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Microfinance Development
Strategy for India

Due to the nature of the expansion of banking services in the country and constraints
on banking entities, microfinance and microfinancing institutions have gained immense
relevance today. The microfinance activities of banks have grown to new heights.

Ann, K KHaNDELWAL

It would be mice if the poor were 10 get even hall of the money
that is spent in studving them.
- Bill Vaughn

: I
Microfinance: A Concept

icrofinance today has become one of the most debated
M:md documented but still much conflused buzewords in

banking and policymaking fields. In the most simplistic
way, it can be termed as “banking for the poor™. Suggested by
the name, most transactions under “microfinance” involve small
amouns of money. But the connotation of the term has a much
wider meaning. It is claimed to be a powerful tool, which can
be used effectively 1o address poverty, empower the socially
marginalised poor and steengthen the social fabric, And when
15 directad ar women, the benefits accruing out of the micro-
Fnancing activities are expected 1o multiply manifold. That is
iy it is supposed to be changing lives of people in every part
{ the globe. Today, microfinancing is considered o be o more
baltern way of providing [inancial assistance o our less privi-
ood brothers and sisters,
In India. microfinance has been defined by the Task Force on
icrofinance as “provision of thrift, credit and other financial
rvices and products of very small amouns to the poor in rural,
mi-urban or urban areas forenabling them to raise their income
els and improve living standards. As per the definition of
ermational Labeur Organisation (ILO), micrefinance is an
nomic development approach that involves providing finan-
I services through institutions to low income clients.
The way in which the banking sector has evolved the world
has not been truly inclusive. So, people with no or meagre
wsical collateral get completely marginalised. However, it is
riening to see that of late policymakers across the globe have
ized that it is difficult to sustain the growth momentum unless
marginalised masses ure browght into the mainstream economy.
s has increased the general level of interest in newer and
vative ways of providing financial and banking assistance
marginalised people.
mally insome form orthe other, the concept of “microfinance™
ays existed in almost each and every society. Buot as a more
al and moderm process, the history can be traced back to
wns of the Marshall Plan at the end of second world war
middle of the 20th century or even hack to the mid- 1800s
the writings of abolitionistiegal theorist Lysander Spooner
wrote about the benefits of numerous small loans [(for
reneurial activities) 1o the poor as a way to alleviate
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poverty. In Indonesia, the Indonesian People’s Credit Banks
(BPR) or The Bank Perkreditun Rakyal was set up in 1893, The
BPR becams the Targest microfinance system in Indonesia with
close 1o 9,000 units.

However, in ils most récent incarnation, it can be linked (o
several organisations that were setup in the 19705 and subsequent
decades. Some of the injtatives, which founded the microfinance
revolution of today, can be enlisted as follows:

In 1939, Akhter Hameed Khan as the founder of Pakistan {now
Bangladesh) Academy for Rural Development introduced the
revolutionary idea of micro-credit (microfinance), thershy open-
inzg a new door for millions of destitute and underprivileged
people. His Comilla Cooperative Pilot Project is considered a
model of micro-credit and rural development initiatives in
developing countries,

In 1971, Al Whittaker and David Bussau established Oppor-
tenity Inmernational, which provides opportunities for people in
chronic poverty to transform their lives by creating jobs, stimu-
lating small businesses, and strengthening communities. Small
loans ranging from $ 235 to § 300 helped poor familics lilt
themselves out of poverty with dignity. In 1973, ACCION Inter-
national, started o focus on providing economic opportunitics
(o poor people instead of working on construction/infrastructure
prajects in order 10 create lasting improvements in the lives of
those they were helping. In 1976, Muhammad Yunus Toundecd
the Grameen Bank {GB) to make loans to poor Bangladeshis,
Az of Decernber 2006, it has 6.91 million borrowers, 97 per cent
of whom are women, With 2,319 branches, GB provides services
in 74,462 villages, covering more than 89 per cent of the wtal
villages in Bangladesh,

Inthe 1980s FINCA International started micro-credit facilities
in Bolivia. John Hatch, founder of FINCA, named this as “village
banking”, In India too, the National Bank for Agriculture and
Rural Development (NABARD) finances more than 500 banks
that on-lend funds to self-help groups (SHGs). SHGs comprise
20 or fewer members, of whom the majority are women from
the poorest castes and tribes.

Some of the most recent strategic policy initiatives in the area
of microfinance taken by the povernment and regulatory bodies
in India are as follows: (1) Working Groop on Credit o the Poor
through SHGs, NGOs, MABARD, 1995; (2) The National
Microfinance Taskforce 1999; (3) Working Group on Financial
Flows to the Informal Sector (set up by the PMO), 2002,
{4} Microfinance Development and Equity Fund, NABARD,
2005; (51 Working Group on Financing NBFCs by Banks-RBI.
In addition w the initiatives ken by the central government,
varions state governments like AP, MP, Rajasthan, Bihar and
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Ossa have also developed certain platforms for the microfinance
SETVICES.

Similar programmes are evalving in Africa and south-cast Asia
with the assistance of organisations like Opportunity Inter-
mational, Catholic Relief Services, CARE, APMAS Oxfam and
Foed Foundation.

The concept of microfinance today has become a major
credit disbursement mechanism in many parts of the world,
Today, the term microfinance vefers to loans, savings, insurance,
transfer services and other financial products targeted at low-
mcome clients. Microfinancing generally cover the following
activities:

Micro-crediv: Tt is a small amount of money loaned to a client
by a bank or other institution, Micro-credit can be offered, often
without collateral, to an individual or through group lending,
Micro-savings: These are deposit services that allow one 1o save
small amounts of money for future use. Often without minimum
balance requirements, these savings accounts allow households
to save in order to meet unexpected expenses and plan for fulure
IVESImEnts.

Micro-inswrance: [t is a system by which people, businesses and
ather organisations make a payment to share risk. Access o
insurance enables entrepreneurs 1o concentrate more on deve-
loping their businesses while mitizating other risks affecting
property, health or the ability to work.

Remiitances: These are transfers of funds from people in one
place to people in another, usually across borders to family and

{riends. Compared with other sources of capital that can fluctua
depending on the pelitical or economic climate, remittances an
a relatively steady source of funds,

There are several microfinancing institutions (MFIs), non
government organisations (NGOs), self-help groups (SHGs)
banks and other institutions, which are actively engaged 1o
microfinancing activities with Innovative methods.

]
Relevance of Microfinance to India

Analysing Indian Credit Needs

At present, micro lending to the economically active poor -
both urban and rural - is pegged at around Rs 7,000 crore @
the Indian banks' credit outstanding. A% against this, accordin
to even the most conservative estimates, the total demand fo
credit requirements from this part of Indian society is somewher
around Bs 2,00,000 ¢crore. So, there is a need For a mix of bank
and other intermediaries who can help to meet this demand-suppl
mismatch.

This is a huge gap, which the Indian banking industry alon
can never be able to fill in, Deprived of these banking facilitie:
the rural and semi-urban Indian masses are still relying o
informal financing intermediaries like moneylenders, famil
members, friends, ete, According o one estimate, moneylende
still meet more than 36 per cent of rural people’s credit need

Call for Papers

Asian Political and International Studies Association (APISA)

Third International Congress
On
Asian Conceptions of Justice
(23-25 November, 2007, New Delhi)

Jointly convened by Developing Countries Research centre, (DCRC), University of
Delhi, Jamia Millia Islamia, New Delhi, and Cenire for Policy Research New Delhi.

The four sub-themes of the Congress are Conceptions of Justice in Asia, Social Justice, Transnational Justice & Comrective
Justice.

Panelsthat incorporate key research guestions include: Normative Conceptions of Justice; Asian Concepfions of Justice; Feminist
Conceptions of Justice; Subaltern Perspectives on Justics; Environmental Justics; Transnational Justice; Humanitarian Aid;
International Human Rights Crganizalions; Cosmopaolitanism; Global Civil Society; Just Wars; Distributive Juslice; Resource
Transfers — Taxation; Pensions; Social Security; Social Policy; Labour and Peasant Insurance; Affirmative Action Policies;
Weltare Folicies; Institutions; Governance; and Developmant,

Paper presentars and panel organisers are requested to send the theme of their panel or the title of their paper along with an
abstract (approx 500 words) and a short CV by 1st Juna to the conference secretariat by email and a hard copy. Final papers are
due by 151 September, Limited subsidies for travel, registration and accommodation will be available on a competitive basis.

Contact Address: Prof. Meera Chandhoke (Chair); Mr, Dhiuy Pande {Research Associale), Third APISA Congress Secretariat,
Daveloping Countries Research Centre, Academic Research Centre, Guru Teg Bhadur Marg, University of Delhi, Delhi 110007,
India, Email: dercinfo@gmail.com, dere@deredu.org

Congress Secretarat Website: www.deredu.org, APISA Website: hitp:ffwww.apisanet.com .
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