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Books written on Micro-finance
1.  ‘Rural Credit:  Micro Finance and SHGs’, SAGE Publications, New Delhi - 1999.
2.  ‘The Silenced Drums:  A Review of Tribal Economic Development’ – Northern Book Centre, New
      Delhi – 2002


3.    Micro finance in India :  A Review – Editor – Sage Publications. New Delhi, January 2008.

4.    Towards Financial Inclusion - under publication, Sage Publications, New Delhi  - 2011 (Co-Author Dr.G.D.Banerjee and N P Mohapatra)

Papers Published oon Micro-finance 
1) Supplementary Rural Credit Delivery Systems:  Some Asian Models - Journal of Rural Development, Vol.16 (3) pp. 477-495 (1997), NIRD, Hyderabad.

2) ‘SHG Linkages’ - National Seminar on SHGs at NIRD, Hyderabad - September 1997.

3) SHGs in Orissa:  Some Conceptual Issues - Prajnan Vol.XXVI, No.2, 1997-98, NIBM, Pune.

4) ‘Microfinance Revisited’ – Special Issue of Journal, ‘Financing Agriculture’ on ‘Microfinance’ – Agriculture Finance Corporation Ltd., Mumbai – June 2002.

5) Trends in Rural Finance – Keynote Address at 67th Annual Conference of the Indian Society of Agricultural Economists at Lucknow, November 2007.  Also printed in Journal of the ISAE, Jan- March 2008.

6) Innovations in credit delivery systems – Joint article by Dr.K.G.Karmakar and N P Mohapatra – Microfinance in India, Sage Publications, Delhi – February 2008

7) Poverty Alleviation or Financial Inclusion? -  Keynote address at Indian Banking Conference held at Indian Business School, Hyderabad on 13 June 2008. 

8) The Credit Plus Approach: Strengthening grass roots level participation in policy and decision-making processes 

9) Micro finance Sector in India – Keynote address for 12th Foundation Day of Dhan Foundation 2008 organised by Dhan Foundation, Madurai on October 2, 2008

10) Paper presented at APRACA meet, Hanoi, April 2008 – Strengthening grass roots level participation in policy and decision making processes – NABARD’s experience 

11) ‘Financial Inclusion’: Strengthening Savings services to the Poor – Joint article prepared for National Workshop during 2-May 2008 – The Livelihood School, BASIX, Hyderabad.

12) Financial Products of MFIs and Regulatory Requirements – joint article by Dr.K.G.Karmakar, N P Mohapatra – published during Workshop on Strengthening Savings Services to the poor -Basix publication on Financial Inclusion, June 2008

13) Poverty Alleviation or Financial Inclusion?
- Paper presented during Indian Banking Conference on 13th June 2008 at Indian School of Business, Hyderabad 

14) Emerging Issues in Rural Credit – Joint article by Dr.K.G.Karmakar and N P Mohapatra – Microfinance Review, BIRD – July 2009 – presented in National Seminar on Microfinance in India Issues and Challenges

15) Making BCs Viable – Published in Inclusion Magazine  – July-Sept. 2009

16) Business Correspondent and Business Facilitator Outreach Model for Bank, Skoch Summit- November 2009 

17) The Credit Plus Approach to Rural Development – Published in February 2010 – Yojana Magazine, Planning Commission 

18) Deepening of Financial Inclusion – Achievements and Challenges – Joint article by Dr.K.G.Karmakar and Shri N P Mahapatra during the National Seminar on Financial Inclusion, CAB and NBSC, Lucknow 

19) Best Practices in Financial Inclusion – Joint Article by Dr.K.G.Karmakar   and Shri N P Mohapatra – 22nd Skoch Summit – theme of “ Saluting Best Practices – 17-18 March 2010. 

Questions

a) Of all the various products and interventions that fall under the broad heading of ‘microfinance’, can you be specific about which of these you will focus on in regard of the remaining questions and provide a brief definition of the same?

b) How important do you think microfinance is for achieving the Millennium Development Goals and eradicating extreme poverty in the developing world?

c) Should the reduction of poverty be the primary goal of all microfinance programmes?
d) How can we measure whether microfinance reduces poverty?
e) What factors make microfinance successful in alleviating poverty?
f) Is microfinance still valuable even if it doesn’t reduce poverty directly (or if causality can’t be proved)?
g) Should we be concerned about the financial sustainability of microfinance models? Is achieving financial sustainability compatible with the social goal of alleviating poverty?
h) Which groups should or should not be targeted by microfinance programmes and why? (For example: the economically active poor, the poorest, etc).
i) How can governments and donors contribute to the poverty reducing capabilities of microfinance programmes?
j) What form should the UK’s support for microfinance take; how should the effectiveness of UK interventions be measured?
APPG Microfinance Inquiry Launch : December 2010

Ans : (a)

Microfinance covers a wide range of services and interventions such as micro-savings, group formation, micro credit, micro-insurance, micro remittances and even micro-pensions.  However, the main focus of the answers that follow would be on savings and on credit.  Savings refers to irregular and small savings made by the members and saved by the Group, which in turn is either used for lending among the group members or kept in the bank account.  ‘Group’ here refers to the Self-Help Group (SHG) which goes by the principle of social mobilization of the poor in a homogenous group followed by thrift first, followed by micro credit.  Micro Credit refers to the loans obtained by an individual either from Self Help Group (SHG) or from micro-Finance institution (MFI).

A few definitions are given below:

i) SHG Bank Linkage Programme : Under this programme, Self Help Groups are formed, nurtured linked to newly bank branches, Non Governmental Organisations (NGO’s) or Non-banking Financial Companies (NBFC’s) or individual animators trained in social mobilisation. The poor need manage their self-help measures with dignity and at times, a guiding hand.  They must be responsible for their own amelioration.  This is the essence of self-help and group formation.

ii) Financing by MFIs : Microfinance Institutions (MFIs) are institutions other than banks which are adopting a range of systems for providing financial services to the poor, as a business proposition and without subsidies or official interference.  

iii) Financial Inclusion: Banks are adopting innovative ways to improve access to credit, savings and other financial products for the unbanked population.  For example, the banks are appointing Business Facilitators and Business Correspondents to deliver banking services to microfinance clients in an outsourced model using Information & Communication Technologies (ICT) so as to reduce operating costs.

iv) Financial Counseling and Financial Literacy : The objective is to create awareness about bank products among the microfinance clients and also increase their capacities to handle these products effectively.  This is done by gradual exposure and building up capabilities for handling their SHG bank a/c and individual accounts. There is no ‘perpetual crutch’ syndrome and individuals should be encouraged to graduate from the group mode of savings to an individual mode so that the concept of micro savings and micro-credit is absorbed and understood as responsible citizens.

v) Credit Plus Service : This would cover credit plus services to microfinance clients, at a later stage, in the form of skills training and development, entrepreneurship development backward and forward linkages for micro-business and market support, etc.  The combination of micro-credit and credit plus services is very effective in addressing poverty issues among microfinance clients.

Ans (b)

Microfinance is very important for achieving the millennium development goals.  It helps in the following ways:

i) MDG – I:Eradicate extreme poverty and hunger.

Improved access to microfinance services over time results in marginal income increase which indirectly contributes to an improvement in living conditions.  But this takes repeated cycles of micro credit loans.

Microfinance helps in smoothening cash flows which helps the poor to handle crisis, due to their savings and the support of fellow group members in facing problems together.

ii) MDG – II:
Impact on education : 

Increased income levels of SHG members and microfinance clients enable them to invest in education and in the future of their children.  Hence more women SHGs are needed as women tend to save for their families benefit while men tend to blow up money on temporary pleasures.

iii) MDG – III:Impact on the empowerment of women: 

Most of the microfinance clients (85%) are women so these programmes improve the financial position and decision making capability of women, besides giving them a place of pride in their family and in society.  They are able to contribute to the family kitty and can take responsible decisions for their families.

Microfinance can play a very important role in achieving the Millennium Development Goals if the right product mix is chosen.  A study on Impact of Microfinance Linkage Banking in India on the Millennium Development Goals (MDG) brings out the following facts :

i) The share of households living below the poverty line is reduced from about 50% in the pre-SHG situation to about 31% in the post-SHG situation.  Thus nearly 20% of all sample SHG members are able to raise their income levels above the poverty line (MDG1: Eradicate extreme poverty and hunger)

ii) The financial services and their impact on income also raise the capacities of the beneficiaries of the programme to increase their household expenditure for basic needs such as better nutrition (MDG 1) as well as for education (MDG 2 : Achieve universal primary education) and health (MDG 4 : Reduce child mortality, MDG 5: Improve maternal health and MDG 6: Combat HIV/AIDS, malaria and other diseases). SHGs help the women and children as men rarely bond together or lead disciplined lives.

Thus out of the eight MDGs, six get addressed by the SHG-Bank Linkage model.

Ans (c)

 Microfinance alone cannot ensure poverty reduction but poverty reduction has to be a major goal of microfinance, consequent to financial inclusion.  Factors like health, nutrition, etc., are necessary for sustaining development through microfinance or otherwise, these areas take secondary importance to basic survival and poverty alleviation.  It is only by reducing poverty that the poor would have a chance to spend on critical needs such as nutrition, education, health, etc., which is an integral part of the development process.  The reduction of poverty on a sustainable basis should be a long-term goal of all microfinance programmes.  To achieve this goal, the microfinance programme should have intermediate goals with focus on:

i) Mobilisation of savings: It has been the experience that the SHG programme if focused on savings, has been more effective in addressing poverty over a period of time.

ii) Meeting loan requirements for consumption purposes: Microfinance programmes in the initial stages should provide loans for consumption purposes.  If the consumption needs are not met, the clients tend to divert the loans. 

iii) Meeting loan requirements for creation of assets: Creation of productive assets is necessary for increasing income.

iv) Providing programmes for meeting insurance and other risk mitigation needs.  If these products are not in place, many clients who are performing well tend to slip.

Ans (d)

The reduction of poverty is measured only by having a pre-microfinance and post-microfinance type of study.  The above study can also be compared with a control population wherein there are no microfinance interventions.  It would be necessary to take into account available infrastructure in pre-microfinance stage and post-microfinance stage as it has a major impact on the utility of microfinance.  Expenditure on areas of nutrition, education, health, etc., in pre and post microfinance stages could be an useful indicator in measuring the extent of poverty reduction.  Some measures of poverty reduction are:

i) Changes in Annual Household income: Household income and distribution are central to 

measure impact of microfinance on poverty.  The microfinance clients should increase 

income  generating activities and subsequently the income of their households.

ii) Changes in pattern of consumption expenditure.  Increase in expenditure on health/education has a positive impact on poverty.

iii) Changes in Savings: The increase in annual savings per household is a very good indicator for impact on poverty reduction.

iv) Changes in borrowing practices: The increase in average loan amount and linkage with the banking system is a good indicator for impact on poverty.

v) Changes in dependence on moneylenders by households: The reduction in dependence on moneylenders leads to increased income for the clients, as the moneylender interest rates are exploitative and very high.

vi) Social empowerment: The social empowerment of women in terms of control over use of money, appropriate decision making indirectly leads to better use of money and reduction in poverty.

Ans (e)

The choice of the microfinance model itself will be a major determinant in poverty alleviation.   

For example, microfinance models charging usurious rates of interest which are not 

commensurate with rate of return of the economic activity taken up with the help of micro credit, 

cannot alleviate poverty.

Microfinance alone may not be sufficient to reduce poverty levels.  Microfinance, at best, can only provide financial services and opportunities on fair terms.  These financial services can yield results assuming that other enabling factors (which should be the responsibility of the State towards its people) are in place.  For example while microfinance plays a vital role, equally important is the necessary infrastructure.  Infrastructure could be for economic purposes or for social purposes. For example, enabling a person to be more productive by giving money through microfinance will only be useful if she is able to sell the produce at a better price and get a decent returns, she will be able to use the same for education or health purposes only if there is a school or a health centre within reasonable distance.

A stable political climate / government policy is useful, training and capacity building for increasing productive activities through NGOs, provide much-needed skills, overall economic situation in a country also plays an important part ion the success of microfinance.  A robust growth in the economy gives the desired purchasing power to the people thus opening up the rural market for produce.  Some other factors are given below:

Microfinance should provide right products for mobilisation of savings.  This would motivate the 

clients to save.  Seeing the benefits of savings, the clients are likely to change their cosnsumption 

pattern and plan for higher savings.   Microfinance should meet credit requirements in right doses 

and at the right time.  If the loan size is very small and the loan repayment cycle is too short, the 

success in alleviating poverty is likely to be poor.  Promotion of activity based groups helps in 

economies of scale and lowering the cost of backward and forward linkages.  This helps in 

promotion of livelihood activities among microfinance clients.  Microfinance clients should have 

access to insurance and other risk mitigants.  In the absence of this, microfinance would not be 

successful in alleviating poverty on a sustainable basis.  Building community based institutions 

for delivering microfinance tends to empower poorer clients and help in alleviating poverty.

Ans (f)


Microfinance usually deals with poor clients with an objective to reduce extreme poverty.

Therefore, the microfinance programmes may not deliver if the target is not to reduce 

poverty.  Reduction of poverty takes time and is the result of interviewing of many small

interventions.  Therefore many programmes may not be in a position to directly impact 

poverty.  However, the relationship between microfinance interventions and poverty 

reduction needs to be kept in focus always and not lost sight of.  It’s easy to identify 

interventions having relationship with poverty reduction.  The interventions aimed at 

promoting savings mobilization, asset generation, income growth and empowerment of 

clients etc. fall in this category.  The caution required to be taken is that many a time 

casual relationship could be misleading and therefore measurement of  direct impact of 

microfinance programme on poverty is essential.

In addition to poverty alleviation, microfinance also acts as a channel for providing 

financial products to the poor, which they need in order to tide over the uncertainties of 

infrequent and uneven income.  Poverty reduction through microfinance need not be 

direct but could also be an indirect approach.  In any microfinance cycle, the first few 

cycles of loan goes for consumption in order to stabilize the flow of funds and it 

essentially tends to play the role of a cash  management tool.  Thus in the initial lending 

cycles, microfinance may not lead to poverty alleviation but mover to financial inclusion.  

A recent study conducted by Gandhigram Rural University in Tamil Nadu shows that 

74.23% of the sample members of SHGs joined the group to cope with earlier financial 

constraints and the rest for undertaking some productive activity to improve their  

standard of living.  Moreover wherever microfinance is used for social development, it 

may not lead to increase in income which would have a major impact over the long-term 

e.g., families using microfinance for the purpose of education would not have increased 

income but the same should be taken as an investment in the development of children 

Similarly microfinance used for tiding over cash requirements for some health problem of 

the members would not increase income but is a major investment.

Ans (g)

We must be concerned about the financial sustainability of the microfinance model because a majority of them are dependent on public money or even the deposits collected from the poor.  The dependence may be only partial but any failure of the system would have an adverse impact on availability of funds.  Moreover, support to microfinance institutions has been compared with sub-prime lending by many economists.  Such programmes cannot be easily replicated if they are not sustainable.  It becomes all the more important if the model is dependent on the formal banking system as in case of the SHG-Bank Linkage programme.  The MFI model in India is dependent on the formal banking system as in case of SHG-Bank Linkage programe.  Even the MFI model in India is dependent on the formal banking sector because the major source of funding is through credit support from banks.  Financial sustainability can be compatible with the social goal of alleviating poverty provided the motive of the organisation is not for maximizing profits like any business organisation and can charge usurious rates of interest.  This has been amply proved by the Self Help Group (SHG)-Bank Linkage Model.

However financial sustainability is to be seen both from the angle of microfinance clients as well.  It has been observed that many financially strong MFIs are not able to make a dent on poverty.  All microfinance models cannot be financially sustainable so there ought to be clarity on which microfinance models are expected to be financially sustainable and could cross-subsidise for other non-viable but needed models.  There is a common belief that there is inherent conflict in financial sustainability and the social goal of alleviating poverty.  But many innovative programmes in recent years have dispelled this myth.  The SHG Bank Linkage Programme is a good example of this.  It is therefore possible to combine financial sustainability and the social goal of achieving poverty.

Ans (h)

As indicated earlier, the goal of microfinance programmes is to reduce poverty by improving access to financial services.  So only those among the poor who have the ability to use the financial services effectively, should be selected for the programmes on a voluntary basis.  If poor people with right capabilities and attitudes were not selected for the programme, it would lead to improper use of funds and loan defaults.  All groups can be targeted by microfinance with the help of different products suited to their needs as done in Grameen model (Beggars loan, Telephone women).  Ideally, the poorest of the poor need to be targeted first.  But a microfinance model should not target only one group.  The reason is that by targeting only one group (say ‘the poorest’), the portfolio of the microfinance institution becomes more risky.  By having a business model with the poorest of the poor as well as active poor, the overall portfolio becomes less risky and enables the model to become sustainable.  However, if group approach is used, the same should be formed preferably with people from the same income strata in order to ensure that the richer members do not corner the benefits as has been found in many cases.

Ans (i) 

Governments and donors can contribute by:

i) strengthening financial infrastructure in areas with concentration of  microfinance clients.

ii) creating proper regulatory framework for MFIs and other unregulated entities.

iii) creating an enabling an environment for formation of community-based organisations in the form of Self-Help Groups, Joint Liability Groups, activity based groups, etc.

iv) developing proper risk mitigants in the form of insurance and other products.

v) creating capabilities for assessment of impact of microfinance programmes for poverty reduction.

The government should focus on providing infrastructure and other support to reduce the risk of microfinance because this in turn should normally lead to reduced pricing of the product.  For example, Government should, under normal circumstances, get involved in ensuring connectivity, proper market place for sale of produce, supply of irrigation water or development of watershed, as these infrastructure would reduce the risk of micro-credit.  Other infrastructure like schools, health centres, drinking water facility would ensure better utilization of the micro-credit or the returns generated out of investment made with the help of micro-credit.

The donors can contribute to the poverty capabilities of microfinance programmes in many ways by investing in the equity of the MFIs either directly or through some agency depending on the law of the land (some countries may not allow such donor investments) and ensure good governance.  Plough back the share in profits in the company but with a clause that the same can be withdrawn in case the micro-finance institution is not adhering to the basic standards of social objectives for which they were set up.  Donors can support identified areas/models which would increase the accessibility to markets and develop them.  Later these channels for access to markets can act as a channel for credit delivery which could even be in kind.  Donors can also support capacity building.  Donor support can be given for having some infrastructure to be owned by the community as in case of producer groups.  Donor support could even be quite useful for conducting independent study on the sector to know whether the same is growing with the desired social objectives in mind.

Ans (j)
 

Any of the above forms can be taken up by UK as a route to support microfinance.  The measurement of the interventions would depend on the extent of support given.  The broad parameters for measuring the above mentioned forms is given below.

Equity Support: Rate of interest charged by the MFI and the product range available could be the indicator.  Parameters like Yield and Operating Expenses Ratio could be very useful in evaluating as to whether the interest charged is reasonable or not.

Access to Market: The change in the volume of business in a market before and after the intervention could be a good tool for evaluating marketing interventions.  In addition, the income generated by such activity at the household level (pre and post-development) would be another indicator for the purpose.

Capacity Building: Exactly how many of the trained people have taken up productive activity for which they were trained could throw interesting light on the investment made in capacity building.

Support for infrastructure to Producer Groups: Business and income generated by the producer group for which the infrastructure was created would be the natural parameter to evaluate the success of the investment.

Independent Studies: The findings of such studies would be of use to the sector.  However, evaluating benefits of such investments may not be possible.  The microfinance programme could be either rigid or flexible depending on the client profiles.  For sustainability, the programme could start with involvements of banks/NGOs, etc.

(i) group formation

(ii) group banking over mutual problems and finding solutions

(iii) compulsory savings in group mode

(iv) handling of group funds and utilization

(v) group decisions on micro loans with terms/interest rates

(vi) tenure of SHG accounts

(vii) rating by NGO of the SHG

(viii) linkage with banks and stepping up of minor loans

(ix) monthly meetings – deposit & loan repayments

(x) repeat cycles of micro credit.

The support in UK for microfinance programmes should be region specific.  It would be better to support the indigenously evolved models. For example, in India, the SHG Bank Linkage Programme is doing well and  therefore the focus of support should be on how to upscale this further.   The support of UK should be converting minimalist models to holistic models.  For example many of the MFIs in India are focusing only on credit and it has created problems for clients. Creating infrastructure for provision of credit plus services for microfinance clients is an useful intervention.  Designing proper institutions for providing capacity building support to the local institutions for monitoring and evaluating the existing microfinance programme.
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