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Abstract

The micro finance is a tool through which the poyéevel would be reduced because in India theee ar
obstacles like population explosion, crime, illdey etc. The system which is concerned to eraditege
poverty is not keen to abolish the menace so pelogle to come out and get rid of this menace. The
present paper is the slogan or promise with people are suffering with the menace of poverty. Weatva
to confine that how we reduce poverty level in owstherland India. And we are using the tool Micro
Finance for empowerment. In every country theredifferent ways to empowerment. And as far as India
is concerned, we know that India is multi-cultursd,it has to take various steps in Micro-Finaneeaoise
every region is different from its counterpart avide versa. It is up to state governments to ingolv
themselves to see the things which are appropate taken because they have records in whichdhey
go and use as blue print for development and empoerg.
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1. Introduction

India has supported social banking for a long tifRelicy directions to rapidly expand rural branches
mandate credit allocations for priority sectorslivée large subsidy oriented credit programmesdo/as
marginal communities and poor households and cointerest rates have been tried for over 35 years.
The new generation microfinance was slow in comtimgndia. Low levels of grants to microfinance
institutions, an unfavourable policy environmenfhstantial traditional banking infrastructure ansearch
for context specific solutions has constraineddaale up. The first breakthrough emerged fronicpol
support to enable informal self-help groups of D5a%mbers (mainly women) to transact with commercia
banks. These groups build up and rotate savingsngshahemselves, open bank accounts and take
responsibility for lending and recovering moneyaficed by banks. With the missionary zeal of theadat
Bank for Agriculture and Rural Development (NABARDpsights gained by NGOs, the increasing
enthusiasm of bankers and politicians and emerglilcgesses in repayment and social impacts, thisnaat
movement now encompasses 1.4 million such grougs @0 million members).

The Small Industries Development Bank of India grsed the opportunity and started implementation o
an ambitious national programme. Providing loan aagacity building support to MFIs and capacity
building and rating support for sector developmehis programme already supports 70 MFIs and has
disbursed US$46 million.

Since banks face substantial priority sector targetd microfinance is beginning to be recognisea as
profitable opportunity (high risk adjusted returne variety of partnership models between bankshirls
have been tested. All varieties of banks - domesiit international, national and regional - haveobee
involved, and ICICI Bank has been at the forefrmirdome of the following innovations:

¢ Lending wholesale loan funds.

¢ Assessing and buying out microfinance debt (sasatibn).

e Testing and rolling out specific retail productglsas the Kasson (Farmer) Credit Card.

« Engaging microfinance institutions as agents, whioh paid for loan origination and recovery, with
loans being held on the books of banks?

¢ Equity investments into newly emerging MFIs.

2. Few scheme of government of India
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There are so many schemes for the upliftment of podndia. One of them Micro-credit programmes is
run primarily by NABARD in the field of agriculturand SIDBI in the field of Industry, Service and
Business (ISB). The success of Micro-credit prgraniies in diversification of services. Micro Financ
Scheme of SIDBI is under operation since Janu&¥99iwith a corpus of Rs. 100 crore and a network of
about 190 capacity assessed rated MFIS/INGOs. Uhdegsrogramme, total amount of Rs. 191 crore have
been sanctioned up to 31st December, 2003, bengfitver 9 lakh beneficiaries. Under the programme,
NGOs/MFIs are supposed to provide equity supporbriter to avail SIDBI finance. But they find it
difficult to manage the needed equity support beeaaf their poor financial condition. The problemsh
got aggravated due to declining interest rate goosiés. The office of the development commissioner
(Small Scale Industries) under Ministry of SSlasmching a new scheme of Micro Finance Programme to
overcome the constraints in the existing schem®lbBI, whose reach is currently very low. It istfthat
Government’s role can be critical in expanding heat the scheme, ensuring long term sustainalutity
NGOs / MFIs and development of Intermediaries dlenitification of viable projects.

2.1 Salient Features of Microfinance Programme of Government of India

« Arranging fixed deposits for MFIS/INGOs: Under this scheme government of India arrange meémey
MFI/NGO like SIDBI for micro credit to poor.

e« Training and studies on micro-finance programme: Government of India would help SIDBI in
meeting the training needs of NGOs, SHGs, interaré@ and entrepreneurs and also in enhancing
awareness about the programme. Institution buildiog ‘intermediaries’ for identification of viable
projects: The Government of India would help in tilmsion building through identification and
development of ‘intermediary organization’, whichowid help the NGOs/SHGs in identification of
product, preparation of project report, working tarvard and backward linkages and in fixing mairkgt
technology tie-ups.

*  Budgetary provision for the scheme during previous plan: There was a budgetary provision in
previous five year plan and hoping more funds ixt péan.

«  Administrative arrangement: A committee has been formed to control and motiteradministrative
arrangement of MFI/NGOs.

2.2 Assessing development impact of microfinance programmes

A recent survey of India’s leading 15 MFIs shows thdustry’s strength in both size and growth. \&hil
MFIs globally and within the region average lesantl20,000 clients per institution, well managedidand
microfinance institutions already rank top in oatrle, despite their relative young age; with nearly
decade more experience, only Bangladeshi institatteach more borrowers. Not to be left behindiaimd
institutions top the charts of all 78 countries foeir phenomenal growth rates, the median leatfd
doubling coverage in a single year. In fact, fifete top 20 fastest growing MFIs in 2008 were &g
from a survey of nearly 450 institutions worldwidé&hile global microfinance talks about increasing
commercial capital available to MFIs and of integrg with local financial markets, Indian microfimee
defines the forward lines of this movement.

Microfinance is an effective strategy for extendfirtancial services to the poor and other disachged
groups not reached by formal sector finance. Théstien describes the development impact of
microfinance programmes.

3. Outreach

«  Microfinance movement has gained momentum mainlthin Southern States which have a better
socio-economic scenario due to gender-inclusiveagsaltural traditions and rich natural resources.

. MFIs generally serve rural clients. The proportwnrural clients under SHG, Grameen, Individual

Banking and Sector-specific MFIs is 67 per centp86cent, 72 per cent and 100 per cent respegtivel

. Female clients constitute 80 per cent of the tdiahtele - 96 per cent in case of group-based MFIs
98 per cent in case of Grameen, 30 per cent in chs$edividual Banking and 21 per cent in case of
Sector-specific MFlIs.

Graph 1
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Gender Distribution of Clients of MFls

120%

100%

80%
H Men

0,
60% | Women

40%

20%

0%
SHG Grameen IB/SS AllMFls

«  Among various social groups, clients belonging txlBvard Classes have the highest share (45 per
cent), followed by clients belonging to Scheduleastes (26 per cent). However, Scheduled Tribe telien
have the least representation (1.9 per cent).

Graph 2
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«  Classification by wealth rank reveals that, majodf the clients belong to ‘borderline’ category’ (3
per cent) followed by ‘poor’ category (31 per cedpwever, ‘very poor’ clients have least repreagah
(7 per cent).

Graph 3
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Wealth rank of MFI clients
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Majority of the women clients are illiterate (55rpeent) followed by those who have completed primar
level education (38 per cent). In the case of nufiknts, the scenario is better and the correspandi
percentages are 26 and 35.

Percentage of clientele with access to formal fimrinstitutions like banks and post offices hasréased
slightly in case of formal credit (7 per cent t@& cent) but decreased in case of formal savihggér
cent to 15 per cent).

Graph 4

Access to formal credit and savings
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The percentage of households reporting their maimce of income as agriculture, animal husbandd/ an
non-farm activities has gone up, whereas, thosertieg casual labour and others has gone down. The
fishing activity and salaried income has not remyisti any significant change.

The analysis of livelihood pattern of the sampleuseholds indicates that the percentage of client
households of SHG model reporting animal husbanap-farm activities, salaried income and others as
their main source of income has gone up with fattasual labour and agriculture. In Grameen modsts,
rise is most significant in agriculture followed bByimal husbandry and other activities, but the-fawm
activities, salaried income and casual labour heitreessed a decline over the period.

Graph 5
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Main livelihood pattern of MFI clients
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4.  Access to micro finance, contribution and use.
41  Accessto Micro Savings

Though savings is the most popular microfinancgiseramong the clients, the discontinuation of 8gsi
schemes by some MFIs, has resulted in fall in nurobelients with savings with MFIs (overall fron# 3
per cent to 71.7 per cent) in endline across alltheanks.

Graph 6

Share of MFI/group savings in total savings(by
wealth ranks)
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Provision of opening micro savings account in thaug under the programme has proved to be a baon fo
the clients, especially for the vulnerable onese Tdasons for preference of the savings schemeciefip
by women, are their ability to:

maintain savings account at their doorstep

save small amounts on regular basis which is negipte in any formal financial institution
create emergency fund to give them a kind of sgcagainst the odds

contribute to their family or near and dear onesndudistress

pay monthly instalments in case of paucity of funds

5
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exercise control over the expenditure decision
create fellow feelings/bondage among the membetiseofroup

Members feel that savings in SHG is a panacea laslgl in emergency situation including releasifhg o
mortgaged land or house, medical purposes, chiklestucation and social and religious functions.

4.2. Accessto Micro Credit

Micro credit has made a perceptible impact on theslof many client households through provision of
small loans with easy repayment terms, which, imm,tlhas helped them in starting new enterprises or
expanding their existing ones. Availing of loannfrd/FIs has gone up across all wealth rank categ)duit

the increase is more visible for the ‘very pootteggory and all of them have opted for it at theesge of
group loan.

Graph 7

Share of MFI/Group loans in total
borrowing(by wealth ranks)
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*  Average size of MFI loan and Group loan has gon&ujll individual wealth ranks in endline. The
rise is more significant for ‘very poor’ categofyoim Rs.7000 to Rs. 14,000).

4.3 Useof Micro Credit

*  Micro-credit has been utilised for various purposgsthe client households. Direct investment
occupies the major share (64.9 per cent) in MFh{ose pattern for all wealth ranks, both in theeliae
and end line.

*  Micro credit used for risk needs is highest forrfvpoor’ category (23.1 per cent) in baseline, tag
substantially come down in the endline period (1ge¥ cent). This shows that with the support ofrmic
credit, the clients belonging to the vulnerableug® are gradually gaining strength, over a perifoiihze,

for coping with their vulnerability and are utiligj the fund for productive investment.

4.4 Accessto Insurance

« The number of MFIs offering life insurance has gamemarginally for all models, except for the
sector specific MFls, as this particular MFI hashgrawn the service in the endline.

«  The percentage share of clients having Life Insteasoverage among the clients of the MFIs, which
are offering the facility, has fallen from 78 pemnt to 58 per cent for the Grameen model but irse@a
substantially for the Individual Banking model fratd per cent to 62 per cent.

«  The coverage under Asset Insurance remains atatbeent stage across all models and is yet to make
any perceptible impact among the clients.

«  Many MFlIs initially started their own in-house imance schemes but due to the problems that arose
in the running of these schemes, most of them swmffering their own insurance products, while few
sought assistance of established insurance congpanie

6
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45 Useof Non-financial Services

« While some MFIs are providing non-financial sergidike specialised training pertaining to the
clients’ occupation and/or enterprise developmeag@mmme, a number of them have not taken adequate
initiative in skill development of their clients gpite of the demand for such services.

The coverage of clients under various training prognes has gone up from 23 per cent to 37 per cent
between baseline and endline. Similarly, coveraggeu Enterprise Development Programme (EDP) has
improved from 13.8 per cent in baseline to 20.2qmat in the endline. The coverage under healtted!
services has gone up from 5.0 per cent in bas&i@.1 per cent in endline.

5. Micro finance and income related effects

Microfinance contributes to improvement in incoretated aspects.

5.1  Acquisition of Assets

Acquisition of assets is an indication of capi@infiation and also improvement in the living staddaof
clients. In the case of “very poor” category, tleegentage of households reporting acquisition séigshas
increased from 32.3 per cent in baseline to 40rOcpet in endline. However, for the overall samihes
percentage of households acquiring assets has medhalmost same between the baseline and endline,
indicating that the loan amounts are used morenvarking capital than acquisition of productive dsse
The average value of assets has increased fro@3Rg0 to Rs. 25323 between baseline and endline. Th
share of productive assets in the total assetmhemased from 37.0 per cent in the baseline t0 gé&r cent

in the endline.

Availability of credit has played an important ratethe acquisition of assets. The proportion ohgie
client households acquiring assets with micro ¢redpport has increased from 73 per cent in basétin
79 per cent in endline.

5.2 Human Capital

Micro credit has helped the clients in realising tieed for providing education to their childrem.the
endline period, all children (below 14 years) of gt cent of households are going for school edutat
More remarkable is the fact that 65 per cent ofdienchildren are going to school (the percentagd iper
cent for ‘very poor’ clients). Overall dependendehouseholds on credit for education purpose haseco
down from 17.9 per cent in the baseline to 12.2ceet in the endline period.

5.3 Multiple Sources of Income

Majority of the client households (over 67 per ¢drave multiple sources of income. Between baselime
endline, the proportion of households with multiptairces of income has declined slightly, mainkytfe
‘non-poor’ category. However, for ‘very poor’ angloor’ clients, there has been an improvement, atitig
that micro credit has helped the poorer clientsetek more sources of income.

Wealth rank wise, the dependency ratio (i.e. totehber of members per earner in the household)esftc
households has fallen drastically for the poorat borderline clients but risen for the non-pooridating
that the number of earners per household is ointlrease. For non-client households, the ratiorisas

for all wealth ranks except those in self-sufficieategory.

5.4 Dependence on Casual Labour

There has been a decline in the casual labour gmmeliot among client households (41 per cent in besel
to 37 per cent in endline).

5.5 Cost of Borrowing

Microfinance has offered relatively cheap creditisimplified manner to the clients who, otherwiseuld

not have been eligible to get any credit from isibnal sources. However, this amount being sntlad,
clients continue to borrow from non-MFI sourcest Bieir proportion has declined between baselirte an
endline across all wealth ranks.

Table 1- Borrowing from Non-Institutional Sources
Percentage of Households Borrowing from

Clients by M lend Friend Oth
Wealth Rank oneylenders riends ers
Baseline Endline Baseline Endline Baseline Endline
Very poor 6.36 5.45 4.55 2.27 1.82 2.73
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Poor 7.44 4.73 4.02 3.12 1.01 0.80
Borderline 8.66 6.72 5.80 1.68 2.35 2.52
Self-sufficient ~ 7.85 3.07 5.80 4.10 3.41 1.37
Surplus 8.37 2.66 7.60 1.90 2.66 0.76
Al 7.96 5.04 5.32 2.61 2.12 1.66

The percentage of households borrowing from moeegédrs has come down from 7.96 per cent to 5.04
per cent while from friends has come down from H8Bcent to 2.61 per cent.

5.6 Reduction in Poverty

A wealth ranking exercise has been done to assksther microfinance has improved the position ef th
clients with respect to poverty. An Index Based IRag has also been designed for the purpose. Using
these ranking exercises, the clients are ranké&gercategories in the endline survey.

The results show that half of the clients in therjwpoor’ category have moved up to ‘poor’ categ@mly
about 17 per cent still remain in the same categotige endline. The remaining clients have mowestitl
higher category. For the poor category, about 4&eet remain in the same category and a numbtreati
have moved to higher categories. About 10.0 petr @etmem have moved down to ‘very poor’ category.

Since Micro-financing provides mainly one inputggdit) for economic upliftment, perhaps it may net b
right to expect that all clients would come abowe tpoverty level because of participating in the
programme.

6. Implications for micro finance policy

The MFI sector in India is growing fast. The grovighhowever, taking place mainly in the informet®r;
where MFIs are set up under different statutes,thatk is hardly any monitoring thereunder. Theanaj
problems of this sector are the lack of equity aedess to loanable funds, organisational weaknesses
shortage of trained staff, etc. and they stronglgchdevelopmental support in most of these areas.

6.1 Roleof SIDBI

SIDBI has, over the past seven years, made muttifarefforts to develop the MFI Sector. These haee,
doubt, yielded good results, but still much moredwto be done to enable the microfinance sector to
increase its outreach and scale as a step towaadwxfal inclusion. The MFI sector is also gettgupport

— particularly financial, from other donor agencigsiblic and private sector banks and other firgnci
institutions. But capacity building of the MFI sectis of crucial importance and SIDBI, which has
developed close association with this sector, Wilve to address this problem principally, with such
support as is available from other institutions.

6.2 SHG-Bank Linkage Programme (SBLP) and Space for MFI Sector

SBLP of NABARD is another major source of credisiagnce to the financially excluded households in
India. In fact, SBLP is the largest microfinancegnamme in the world. At the end of March 2006 982.
million poor households had been assisted undgmpttigramme through 2.24 million SHGs to the tuhe o
Rs 113.9 billion. By comparison, the expanse arw ud growth of MFI assisted households is quitalsm
The SBLP, however, has developed extensively pdatily in the Southern and Western regions of India
where the socio-economic conditions are more pgaystfor the growth of Self Help Group culture.the
other regions of the Country, particularly NortheEastern and North-Eastern regions, there is vast
unsatisfied demand for microfinance from the firialtg excluded households. In the circumstancesnev
if the SBLP has been developing extensively, serigitorts need to be made by all concerned to ptemo
the MFI Sector in a big way under the leadershiStidBI with assistance of Government and donor
agencies.

6.3 Major Policy Issues
In the context of the urgent need to develop thé SEetor to service the neglected sections of theedy,

8
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the study has highlighted the following policy iesu

e There is need for the MFIs to have transparendhéninterest rate charged by them. This would not
only imbibe confidence of the clients, but alsdhaf regulatory authorities towards MFls.

e There is a need for a Central Legislation for gjtbaning the MFI sector through prudential norms,
transparency and capital flows. The legislation Motlear the decks for the operations of the nation
microfinance support institutions, in strengthenting sector, by toning up the working of the MFIs.

e There is need to have national level “Regulatorythéuty” which should be endowed with the
responsibility of supervision, monitoring and guida of the entire microfinance sector. This woutd n
only ensure proper financial discipline amongst Kels, but also facilitate adequate transparenay an
adherence to requisite prudential norms, for badrgrowth of the sector and as also to facilitatedased
flow of funds into the industry.

. Emphasis, should, however, be placed on self-gavexs and self-regulation by individual MFIs,
with minimal interference from the regulator.

Promotional support from Government, Financial/Reguy/MF Promotional Institutions, with
Government and donors’ assistance, should contoruan increasing scale.

7. Conclusion

The international financial crisis has destroyedhyneertainties, but one of the touted survivorthis old
saw that small is beautiful. Sure, no one is flaggnansions to paupers anymore. But microfinansélis
flourishing, and even expanding. Ever since Bargghil economist Noble Laurite Muhammad Yunus
started handing out small loans to the poor in 197 idea that a little credit can help peasantssimple
villagers climb out of poverty has swept the mawicCgroups, the World Bank, even commercial lesder
have gotten into the act, capturing millions ofdfaot clients across the developing world.

Today microfinance is a global growth industryréaped Muhammad Yunus the Nobel Prize. Even the
developed world is catching on. Grameen Bank, tk@edgBdesh-based micro-lender Yunus founded,
opened a branch in Queens, New York, last yearpéants to unveil another in Omaha, Nebraska.Yunus'’s
claim “that five percent of Grameen borrowers get of poverty every year” became the movement’s
mantra. In the subtext of India's recent economarsss story, lies the stubborn statistic of 40lianito

600 million people living in poverty, according 8nhanta Devarajan, chief economist of the World Bank
South Asia region.

India's rapid economic growth can obscure rampawefy, and flawed public policy is a culprit. A&
helping the poor is to alleviate Indians' finandapendence and the exploitation that can accomipany

There is ample evidence to support the positiveaithpf microfinance on poverty reduction as it tetato
fully six out of seven of the Millennium Goals. prarticular, there is overwhelming evidence substing

a beneficial effect on income smoothing and inaesa® income. There is less evidence to support a
positive impact on health, nutritional status andréases to primary schooling attendance. Neveshgel
the evidence that does exist is largely positive.

Microfinance is an instrument that, under the rigbhditions, fits the needs of a broad range of the
population—including the poorest—those in the huottealf of people living below the poverty line. i¢hi
there will be people in this group who will not ®gited for microfinance because of mental illness.,, the
exclusion of this small percentage of the poputatidl likely not be a limiting operational issuerfMFIs.

Empirical indications are that the poorest can befrem microfinance from both an economic andiabc
well-being point-of-view, and that this can be davithout jeopardizing the financial sustainabildj the
MFI. While there are many biases presented initBmture against extending microfinance to theresip
there is little empirical evidence to support thissition. However, if microfinance is to be usepedfic
targeting of the poorest will be necessary. Withihig, MFIs are unlikely to create programs suatar
and focused on that group.

8. Some suggestions to increase the impact ofdircial services for the poor
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. Prioritize large scale outreach. Support finandmnatitutions with potential for sustainability and
growth.

. Invest in a range of promising financial institutsoto ensure that diverse clients at many income
levels are reached, extending outreaches both odgveand downwards as far as possible.

«  Promote the twin goals of sustainability and impawtnitor MFI progress against both goals.

. Encourage market research to better understantt gieferences and the constraints that prevent the
poor from taking best advantage of financial sersii.e. literacy, land titles, etc.).

e Support proactive institutions that develop delmerechanisms and products to meet client needs.

«  Areview of key existing microfinance programs,ngsrecognized poverty assessment/wealth ranking
tools, should be organized to determine the cupewerty levels of clients presently being served.

« A percentage of government’s new and renewing fiienoce program funding should be allocated
directly to programs that target the poorest. Tascentage should increase over the next five yaatib

the poorest are receiving a percentage that isoptiopal to their representation in the population.
Targeting should be done through the use of rezegpoverty assessment/wealth ranking tools.

Government's funding for new and renewing micrafiteprograms and projects should include resources
for summary evaluations to be carried out regulanipughout implementation to provide information
about the intake poverty level of clients as wslfar the basic financial and social impact assesssn
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