains to changes in rates
between 2007 and 2010 (expressed as per cent).
Institutions have been grouped as per their market
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strategies in pricing. Where MFIs seemed to have
dropped effective prices, with a decline in their
OCR (and in some cases even with an increase in
OCR), clearly the strategy was in line with customers’ needs. There are MFIs that achieved increased
revenues when their OCR fell or achieved higher
yield increases than the cost increases warranted. In
such cases, certainly the customer was not served.
The short point is that even when there is a business
justification for reducing interest prices, MFIs did
not do so; some actually increased prices when they
should have passed on cost savings to customers.

Transparency—not only
in pricing
The interest pricing issues have been the subject
of great debate. Confusion prevails in the market
as to whether any specific MFI is pricing its loans
higher or lower than others. Since the stated price
of a loan and the actual price paid by the borrower
are very different on account of different charges
and loan structures, it is difficult to conclude in a
competitive market as to which loans are better for
the customer. Apart from the interest rate that is
applied on the loan, the number of instalments of
repayment, compulsory deposits collected, the rate
of interest paid on the compulsory deposits, service
charges, inspection charges, membership charges,
monitoring charges, the premiums to be paid on
compulsory insurance policies and the adjustments
if any made for pre-payment of loans are some of
the factors that determine the real price paid. Microfinance Transparency (MFT)6 has launched a
major initiative during the current year in order to
ensure that MFIs become transparent in providing
information to the customers, and to the funders
and regulators on the real prices paid on their
loans. This initiative would seek to enrol all MFIs
as members for reporting their pricing structure on
the different products marketed by them. Based on
the information collected from the MFIs, MFT will
compute actual prices paid by customers and host
price information of all reporting MFIs on its web
based platform. This information which is a comparison of all reporting MFIs, would also be available
to all funders, regulators and the public at large. The
transparent prices arrived at after processing all the
covert and overt costs paid by the customer to the
MFI would be required to be declared to the customer in the sanction letter or the pass book. As a
further measure of customer comfort, MFT plans to
produce customer literacy material on use of interest
price information to make credit availing decisions.

Further, MFT proposes to work with MFIs in exploring the relationship between the cost structures
and the price, and help them in deciding on business
strategies to bring down costs. MFT would also work
with the apex institutions and the regulator in providing research based inputs for policymaking and
advisories. So far, more than 80 MFIs have agreed to
be part of the MFT framework and 50 institutions
have already provided data of a qualitative nature.
The launch of this platform is expected in October/
November 2010. The need for transparent pricing
initiative is long overdue. In a competitive market
which operates across all major cities and towns in
India, the customers of MFIs need greater amount
of information in order to be able to take decisions.
Further, customers also require the information as
to what kind of loans would be suitable given the
purpose for which they would like to borrow. The
power of transparent information available in public domain would have a salutary effect on the interest rates and MFT expects that interest rates would
drop once the platform becomes active.
Transparency in microfinance is not only about
prices being communicated in an understandable
form to the customer. There are other aspects of
business where transparency is necessary. The information put out by MFIs about their performance
is often not consistent with their past record and the
regulatory filings. The repayment rate is an aspect
on which considerable scepticism prevails. The effort to mislead donors and funders by a minority of
institutions is not a mistaken attempt, but a deliberate one. There have also been cases of parallel sets
of data, flexibly used according to the destination of
information. Governance processes have not been
transparent where required. Transformation process of NGO microfinance operations in to commercial operations has been a mystery. The manner
in which share stakes are decided, the transfer of
borrowers from books of the MFO to the MFI, valuation of enterprise, form of payment for the same
and recipients of prices paid at the time of transformation have all been shrouded in mystery. While
those who do not have a stake in company need not
be provided with such information, keeping away
the information from the customers, staff and other
stakeholders is not a good practice.
The annual report disclosures are less than forthcoming on some of the problematic areas of business. MFIs have suffered losses in some locations on
account of frauds, and had to wind up operations in
some other within a short period of launch for want
of familiarity and appropriate staff. Such occurrences are not reported. The MFI’s attitude to provision
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of information to stakeholders could impact the
staff; they too could decide to conceal information
from the higher authority. When the truth is known,
it could be too late as was found by some MFIs in
Kolar last year.

Social performance—going
beyond finance and loan
contracts
On the field, quite a few MFIs have taken the social performance aspects of their business seriously.
In the last years report, specific mention was made
of Equitas Microfinance based in Chennai. Equitas
has by choice earmarked a certain portion of its annual profits to be spent on development interventions. Presently Equitas is engaged in improving the
educational standards of the children of its clients,
improving their access to health services and also
expanding the options available for employment
through skills training of members. As a further
measure of engaging the customers in improving
their quality of life, Equitas has been piloting the
concept of offering groceries from dedicated stores.
Members can purchase their requirements from
these stores at prices that are lower than the market.
A separate entity (Dhanya Kosha) has been spawned
by Equitas to handle the marketing of grocery to
members and it is supported by a food security loan
available from Equitas for families which run short
of resources to buy even their weekly or monthly requirements of food articles. Reviewing the profiles
of the clients, Equitas also found that a significant
number are retailing fruits and vegetables in their
local areas. A model of supply of fruits and vegetables to the petty trader in her local area has been
designed. This would be run on commercial lines
by Equitas; but at the same time, it is designed to
offer considerable value to the traders through reduced cost (prices and transport costs), better quality and a credit limit to support their trade. Equitas
describes its development interventions in the customers’ lives as enlightened self-interest. Building a
loyal customer base and building economic security
through different means ensures that Equitas would
remain relevant in the lives of these customers and
also ensure that the financial relationship remains
strong.
Bandhan Microfinance had been operating
a programme for the hardcore poor. This programme has been in the running for more than two
years and the initial results reported by Bandhan
have been highly favourable. SKS too ran a special
programme focused on the ultra-poor. While the

results are reportedly positive, the coverage in such
programmes is too small to create an impact. Large
MFIs must find ways of incorporating the features
of their ultra-poor programmes in their normal
business. Ujjiwan Financial Services based in Bangalore had brought out a social performance report
as part of its annual report. The social performance
report carried a survey of 3000+ clients across three
loan cycles. The conclusion arrived at by Ujjiwan is
that its customers have generated additional income
on account of sustained access to microfinance. But
then Ujjiwan concludes that the increase in income
is far too small to be able to pull people out of poverty. Microfinance alone may not be sufficient alleviate poverty in the poor customers is the finding that
makes Ujjiwan look for other solutions as well. The
most telling insight from the survey is that microfinance cannot replace the ubiquitous moneylender.
Practices that erode well-being and social content
of microfinance seem to mushroom. Ever since
credit insurance became a compulsory requirement
among MFIs, older persons find themselves personanon-grata in microfinance. Insurance companies
routinely refuse to insure people’s lives when they
reach 60. Once credit insurance is denied, the MFI
does not want to provide a loan to such borrowers
as the bulk funders would not refinance portfolios
lacking in complete credit insurance cover. The
result is perverse; clients that had dealt with the MFI
for many cycles maintaining regular repayments find
themselves cut out of its loans because they turned
60! Dropping regular clients that too when they are
old does not seem to be either socially desirable or
responsible business behaviour. The sector needs
to find ways of continuing to finance people above
the age of 60, subject to their credit worthiness.
Insurability of their lives should have nothing to do
with providing them credit.
Sale of insurance policies to customers is another
area of concern. In the previous reports, it had been
pointed out that the insurance cover is neither effective nor understood well by the customers. But
insurance has become a precondition for loans in
many MFIs. In some MFIs, multiple insurance policies is the norm. In some MFIs, it is difficult to escape
the feeling that revenues drive the sales of insurance
rather than risk mitigation of the customer. Customers are not provided adequate service after the
policy is sold. MFIs have not created insurance specialization within their staff and skill sets to handle
claims. The drop out rates of customers from many
insurance schemes is a telling comment on customer satisfaction level. Responsible MFIs that want to
look at customer risk mitigation would also focus on
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other options for risk, such as savings, investment,
pension, advisory on livelihood activities and so on.
If MFIs prioritize opening savings accounts of customers in banks and inculcate a thrift habit, a social
purpose is clearly achieved. Savings could be helpful
when disruptions to customer’s cash flow impact repayments to MFI. Some MFIs are actively engaged in
persuading their clients to save and facilitating their
opening of bank accounts. Some others offer Gold
savings schemes, money market mutual funds and
pension schemes to build asset levels of customers.
Such facilitation of savings and investments goes beyond business and ensures that customers gain access to a range of financial services apart from what
the MFI can provide on its own account.
Marketing of fast moving consumer goods
(FMCG) products through MFIs to their customers is turning out to be a new revenue line. While
some of the goods sold through this channel might
be necessities and filling a critical supply gap, caution is warranted in broadening the range of goods
under such marketing models. There is a possibility
that customers are sold goods that are not necessities. The choices available to the customer through
credit linked marketing schemes would also be
limited. There are serious concerns about the availability and quality of after sales service on some of
the goods supplied such as water filters, solar lanterns and so on. The objectives of MFIs in such programmes state that the customer should be provided
access to quality goods available in urban areas; they
fail to recognize that a new need is getting created in
the customer in respect of some goods where there
was none earlier. On non-financial business lines,
MFIs would do well to ask the question ‘who benefits most—the customer, the MFI or the Marketing
company?’ to seek objective answers and be guided
by the same.

Initiatives in Social Performance
Management (SPM)
Michael and Susan Dell Foundation (MSDF) had
launched a major social performance initiative in
India. A consensus on key indicators of social performance is sought to be achieved across different
stakeholder classes. This would culminate in introduction of a reporting framework under which MFIs
could report data for assessment of effectiveness of
their SPM. The idea is to encourage MFIs to look at
their mission and produce a mission oriented performance in terms of their customers and businesses. A broad ranging collaboration across the industry comprising the major networks such as Sadhan

and MFIN, key players such as EDA rural systems,
Access development services, Microfinance Transparency, Multilaterals such as World Bank and IFC,
and others is being forged to ensure that this major
initiative on SPM bears fruit. Unitus, in partnership
with MSDF has been working with two MFIs closely
on social performance. The programme which is in
two phases will first lay a foundation on SPM thinking and processes, and later develop data collection
and analysis capacities. Dia Vikas actively supports
implementation of SPM in its partner institutions. It
has a two-phased social performance project, under
which EDA Rural Systems has assisted 10 MFIs in
last two years. Belwether Fund gets non-graded social ratings done of its investee companies. Lok Capital has also recently got done two social assessments
and is in process of developing a set of social metrics
which will become part of reporting requirements
from their investees. MicroSave India is also involved
in the SPM space, working with partner MFIs in what
it terms ‘market led approaches to SPM, comprising
one part “truth in advertising”, one part “risk management” and one part “common business sense”.’
Measuring social performance has normally
taken a rating route or an assessment route using
specially designed instruments and benchmarks.
A listing of some MFIs and the SPM tools used by
them is in Table 9.1.
It can be seen that quite a few tools used are geared
towards responsible lending and not core social performance. MIS in MFIs is geared mainly for capturing
financial information. Information collected from the
client in the membership or loan application forms of
a non-financial nature is not captured in the database
of MFIs. The key issues are lack of unique client ID in
the MIS and definition of loan cycles by amount (for
example, a client which borrows ` 8000 even three
times will be considered in first cycle of loan as first
cycle of loan is defined as ` 5000 to ` 10000). It is
also about a lack of understanding on what should be
collected and what can be useful in making decisions
about product design, targeting, and so on. The result
Table 9.1 SPM measurement tools
Name of MFI
Grameen Koota

Tool used
PPI

Arohan

Client Satisfaction Survey

Janalakshmi

Customer Analytics

Ujjiwan

Grievance Redressal

BASIX

Gender, Health, Safety and Environment

SKS

Specific Market Research

HIH

Specific Market Research
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Grameen Foundation PPI work in India
Grameen Foundation is deeply engaged in promoting the effective use of client and institution
level data to improve performance, especially social performance. Grameen Foundation is working
globally to increase the use of the client level poverty assessment tool, PPI. The poverty level data it
provides is a concrete, practical and efficient step
in the process of integrating social performance
into a unified performance management system.
Grameen Foundation is employing a variety
of approaches to encourage and promote the
use of PPI. Grameen Foundation works directly
with microfinance institutions to get direct onthe-ground experience on the PPI implementation process. This is the best way to improve the
quality of training and support materials as well
as to generate innovations around poverty measurement and management decision making.
Currently, Grameen Foundaiton is working with
some of the leading MFIs in the country including
Grameen Koota, ESAF, Sonata and CASHPOR.
Beyond providing support to PPI users directly
and through aligned network partners, Grameen
Foundation is working to provide a broad based
set of support tools for the effective integration of
PPI into decision making.
is that when social performance assessments have to
be made, a study has to be carried out for gathering
basic data. The reliability of data reported is also a
question. Progress out of Poverty Index™ (PPI) has
been one of the popular tools among social performance professionals. Grameen foundation has been
advocating the use of PPI and improving capacities
in the sector for its use. The information generated
through the use of PPI provides decision support
information apart from enabling tracking of customers’ progress over a period of time.

Social Performance Reporting
MIX, in its briefing note,7 comments ‘One additional challenge when analyzing SP data deals with the
validity of the information reported. It bears noting
that the findings … are valid only as long as the data
reported is a true reflection of MFI performance.’
Data capture relevant for social performance should
become part of the customer acquisition and loan
sanction process. Information on social performance
should be generated periodically as part of regular
MIS of organizations. Microfinance Open Source

(MIFOS)8 recently incorporated the PPI into its data
reporting system, marking a new stage in the integration of SPM. MIX, after carrying out the first comparative analysis of social and financial outcomes of
MFIs, found that indicators developed by Social Performance Task Force (SPTF) need improvement. It
suggested changes to content, quality and verification
of the data being collected.
Information for analysing Social performance—
SPTF9 indicators10
Non-Financial Services: The SPTF questionnaire collects only ‘yes/no’ information on the offering of non-financial services. In order to better
quantify trade-offs and synergies, it is necessary
to have a more detailed measurement of quality,
frequency and amount of resources involved.
Training on social performance: In order to
separate the effects of general training from social
performance specific training, the SPTF questionnaire needs to incorporate a control for general
training. Adding measures of quality, frequency
and resources involved will not be redundant.
Client Retention: The focus should be on data
validation, and collecting the inputs to calculate
drop out rates under any formula. This way it will
be possible to perform sensitivity analysis of the
different formulas to have a better understanding
of the pros and cons of each methodology.
Consumer Protection Principles (CPPs)/Social
Responsibility to Clients: The SPTF questionnaire collects only ‘yes/no’ information for each
CPP. In order to better quantify the synergies
with portfolio quality, it is necessary to measure
quality of the implementation of the principles.
In addition, since some MFIs have been implementing CPPs before they were promoted by the
Smart Campaign, knowing the starting point of
implementation will be necessary in order to determine the effect of CPPs on portfolio quality.
Social Responsibility to Staff: The SPTF questionnaire does not differentiate between general
policies related with staff (training, appraisal, and
so on) from particular policies focused on social
performance alone. Since both policies are highly
correlated (it is very unlikely that MFIs offer only
social performance policies but not general policies, while it is most likely that MFIs offering social
performance policies have already a programme
of general policies), it is impossible to separate
the effects of social responsibility to staff related
to social performance versus general training and
incentives not related to social performance.

102

MICROFINANCE INDIA
While ratings and assessments are valid external
views of what is delivered to customer, these rarely
take the customers perspective on what is valuable
about the social interventions. Social performance
is more treated as a delivery issue on which the
recipient can have no views. Recently, Equitas carried out study of what value customers attribute to
its development interventions in education, health
and skills training. The customers were surveyed
through a structured questionnaire to attribute the
value they perceived as having received. The study
brought out that all the interventions were positively
valued. The value attributed to health interventions
were 10 times the cost of delivery of services, five
times the cost of delivery in skills training of customers. The education intervention had the lowest
multiple of one, meaning that cost of delivery and
value perceived were equal. Overall the customers
were extremely satisfied with the interventions, but
had suggestions on cost reduction, increasing scale
and enlarging the scope of benefits. The gain of
Equitas from the study was inputs for planning of
development interventions including budget allocation decisions.
An important aspect of SPM is the engagement
with the MFI in implementation of appropriate processes. The present focus in SPM is mostly on developing rating tools, indicators and measurements.
Agents external to the MFIs carry out the tasks and
leave the organization with a report. While assessments and ratings are necessary, resources should
be allocated for building capacities within MFIs for
adopting practices and processes relevant for SPM.
Loosely described, there is a lot of action on finding out how to diagnose what is wrong; but little on
handholding the patient through the treatment and
recovery process.

Do Missions Matter?
CMF commissioned (exclusively for SOS 2010) a
study of mission statements of leading MFIs and the
financial performance aligned to the mission statements11. The objective was to assess the nature of
the mission (financial or social) and to what extent
financial performance reflects movement towards
mission fulfilment. Fifty leading MFIs (measured
by number of borrowers) that have clearly published
mission statements were chosen as subjects for this
study of which data relating to 38 could be finally
used.
The ratings for mission orientation as ‘social’ and
‘financial’ was obtained through a survey administered to individuals with no familiarity of MFIs, and

thus little to no knowledge of the industry. Participants studied the ‘mission’, ‘vision’ and ‘goals’ of each
MFI, and rated each combined statement on a scale
from 1 to10 on the two factors, ‘social’ and ‘financial’. The respondent’s intuitive understanding of the
terms ‘social’ and ‘financial’ with basic guidelines
highlighting parameters defining each term formed
the basis of the rating. The goal of the survey was
to capture and quantify an objective ‘perception’ of
the extent of social and financial content of each
MFI’s mission. The underlying assumption is that
this perception measure captures the MFI’s true intentions as perceived by a lay person. The reported
ratings have been averaged over all respondents for
each MFI.
A number of MFIs appear to place an equal emphasis on social and financial goals, shown by equivalent ratings such as BASIX and Satin Credit Care
(15 MFIs had a differential of less than 1 between
‘social’ and ‘financial’ rating). Respondents indicated
that very vaguely worded missions were given low
ratings in each category. For example, PWMACS received low ratings in both categories, suggesting that
respondents could not clearly identify or categorize
the specific mission of the MFI. Another general
trend is for highly social mission driven MFIs to have
low financial mission ratings, suggesting that there
is a trade-off even in the thinking language between
investing in financial and social goals.
Table 9.2 gives the average rating given by the
respondents based on their perception of the mission statements as also the rank ordering of MFIs.
The names of the institutions have not been given,
but their form has been given so that scores could
be examined from the context of presumed mandate of non-profit, social forms. The top 10 ranked
institutions on social content of mission had four
Non-banking Financial Companies (NBFCs) and
six non-NBFCs. The last 10 ranks on social content
as mission had three NGOs, four NBFCs and all
the three cooperatives in the sample. Of the top 10
ranked on financial content of the mission, nine were
NBFCs. Only one was a non-commercial entity.
A second stage analysis rated whether financial performance was socially aligned by assigning
ratings for Return-on-Assets, Yield on portfolio,
trends in cost and yields (whether the MFI achieved
reduced yield when operating costs declined) and
availability longer duration loans for customers.12
The scoring was a simple two factor one, with high
score of ‘2’ assigned if benchmark was achieved and
‘1’ if the benchmark was not achieved. The scores
on financial aspects were compared with scores on
mission content.
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Table 9.2 Mission orientation and alignment of financial performance

Classification of MFI

MissionMissionMissionMissionsocial
financial
social
financial
Socially
Socially
orientation orientation orientation orientation aligned fin. aligned fin.
score
score
rank
rank
perf. score perf. rank

1

NGO

8.909

2.727

1

49

7

9

2

NGO

8.846

3.000

2

48

6

23

3

NGO

8.818

2.364

3

50

6.6

17

4

NGO

8.667

5.222

4

32

6

23

5

NBFC

8.615

4.000

5

43

nd

nd

6

NGO

8.545

4.000

6

44

6

23

7

NBFC

8.333

5.333

7

30

6.6

17

8

NGO

8.250

3.583

8

46

nd

nd

9

NBFC

8.091

5.727

9

24

8

1

10 NBFC

8.000

5.692

10

25

nd

nd

11 NBFC

7.846

5.231

11

31

7

9

12 NGO

7.778

4.444

12

39

nd

nd

13 NGO

7.556

4.111

13

41

6

23

14 Rural Bank

7.538

7.000

14

8

7

9

15 NGO

7.455

4.091

15

42

7

9

16 NBFC

7.273

7.818

16

3

6

23

17 NBFC

7.231

5.154

17

34

6

23

18 NGO

7.182

3.091

18

47

6

23

19 NBFC

7.182

6.909

19

9

nd

nd

20 NGO

7.091

4.455

20

38

6

23

21 NBFC

7.077

7.385

21

5

8

1

22 NBFC

7.077

5.846

22

23

nd

nd

23 NBFC

7.000

5.222

23

33

5.3

32

24 NBFC

7.000

6.222

24

18

6.6

17

25 NBFC

6.923

7.154

25

7

6.6

17

26 NGO

6.917

4.250

26

40

8

1

27 NBFC

6.917

5.417

27

29

7

9

28 NBFC

6.818

6.818

28

12

nd

nd

29 NGO

6.750

5.083

29

35

7

9

30 NGO

6.727

7.364

30

6

8

1

31 NGO

6.667

4.833

31

36

8

1

32 NGO

6.556

6.889

32

11

nd

nd

33 NBFC

6.556

8.333

33

1

nd

nd

34 NBFC

6.556

6.111

34

21

6

23

35 NBFC

6.545

6.364

35

17

8

1

36 NBFC

6.500

4.500

36

37

7

9

37 NBFC

6.455

7.818

37

4

5.3

32

38 NBFC

6.455

5.909

38

22

8

1
(continued)
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Classification of MFI

MissionMissionMission- Missionsocial
financial
social
financial
Socially
Socially
orientation orientation orientation orienta- aligned fin. aligned fin.
score
score
rank
tion rank perf. score perf. rank

39 NBFC

6.417

6.667

39

14

5

35

40 NBFC

6.364

5.455

40

28

nd

nd

41 NGO

6.273

5.636

41

27

7

9

42 NBFC

6.250

5.667

42

26

5

35

43 NBFC

5.909

6.818

43

13

5

35

44 Credit Union/Cooperative

5.727

3.727

44

45

8

1

45 NGO

5.273

6.636

45

15

6.6

17

46 NBFC

5.083

8.000

46

2

5

35

47 NBFC

5.000

6.909

47

10

nd

nd

48 NGO

4.833

6.417

48

16

6.6

17

49 Credit Union/Cooperative

4.615

6.154

49

20

nd

nd

50 Credit Union/Cooperative

3.111

6.222

50

19

5.3

32

‘nd’ denotes no data

The institution top ranked on social content of
mission was ranked ninth in socially aligned financial performance (Table 9.3). A comparison of rankings showed that the mission statements and their
orientation did not translate in to mission aligned
financial performance. There were more socially
aligned best performers among MFIs with a strong
financial content in mission. Strong social missions
and aligned financial performance while not contraindicated, do not seem to go together.
A comparison of top five and bottom five scores
in social content of mission and scores attained by
those MFIs reveals that the connection between
social mission and aligned financial performance
Table 9.3 Comparison of scores of social content of
mission ranks and financially aligned performance ranks
Mission-social
orientation rank

Socially aligned financial
performance rank

1

9

2

23

3

17

4

23

6

23

38

1

39

17

40

35

42

17

44

32

is nebulous. Not one of the top five ranked MFIs
achieved top score in aligned financial performance, whereas an institution ranked lowly on
social content of mission (38th rank) has shown
financial performance that is clearly socially
aligned (rank ‘1’). Further analysis across the data
set also shows that the form of organization does
not predispose the MFI towards a certain type
of performance. The analysis has limitations of
data, simplistic assumptions and conclusions that
are general. But the study explores the possibility
that some aspects of financial performance can
and should be used for measuring whether MFIs
function in a socially relevant manner and the idea
deserves further rigorous examination. The broad
conclusions from the study are:
• The mission statements have limited guidance
value for many MFIs.
• Strong social content in mission does not necessarily imply strategies adopted by the MFI will
not be strongly financial.
• MFIs perceived to be commercial, respond to the
customer in a sensitive and responsible manner.
• MFIs need to revisit their mission and design
processes for examining their performance and
its alignment to the mission.

Gender in microfinance
In the initial stages of microfinance movement
in India, women were at the forefront. Lending
to women was thought of as a better means of

Social performance, transparency and responsible finance 105
supporting the entire household. Women were
supposed to have a heightened savings instinct
and also were seen as more willing to attend to the
overall needs of the entire family. Hence, the SHG
movement prioritized women SHGs and trained
these women to act in a concerted and coordinated
manner so as to improve their social and financial
status. This, it was felt would not only advance
the gender sensitivities in several socio-political
contexts but also provide women a clear voice in
the family, the neighbourhood and in the local
community. More than 90 per cent SHGs in the
initial years were that of women. Even today, across
the country, of the more than 4 million SHGs in
existence, about 85 per cent are reported to be
exclusively of women. When the MFI model started
in the country, the MFIs also found that women were
better customers and ‘repayers’ of loans. The MFIs
Not by loans alone—by jobs too
Kabita Mandal is a relationship officer of Anjali
Microfinance in one of its branches near Kolkata.
This is the first institution in which she ever joined
for work. Anjali’s policy of appointing a local person (that too a fresher as an intern) enabled Kabita
to join initially as sales officer. Now she is a relationship officer. She has seven clusters and 265
customers to service. Her clusters are at least 10 km
away and not all clusters have a connecting public
transport. The cluster meetings have a fixed schedule, one each day. So Kabita walks to each one of
her clusters and at times hitchhikes her way.
The optimal case load for a relationship officer is 600. Kabita is working to increase customer
enrolment. When the case load increases, she
will have more clusters. How will she then visit
the clusters and attend the meetings? She says ‘I
will have to buy a second-hand scooty; Otherwise
how to conduct the meetings in time?’ After initial hesitation about the itinerant nature of the
job, her family is fully behind her. She is part of
a low income family with not too many options
on finances. This job is a significant support and
it has started to generate hope and confidence in
the family about the future. The family is gearing
up to buy the ‘scooty’. The many Kabita Mandals
that dot the microfinance landscape make it run
smoothly. It is not only the millions of borrowing
women that get helped; but also a few thousands
of Kabita Mandals that have taken a strong hold
on what was considered man’s world—the hard
job of marketing financial services.

engaged in forming joint liability groups (JLGs) of
women clients to the exclusion of men. With more
than 25 million clients across the country currently,
MFIs report that 93 per cent of their clients are
women. But the prominence given to women in the
initial stages does not seem to continue in several
important aspects of microfinance.
Women leaders were in the forefront in the initial
stages. NGOs had a significant number of women
leaders and at senior levels of management. With
the advent of larger numbers, inflow of equity and
adoption of higher levels of technology in microfinance, women have been compelled to take a back
seat. But at the base level, MFIs have recruited a
number of women and enabled them to rise to
higher positions.
The larger numbers in SHGs invited higher level
structures such as clusters and federations. Typically,
these are being captured by men. National Bank for
Agricultural and Rural Development (NABARD),
over the last two years, has been advocating that
forming men into groups is as important as getting
women into SHGs. In fact, farmer SHGs comprising men has been prioritized. In the current year,
NABARD has gone further ahead and announced a
programme of forming 100000 JLGs of farmers with
a view to ensure that credit flow reaches small and
marginal farmers. While as a policy objective this
is unexceptionable, the resultant neglect of women
and the SHG movement is a cause for concern. In
the case of MFIs, the higher level positions have
been taken over by men. The technology based
work processes have become the preserve of men.
Apart from being passive clients who do not participate in MFI’s different processes, the women have
nothing else to do in a mass based movement. They
are more units of revenue in the hands of the MFIs
rather than vibrant, dynamic constituents of a localized financial architecture that was thought of when
microfinance was designed for the poor.
Lakshmi Kumar,13 in an unpublished paper, based
on fieldwork, makes several important observations
about women in microfinance.
Women with the help of small loans found small
‘business activities’ as a means to hold petty cash to
tide over small daily needs without depending on
their spouse. In that sense, her new found economic
freedom due to Microfinance is liberating. About 29
per cent of the women increased their assets both
in terms of jewellery or land. Most others felt there
was no increase in assets as the increased income
led to higher consumption and hardly any savings.
Many women however did save small amounts in
chits to buy sarees, jewels, etc. Access to resources
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in terms of land holding in joint name was very low
in spite of awareness among these women about
their rights. 70 per cent of the women studied were
in the confines of their homes; with the support of
their spouses and microfinance they got an opportunity to earn and contribute to their family. Their
incomes, however meagre, have given them confidence and made them feel worthwhile, though with
increased physical burden. This new found economic
independence does give them a lot of hope. We need
however to distinguish economic independence from
empowerment. To these women, Microfinance seems
a transformation to economic independence. For
Microfinance to effectively contribute to women’s empowerment, or facilitate it at some level, the women
involved must perceive themselves as being provided
choices, which they never had in the past. Unless and
until this mindset is present, we are not likely to find
empirically that microfinance leads to women’s empowerment. Women’s empowerment seems a nonissue to them, hence an illusion, at least as of now.

The point to ponder is whether microfinance
has an ideological position on gender empowerment in the midst of doing business. Some parts
of microfinance seem exploitative of the nature of
women, especially with regard to recoveries. Financing of single women and unmarried girls is
considered a risk, even when migration of adult
males is more common. The question that needs
an answer is what kind of product and process
changes need to take place to make microfinance
more gender sensitive?

Is it the responsibility of
MFIs alone?
The initiatives on SPM are targeted at MFIs approaching their customers from a responsible and
welfare viewpoint even as they strive to achieve
their business goals. MFIs are expected to have a socially relevant mission, introduce customer friendly
products, appropriate processes, invest in customer
education, exercise restraint in pricing and offer
services beyond finance to improve livelihoods and
quality of life. MFIs are but a part of the sector that
seeks to reach out to vulnerable customers. The
funders, donors and government have an equally
important role to play if MFIs are to deliver what
is expected of them. A review of the operations of
MFIs on the ground makes it clear that smaller MFIs
and Community Owned Microfinance Institutions
(COMFI) deliver more social content and are responsible to their customers. Higher level agencies
with an objective of maximizing social performance
would do well to support these institutions that are
already well engaged in appropriate practices. But

small institutions and COMFIs face extraordinary
difficulties in accessing mainstream funds. They
are increasingly forced to change form to become
NBFCs. It is amply evident that an entity becoming
NBFC loses its original DNA. Regardless of however
hard NBFCs try, investor control and shareholder
value considerations would limit their social performance focus. The contrarian signals that emanate
from banks and socially minded investors that push
socially committed MFIs first to choose forms that
are not natural social entities and then to demand
of such institutions that they perform socially are
difficult to comprehend. Enabling environment
for smaller institutions and COMFIs to get access
to bulk funds, equity and capacity building support
will bolster SPM in microfinance as much as all
other ongoing effort addressed at commercial MFIs.
In not providing a good environment to smaller
MFIs and those in non-profit forms, the funders do
not practice what they preach. In respect of price
of loans, training of staff on SPM, improved loan
products and practices, funders should also lead the
way. Good practices emerge from good examples.
Funders and donors should introduce changes in
the manner they deal with the MFIs and then demand of MFIs that they behave similarly towards
their customers.
In sum, the bottom of the pyramid customers are
not only vulnerable but also lack the skills and resources to negotiate markets. Despite all attempts at
literacy and education, they will find it hard to acquire the kind of competence required to contract
loans and savings with financial institutions that
come with highly advanced skills. It is incumbent
on these professional institutions to deliver the best
of services on conditions favourable to the customer without being asked either by the customer or by
the external institutions. Responsible finance has
meaning only when these acts that are in the customers’ interest are performed voluntarily without
being asked. If this has to be externally stipulated,
enforced and monitored on a long term, then the
meaning of responsible finance is lost especially
when the institutional mandate stipulates that they
deal exclusively with vulnerable people for their
betterment.

Notes
1.
2.

Microfinance Institutions Network is an industry
association of NBFCs in Microfinance, set up last
year, currently having 39 members.
Sadhan is a network of MFIs, MFOs and other institutions working in microfinance sector. It had 230
members —financial and non-financial entities.
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3. Alok Prasad, CEO MFIN.
4. ‘Access to Finance in Andhra Pradesh’, CMF-IFMR
for CMR-BIRD funded by NABARD.
5. ‘Access to finance in Andhra Pradesh, 2010’, CMFIFMR for CMR-BIRD funded by NABARD.
6. Microfinance Transparency is a non-profit company
registered in the USA, with a mandate to promote
transparency in pricing across the world. It has already published transparent prices for four countries and is actively working with 20 more countries
(including India) for publishing transparent prices
in public domain.
7. ‘Microfinance Synergies and Trade-offs: Social versus Financial Performance Outcomes in 2008’, Adrian Gonzalez, MIX Data Brief no 7.
8. Popular MIS software from the Grameen stable.
9. Social Performance Task Force (SPTF) is an international coalition of institutions engaged in promoting and facilitating of social performance content in
microfinance programmes across the world.
10. ‘Microfinance Synergies and Trade-offs: Social versus Financial Performance Outcomes in 2008’, Adrian Gonzalez, MIX Data Brief no 7.
11. Joshua Wan, intern in CMF-IFMR guided by Justin
Oliver, Shreyas Gopinath and the author of this

12.

13.

report carried out the survey of respondents and
provided the data on social and financial orientation
scores, providing the basis for the further analysis
contained in the report.
The assumptions were that high return-on-assets
and high yields are not socially aligned as they
cause distress to the customer. Though financial
sector return-on-assets hovers around 1 per cent,
looking to the peculiarities of the Microfinance
sector return-on-assets of 4 per cent was deemed
the threshold for an institution to be considered
as socially aligned. Return-on-assets in excess of 4,
therefore, was not considered ‘social’ for this scoring. Similarly, yield in excess of 30 per cent was
not deemed ‘social’. Disclosure of interest rates to
borrowers was deemed social. If MFIs had declining yields when their costs declined, the action was
deemed social. Where yields increased despite a decrease in operating costs or where cost savings were
not reflected in declining yields, the same was not
deemed ‘social’.
‘The Illusion of Women Empowerment in Microfinance: A case study’, Lakshmi Kumar, Faculty,
IFMR.

Financial inclusion—reasons
for hope

The Reserve Bank of India (RBI) took the platinum jubilee year of its existence as a critical point
of departure for intensifying financial inclusion activities across the banking sector. RBI had reasons
to be disappointed with the level of effort relating
to inclusion agenda carried out by the banks. The
policy pronouncements that had been made over
the last five years in introducing products in the
form of no-frills-accounts, general credit cards,
changes in processes such as in relaxed knowyour-customer (KYC) norms and introducing new
mechanisms such as the business correspondents
(BCs) and business facilitators had still not resulted
in substantial progress. RBI had not been able to
make banks think of inclusion as a business exercise. With the very best efforts of the government
and RBI, financial inclusion has at best been viewed
as a social mandate or even less a corporate social
responsibility of the banking system. The response
of most banks so far has been to clock additional
numbers in the no-frills-accounts and little else.
Some banks had hired the services of business facilitators and BCs and many did not venture into
this outsourcing arrangement. Committing their
own staff to open new accounts had its own limitations. As already explained in the last year’s report,
the network and staff limitations and the inability
to decide upon an appropriate technology solution
meant that inclusion of numbers would be relatively
small compared to the requirements and the depth
of inclusion shallow compared to the requirement
of customers.
The financial institutions count the accounts and
not unique account holders. There is considerable
overlap in the accounts, especially in banks and
post-offices. The overlap in urban areas in bank accounts could be as high as 100 per cent, meaning
that each customer on an average may be holding

two accounts with a bank if not more. The case of
post-offices also is similar, though the overlap could
be less. Recent studies indicate that among microfinance institutions (MFIs) and self-help groups
(SHGs) also there is overlap on account of multiple
memberships. The overlap across institutions such
as bank account holder having accounts with a
post-office has also to be factored in to the inclusion
arithmetic to estimate the excluded.
As of March 2010, 50.6 million no-frills-accounts
had been opened by banks and the balances in these
accounts were of the order of ` 53.86 billion. The
banks had also issued 3.5 million general credit
cards under which credit of ` 6.35 billion had been
availed. 0.18 million overdraft accounts had also
been sanctioned along with the concerned no-frillsaccount for a value of ` 0.28 billion. The sum and
substance of last five years’ efforts is reflected in
these numbers. Whereas studies mentioned that the
number to be included is more than three times of
what has been achieved.
One of the problems that limits inclusion has
been the insistence of both government and RBI
that banks alone could validly provide access to
financial services. A comparison with what has
been achieved by some of the alternative institutions shows that the banks’ performance gets
dwarfed. The post-office had 78.04 million normal savings accounts on its books at end March
2009, 16.24 million more accounts for workers
receiving payments under the National Rural
Employment Guarantee Scheme (NREGS). The
primary agricultural credit societies had a membership of 132.3 million in the rural hinterland.
Of these, the small and vulnerable members and
the disadvantaged people were of the order of 85.6
million. The post-office savings deposits amounted
to ` 22689 billion and the deposits mobilized by
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Table 10.1 What remains to be included?1
No of adults

600 million

No of deposit accounts with banks 2009 581.65 million
No of NFA accounts with banks 2010

50.60 million

No of deposit accounts with
post-office 2009

78.04 million

No of NREGS accounts with
post-office 2009

16.40 million

No of deposit accounts with
primary coops 2009

132.3 million

No of loan accounts with Banks 2009

106.99 million

No of loan accounts MFIs 2010

29.1 million

No of borrowing SHG members 2010

58.5 million

Primary Agricultural Credit Societies (PACS)
from its members amounted to ` 262.43 billion.
Further, the credit extended by the PACS to its
members and outstanding as of March 2009 was
of the order of ` 639.71 billion. More than 6.8 million SHGs enabled almost 88 million rural people
to save and the savings have been applied for financial intermediation among the group or for
placement as deposits with a bank branch. MFIs
in turn had a clientele of 29.1 million as at the end
of March 2010.
The network strength and the ability to provide
a financial linkage in the hinterland for post-offices
and the primary agricultural credit societies is indeed vast. The Expert Committee2 that examined
the role of post-office in inclusion came up with significant recommendations for forging wide ranging
partnerships, upgrading the technology backbone
and transaction platforms, developing a low cost
tiny ticket remittance mechanism and converting
postal savings accounts into electronic accounts that
could be part of an electronic funds transfer mechanism to be set up at the post-office. The important
recommendation of the committee was that the role
of post-office as the agent of Government of India
should be reviewed and post-office be enabled to act
on its own account in the financial inclusion sphere.
A gist of recommendations of the Expert Committee is provided in Annex 10.4.
The effort of institutions which are outside
the financial inclusion arithmetic together shows
their potential. However, the point that RBI validly makes is whether these institutions would be
able to provide a comprehensive range of services
in a protected manner to the clients. The ability to
provide loans, remittance and insurance products
may not be available with some of these players.

Post-office is able to provide, apart from saving
services, insurance products on its own account.
By law, post-office cannot provide loans on its own
account. MFIs are able to provide credit while not
being able to provide savings and remittance services on account of legal restrictions. PACS can deal
only with their members but provide them a range
of services such as savings, credit, insurance and also
remittance if there is a tie-up with a higher tier cooperative bank. These institutions are in a position to
provide deep financial services and their exclusion
from the financial inclusion arithmetic is difficult
to understand. In the last year’s report, a reference
was made to the work done by Kshetriya Gramin Financial Services in three districts (Thanjavur, Ganjam and Rishikesh) and how they comprehensively
address the different services requirements of their
customers. RBI could try and push some non-banking institutions to innovate and provide services that
are protected by some form of regulation and ensure
that the included customers are able to avail quality
affordable services. The pursuit of the challenge of
inclusion only through banks is fraught with risks of
delay and also of incompletion.
The problems of inclusion are so dissimilar across
different states. A recent survey carried out by Centre for Microfinance (CMF) titled ‘Access to Finance
in Andhra Pradesh’3 over a large sample of about
2000 households found that 78 per cent of households had access to a savings account. Sixty per cent
of households had balances in the savings account
which were just not used for receiving payments.
The study also found that cooperative banks were
able to reach out to small and marginal farmers better while public sector banks were effective in reaching out to landless labourers. The un-banked households of 32 per cent of the sample cited not having
enough income as a major reason. Lack of awareness of the banks savings services or products was
the next important reason. To a lesser extent, the
absence of the need for an account and the difficulties in producing proper documentation were stated
as reasons for not having a bank account. One of the
important findings of the study was that those who
did not have access to a bank account were relatively
poorer than those who had access to bank account.
Thus, the willingness of a person to get included
increased along with higher levels of income and
generation of surpluses. Conversely, inclusion efforts might not be reaching out to the hardcore poor
among the excluded. Even in the midst of intensive
efforts to achieve total inclusion, the probability that
in disadvantaged districts where poverty levels are
high, inclusion may not be achieved to the desired
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extent. An interesting fact that came to light in the
survey was that 51 per cent of the rural households
had mobile phones. Of those households that did
not have a savings account, 36 per cent had a mobile
phone. The interesting hypothesis that this engenders is that if saving services are offered through the
mobile phones, the inclusion levels in such locations
might increase.

Regulatory and policy
initiatives
In a bid to expand the rural branch network, which
is a critical constraint even for a BC based model
of inclusion, RBI had relaxed the branch licensing guidelines.4 Banks have been allowed to open
branches in rural and semi-urban centres (centres
with population of less than 50000) without the prior permission of RBI. In November 2009, as a follow-up of the High Power Committee recommendations, RBI had advised5 the District Consultative
Committees (DCCs) to prepare financial inclusion
plan for banking services coverage of under-banked
large villages. The instructions issued by RBI state:
constitute a Sub-Committee of the District Consultative Committees (DCCs) to draw up a roadmap by
March 2010 to provide banking services through a
banking outlet in every village having a population
of over 2,000, by March 2011. Such banking services
may not necessarily be extended through a brick
and mortar branch but can be provided through any
of the various forms of ICT- based models, including through BCs.

A monitoring and review mechanism may be instituted by DCCs to periodically assess and evaluate
the progress made in achieving the roadmap. This
may be taken up for review in each meeting of the
DCC. It is advised that a sub-committee of DCC may
be formed which may meet on monthly basis and
arrange to furnish progress. In accordance with the
guidelines, each district in the country had finalized
a financial inclusion plan. The under-banked villages
have been allocated among banks operating in the
district of establishing the financial services network.
The plans show that some of the villages with higher
potential will be covered through a new rural branch
and others will be covered through a BC. For example, Indian Bank6 plans to cover 1294 such villages
across the country through BCs. Since the deadline
of March 2011 is not too far off, banks would try to
engage BCs rapidly for the purpose. One of the impediments to contracting the services of competent
institutions is the method of selection. Banks are

expected to follow Central Vigilance Commission’s
(CVC) guidelines on procurement, and invite parties to bid for providing the services of a BC (treating
the selection of BCs as procurement of some routine
outsourced job). This would result in the lowest bidders being hired regardless of their competence and
background. The BCs are intended to replace staff of
the banks. Staff of the bank is not hired through a
bidding process. An appraisal of interested persons
takes place based on which the best in terms of willingness and competence are chosen. Hiring of BCs
should also follow such a process of selection.
Having dealt with major constraint of network
presence, RBI attended to the issues relating to where
the new BCs will come from. During the year, RBI
had made incremental changes to the guidelines on
use of BCs. (See Annex 10.1 for the circular issued
on the subject). Based on the report of the internal
committee that went into the BC arrangement, RBI
increased the types of eligible entities to be hired as
BCs and included for-profit small individual units
such as kirana shops, individual owning petrol
pumps and so on. The distance between the bank
branch and the location of operations of BCs in rural areas was increased to 30 km, with a further provision for relaxing the same by gaining approval of
the district level consultative committee of bankers.
In a further move, RBI also allowed banks to collect service charges from customers who were being
served through BCs in order to make the payments
to be made to the BCs. The only stipulation was that
the charges should be reasonable and approved by
the board of banks. While this was a path breaking
initiative from RBI, the response from banks had
been muted. Barring ICICI Bank, which had taken a
decision in a recent board meeting, no other banks
has announced the schedule of charges. From 1 July
2010, one remaining impediment for providing
credit to vulnerable customers has been removed.
Under the new dispensation of the base rate mechanism, RBI has removed the cap7 on interest rates for
small loans of up to ` 200000, which earlier was to
have been limited to prime lending rate of the bank.
The freedom to price small loans according to the
commercial judgement of the banks should enable a
greater flow of credit to the newly included clients.
The mobile banking guidelines had been refined
with transaction caps raised. Banks are permitted
to offer this service to their customers subject to (i)
a daily cap of ` 50000 per customer for both funds
transfer and transactions involving purchase of
goods/services, (ii) transactions up to ` 1000 can
be facilitated by banks without end-to-end encryption, and (iii) banks are permitted to provide fund
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transfer services which facilitate transfer of funds
from the accounts of their customers for delivery
in cash to the recipients up to ` 5000 per transaction and a total value of ` 25000 per month per
customer. With the impending expansion of BC
networks, remittances could get a fillip through
mechanisms that use mobile technology.
The reasons for the slow enrolment of BCs by
banks require analysis. The viability of a BC agent,
the BC and the bank seems uncertain presently.
Viability is a function of how the business is structured, range of services offered and technology
investments required. Marketing by BC of banking services could bring in higher footfalls, but the
types of BCs so far allowed do not have a marketing
background. The remuneration in some arrangements is front loaded; in such conditions, the BC
has little interest after initial customer acquisition.
The focus is on continued enrolment of customers
and not much attention to serving the customers.
Banks are learning to structure compensation in
such a manner as to secure business in the acquired
accounts. A combination of transaction and volume
based remunerations are being worked out and implemented. Outsourcing core jobs is a new experience to many banks, especially in the public sector
which makes for slow progress. Not-for-profits are
unable to bring in the financial organizational and
managerial competencies required to run a large
operation where millions of clients have to be acquired and their transactions put through in a manner that is consistent with the discipline of the financial sector. While banks might be able to take on
retired officials and individual kirana shops as BCs,
monitoring a number of such small units even with
sound technological base is bound to be challenging. Hence, more organized players in the market
should be invited to partner banks in rolling out the
inclusion effort.
The recognition that thousands of villages proposed to be covered by BCs cannot be hired in bits
and pieces has perhaps influenced RBI to come out
with an alternative. If BCs could be part of a network that had some pre-existing discipline of financial and managerial control, then banks may find
such networks easier to deal with. RBI had recently
put out a discussion paper on ‘Use of a retail network of for profit corporates as business correspondents.’ This discussion paper is a significant shift in
the stance of RBI which, in its original guidelines
for BCs, had ruled out for-profit entities being part
of the BC framework. The corporate entities have
the capacity to invest and also the patience to wait

to breakeven and earn their revenues. They bring in
managerial expertise as also the organizational ability to build the network and operate the business
through the network. They have systems of monitoring and control that will ensure that discipline and
uniform quality of work is rendered throughout the
network. Corporates are also in a position to provide skills and equipment required to carry out the
kind of business they are in. Finally, corporates look
to the future and ensure that they invest in business
continuity, even in case some of the retail agents voluntarily or involuntarily cease to do business. The
need to build and sustain their reputation will drive
the corporates towards ensuring that the customer
is served well. On account of these reasons, RBI’s
recent move to look at the feasibility of using corporates as BCs must be welcomed. However, there are
contrary views on using corporate as BCs. Conflict
of interest, bundling of services, emergence of local
monopolies, mis-selling of products, breach of confidentiality of customer information and erosion of
customer protection are some of the larger concerns
in using corporates as BCs.
Dr S.L. Shetty8 comments:
Such an engagement of corporate bodies for serving as BCs would tantamount to a backdoor entry
of non-banking companies into banking business,
which is against the basic principles underlying
banking legislations in the country. Economic
history of this country has upheld the validity of
these basic principles. Unlike many other countries, this country has a long history of a large
number of grassroots level institutions—village
cooperatives, postal authorities, etc.,—which can
be galvanized for supplementing the activities of
organized banking in reaching the unbanked sections of the society. For want of sincerity on the part
of organized banking, corporate bodies are being
roped in to achieve financial inclusion in the name
of the poor. Corporate bodies will never find it profitable to render banking services without extracting
a surplus from the system and that would be invariably passed on as a burden on the poor.

The need is to ensure that the banks and corporates select each other to partner and also agree upon
the rules of engagement. Issues such as sharing of
investment cost, the kind of remuneration that will
be required and how the network will be controlled
are best left to the bank and the BC to decide. RBI’s
overarching concern relating to customer protection
and systemic integrity should be conveyed to the bank
and the banks made responsible for performance on
all fronts towards the customers and also towards the
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regulator. The nature of the arrangement between
the bank and the corporate would be a business
partnership. A partnership is based on negotiation
and should not be treated as procurement. Earlier
in the chapter, the move on part of public sector
banks to go in for a tendering process (least cost bid
as norm for selection) to select the least cost bidder
as BC had been described. This process of selection,
if insisted upon, would bring in ill-suited and nonserious players, reducing a promising alternative to
a parody.
The use of commercial MFIs as BCs has also been
discussed in the paper issued by RBI. While MFIs
carry out one leg of financial intermediation, that
is, providing loans whether they would be suitable
vehicles of mobilizing savings is a question that
needs to be analyzed. Presently, most of the MFIs
have a model by which itinerant field officers visit
groups of people once in a week for about half an
hour. During this time repayment of loans by customers and disbursal of fresh loans by the field officer takes place. The documentation relating thereto
is also carried out. Whether this kind of presence
for half an hour in a week covering 50 or so people in every cluster would be a satisfactory means
of providing saving services has to be considered.
More than 75 per cent of the 100000+ staff of MFIs
comprises field officers. The operational risks of so
many staff collecting unknown sums of money from
customers are not easily manageable. MFIs currently know the maximum sums of money the field
officer would be handling each day; the collection
amount for the day is known through the demand
lists and the fresh disbursements are initiated from
the MFI. In case of savings, MFI will neither know
nor be able to project how many people will pay in
or withdraw money and how much. End of the day
verification and tallying would rely on self-report
by staff. Physical verification would be possible
once in a while and might prove expensive. Using
field staff to offer BC savings services during their
short visits does not seem a viable option. MFIs
have a huge network. They have a few thousand
branches in different parts of the country. In order
to make best use of their network presence and the
staff, it might be worthwhile to consider making
the branches of MFIs as the points at which saving
services may be offered. Every branch should be
provided with a point of sale (POS) terminal which
will be exclusively used for putting through transactions on behalf of the bank. This terminal would
not have any connectivity with any other business of
the MFI. This would ensure that there would be no

mingling of transactions of the MFI and the bank,
even though both transactions get done in the same
location. Further, the possibility that there could be
a conflict of interest between marketing of bank’s
loan and marketing of MFI’s own loan needs to be
addressed. MFIs typically give small loans whereas
banks are in a position to give larger loans as well.
A threshold limit could be set beyond which the
MFI must send the loan proposals to the bank for
sanction. Below the threshold limit, the MFI could
provide loans on its own account. In case it is unable to do so, loans below the threshold limit can
also be referred to the bank for sanction. The separation of the types of loans based on the size of the
loan limit would deal with conflicts of interest in the
marketing of bank loan. Overall, the network that
is built up by the MFIs could play a useful role in
mobilizing savings of people. The sector fervently
hopes that at the end of the consultation process on
the discussion paper issued by RBI, the partnership
of banks and corporates are approved rapidly and
allowed to scale up efforts.
Some of the models that emerge in corporate
partnership would require that banks make investments in their own human resources so that they
are able to monitor and supervise the BC networks.
So far the monitoring of BCs had been left to bank
branches. In some cases, the bank branches are uncooperative towards the business brought in by the
BCs. There have been cases of delays in opening accounts brought in by BCs, verification of KYC and
in general a step-motherly attitude towards BC generated business. Within the bank, there should be a
realization that a customer of a bank whether coming through a BC or directly needs to be served well.
In order to ensure that the BCs do not face obstacles
in achieving their business objective and building
volumes for the bank, the banks need to have relationship managers who interact with BCs. Without a
mechanism that will manage the BC network, banks
would be hard put to make financial inclusion efforts succeed. The risks that are integral to branchless banking arrangements, especially with BCs as
the mechanism, should be mitigated with adequate
investments in dedicated staff who understand how
these networks function and how to monitor their
performance, so that client protection levels are kept
high. They should facilitate the interface between
the bank and the BC. State Bank of India (SBI) has
realized this need and has already started hiring
consultants on contract for the purpose of establishing this interface between BC network and the bank
and also supervising their performance.
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Managing BC network is a specialized job
Job description of Channel Management Facilitator
(CMF)—State Bank of India
• CMF to coordinate and assist Bank’s officials and work as intermediaries between the
banks and the BC/BF (business facilitator).
• Help the Bank in identifying suitable BC/BFs,
assist the bank in setting key performance areas for the BC/BFs in terms of number of deposit accounts and deposit amount, number
and type of loans secured, insurance policies
sold and number of Mutual Funds sold.
• Tracking the business secured by the BC/BF
through the channel management software
and creating reports at regular intervals and
submission of the same to CM(Rural)/RM.
• Follow up and report the performance of the
BC on a regular basis by conducting follow up
visits, surprise visits, checking written records,
• Help CM (Rural) for calculation and payment
of commission to BCs at determined rates.
• Supporting BC/BFs for promotional programmes and marketing of products.
On the use of mobile phone companies and mobile technologies for extending frontiers of banking
as in some other countries such as Kenya, a regulatory view is yet to evolve. Mobile phone companies
argue that they are much better equipped in terms of
their current networks ability to enrol new customers at a rapid pace. An appropriate technology base
coupled with a distributed retailer network from
mobile companies provides for easy and hassle free
services on behalf of banks. Of 10 million retailers
of telecom services, about 0.9 million sell SIM cards.
These SIM card retailers already have KYC compliance capabilities. One of the points made in a recent
conference by a mobile company executive was that
credit cards with the kind of numbers they have still
put through transactions worth about ` 490 billion

Table 10.2 Financial inclusion funds—accumulating or investing?
(` million)

Fund

Opening Accretion Expenditure
Closing
balance
during
during
balance
April 2009 2009–10
2009–10 March 2010

Financial Inclusion
Fund

340.8

190.0

79.8

451.0

Financial Inclusion
Technology Fund

483.6

65.1

16.7*

522.0

*There was an accounting transfer of ` 10 million from this fund.

a year. Debit cards put through transactions worth
about ` 100 billion a year. Mobile phone companies
convert ` 800 billion worth of cash into electronic
cash and that too in such small amount (as little as
` 10 in their mobile phone recharge vouchers). The
ability to effectively deal with very small value payments and convert that into electronic cash for transfer across the network is a cost-effective technology
that mobile phone companies offer. This technology rides on the existing mobile phone networks.
Regulators concerns are of data security, maintenance of confidentiality of customer information
and segregation of banking from mobile telephony
business. These are concerns for which there could
be effective and finite solutions. Borrowing from the
experience of other countries where mobile phones
have been able to provide a solution for very small
transactions, India should also institute large scale
experiments covering a few states for use of mobile
phones in banking and payment systems.
RBI had been supporting opening of no-frillsaccount through issue of smart cards under NREGS.
Till recently, RBI was subsidizing the cost of issue of
cards to the extent of 50 per cent of ` 50 per card.
However, the subsidy scheme has been discontinued from 1 July 2010. The use of financial inclusion fund and financial inclusion technology fund
for the purpose of underwriting investment cost,
technology cost and in certain cases training cost of
those involved in inclusion is a necessary condition
where banks and BCs are not sure about the costs
and viability of the business model. An assurance
for meeting part of the cost and part of the viability
gap in the initial period would go a long way for innovations and experiments.

Funding of inclusion and
cost recovery
The way the Financial Inclusion Fund (FIF) and
Financial Inclusion Technology Fund (FITF) are
designed today, it is difficult—if not impossible—to
get funding for mainstream activities (See Annexes
10.2 and 10.3 for a list of projects sanctioned under
FIF and FITF). The total contribution under FIF
and FITF stood at ` 50 crore each as on 31 March
2010. FIF and FITF had sanctioned projects for a
value of ` 19.47 and ` 21.83 crore, respectively.
But actual expenditure from the funds shows that
accretion to the funds is larger and exceeds the ability
to spend. The expenditure under FIF was less than
half of the accretion during the year. In case of FITF,
the expenditure was about 25 per cent of accretion. In
terms of projects sanctioned, FIF is more focused on
capacity building, training, financial counselling and
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other soft interventions. Four projects that actually
target enrolment of customers had been sanctioned
out of a total of 14. National funds of this type are
ill-equipped to sanction and monitor small projects
in different parts of the country. While small grants
are critical for innovative pilots, activities on a large
scale should be supported for achieving impact.
Viability gap funding for a variety of institutions
could be offered through a normative framework
that provides a fixed sum per customer acquired in
under-banked locations with back loading of part of
funding for accounts that had been active over three
years. The fund should seek to achieve a large footprint in its projects. The FITF had sanctioned 18
projects of which many were for card based customer acquisition projects. A biometric mobile phone
based project and implementation of core banking
solution for a cooperative bank in northeast were
among the non-traditional initiatives supported.
FITF too should make investment in technology
easier through a norm based support based on the
technology and number of customers that would be
acquired. A clearer articulation of the objectives of
both the funds is necessary. A timeline should also
be drawn up for completing investments out of the
funds as otherwise; the funds might remain unspent
even after the inclusion objective is achieved.
Apart from the central government and RBI,
state governments also have a role to pay in the inclusion sphere. Some states had taken the initiative
to support issuance of smart card for NREGS, nofrills-accounts and distribution of insurance products. Apart from taking proactive steps to accelerate the pace of inclusion, state governments have a
responsibility to desist from actions that adversely
impact players in the sector. Some of the state governments are quite keen to make welfare payments
of several types through bank accounts. They have
been instrumental in making the beneficiaries and
recipients of payments to open bank accounts and,
at the same time, coordinated the opening of accounts with the banks concerned. Small payments
to a large number of people once credited into the
account entail transaction costs for banks. Since
these accounts do not carry any significant balance,
banks are unable to earn any revenue from the float
funds. To compensate the banks for the transaction
costs, some of the states have been providing a fee
for handling such accounts. Recognizing that this is
a very essential service that enables corruption-free
and leakage-free transfer of funds to the persons concerned and also that the state avoids costs, all government payments through bank accounts to vulnerable
sections of people should provide transaction costs
to banks. Reimbursement of reasonable service

charges can make banks willingly come forward
and open bank accounts in such cases.
The business model of BCs is hazy. Cost recovery
has to take place at three levels: (i) BC agent level,
(ii) network manager level if there is a separate manager, and (iii) bank level. Unless total costs of the
system comprising all those involved in financial
service delivery are recovered, the arrangement will
not work. Within the chain, all levels recover costs,
otherwise there would be disruptions caused by attrition. Banks are to bear costs in the initial stage and
bring customers in. But the compensation packages
of banks are offering thin incentives that might not
generate active interest from competent agents.
There are as many as seven streams of cost that
have to be reckoned in the BC model, according to
MicroSave.9 These are fee payable to agents, marketing and promotion costs, channel management expenses, processing transaction costs, cost of working
and liquidity, technology investments and overhead
costs. The extent of costs would vary depending on
the model, nature of relationship and technology in
use. There are two approaches to paying a BC for
e-services. The first is to pay per transaction, per
customer, and so on. The other approach is to pay a
fee ad valorem to business volumes generated. Both
have their merits and demerits, and usually a combination of the two models would be used. Based on
a study of three different types of BCs, MicroSave
came to the following conclusions:
• The transaction-based model ties BC earnings
directly to work activities performed. A commission of 0.5 per cent on deposits and withdrawals discourages transactions of less than
about ` 150 to ` 200. Sadly, recurring deposits
of < ` 100, which might appeal to poor savers,
could bankrupt the BC as the cost of service
delivery exceeds the income.
• The balance-based model ties BC earnings to the
overall balance/health of their clients’ accounts.
While this creates incentives for BCs to invest in
client education, balances may be very small at first,
even if transactions are frequent. This makes the
path to sustainability slower and less predictable.
• Revenues earned by the BCs from their agents (licensing and franchise fees, security deposits, and
so on) have no material impact on the profitability of the business models studied.
• Client enrolment fees are valuable but supplementary.
The models observed in the field places the last
person in the field under pressure. The agent of existing BCs such as FINO carry most of the risks and
investments on themselves and the compensation
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does not seem adequate enough. The field agent has
to provide a security deposit, cover the cost of the
POS terminal, attend to cash management and meet
her travel and incidental costs even when the entire
range of services are not made available through her.
Who will be willing to work as BC staff?
The FINO BC model10 offers no-frills-account
services involving savings and withdrawals. Each
Customer Service Point (CSP) at the client level
reports to the Block Coordinator, who is in turn,
monitored by a District Coordinator. The CSP is
a contract employee of FINO Fintech foundation,
who is a local resident, and is given a fixed remuneration of ` 750 plus a commission of 50 paise
on every transaction irrespective of the amount
transacted. These CSPs work an average of four
hours per day and have this job as either the only
source of income or as a part-time business. On an
average, each CSP handles around 700–800 clients
in her/his service area. Each CSP is provided with
a POS machine for transactions and has to deposit
an initial amount of ` 10000 with FINO Fintech
foundation (` 5000 for the POS and ` 5000 for
the CSP) as guarantee money. A transaction limit
of ` 5000 is imposed on the CSP and once the
limit is breached, the POS machine of the CSP
gets blocked. It would then require a visit by the
Block Coordinator to collect the cash and unlock
the machine to carry out further transactions.
The FINO CSPs found it difficult to sustain
the business, as the income obtained from the
present BC model was difficult to cover the costs
incurred. The door-to-door services provided
by the CSPs added to their cost. Apart from this,
only 30 per cent to 40 per cent of the clients were
active which further reduced the commissions
for the CSP. However, it was feasible for CSPs
who ran kirana stores, as majority of their clients
visited the store as part of their daily chores and
also made transactions with the CSP; he made
fewer doorstep services than other CSPs who
were housewives or working in other companies.
On interactions with the clients, the team could
infer that the transaction limits imposed on the
CSP was a major hindrance to the clients in utilizing these services efficiently and frequently.
Many a times, any client who wants to withdraw
or deposit amount that is greater than the limit
would have to inform the CSP prior hand. Thus,
it would usually take around three days to complete the transaction, consequently undermining
the efficiency of the system.

The banks and higher tier institutions seem to be
absolving themselves of the responsibility of inclusion after planning, and placing the burden of implementation on the small agent in the field without a
realistic assessment of the compensation needed.
The notion that BC models would breakeven
within short periods is not well founded. Since a new
network with technology based architecture is being
built, there would be significant costs that need to
be amortized and recovered over a period of time.
Investments in the inclusion space have to be seen
as project investments and treated as such within the
business for taking appropriate decisions. The strategizing and planning that follow the investment model would target volumes, costs and earnings. Technology costs should be minimized and the inclusion
programme should not be a victim to the ambitions
of technology. Smart, cost-effective technologies that
do not demand too much training of the agents and
customers should be brought in. Patient capital is
needed in the inclusion sphere. Inclusion business
can make surpluses only when customers are able to
access and use a range of services.

Unique Identification Number
and inclusion
The Unique Identification (UID) project is gathering pace with registrars for issue of UID numbers
being enrolled. The expectations from UID are
many. The expectations from the financial sector
are that UID will solve all problems relating to KYC
for the customer. UID will identify the customer,
the place of residence and enable authentication
through biometrics. Banks are required to follow
customer identification procedures while opening
new accounts, to reduce the risk of fraud and money
laundering. The know-your-resident (KYR) verification process carried out before issue of UID will
meet the standards of verification set by banks for
KYC for opening accounts. The strong authentication that the UID will offer, combined with its KYR
standards, can remove the need for such individual
KYC by banks for basic, no-frills-accounts and significantly bring down KYC costs for banks. The
UID’s clear authentication and verification processes will allow banks to network with village-based
BCs such as SHGs and kirana stores. Customers
will be able to withdraw money and make deposits
at the local BC. Multiple BCs at the local level will
also give customers a choice of BCs. This will make
customers, particularly in villages, less vulnerable to
local power structures, and lower the risk of being
exploited by BCs. The UID will mitigate the high
customer acquisition costs, high transaction costs
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UIDAI’s micro-payment solution11
A stable and secure channel for the delivery of micro-payments will be central to successful, widespread
financial access. A UID-enabled Bank Account (UEBA) linked to a UID number can provide this channel. A customer can access their UEBA through a BC operating a handheld microATM device. A UEBA
provides four basic banking features:
1. Convenient store of cash for savings, with a facility for making electronic deposits and withdrawals in
micro-amounts.
2. Convenient way to make payments.
3. Fast channel for sending and receiving remittances.
4. Balance queries, and provides a history of transactions.
Transactions on the UEBA function essentially as a prepaid system, similar to that used by mobile
operators. This enables local BCs such as SHGs and kirana shops to offer basic banking services at low
risk to the bank. The customers are already familiar with this model and comfortable with paying for
talk-time, an electronic good. The BC starts out by depositing a certain amount with the banking institution. This ‘prepaid balance’ paid up by the BC to the bank changes with every transaction the BC makes.
It decreases when a customer makes a deposit transaction, when some part of it is transferred to the
customer’s account and increases when a customer withdraws money.
When the customer is making a deposit, she pays physical cash to the BC, who subsequently makes
an electronic transfer from the BC account to the customer account. When making a withdrawal, the
electronic transfer is made from the customer account to the BC account, and the BC hands out physical
cash to the customer.
This transfer from physical cash to its electronic equivalent has precedence across India—including
villages—in the purchase of mobile prepaid cards. The bulk of mobile subscribers have prepaid subscriptions, and each time a customer purchases talk-time for his phone in the form of ` 10 or ` 50 prepaid
cards, he is exchanging physical cash for electronic cash in the form of talk-time.
The primary advantage of this approach is that even as it runs electronic transactions at the account
level, thus bringing down the costs of cash management for banks, it also supports physical cash transactions at the local level—which is an important component of rural banking.
and fixed IT costs that we now face in bringing bank
accounts to the poor.
The UID’s authentication processes will allow
banks to verify poor residents both in person and
remotely. Rural residents will be able to transact
electronically with each other as well as with individuals and firms outside the village. This will reduce their dependence on cash, and lower costs for
transactions.

Institutions in the field
working on inclusion
In the midst of debates on what will work and
what will not as also their comparative costs and
benefits, some banks have gone ahead with their
plans for making intensive efforts. Since branchless banking with agents is uncharted territory for
most Indian banks, experimentation and testing
became a requirement. SBI, the largest public sector bank and HDFC Bank, a leading private sector
bank, have taken significant measures in the inclusion sphere.

State Bank and inclusion
SBI has a deep commitment for financial inclusion.
The variety of activities undertaken by the bank
and the numbers reported are truly inspiring. The
bank brings in the excluded population to the bank
through a variety of means and technologies. To increase its direct outreach, the Bank has opened about
374 rural and 321 semi-urban (total 695) branches
during the financial year 2009–10. The Bank has
appointed about 26,800 CSP/outlets of BCs/BC to
increase the outreach of its network. Some of the
national level organisations such as India Post, ITC,
National Bulk Handling Corporation and Reliance
Dairy are acting as BCs of SBI. The alliance with
India Post has been scaled up nationwide and now
covers more than 5,200 post-offices across all States.
The Bank is the market leader (market share
around 31 per cent) in SHG-Bank Credit Linkage Programme (SBLP) having credit linked so far
17.13 lakh SHGs (3.40 lakh SHGs credit linked during financial year 2009–10). The Bank has rolled
out several unique products like SHG Credit Card,
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SHG Sahayog Niwas and SHG Gold Card. A new
scheme for financing NGOs/MFIs for on-lending to
SHGs was introduced. The Micro Insurance product—Grameen Shakti—now covers 1 million lives.
The Bank is the major player in Electronic Benefit
Transfer (EBT) project of government benefit payments, with participation in five states.
The mammoth moves nimble with technology
Multiple IT enabled channels for Financial Inclusion: SBI has brought in a range of technologies in terms of platform, solution, operational
details and service contents to serve the excluded
with minimal costs. Some of these channels are:
• SBI Tiny Card: Tiny Smart Card is biometrically enabled Contact-less/Contact cards operable
at dedicated POT/POS device machine. The operations through the POS/POO device support
both offline and online/real time transactions
in customers’ account. Above 16 lakh customers enrolled during the financial year (cumulative more than 39 lakh customers). Tiny card
now support Savings Bank, Recurring Deposit,
SB–cum–Overdraft and Remittance products.
Tiny Card for SHG customers with authorized
signatories and finger print validation operable
at BC/CSP/POS near to their place of residence
has been introduced. Approximately, 24000
SHG groups and 155000 SHG members with
tiny cards for individuals have been covered
during the financial year 2009–10.
• Kiosk Banking: Internet enabled PC (Kiosk)
with bio-metric validation capacities are in
fixed locations with online/real time transaction support. The Bank has rolled out a Common Service Centers set up under e-governance
project. Major Service Centre Agencies (SCAs)
like SREI Sahaj and 3-i Infotech are engaged as
BCs. In 49 districts, 240 CSPs have been set up
under the CSCs.
		 The bank is partnering with Department
of Information Technology of Government of
India for launching of kiosks. The bank is on the
verge of appointing more SCAs for expanding
kiosk based banking services.
• Cell Phone Messaging Channel: With a mobile solutions provider (EKO) the bank is offering a cost-effective model of customer acquisition and transactions. This works on low cost
simple mobile phones well-secured through
PIN based authorization. More than 680 CSPs
had brought in 48000 customers through this
channel by March 2010.

HDFC Bank and inclusion12
The rural branches of the bank (33 per cent) apart
from offering banking products and services also
function as hubs for other inclusion initiatives
such as direct linkages to SHGs and JLGs, bank
on wheels, POS terminals and information technology enabled kiosks, and other information
and communication technology (ICT) backed
initiatives in these locations.
Lending to self-help groups and Microfinance
Institutions
The bank has been working with various SHGs in
order to cover a wider consumer base than through
its own branch network. The groups work with the
objective of providing credit for income generation
activities, (often by providing training, vocational
guidance and marketing support to their members). The bank has lent to over 45000 SHGs covering 7 lakh households. The Bank works with these
groups either by appointing BCs or through its own
branch network. The bank has opened 27 branches
catering exclusively to SHGs. The Bank also extends
loans to MFIs for on-lending to financially excluded households or in many cases to them through
SHGs. This programme is currently spread across
the country covering 18 states with tie-ups with
110 accredited MFIs. As on 31 March 2010, over
` 1400 crore of loans from the Bank have reached
approximately 2 million households. The Bank targets specific sectors to capture the supply chain of
certain crops from the production stage to the sales
stage. On the basis of these cash flows, it is able to
finance specific needs of the farmers. This is further supported by using BCs closer to their respective locations and helping them to create a savings
and banking habit. This model has currently been
implemented with dairy and sugarcane farmers.
The initiative currently underway includes the appointment of milk societies as BCs, through whom
individual member farmers can open account with
the bank. The societies route all payments (for milk
or sugar cane) to the farmers through this account.
Promoting financial awareness
In addition to providing various products and services to the financially excluded, the Bank conducts
various training programmes, in local languages
and covers not only the customers but also various
intermediaries such as the Bank’s BCs. Through
these programmes, the Bank provides credit counselling and information on savings habit, better
utilization of savings, features of savings products,
credit utilization, asset creation, insurance, income
generation programme, and so on.
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HDFC Bank, despite being a private sector bank
with significant shareholding from foreign investors, has made a deep commitment to inclusion.
The Bank’s financial inclusion initiatives have been
integrated across its various businesses, across
product groups. The bank has made inclusion efforts a part of its business. Bank intends bringing
10 million households currently excluded from
basic banking services under the fold of this programme. It has been testing a mobile branch model to serve populations in a hilly terrain in Tamil
Nadu. The mobile branch, apart from serving
populations in these areas, also solves cash management problems of SHGs and MFIs in the area.
The mobile branch is reportedly able to breakeven
within a short time.
There are dedicated NGOs and MFIs that work in
the inclusion space. The work they do goes beyond
financial inclusion in case of their customers. IDF
financial services, based in Bangalore, shared an ongoing initiative in Karnataka. The model brings out
the potential that could be tapped while deepening
services with the customers.

Insurance in inclusion
The case of insurance coverage, however, is qualitatively much poorer than originally feared. While
insurance coverage has been increasing over the
last two years, the type of coverage that the clients
get does not seem to be the ones that suit them
best. Very often credit insurance that secures lives
of people for the duration of the loan is counted as
insurance coverage for the purpose of financial inclusion. Health insurance of a type which does not
really offer the promised benefits to the customers
has been a sore problem. Under the name of microinsurance, most of the products that are marketed
are not designed with the small vulnerable population in mind. The coverage, the exclusions, the premium rates, the intervals of collection of premium
and also the mode of collection and payment, the
claim settlement procedure and the reality of low
rate of settlement of claims have all ensured that the
micro-insurance products are not popular among
the people. In order to expand insurance coverage,
simple products that are affordable and effective
in risk coverage must be innovated. The Insurance
Regulatory and Development Authority (IRDA)
has a role to ensure that product innovations actually drive insurance inclusion among people. The
distribution models and agent remuneration in the
specific context of vulnerable people are other issues
deserving attention.

BC/BF initiative of IDF Sujeevana—beyond
financial inclusion13
Sujeevana is a programme providing for financial inclusion and livelihood security of rural
poor. IDF has piloted it in Kunigal taluk, one of
the most backward taluk in Karnataka. It is supported by Hivos, an international aid agency. SBI
provided banking services to the poor through
IDF Sujeevana team. Agriculture Man Ecology
Foundation provided resource support through
IDF for propagation of sustainable agriculture
practice. The salient features of Sujeevana are:
• Organizing the financially excluded tenant, small
and marginal farmers, women into SHGs and
developing thrift culture, health banking habits
and imbibing the spirit of financial literacy.
• Organizing the representatives of these groups
into village level body known as krushikara
koota (farmers clubs).
• Participatory experimentation, adoption and
extension of sustainable agriculture like System of Rice Intensification and similar practices for minor millets, sugar cane, saving on
labour, water, substitution of costly fertilizers
and pesticides to increase in productivity.
• Primary value addition and collective marketing of agro produce.
• Availing financial services on group guarantee
mode (JLG and SHG finance) from SBI, through
BC/BF services of IDF Sujeevana team.
• Federating all the groups into an apex mutual
benefit trust to function as a self-governed community based organization for the socio-economic and cultural development of the member
groups and its constituents. Farmers’ federation
was formally launched in June this year.
The pilot which took off during financial year
2009–10, facilitated bank linkages to 94 farmers
groups covering 1407 farmers from 19 villages with
Kisan card credit assistance of ` 2.95 crore, more
than half of which is now repaid with monthly and
regular repayment of the loan by the members.
Women groups were provided microfinance assistance through IDF FSPL. Currently 8000 farming
households mostly financially excluded in 184 villages have been organized into groups.
Of these organized groups, 900 members were
covered under SBI group insurance. During financial year 2010–11, the old and new groups are
now being linked to SBI by providing BC services
to avail credit, deposit and insurance services.
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To conclude, inclusion should not be treated as a
passing fad. RBI’s insistence on banks planning for
inclusion and following up on implementation would
have a salutary effect on those banks that had not
taken inclusion agenda seriously. Of the challenges
to inclusion, the most important is the one relating
to training of BCs and their staff on a risk free transaction framework. The major impediment to rapid

adoption of BC arrangements or mainstreaming
improved technology in inclusion is that of investment costs and lack of a viable revenue model. The
objective of inclusion emanates from public policy.
The funding of commercial institutions implementing public policy should come from the state. To the
extent costs are not recoverable from the customer
the deficit should be funded by the state.
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ANNEX 10.1
RBI instructions on Business Correspondents

RBI/2009-10/238
DBOD.No.BL.BC. 63 /22.01.009/2009-10
All Commercial Banks (including RRBs and LABs)

November 30, 2009

Dear Sir
Financial Inclusion by Extension of Banking Services – Use of Business Correspondents (BCs)
As announced in the Annual Policy Statement for the year 2009-10, a Working Group was constituted by
Reserve Bank of India to examine the experience to date of the Business Correspondent (BC) model and
suggest measures, to enlarge the category of persons that can act as BCs, keeping in view the regulatory
and supervisory framework and consumer protection issues. The Working Group has submitted its report
which has been placed on the Bank’s website on August 19, 2009. The recommendations of the working
group have since been accepted by Reserve Bank of India with slight modifications. Accordingly, banks are
advised to take necessary action for implementing the various recommendations of the Working Group as
indicated in the enclosure.
2. Banks are permitted to appoint the following entities as BCs, in addition to the entities presently permitted: (i) Individual kirana/medical /fair price shop owners (ii) Individual Public Call Office (PCO) operators
(iii) Agents of Small Savings schemes of Government of India/Insurance Companies (iv) Individuals who
own Petrol Pumps (v) Retired teachers and (vi) Authorised functionaries of well run Self Help Groups
(SHGs) linked to banks.
3. With a view to ensuring the viability of the BC model, banks (and not BCs) are permitted to collect reasonable service charges from the customer, in a transparent manner under a Board-approved policy. Considering
the profile of the clientele to whom banking services are being delivered through the BC model, banks should
ensure that the service charges/fees collected from the customer for delivery of banking services through the
BC model is not only fair and reasonable but also seen to be so. A copy of the Board-approved policy in this
regard may be forwarded to us (The Chief General Manager-in-charge, Reserve Bank of India, Department of
Banking Operations and Development, Central Office, World Trade Centre, Centre -1, Cuffe Parade, Colaba,
Mumbai – 400 005 in the case of Scheduled Commercial Banks and LABs and The Chief General Manager,
Reserve Bank of India, Rural Planning and Credit Department, Central Office, Central Office Building, 10th
Floor, Shahid Bhagat Singh Marg, Mumbai – 400 001 in the case of RRBs). Banks should in particular ensure
that there are no complaints from the customer about the charges being non-transparent/not reasonable. Any
unfair practices adopted by banks in this regard would be viewed seriously by Reserve Bank of India.
4. With the inclusion of the above entities, it is estimated that there will be substantial addition to the available universe of BCs. Keeping in view the operational and other risks implied, banks are advised to ensure
that they carry out suitable due diligence in respect of the entities proposed to be appointed as BCs and also
institute additional safeguards as may be considered appropriate to minimise the agency risks. ICT solutions that ensure proper authentication and other security measures may be adopted to minimise the risk
while upscaling the model as already advised. Further, banks may ensure that while appointing the above
entities as BCs, the fundamental principle that the individuals are residents of the area in which they propose to operate as BCs, stands fulfilled.
5. As regards the North Eastern Region, it has been decided to implement the recommendation made by the
Committee on Financial Sector Plan (CFSP) for the North Eastern Region (Chairperson: Smt. Usha Thorat)
regarding the entities which can be appointed as BCs in the North Eastern Region. Accordingly, where a
local organization/association not falling under any of the forms of organizations listed in the Reserve Bank
guidelines is proposed to be appointed by a bank as Business Correspondent after due diligence and is recommended by the DCC for being approved as Business Correspondent, the same would be considered by
the Regional Office of the Reserve Bank for granting suitable exemption from the Reserve Bank guidelines
for appointing such entities as BCs. Banks may therefore approach the Regional Director of the Reserve
Bank at Guwahati for the purpose.
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6. Further, banks are also permitted to allow, with suitable and adequate safeguards, the BCs in the North
Eastern Region to account for the transactions in the bank’s books latest by the end of the second working
day from the date of the transaction.
7. Regarding cases referred to DCCs for relaxation of criteria in respect of the maximum distance between
the place of business of the BC and the base branch, the DCCs may give their decision at the earliest, and
in any case within a period of three months, from the date of reference to them. In case no decision is conveyed by DCCs within this period, the banks are permitted to treat it as a ‘no objection’ for relaxation of the
distance criterion.
Yours faithfully
(P. Vijaya Bhaskar)
Chief General Manager-in-charge
Enclosure
Action required to be taken by banks based on the recommendations of the Working Group to Review the
Business Correspondent Model
Sl. No. Recommendation of the Working Group

Action required to be taken by banks

1

Realising the full potential of the BC model
Given the right impetus, the BC model has the potential Banks to implement the Business Correspondent
to speed up the process of financial inclusion in the
model to achieve greater penetration of banking
country and bring the vast majority of population within services.
the banking fold. The Group recognises the fact that the
process of financial inclusion involves the three critical
aspects of (a) access to banking markets, (b) access to
credit markets and (c) financial education. The BC model
should, therefore, encompass each of the above three aspects in order to be able to address the issue of financial
inclusion in a holistic manner. The full scope of the model
can be realised not just by opening no-frills accounts but
by synthesising the above three aspects as integral components of the model. Towards this end, there should be
proper understanding and appreciation of the BC model
by all stakeholders, in particular, by banks. Banks need
to appreciate the benefits arising out of adopting the
‘branchless’ BC model and implement the same with missionary zeal so as to achieve the ultimate goal of financial
inclusion. (Paragraph 3.20)

2

Cash handling
Banks could think in terms of streamlining cash management by adopting ‘Cash Routes’ (linking various BCs
which are in close proximity to each other to a base
branch) wherever warranted with suitable cash transit
insurance to be borne by the banks. (Paragraph 3.22)

For streamlining cash management, banks may
consider adopting ‘Cash Routes’ linking various
BCs which are in close proximity to each other to
a base branch) wherever warranted with suitable
cash transit insurance.
(continued)
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Sl. No. Recommendation of the Working Group
3

Financial Education and Consumer Protection
(i) Banks need to scale up their efforts substantially
towards educating the clientele in their respective
vernacular languages regarding the benefits of banking
habit. For this purpose, extending necessary financial
support from the Financial Inclusion Fund administered
by NABARD may be considered. (Paragraph 3.23)

Action required to be taken by banks
(i) Banks may scale up their efforts substantially
towards educating their clientele in their respective vernacular languages regarding the benefits
of banking habit.

(ii) Information regarding BCs engaged by banks may
be placed on the banks’ websites. The Annual Reports
of banks should also include the progress in respect
of extending banking services through the BC model
and the initiatives taken by banks in this regard. Banks
may also use print and electronic media (including in
the vernacular language) to give wide publicity about
implementation of BC model by them. (Paragraph 3.24)

(ii) Information regarding BCs engaged by banks
may be placed on the respective banks’ websites.
The Annual Report of the banks should also
include the progress in respect of extending
banking services through the BC model and the
initiatives taken by banks in this regard. Banks
may also use print and electronic media (including in the vernacular language) to give wide
publicity about implementation of the BC model
by them.
(iii) The banks may educate their customers through
(iii) Banks may educate their customers through
various means – print, electronic, etc. - the role of the
various means – print, electronic etc., - the role of
BC and their obligation towards the customers, in the
the BC and their obligation towards the customvernacular language. (Paragraph 3.25)
ers, in the vernacular language.
(iv) The banks need to ensure the preservation and pro- (iv) Banks should ensure the preservation and
tection of the security and confidentiality of customer protection of the security and confidentiality of
information in the custody or possession of the BCs.
the customer information in the custody or pos(Paragraph 3.26)
session of the BCs.
(v) Banks may put in an appropriate grievance redres(v) Banks may put in place an appropriate
sal mechanism, which should be widely publicised
grievance redressal mechanism, which should
and also placed in public domain. The details of the
be widely publicised and also placed in public
grievance redressal officer should be displayed at the
domain. The details of the grievance redressal ofpremises of the BC as also at the base branch and made ficer should be displayed at the premises of the
available by the bank/BC at the request of the customer. BC as also at the base branch and made available
(Paragraph 3.27)
by the bank/BC at the request of the customer.
4

Ensuring viability of BC model
(i) The BC model can succeed only if the banks own up
the BCs as their agents. Banks may need to have a relook
at the compensation structure for BCs. (Paragraph 3.28)
(ii)The range of services to be delivered through the BC
should be ramped up to include suitable small savings,
micro-credit, micro-insurance, small value remittances
etc. (Paragraph 3.29)
(iii) Banks may be permitted to collect reasonable
service charges from the customer, in a transparent
manner, for delivering services through the BC model.
Suitable guidelines may be issued by RBI in this regard,
especially keeping in view the profile of customers using these services. (Paragraph 3.30).
(iv) Banks may bear the initial set up cost of the BCs and
extend a handholding support to the BCs, at least during the initial stages. Banks may also need to bear the
costs relating to transit insurance of the cash handled
by BCs. (Paragraph 3.31)
(v) In order to improve the viability of the BC model, banks
may consider providing reasonable temporary overdrafts
to the BCs free of interest charges. (Paragraph 3.32)

(i) Banks may have a relook at the compensation
structure for BCs to effectively ramp up the use
of the BC scheme for banking penetration.
(ii) Banks may ramp up the range of services to
be delivered through the BC model to include
suitable small savings, micro-credit, micro-insurance, small value remittances etc.,
Please see paragraph 3 of the Circular.

(iv) Banks may consider bearing the initial set
up cost and other costs of the BCs and extend a
handholding support to the BCs, at least during
the initial stages.
(v) Banks may consider providing reasonable
temporary overdrafts to the BCs.
(continued)
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Sl. No. Recommendation of the Working Group
5

6

7

Risk Mitigation Measures
To address the various risks involved in rendering
banking services through the BC model, banks need
to put in place suitable and adequate risk mitigation measures. Further, banks may be guided by the
instructions contained in the guidelines on ‘Outsourcing of Financial Services’ issued by RBI on November 3,
2006, as relevant, while implementing the BC model.
(Paragraph 3.35)
Adoption of appropriate technology
Banks may adhere to the RBI guidelines on adoption
of appropriate technology while implementing the BC
model. (Paragraph 3.37)

Action required to be taken by banks
Banks may put in place suitable and adequate
risk mitigation measures to address the various
risks involved in rendering banking services
through the BC model. Banks may also be
guided by the instructions contained in the
guidelines on ‘Outsourcing of Financial Services’
issued by RBI on November 3, 2006, as relevant
while implementing the BC model.
Banks may adhere to the extant RBI guidelines on adoption of appropriate technology
as contained in the circular DBOD.No.Leg.BC./
94/09.07.005/2006-07 dated May 7, 2007, while
implementing the BC model.

Training for the BCs
Banks may also develop suitable training modules in
Banks may develop suitable training modules in
the local language/s, in order to provide proper attitudi- the local language/s, in order to provide proper
nal orientation and skills to the BCs. Indian Institute of attitudinal orientation and skills to the BCs.
Banking & Finance (IIBF) has already developed training
modules for BCs. These modules may be translated in
vernacular languages and leveraged extensively so as
to reach a wider group. (Paragraph 3.38)
ANNEX 10.214
Projects sanctioned under FIF during 2009–10

• Pilot project to establish Farmers’ Service Centres/Village Knowledge Centres (VKCs), mobile credit
counselling centres, promotion of financial literacy and farmer education through mass media to promote financial inclusion in South Malabar district of Kerala for setting up eight Farmers’ Service Centres/
VKCs in eight districts.
• Viability gap funding for the Biometric card project through BC/BF model in NER for Smart card based
accounts.
• Support for Certificate Course for Business Correspondents (BCs) and Business Facilitators (BFs) to
Indian Institute of Banking & Finance (IIBF) to cover 20,000 candidates over a period of 2 years, i.e.,
2009–10 and 2010–11.
• Support to Kozhikode DCCB for setting up of Credit Counselling and Livelihood Promotion Centre.
• Support to Thrissur DCCB for setting up of Information Dissemination cum Human Resource Development Centre.
• Financial inclusion through BC/BF model in Vidarbha for comprehensive FI through Financial Literacy
training Conduct of 10 Training of trainers covering 300 resource persons drawn from SHG leaders,
FCs and retired bank personnel. Households not covered by the banking sector to be included under
no-frills-accounts and SHGs.
• Using post-office as Business Correspondent of RRB to utilize branches of postal department for
business expansion in Uttarakhand. Post-office to offer two services, viz., collection of deposits and
disbursements of loans and collection of repayments.
• Micro-credit programme in Nagaland with Village Development Boards (VDBs) as intermediaries for
augmenting the corpus of 107 VDBs in Longleng and Kiphire districts of Nagaland.
• Capacity building programme for RRB and post-office for using post-office as BC of RRB through five
training programmes for staff of post-offices/banks in Uttarakhand.
• Project for Financial Resource Centre at RRB to cater to the capacity building and research needs for
upscaling financial inclusion in four districts, i.e., Murshidabad, Nadia, North and South 24 Parganas of
West Bengal.

Financial inclusion—reasons for hope
• Total financial inclusion project by DCCB through one day camp followed by base level survey, covering
financial literacy and actual provision of financial services by opening savings bank account /KCC/GCC
accounts in five zones, i.e., Arambagh, Tarakeswar, Chanditala, Sreerampore and Chinsurah of Hooghly
district resulting in opening of at least 150 account per camp.
• Project for financial inclusion through FC acting as BF of RRB in Assam. It involves four training programmes for members of 11 FCs identified by the bank. A total of 100 members of the FC will be trained
in Morigaon district.
• Financial literacy by RRB in Assam in Nalbari district.
• Capacity Building Programme for LDMs of banks conducted by BIRD, Lucknow.
Annex 10.315
Projects sanctioned under FITF during 2009–10

• Pilot project for extending banking services in ten bank branches (one Customer Service Points per
branch) in Pali district of Rajasthan through BCs and enabling technology by RRB and providing financial services to 1,20,512 households through seventy four branches.
• Financial Inclusion Project for implementing Core Bantling Solution through usage of COIN software developed by National informatics Centre (NIC) in Sikkim by a Cooperative Bank, six branches and 10 Multi
Purpose Credit Societies (MPCS) in the first phase and five MPCS in the immediate second phase.
• Pilot Project for extending financial services to 5000 new customers through EC and enabling contactless
smart card and biometric finger print scanning technology in Chamba district of Himachal Pradesh by RRB.
• Introduction of Gramin Bank smart card in Nainital and Almora districts covering 5000 customers by
RRB on pilot basis in the service area of two of their branches.
• To provide banking services through one lakh new accounts using BC model and bio metric enabled
mobile services by a commercial bank for transaction at Village Customer Service Points in 194 villages
in five blocks of three districts (Mandvi and Nakhtrana blocks of Kutch district, Kankrej and Bhabhar
blocks of Banaskantha district and Silvassa block of UT of Dadra & Nagar Haveli).
• Project to provide financial services to 1,25,000 rural households by implementing ICT solution for
Financial Inclusion in 569 villages of Kanpur Dehat district of Uttar Pradesh by RRB.
• Installation of four ATMs in Andaman and Nicobar Islands by a Cooperative Bank where the services of
banks have not penetrated thereby providing banking facilities at their doorsteps to local populace.
• Card based ICT solution by RRB, engaging 30 BCs in three districts, viz., Papum Pare, West Siang and
Upper Subansiri of Amnachal Pradesh for opening 30,000 card based accounts in two years.
• Card based ICT solution by RRB, engaging 104 BCs in two districts, viz., Sonitpur &. Sibsagar districts
in Assam to open minimum 1,04,000 card based accounts.
• To foster social and economic development of the rural people by extending banking services in remote
rural areas through 43 bank branches in West Singhbhum and Gum la districts in Jharkhand to open
1,00,000 accounts.
• Implementation of pilot project through BC model using card based ICT solutions by RRB in Gulbarga
and Bidar districts in Karnataka to cover 4,50,000 accounts.
• Card based ICT solution by RRB, engaging 100 BCs in the two hilly tribal districts of Karbi Anglong and
North Cachar Hills in Assam to open minimum 1,00,000 card based accounts through 50 branches.
• Card based ICT solution by RRB in Bahraich and Shrawasti districts in Uttar Pradesh to cover 1,50,000
new accounts.
• Card based ICT solution by RRB for opening 40,000 new accounts in four blocks of two districts, viz.,
Aizawal and Kolasib in Mizoram.
• Implementation of pilot project through BC model using card based ICT solution by RRB in Bellary and
Chitradurga districts in Karnataka covering 7,06,000 beneficiaries.
• Card based ICT solution by RRB for opening of 1,20,000 accounts in two districts, viz., West Tripura and
Dhalai of Tripura.
• Implementation of pilot project through BC model by RRB using card based ICT solutions in Hamirpur
district of Uttar Pradesh to cover 64,420 beneficiaries.
• To provide financial services to the unbanked population in Gopalganj district of Bihar through card
based ICT solution by RRB to cover 1,90,000 new accounts.
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• To provide financial transaction facility in villages by establishing Point of Transaction with infrastructure and technical support to cover 60,000 beneficiaries in Latehar district by RRB in Jharkhand.
Annex 10.4
Recommendations of the Expert Committee on harnessing the India Post Network

1. India Post should deliver lightweight, low cost bank accounts to all Indian citizens and especially to the
financially excluded population.
2. India Post should look for ways to leverage its low cost platform by providing India Post branded accounts to other strategic partners.
3. India Post achieving high volumes of money-orders where payments of as little as ` 10 are achieved at
a charge of less than ` 0.1 sans subsidy.
4. India Post should evolve the money-order to become a mechanism for transferring money from one
POSB account to another—not just cash.
5. India Post must build a payments infrastructure, connecting up all POSB accounts and accounts of its
partners, to develop a person to person money transfer capability through mobiles, internet, etc.
6. India Post must elicit a large number of partners in terms of financial inclusion players, mobile service
providers and innovative new technological choices.
7. India Post must work closely with a diverse array of government agencies so that their G2P payments
requirements are met through a combination of POSB accounts held by citizens.
8. India Post should play a role in the emergency credit aspect of financial inclusion, through a platform
building approach where private lenders deliver credit to the poor.
9. India Post should request the addition of its financial inclusion project into the Terms of Reference of
the recently announced Technology Advisory Group for Unique Projects.
10. The role of the Post-Office Savings Bank as an agent of the Ministry of Finance should be revisited and
expanded to enable India Post to play a larger, direct role in financial inclusion and build appropriate
enabling architecture.

Notes
1.

2.
3.
4.
5.
6.
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Microfinance has possibly gone past the age of maturity. Sadhan projected in the Side by Side report
2009 that the sector would grow to ` 2000 billion
in loans and 440 million in clients by 2015. The
large projected size is both exciting and threatening. The challenges that have emerged in the last
two years are second (and some third) generation
problems that visit an idea which has grown into
a full blown business and mainstream activity. As
long as the sector was small and seen to be struggling, there were few issues raised by those who
were in the media, academics and also in politics.
The attention then resulted in wonderment at the
presumption that such a model could cover millions and that too with profits. With the sector having grown so huge and touching almost 100 million
accounts, it has attracted attention of several people
in policy, government and opinion making. The
challenges faced by the sector are two fold. One set
of challenges have been set up by the microfinance
institutions (MFIs) themselves by decisions taken
by them on their business model, competition policies and operational processes. Their conduct, both
internal and external, is seen to be cutting corners
and engaging in one-upmanship, bordering on insensitivity to customers. The other set of challenges
has been thrown from outside which comprise the
expectations of others from a responsible microfinance sector. The state expects that microfinance
will be a disciplined and responsible sector that
provides services to vulnerable people in a manner consistent with their economic status. The state
very much desires that microfinance sector should
remain profitable but not profit seeking. The state
would like to use soft-handed minimum regulation
on the sector in order to provide the space necessary
for innovation and expansion across the country. But

it would not be happy to see the institutions grow
into self-serving monopolies making use of the soft
regulation.
The Reserve Bank of India (RBI) on its part
would like the institutions to exercise self-restraint
on their market conduct and ensure that systemic
insecurities are not caused. More than the volume
of business as a proportion of the financial sector
size, it is the significant number of poor people
covered that is a cause for concern in the policy
establishment. The unorganized and mostly voiceless customer base expects reasonable service quality based on trust and sensitive treatment of their
impoverished circumstances. The customer backlash in some locations has spoken loud enough.
The bad press and negative image built in certain
parts of the country is due to a few errant institutions or misinformation. However, the misgivings
have to be dealt with. Where do the MFIs and the
sector go from here?
The MFIs need to exhibit that they are relevant
and appropriate institutions to deal with the problems of poor. This is done by a combination of good
governance practices, introducing good business
practices and investing in development of products
that suit the customers. Revisiting the ethics of doing business—from the choice of investors to design
of recovery practices—seems a priority. MFIs should
prefer those investors and shareholders with moderate profit expectations and patience. Pursuit of high
valuation through the capital market route might be
an adventure for a few institutions but such institutions would lose their prestige and premium status
in a market that still values social performance.
While access to capital market for mainstream funds
is a desirable and appropriate goal, securing high enterprise valuation is an extremely risky manoeuvre.
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Institutional energies will be diverted to protecting
the market valuation and shareholder value. Technical justifications of capital market profits not coming
from the customers have their place, but it is naïve to
assume that such justifications would counter the
emotional argument that investors enrich themselves from the misery of poor. The industry must
set what would be the norms for reasonable valuation and reasonable profits. Institutions posting
high return-on-assets have not gone unnoticed.
The high return-on-assets has been justified as a
necessity for feeding the growth engine. However,
the choice to grow fast is purely institutional. The
customers do not require the institutions to grow
at a frenetic pace within a short period of time.
Customers can pay the cost of service, but not the
cost of ambitious growth, much less the cost of
fancy market valuations.
In an analysis of data of costs and yields, 14 out
of 30 MFIs were seen to have increased their yields
when the cost of operations declined. It is difficult
to justify that MFIs—growing or otherwise—need
to increase the rates of interest and earn higher
yields on their loan portfolio even when the cost of
operation declines. This certainly does not reflect a
social mindset and has little to do with institutions
that work with poor and vulnerable clients. The sector needs to have greater levels of transparency in
dealing with customers and other stake holders. Not
only the true prices paid by customers should be
declared openly but further information relating to
real recovery rates, governance practices and processes adopted in the transformation of institutions
should also be open for public scrutiny. The fact that
many of these institutions are funded with public
grants to some extent and with public funds as loans
to a large extent casts an obligation on them to be
transparent. If institutions want to pursue opaque
practices and seek high profits, then they possibly
should cease to be MFIs.
The regulator should possibly overcome its reluctance to offer guidance and enforce the same
across the sector. Some of the proposed actions
at the macro level such as delinking microfinance
from priority sector lending (PSL) instead of specifically penalizing institutions which engage in undesirable practices are not the best way of dealing
with an emerging sector. The press reports that RBI
had written to some MFIs to reduce interest rates,
moderate return-on-assets and adopt transparent
practices are encouraging. This is the kind of specific action that would make expectations known
and improve compliance among MFIs.

The National Bank for Agricultural and Rural
Development (NABARD) should resume its leadership of the SHG bank linkage programme (SBLP)
movement and become a champion of socially mobilized financial intermediation processes. Greater
attention is necessary to improve quality of groups
that have already been linked and the new groups
coming up in other states. There is a need to stop
further formation and linkage of groups in the
southern states, so that multiple group membership
do not become epidemic. Apex institutions in the financial sector have a role in determining the utility
of financial federations of self-help groups (SHGs)
and find ways and means of their formation, stabilization and financing. Without an enabling policy
relating to SHG federations, the momentum built in
the SHG movement cannot be sustained. The use of
different funding mechanisms could see considerable improvement and benefit the sector positively
in creating the desired impact on inclusion, outreach and deepening of services.
There seem to be considerable problems with the
direction of the sector, both the commercial and
non-commercial parts. SHGs and MFIs seem to focus on the better-off clients. The poor do not seem to
figure highly in their scheme of business. If the poor
are to be left out of the financial systems that have
been designed specifically with them as the original
clients, then with what would they be served? The
premise of setting up of the SHG movement and
MFIs was that of creating an affordable alternative
to provide these people services at their doorstep.
If that expectation is belied, there is no reason why
these new institutional frameworks deserve policy
support, soft regulation or public approbation.
There is a need to revisit the mission of the microfinance movement. The original mission has not
been in the reckoning in recent practice. The drift
that is setting in has a clear direction. The direction
is towards commercialization, profits and choosing
customers who would help them realize the same.
Unless the vision is reset and the mission reaffirmed
within a reasonable period of time, microfinance
movement runs the risk of becoming another mindless mainstream movement sans social relevance.
But the picture is not all that dark. There are already
indications that many right thinking institutions
and leaders are taking a close look at their social
performance practices and indicators. Some MFIs
are examining their interest rates. Market discipline
is sought to be enforced through peer pressure.
Grievance handling mechanisms and independent
arbiters have been brought into being. Funders are
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discussing ways of acting in concert against deviant
behaviour. The last frontier in this series of coping
measures is that of making equity investments more
responsible. The sector has the leadership and the
maturity to find solutions to this as well. Even when
all this is done, there is a need to be vigilant about
the direction of the sector. Large businesses have the
resources to stray into misadventures. How to rein
in such instincts and focus on the original mission

over the long term is the challenge. Establishing
and sustaining the microfinance sector’s relevance
to customers’ lives and livelihoods is the best
mitigation against political risk and unfavourable
attention from policy. The sector has to work
that much harder in promoting its status among
customers from being ‘useful’ to ‘indispensable’.
That comes not from shallow services, but from
deeper engagement with customers’ livelihoods.
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Table A.1 Fact sheet on coverage and growth of SHGs and MFIs, March 2010
Outreach
1 Total number of SHG members, currently linked
2 Total number of MFI borrowers
3 Growth of outreach of the SHG programme in 2009–10
4 Growth of outreach of MFIs, 2009–10
1
2

59.6 million1
26.7 million2
8.5%
18%

4.58 million SHGs with outstanding loans—with 13 members per group—provisional data.
Sadhan estimate of 26.7 million members served by 260 MFIs as reported in Sadhan’s provisional data.

Loan outstanding
10 Loans outstanding under the SHG programme, March 2010 ` bn
11 Loans outstanding under the MFI model March 2010 ` bn
12 Growth of loans outstanding under the SHG programme ` bn
13 Growth of loans outstanding of MFIs in 2008–09 ` bn
14 Average loans outstanding, SHG members `
15 Average loans outstanding, MFI borrower `

272.663
183.444
45.87
66105
45706
60607

Provisional data from NABARD 2010.
Based on Sadhan provisional data 2010.
5
Based on Sadhan provisional data 2010.
6
Derived from NABARD provisional data.
7
Average derived from Mix market data for 77 MFIs March 2010.
3
4

Estimate of broad microfinance clients
Class of agency
Commercial banks (including RRBs) small loan accounts
Primary cooperative societies
Borrowers (small, vulnerable)
SHGs members
MFIs clients
Total

No. of clients in
March 2009 (millions)
39.2
28.7
54.0
22.6
143.9

Note: T he data relating to SHG members as on March 2009 has been updated on the basis of latest data from NABARD. Commercial Banks Small Loan accounts data on the basis of RBI data—Basic Statistical Returns 2009.
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Table A2 Bank loans to MFIs

Name of the bank

Loans disbursed to Loans outstanding
MFIs 2009–10
31 March 2010
(` million)
(` million)

Commercial Banks—Public Sector
Allahabad Bank

231.2

225.3

Andhra Bank

1533.3

1122.5

Bank of India

1286.2

1692.6

10.0

7.0

885.3

1411.9

Bank of Maharashtra
Canara Bank
Central Bank of India

10.0

9.0

Corporation Bank

7833.5

3708.7

IDBI Bank

4570.0

6036.0

Indian Bank

839.0

914.0

4439.7

3568.6

Oriental Bank of Commerce

170.0

148.3

Punjab & Sind Bank

500.0

1138.6

Punjab National Bank

6375.0

10693.4

State Bank of India

3967.7

8761.9

State Bank of Mysore

1718.4

2596.7

Indian Overseas Bank

State Bank of Patiala

34.8

28.8

5101.1

5279.2

7.3

47.4

Union Bank of India

1609.5

2091.4

United Bank of India

16.9

76.8

1626.8

2399.1

42766.0

51957.4

Syndicate Bank
UCO Bank

Vijaya Bank
Sub Total—Public Sector Banks
Commercial Banks—Private Sector
AXIS Bank

6456.5

12077.7

City Union Bank Ltd

56.5

60.2

Dhanalakshmi Bank

638.2

932.8

HDFC Bank

14634.7

13240.0

ICICI Bank

1200.0

3714.6

ING Vyasa Bank

0.0

47.4

Karnataka Bank

200.0

201.9

Karur Vyasa Bank Ltd

837.4

1364.6

Kotak Mahindra Bank

1258.3

1258.3

207.6

1239.4

1956.5

2361.1

0.5

0.5

27446.1

36498.4

South Indian Bank
Tamilnad Merchantile Bank
The Nainital Bank Ltd.
Sub Total—Private Sector Banks

(continued)
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Name of the bank

Loans disbursed to Loans outstanding
MFIs 2009–10
31 March 2010
(` million)
(` million)

Commercial Banks—Foreign Banks
ABN-AMRO/The Royal Bank of Scotland

650.5

1666.5

BNP Paribas

1355.0

1641.7

Citibank NA

577.2

1130.2

Yes Bank

3612.3

3971.7

Standard Chartered Bank

1416.5

2534.9

7611.5

10944.9

77823.6

99400.8

Sub Total—Foreign Banks
TOTAL—All Commercial Banks
Regional Rural Banks
Andhra Pragathi Grameena Bank
Bangiya Gramin Bank, West Bengal
Manipur Rural Bank, Manipur
Pallavan Grama Bank

0.0

1.9

222.9

401.2

0.0

1.3

17.5

4.3

Pragathi Gramin Bank, Karnataka

0.0

97.9

Saptagiri Grameena Bank

0.0

14.6

Narmada Malwa Gramin Bank

1.0

1.0

241.4

522.2

Kumbkonam Coop. Bank, TN

0.0

0.1

Sub Total—Cooperative Banks

0.0

0.1

78064.9

99923.0

Sub Total - RRBs
Cooperative Banks

TOTAL—All Banks {Com Banks (Public, Pvt & Foreign),
RRBs & Coop Banks}
Financial Institutions

0.0

0.0

SIDBI

26657.5

38082.0

Total—Financial Institutions

26657.5

38082.0

104722.4

138005.1

Grand Total of Lending to MFIs

Note: Based on provisional data of NABARD 2010. Some banks’ data is not provided, such as HSBC, Development Credit Bank.
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Table A.3 UN Solutions Exchange—State of the Sector Report Query—Summary of Responses
The State of the Sector Report is recognized by the practitioners as an important document that holistically reflects microfinance scenario of the country. Members endorsed the key theme of SOS ‘Revisiting
the Mission of Microfinance’. They find that it is the most appropriate time to revisit the Mission of the MF
Sector.
Coverage of the people at the ‘Bottom of the Pyramid’
Microfinance sector has progressed in terms of number of people accessing the services. However, it is
important to assess and inform about inclusion of differently abled persons, destitute including elderly,
HIV-AIDS affected people and the people at the end of caste hierarchy. It is envisaged that SOS report will
include a chapter on ‘impact of microfinance on poor’ covering poverty reduction as well as women empowerment issues.
To make it a ‘client oriented report’, it would be more insightful, if through a small survey, voices of the
clients in terms of their vision and satisfaction can be captured in the report. Members suggested that it will
be good to select some of the failures in microfinance and analyze the failures in a more objective manner so
as to bring out some lessons. In will also be useful to give demand side perspective by incorporating voices
of women and their leaders especially from those states where over indebtedness and multiple borrowings
are the ground realities.
Analytic review of various microfinance models
Members enumerated different models of microfinance in India such as Grameen model, community
based SHG model, individual lending model, cooperative model and other standalone models of micro
financing. Practitioners suggested for an analytical review of the efficacy of each these models in context
of delivering different financial services (credit, saving, insurance, remittance, leasing and pensions) and
also in terms of cost effectiveness, technology adoption, interest rate, bank linkages, and so on. It was
suggested that the success stories of the MFIs providing credit plus services to the micro entrepreneurs
can be brought in the report. The report may incorporate simple ways of assessing the quality of MFIs.
SHG Bank Linkage Programme (SBLP)
Considering banks as the major source of credit, an in-depth analysis and objective assessment of banks’ engagement in microfinance sector is recommended. The SBLP is nearing two decades of existence. While the
growth has been phenomenal in terms of number of groups, there are several concerns that are emerging on
the sustainability of the programme. Members felt the need of a clear road map on this, in the report.
Covering government schemes and programmes
The importance of synergy between Government, Private Sector and NGOs to address issues related to
microfinance is well recognized by the members and they suggested for incorporating a brief about government initiatives for micro financing under various poverty alleviation and livelihood promotion programmes including National Rural Livelihoods Mission; Indira Kranti Pratham (initiated by Government
of Andhra Pradesh through Society For Elimination of Rural Poverty), WDC Tamil Nadu, Kudumbhashree
Kerala, MAVIM in Maharashtra, and such other programmes.
Several state governments are implementing World Bank and IFAD funded projects to address poverty
and SHG model has been adopted as the institutional form. Case studies from those projects can become
a part of the report.
Microfinance in urban and semi-urban areas
Since a number of MFIs have taken up lending to poor in urban and semi-urban areas, a review of their
operations, lending strategies, management of resources, recovery and other aspects of delivery chain can
be covered in the report. Members also felt need of national level guidance, direction and supervision of
microfinance lending in urban and semi-urban areas.
Focus on savings services and its linkage with lending
Highlighting the importance of savings, members considered ‘financial awareness and literacy’ as an
important component to be discussed in the report. There are some innovations in the area of savings
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mobilization by SHGs and SHG federations and the optimum utilization of those savings. Report can include
some case studies on successful experiments on savings. Practitioners also recommended for including
small savings activities of India Post in the report, as it provides the first opportunity of secure savings to
millions of Indians. It will be good to examine data/information on the existing small savings infrastructure
and on any possible linkages of such savings of the poor with various micro-lending efforts.
Financing SHG-federations
The perceptions and opinions of bankers in context of their approach towards microfinance and the type
of support they contemplate are important for the growth of the microfinance sector. In the recent past,
SHG-federations have started financial intermediation in addition to social intermediation and there are
significant lessons to be learnt. Studies on ‘best practices in SHG-federations’ have also been initiated at the
national level. It is important to highlight the progress of lending to SHG-federations by the banks and key
issues related to it.
Micro-insurance
Since IRDA enacted the Micro Insurance Regulation five years back, members recommend that it is the
right time to have a short survey on the micro-insurance experiences of MFIs and share the results in the
report. Besides outreach, claim ratios, claims turn around time, claim rejection ratio and the way in which
MFIs subsidize distribution of micro-insurance products could be studied to assess the efficacy of MFIs and
need for reviewing regulation on micro insurance.
Cooperatives and local area banks
On cooperatives, members felt that lending by the traditional cooperatives has been below ` 50000 per borrower, in most of the cases, but still it is not been recognized as microfinance lending. Recommending for
the coverage of cooperatives, it is recognized that multi-state cooperatives could be a good tool to provide
multitude of services to rural people. Mentioning about the role of Local Area Bank and importance of its
coverage in SOS, members shared about a Coastal Local Area Bank, based in Vijayawada, Andhra Pradesh
in context of providing finance at low interest rates with a system of weekly repayment system.
Other recommended areas to be covered in the SOS Report 2010
• Landscape of institutional infrastructure in the country: Mapping of variety of organizations having
different legal entities and levels of functioning, that is, commercial banks, RRBs, Cooperative Banks
NBFC-MFIs and NGO-MFIs.
• Analysis of most deprived/financially excluded regions in the country: Analysis of organizations, Banks,
NGOs, cooperatives, and so on, in terms of numbers and proximity.
• Status of Business Correspondent/Facilitator model of microfinance and other innovations and experimentation in microfinance lending.
• Status report on the implementation of the code of conduct by MFIs: Interest rates, Multiple Borrowings,
Recovery Practices adopted.
• Views, opinion and vision of policymakers on microfinance including income tax issues.
• Regulations for MFIs/MFOs: Setting up of independent regulatory/supervisory body for MFIs outside
the proposed set up in NABARD.
• Technology based initiatives: Covering examples of the successful mobile banking experiments like
‘M-Pesa’, Kenya. Horizontal and vertical expansion of experiments like ‘Nokia - Yes Bank Mobile pilot’,
Pune, utilizing Financial Inclusion Technology Fund.
• Analysis of governance and management processes in Indian MFIs including corporate governance:
Understanding and role of senior management and board members, audit arrangements, consistency of
the compensation approaches and ethical values of institutions, incentive structure, recovery practices,
grievance redressal and transparency to borrowers, and so on.
• An analytical review on raising equity: pros and cons between member driven equity and seeking equity
support from those having commercial agenda with no real concern for social agenda.
• Enumeration of some of the important risk factors in microfinance sector and proactive safety
measures.
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Finally, giving examples of Access Africa programme supported by CARE International, CARE India’s
South Asia Microfinance Investment Fund (SATMIF) and the South Asia Resource Team (SART), and
many other such network and programmes, members emphasized on including the role of donor agencies
in the report. They also recommended for a review on funders performance in terms of allocating funds in
different geographical areas.
In a nutshell, microfinance practitioners envisage that SOS 2010, will be a client oriented report covering
various microfinance programmes including government initiated schemes, projects of international agencies, NABARD promoted SBLP, microfinance products and services, financing SHG-federations, microfinance regulations, governance in MFIs and innovative models of microfinance.
Table A.4 List of SOS specific activities
Experience sharing workshop of private sector and foreign Banks, at CAB Pune done jointly with Access
Development Services.
Workshop of Service Providers in Microfinance, with Planet Finance.
Round Table of microfinance HR practitioners, at Unitus, Bangalore.
Session on SOS with practitioners, arranged by UNSE and UNDP at Jaipur as part of the UNSE Annual
Forum.
Round Table with Staff of IFMR group of institutions, arranged by CMF.
Query on the UNSE-MF platform in the microfinance and poverty community, asking members to share
their views on structure, content and presentation of SOS 2009 and also information on new models, innovations and experiments. The query elicited 28 responses.
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