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Building Sustainable Micro Finance Systems 
                                A Growth  Catalyst for the Poor 
                                                  
   

        1.   Objectives and Approach  
 
1. The Context   
    

Addressing poverty is the most significant challenge in this millennium, clearly   
reflected in the  Millennium Development Goals that  seeks to halve global poverty by one-
half by 2015. The concern also forms a component of other global initiatives like the UN 
Habitat Agenda and campaign for  good governance. Development initiatives to empower 
the poor, in the context of addressing the global challenge of poverty, invariably has a 
credit component. The rationale is that economic empowerment of the poor through 
strengthening the income generating capacity, equips the poor to access all the 
development requirements to get out of the multifaceted dimensions of poverty. Facilitating 
the access to credit is a recognized component of the poverty reduction strategy across 
countries and evaluation studies of interventions to address the poverty concerns have 
brought out the catalytic role of financial intervention to introduce new technology and 
skills that may improve productivity, designs and product mix and meet the emerging 
demand.  
          
 However, while broad components of a micro finance programme are similar across 
countries in the region, the effectiveness of  impact vary considerably, even within a 
country. In this  context,  it is useful to learn from operational practices, about the  
approaches that  are effective, the road blocks to effectiveness, promotional and regulatory 
practices, role of the government, NGOs and the private sector in reaching out the financial 
package, and commitment of the programme initiator. It is equally important to examine 
key technical aspects of saving and credit instruments, such as, computation of repayment 
installment, collateral, saving-linked loans, among others. 
 
2.        LOGOTRI  Research Study 
   

In this context, the idea of a Study on Building Sustainable Micro Finance 
Systems  was proposed by Society for Development Studies (SDS) at the Third General  
Meeting of  the Network of Local Government Training and Research Institutes in Asia 
and the Pacific (LOGOTRI) in Seoul  in  October,  2003. The SDS had highlighted in that 
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forum a contour of one of its  research studies on poverty reduction, micro finance and 
related issues within a medium term framework, which evoked interest among a large 
number of LOGOTRI members. The theme was selected as one of LOGOTRI research 
projects and SDS was selected as the principal/lead research institution for this study. 
Seven LOGOTRI member institutions  came forward to be partners of the Project. These 
were Ateneo School of Government (ASG), Centre for Urban Studies (CUS), Korea 
Research  Institute for Local Administration (KRILA), Local Development Training 
Academy (LDTA), Local Government Academy (LGA), National Institute of Public 
Administration (INTAN), and Urban and Regional Development Institute (URDI). Among 
them, LGA has provided a Case Study of one of the successful programmes in the 
Philippines. Other partners were not able to provide inputs, inspite of several reminders and 
in the case of some funding to undertake the research may have been a possible reason. In 
fact, two of the members explored the possibility of advance funds for undertaking the 
work, which is, unfortunately, not the practice in LOGOTRI funded research programme.   
   

The broad contours of the Project were drawn up by SDS. The analysis presented 
on the basis of the Indian experience holds out broadly in the case of other countries in the 
Asian region, as came out from discussions with Asian participants in SDS training 
programmes during 2005, including from Bangladesh, Philippines, Sri Lanka, Nepal, 
Indonesia, Malaysia, and the Maldives.  
 
3.         Objectives of the Study 
 
 The basic objective of the Study is to share  experiences and contribute to the 
knowledge base of the developing world for addressing one of the major global challenges. 
In particular, the components of the micro finance systems will be brought out, to identify 
the developmental challenges to be encountered in effectively reaching out micro finance 
services to segments of the population, who have been largely outside of the formal 
financial system. In the context of the challenges, an assessment will be made of the 
solutions that were considered and experimented with, before a successful system was 
developed. Specifically, the research study would include: 
 

i. Process of initiating Micro Finance System and profile of key 
promoter/promoter  group      

ii. Key objectives of the Micro Finance System 
iii. Process of community mobilization and institutionalizing process for Micro 

Finance 
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iv. Types of Micro Finance savings and credit instruments 
v. Loan recovery strategies and performance in Micro Finance operations 
vi. Impact of growth of Micro Financing on graduation of  micro enterprises  

into small scale and  medium scale enterprises 
 
4.         Methodology 
 

The principal methodology adopted in undertaking this study is literature survey 
and examination of secondary data. On case study basis,  interactive sessions were held 
with selected Micro Finance Institutions and their clientele, as also with selected experts in 
the field. The case studies included a quick survey of micro finance recipients in Delhi and 
in SDS action projects in rural areas.  The latter brought  out the processes to 
institutionalize the micro financing system within communities. The basic issues of micro 
financing and the range of instruments developed over time and their impact on the 
community to access the services and opportunities through micro financing inputs, are 
examined. The literature search covers  both official documents and reports as well as 
published and unpublished studies.  
 
5. Presentation of the Study 
  
 The Study is presented in six chapters. Chapter 1 presents the objectives, 
methodology  and scope of the study.  An overview of the micro finance system is brought 
out in Chapter 2, largely on basis of experiences in India and an insight into the operational 
features of major micro finance models is presented in Chapter 3,  based on experiences in 
India and to some extent, the case study in the Philippines and the Grameen bank in 
Bangladesh. Three case studies of micro financing operations from India are included in 
Chapter 4   and  one case study of a programme in the Philippines in Chapter 5. Some 
observations on sustainability of a micro finance system are brought out in Chapter 6. 
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2.   Micro Financing System 
   
1. Overview 
 

Two distinct approaches to micro-finance have evolved in the micro finance sector  
during the last two decades of operations in the developing world. It is important to know 
them, as the issues of a sustainable system has to  be examined in that  context. The first is 
the commercial approach that considers micro-finance as down marketing of credit to reach 
the informal sector or the needs of any other clients, whose credit worthiness does not 
match the requirements of the formal banking practices. The emphasis is on 
entrepreneurship and growth. The system works with the poor, but the word is conspicuous 
by its absence in the literature.  The other and more prevalent approach in the southern part 
of the globe, covering basically the poor and marginalized communities, especially women, 
is largely on the pattern of  the Grameen Bank of Bangladesh.  Whatever may be the 
approach, the impact of micro finance seems to have touched the bottom of the 
development  pyramid.   
 

In 2003, the global outreach of micro credit  extended to 80.9 million people, of 
which the poorest  clients accounted for about 68 per cent . The share of India in the global 
micro-credit market  was 13 per cent of all clients and 16 per cent of the poorest  in 2003.  
 

The micro finance movement in India, unleashed around the 1970s, has come a long 
way from being a tool for welfare, to becoming an effective strategy for poverty 
alleviation. The movement has gained significant momentum, with 563 districts (out of 
593) being covered all over India, with around 3,024 NGOs associated with the programme 
and  560 commercial banks providing direct or indirect credit linkages to  Self Help Groups 
(SHG), which has emerged as an important part of the delivery and management system.  
The cumulative disbursement of credit from all these institutions taken together has been 
estimated at Rs. 5,038 crore (US $ 1132 mn ) and the total number of SHGs in India has 
grown to 1,276,035 as on December 30, 2004 (Government of India, The Economic 
Survey, 2004-2005). However, in terms of the share in the credit of the formal sector 
institutions, it is estimated to be less than 0. 15 per cent of the outstanding loans to the 
priority sector and 0.51 per cent of the all commercial banks.   
 

In the context of poverty eradication in the developing countries, micro finance is 
being increasingly used as a mechanism to provide access to credit to the poor and low-
income households whose access to the commercial banks is limited. In India, the poverty 
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situation continues to be dismal, despite the collective efforts made by the government 
policies and the NGOs. Official estimates show that during the beginning of the new 
millennium, 260 million people were living below the poverty line (10th Five Year Plan). 
This is a staggering figure for a country where year after year, resources, schemes and 
funds are mobilized from all quarters, to benefit the lot of the poor. It is in this context of 
the Indian situation, that the concept of micro finance as an alternate financial system is to 
be placed and understood. 
 

The first issue is to understand micro finance as a concept and second, to assess its 
operation with regard to the poverty question in India. 
 
2. Concept of Micro Finance 
 

Let us begin by understanding some of the distinct characteristics of micro finance. 
The term ‘micro finance’ is often confused with the related term ‘micro credit’, so much 
so, that the two are often treated as synonymous and used interchangeably. While there are 
certain similarities between the two terms, there are also certain differences, which require 
to be clarified at the very start to avoid confusion. The term micro credit refers to a small 
size loan, to be repaid within a short period of time, used mostly by low-income households 
and micro entrepreneurs for the purpose of income-generation and enterprise development. 
The mobilization of such credit is restricted to external sources such as banks and 
moneylenders. Micro finance on the other hand, provides a greater menu of options 
whereby the small size loan can be garnered not just from the external sources but also 
through self-mobilization, by way of saving and sale of assets. Also, in case of micro 
credit, due to the definite obligation to repay the loan, a physical collateral may sometimes 
be needed. However, the biggest flexibility in the case of micro finance is the lack of any 
physical collateral, even in case of loan from the bank. The options available with micro 
finance, therefore, are much broader and flexible than the ones available with micro credit. 
 

Table 2.1 brings out the distinct variations between micro credit and micro finance 
with respect to their loan characteristics.  
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Table 2.1: Differences between Micro Credit and Micro  Finance 
 

Characteristics of 
Loan  

Micro Credit Micro Finance 

1. Size of Loan Small Small 
2. Repayment Period Short Short 
3. Sources of  
    Mobilization 

External Both external and internal 

4. Repayment Definite obligation to repay Obligation if source 
external 

5. Collateral May or may not be needed Not needed 
6. Purpose of use Mostly fixed; limited scope 

for deviation 
Flexible; consumption, 
income generation, any 
other 

7. Scope of operation Usually individual loans, 
though group loans might be 
given 

Mostly group loans 
trickling down to 
individuals 

        Source: Society for Development Studies, series of Policy  Research Studies 
 

Micro finance therefore refers to the provision of small loans without collateral 
security, to the poor and low-income households, whose access to the commercial banks is 
limited. The institutions that provide such services are called micro finance institutions 
(MFI).  
 
3. Micro Finance Institutions 

 
a. The Group Approach 
In India, there are a wide variety of institutions ranging from NGOs, cooperative 

banks, state-owned institutions like National Agriculture Bank for Rural Development 
(NABARD) and Small Industries Development Bank (SIDBI), as well as non-banking 
financial corporations (NBFCs), which provide micro finance services to the poor. In the 
Indian context, an organization qualifies to become a MFI only if it provides direct 
financial support to the poor. An NGO that acts as a promoter and mobilizes the poor 
clients to enable them to link with the MFIs, is helping create the necessary micro finance 
infrastructure, but not providing any direct financial support.  Such a NGO is not a MFI. 
However, of late there has been a tendency amongst NGOs to metamorphose themselves 
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into MFIs, with provision for providing more comprehensive interventions. The regulatory 
legal structure for such transformations is yet to take shape. 
 

The most prevalent MFI model in India is of  group  lending,  where loans are first 
given to a homogenous group, called by various names such as self-help groups (SHGs), 
joint liability groups (JLGs), common interest groups (CIGs), solidarity groups, etc. 
Thereafter, a process of further on-lending within the group takes place, whereby the 
money reaches the individual beneficiaries. This kind of a trickle-down approach is what 
gives the MFIs its strength and effectiveness. There is no standard ceiling on the quantum 
of loan provided by the MFIs, but in practice, the usual loan size is in the range of 1 to 4 
times the savings of the group concerned. The rate of interest charged by the MFIs is also 
not the same everywhere, but it is usually between 16% and 24%. The lack of collateral 
security and the group lending mechanism ensuring timely repayments, temper down the 
reasonably high rate of interest. 
 
 As mentioned earlier, micro finance services are mainly for the poor and the 
marginalized, whose access to the formal credit institution is often restricted or limited. 
This brings us to the unavoidable issue of defining   the  poor: Who are the poor in India? 
The poor in India are identified as the population living below the poverty line, which do 
not have the minimum level of expenditure to ensure a minimum daily calorie requirement. 
The expanse of poverty in India can be gauged by the fact that the Income Poverty Index of 
India i.e., the percentage of population living on less than $ 1 per day, for the year 2000 
was 44.2% (UNDP, Human Development Report, 2002). The current annual credit demand 
by the poor in the country is estimated to be between Rs. 15,000 and Rs. 45,000 crore ($ 
3365 and $ 10095 mn.(World Bank, Micro Finance in India- Banyan Tree and Bonsai- 
Review Paper). 
 

In this scenario, it is necessary to know what are the sources of credit available to 
the poor? One can identify three main sources viz., the informal sector, the banks and the 
funds made available through the government schemes and programmes. But the policy 
issue is whether  the money made available through these existing financial systems 
sufficient to cater to the credit needs of the poor.  At this juncture, let us take a closer look 
at the existing credit sources for the poor.   
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b. Credit Sources of the Poor 
The poor have developed their own indigenous sources of credit, some of which 

have preceded the formal  credit sources. More recently, they have been provided some 
access to the formal financial system.  

   
 Informal Sector: India has had a long tradition of MFIs in the shape of the 
informal sector operators, comprising of the moneylenders, pawnbrokers and the 
borrowings from friends and relatives. A quick assessment of the traditional system of 
informal credit would reveal that while their services are of advantage to the poor in many 
respects, their demerits outnumber their merits. For instance, despite the easy availability of 
quick loans due to close physical proximity, the loans given by the moneylenders are 
exploitative as a result of the high rate of interest charged and often rather ruthless recovery 
measures. The borrowing from friends and relatives is also an unreliable source as the 
supply of loans could be irregular and inadequate. Pawn broking can also be 
disadvantageous for the borrower, as the inability to repay the loan amount might take 
away the  right to redeem the pawned article. 
 
 Banks: Banks are the apex financial institutions for all kinds of monetary 
transactions. However, it has been noted that formal commercial banks usually shirk away 
from providing small loans to the poor. This is so, because banks require their borrowers to 
have a stable source of income out of which they can repay the loan through equitable 
monthly installments. But many of the poor and low-income households have fluctuating 
incomes due to the lack of any single stable source. Banks also require a collateral with a 
clear title and guarantors, which most of the poor and low-income households do not have. 
Apart from this, the banks  avoid dealing with small loans due to the risks involving high 
monitoring costs on operations.  There is increasing interest in the banks in recent years 
to reach out small credit to the poor through intermediation of NGOs and SHGs.  
 
 Funds from the Government: With every successive Five Year Plan,  
Government of India comes out with some scheme to specifically target the poor and the 
marginalized in the country. Large amounts of  funds, running into millions of rupees, are 
disbursed for such purposes. The Integrated Rural Development Programme (IRDP) in 
1978-79 and the Jawahar Rozgar Yojna (JRY) initiated in 1989 are two such large 
programmes to ameliorate the situation of poverty in the country. However, the 
performance of these programmes has not been up to the mark. Firstly, the credit made 
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available through them is a one-time support  without any follow-up action. Secondly, most 
of these programmes like IRDP are asset-endowment schemes following an individual  
 
beneficiary approach, which makes monitoring difficult. Also, there was a complete lack of 
social intermediation on the part of the government leading to negligence and eventually 
the failure of these programmes. These, coupled with bureaucratization and corruption,  
made it impossible for the credit to reach the concerned. 
 
 c.  Type of Credit Need of the Poor 
 The above discussion therefore, brings forth the fact that despite the great need for 
credit amongst the poor, the sources available are either inadequate or fraught with 
conditions, which the poor cannot meet. The poor need credit, which is liquid in form, 
without any collateral security, easily available without much paperwork and has a 
flexible repayment schedule. Also, there should be flexibility on the purpose of use to 
which the money is put. An ideal credit facility for the poor, therefore, should meet these  
requirements. 
 
 d. Credit-plus Approach 

Micro finance services come forward with the promise to meet most of these 
requirements and take the credit instrument  a step ahead by adopting the ‘credit-plus’ 
approach. By this is meant, that not only do they provide financial intermediation by 
giving small loans without collateral security and inculcating a saving behaviour amongst 
the poor, but also intervene from the social side for the purpose of basic capacity-building 
of the poor clients. Micro finance, therefore, is a comprehensive strategy that aims to 
integrate credit facilities with an overall financial, managerial and entrepreneurial skill 
development of the poor and the low-income people.  
 
4. Evolution of Micro Finance System  

 
The emergence of micro finance in India is difficult to trace, as there is no well-

defined period when the task of providing small-size credit was initiated. However, it was 
around 1980-81 when Government of India  initiated the   IRDP  with the objective of 
directing subsidized loans to the poor,  targeting  small  loans for the poor was first 
considered. The National Bank for Agriculture and Rural Development (NABARD) was 
then established in 1982 to fulfill the targeted credit requirements of the agricultural sector. 
It was around the same time that the first self-help groups (SHGs) started emerging in the 
country, mostly as a result of the initiatives of non-governmental organizations (NGO). 
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With the growing success of the SHG movement, NABARD formally launched the SHG-
Bank linkage programme and circulated guidelines to banks for financing SHGs under a 
pilot project aimed at financing 500 SHGs across the country through the banking system.  

 
The efforts towards micro financing was geared up when in 1998 the Small 

Industries Development Bank of India (SIDBI) set up the Foundation for Micro Credit,  
with an initial capital of Rs 1000 million.  
 
 Providing micro finance to the poor is not an individual’s task. There are many key 
players involved in the total exercise of micro financing. With the growing identification of 
the relevance of micro finance,  Government of India have also taken some concrete steps 
to support the efforts made by the MFIs. Since the 1990s, state-owned institutions like 
NABARD and SIDBI have acted as micro finance wholesalers providing direct loans to 
SHGs as well as bulk loans to NGOs and MFIs for further on lending. Apart from these 
two apex bodies, separate funds are also disbursed by government-supported programmes 
such as the Rashtriya Mahila Kosh (RMK), exclusively for women. At present, there are 
five  large micro finance wholesalers who provide funds to the retailer NGOs, MFIs and 
Banks to further on lend to the various saving groups that are formed.  
 

Table 2.2  provides a list of the apex micro finance wholesalers in India,  along with 
their  financing activities. These undertake a range of operations, including direct 
financing, refinancing of  direct intermediaries, support to NGOs through provision of 
development grants, providing technical support through capacity building programmes 
and promotion and establishment of SHGs. 
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          Table 2.2: Apex Micro Finance Wholesalers in India 
 

Institution Year  
 

Operations Coverage  
of Poor 

Cumulative 
No. of Groups 

  
Interest  

Repayment 
Schedule 

Purpose of 
Loan 

1.NABARD 1982 1.Direct   
Financing 

2.Refinancing 
3.Support grant 

to NGOs 

390 lakh,  
on  
31 March 
2002 

461,478 
SHGs,   
on 31 March,  
2002 

11% p.a Within 4 
years; on 
quarterly 
basis 

Production/ 
Consumption/
Any other 

2. SIDBI 1990 1.Direct MFI 
Financing 
2.Capacity 
building grant  
3 Grant to NGOs 

10.41 lakh 
on 31 March 
2004 

192 MFIs on   
31 March 2004 

9% p.a Within 4 
years, on  
quarterly 
basis 

Production/ 
Consumption/
Any other 

3. RMK 1993 1.Refinancing 
2.Support for 
NGOs Schemes 
3.Creation of 
SHGs 

4.8 lakh on 
31 March 
2004 

24,030 SHGs  
on 31 Jan 2004 

8% p.a Within 3 
years,  on  
quarterly 
basis 

Production/ 
Housing 

4. RGVN 1990 1.Support for 
NGO Schemes  
2.Creation and 
financing SHGs 

26,693 on  
31 March-
2004 

N.A 10%p.a N.A Production/ 
Consumption/
Housing 

5. FWWB 1982 1.Direct 
financing to 
NGOs, MFIs 
2.Direct 
financing to 
SHGs/Federation 
3.Support grants 
for conducting 
trainings 

N.A N.A N.A N.A Production 
only 

Source: SDS Policy Research 
Notes: NA – Not available 
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3.  Models of Micro Finance Institutions 
 
1. Major MFI Models 

 
    Due to the growing relevance of micro finance and its impact on poverty 

alleviation, a variety of micro finance services are operating in India. At the base, their 
ideology is the same, i.e., to provide quick and easy credit to the poor without any 
collateral in return. However, structurally, there are certain organizational and legal 
differences that separate them. Keeping in mind these differences, one can lay down four 
different models of micro finance services available in India. Broadly they can be 
categorized as below: 

 
• SHG Model 
• Grameen Model 
• Cooperative Model 
• For-Profit Model 

                  
 Let us now take up each of these models individually to find out how they                           

operate, their structure and mechanism of service delivery and their respective merits and 
demerits. 
 
2.        Self-Help Group Model (SHG Model) 
  
           a. Growth Process 

The MFI movement in India, as in several other countries in the asia-pacific region, 
has almost been simultaneous with the SHG type of movement. A Self- Help Group 
popularly known as a SHG, is a platform where the rural poor voluntarily come together to 
not only initiate a saving behaviour process, but also to learn credit transactions. These 
groups, neither too large nor too small, form a cohesive unit where through the process of 
learning, discussing, probing and planning, an effort is made to upgrade their own living 
conditions. The rural poor, due to their lack of access to the formal banking institutions and 
the long delays involved in bank proceedings with their high overhead costs, often lack 
even the meager opportunities of saving that they sometimes have. Moreover, due to 
illiteracy and ignorance they are mostly skeptical to approach a formal bank and end up 
going to a local moneylender instead, who in turn exploit them by charging a very high rate 
of interest.  
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A self-help group is an effort to free the poor from this vicious circle. By initiating a 
cycle of self-saving mechanism within the group, the poor are able to generate their own 
loans against their own savings at reasonable rates of interest. Furthermore, through the 
formation of a SHG, the following capacities are also generated within the group: 
 

• Building of a sense of responsibility amongst the members, by equipping 
them to take care of their own expenditures  

• Generating a feeling of solidarity due to  homogeneity amongst the members  
• Providing them opportunities of capacity building by way of trainings, 

group meetings, discussions, among others  
• Providing them a source of constant psychological support to help them 

concentrate on their regular chores of the day  
 
SHGs are usually homogeneous groups of either men or women. In India, for 

example, the Swashakti Project initiated by Government of India for strengthening the 
process of socio-economic development of women gained momentum in 2003, as a result 
of which 12,000 women-centered SHGs were promoted. The project is still being carried 
ahead due to its remarkable success. SHGs as viable units of saving have helped empower 
women in various ways. The simple and uncomplicated structure of SHGs is what has 
given it its unique strength. In the Philippines, the Bayanihan Paluwagan or Bayanihan 
Banking Programme  (BPP) is similarly a local community focused initiative. 
 

b. Membership 
i. Self-help Group should be neither too large nor too small. To qualify as a 

viable and sustainable unit, it should ideally have minimum 10 and 
maximum 20 members  

ii. The age group of the members should be in the range of 18 to 50 years  
iii. The membership should be restricted to people of the same locality or 

village to facilitate easy communication  
iv. There can be a minimum amount of membership fee, to be fixed by the . 

members themselves. This membership fee can be used for procuring 
papers and covering the administrative  costs  

v. A member can be disqualified from the  membership on the grounds of (a) 
irregular savings, (b) non-repayment of loans,  (c) irregular attendance in 
group meetings                                        
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c. Election of  Group  Leader 
Every group should democratically elect its own leader. The leader organizes the 

group meetings and chairs its proceedings. S/he maintains the group records and helps to 
facilitate the process of banking and other economic and social contacts that the group 
needs to have. The leader also collects the savings from the group members and acts as a 
spokesperson on the group’s behalf when required. It is also the leader’s responsibility to 
see that all the records are maintained up-to-date and there are no defaulters in loan 
repayment. 
 

d. Group Meetings 
A very regular and necessary activity of the SHGs is the group meetings, where all 

the major decisions regarding the group’s saving and lending transactions are taken. It is a 
mandatory requirement for  the members to be present. The members can decide the date 
and venue of the meetings on a regular basis. The savings of the individual members are 
also collected in these meetings. These meetings also act as a forum for discussion, where 
the members not only learn about the banking proceedings but are also provided a space to 
discuss their problems. The NGOs that act as facilitators of SHGs, utilize this platform to 
train and educate the members  on basic monetary transactions. 
 

e. SHG Saving and Lending Mechanism  
STEP 1: A newly formed SHG initiates a weekly/monthly saving cycle to be 

recorded in a ‘Regular Saving Record’. The members can themselves decide a uniform sum 
of money to be saved by the members (say, in the case of India,  Rs.5/week or 
Rs.20/month). It is advisable for a new SHG to fix a regular amount of saving to avoid 
unnecessary complications and generate a sense of equality amongst its members. The 
members should continue this trend till the time the group attains maturity and learns to 
appreciate the saving behaviour. Ideally,  the savings should be collected during the group 
meetings and the amount immediately recorded. 
 

STEP 2: The savings of the group are then deposited in a nearby bank where a 
Saving Bank Account is opened in the name of the SHG. The bank agrees to open this 
account after obtaining a resolution from the SHG signed by all the members, an 
authorization by at least three members and a copy of the rules and regulations of the SHG. 
After fulfilling the above proceedings a Saving Bank account passbook may be issued to 
the group. 
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STEP 3: After saving for a minimum of 2 to 3 months, the common saving fund is 
used by the SHG for lending to its own members (internal lending). In the case of India, the 
Central bank (the  Reserve Bank of India, RBI) and the specialized bank for sector 
programmes (for example, National Bank for Agriculture and Rural Development,   
NABARD) have permitted the members to decide on the purpose, terms and conditions for 
lending to its members. The group, through discussions, may decide these aspects as well 
as the rate of interest and other operational issues, during its meetings. 
 

STEP 4: After generating a system of internal lending for some time, the SHGs 
learn to properly manage, utilize and repay their loans. This helps them at a later stage to 
borrow from the bank. When a SHG approaches a bank for external lending, the bank 
assess the performance of the SHGs on the basis of certain parameters such as group size, 
regularity of meetings, saving collection within group, purpose of loans, loan recoveries, 
etc..  Having judged the viability of the group, the bank issues a loan amount in the name of 
the group. The quantum of the loan is usually to the tune of 1 to 4 times of its savings. 
 

STEP 5: The money loaned out to the SHG is then further loaned out to the 
individual members of the group. The group decides on the members to get the loan, 
through a  collective process. The candidature of the loan aspirant is  decided upon by the 
group, depending on the need and purpose of spending. The rate of interest charged by the 
group to its members is left to the group. This interest is then deposited in the SB a/c of the 
SHG as a part of the group fund. The money granted as loan to the SHG can be used for a 
variety of purposes according to the needs of the members. The purposes can vary from 
buying of assets for income generating activities to emergency needs like illness in the 
family, marriage, etc. 
 

STEP 6: Having utilized the loan amount, the group is collectively responsible for 
its repayment. However, in this context the bank rests assured as peer pressure is exerted on 
the borrowing members for repayment. In fact, it is due to this factor that the banks have  a 
much better repayment record from the SHGs than from individuals. 
 

The SHG Model of micro finance is the most popular in India. Their number has 
grown to a staggering 1,276,035, as on December 30, 2004. State-owned institutions like 
NABARD and SIDBI have also been acting as micro finance wholesalers to provide credit 
to the SHGs. Broadly speaking, three different models of SHG-credit linkages have been 
functional in the Indian context. 
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Figure 3.1: Flow Chart  of Saving Pattern of SHGs 
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f. Operational Models 
Model 1: In the first model, banks directly create the SHGs and then finance them. 

However, due to the magnanimity of the task of creating SHGs, this model has not taken 
off very well. 
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stage, link them to the banks. This is the most popular model of SHG-credit linkage in 
India. About 75% of NABARD’s micro finance till March 2002 used this model of linkage. 
 

     CREATE                               LINK THEM TO 
  
 
            Model  3: In the third model of SHG-credit linkage, the NGOs come to play a more 
proactive role. Not only do they create the SHGs but also take up the added responsibility 
of providing the finances. Here the banks provide bulk loans to the NGOs for further on 
lending to the SHGs. 
 
                                                BULK LOAN                              ON LENDS 
 
 
            Model  4: Apart from the above models, a fourth model of credit linkage is also 
becoming increasingly popular. In this model, there is a three-tier system whereby units of 
SHGs first come together to form a cluster. Later these clusters from different 
villages/clusters  group together to form an apex level body called the ‘federation’. These 
federations are then directly linked to the MFIs and the banks. However, this model can be 
adopted effectively only at a mature level, after the SHGs have become stable and are 
ready for network formation. Once the network is created, the federation can be directly 
financed and the credit can be made to trickle down to the lower levels. 
 
                    Figure 3.2: Federation based Micro Finance Network 
 
 
 
  
 
 
 
 
 
 
 
 
 
  

  NGO   SHG   BANK 

FEDERATION 

CLUSTER CLUSTER CLUSTER 

  SHG   SHG  SHG  SHG   SHG  SHG

BANK/MFI 

  BANK   NGO    SHG 



                      Building Sustainable Micro Finance System: A Growth Catalyst for the Poor 
                                                              LOGOTRI  Research Study 

Society for  Development Studies                              February 2006 20

 g. Ownership, Management and Regulations  
Despite its staggering growth, micro finance still continues to be a relatively new 

concept.  In this scenario, the lack of a proper legal and regulatory framework can be the 
biggest hiccup for its future growth. As we just saw in the SHG model of credit linkages, 
the primary role of intermediation is played by the self-help promoting institutions i.e., 
mostly the NGOs. An NGO’s role as a facilitator, therefore, cannot be ignored in this 
context. They prepare the much-needed ground, over which the structure of micro finance 
can be then raised. Very often, these very NGOs adopt the role of a micro finance 
intermediary. What then are the legal guidelines that these NGOs follow? Can they 
mobilize savings and provide direct credit? Do they necessarily need to transform their 
legal status to operate as a MFI? Keeping these questions in mind, let us consider the 
regulatory environment within which these not-for- profit MFIs operate. 
 
Legal Form: The NGO-MFI or more popularly known as the not-for-profit MFIs are 
registered either under  some statutory legislation in the country. In the case of India, these 
are the  Societies Registration Act 1860, Indian Trusts Act 1920, and section 25 of the  
Indian Companies Act 1956. 
 
Ownership: There are no owners in the case of NGOs that are registered under the 
Societies and Trusts Act. There are owners with a limited liability in the case of those 
NGOs registered under the section 25 of the Indian Companies Act. 
 
Governance: For organizational sustainability, it is pertinent for a MFI to be well 
governed with a proper line and staff. However, in case of NGOs, due to the lack of 
definite owners, governance often becomes a problem especially, where it is playing the 
twin roles of social and financial intermediation. It is only in the case of section 25  
companies that there is an elected Board of Directors, making it relatively more 
accountable. 
 
Regulatory Provisions (based on Indian experiences) 

i. The Reserve Bank of India has not prescribed any entry-level risk capital 
requirement, capital adequacy norms or prudential norms for income 
recognition or asset classification for the not-for- profit MFIs. 

ii. NGO-MFIs are also not allowed to mobilize deposits from the clients. 
iii. There are no clear guidelines by the RBI on the rate of interest on loans but 

the state-level money lending acts prescribe caps from 9-14%. 
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Figure 3.3: Regulatory Framework of Not-for-Profit MFI 
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Demerits 

i. Despite its many advantages, SHG formation along with the capacity 
building of all the members of the group is a time consuming process 
requiring adequate skill and resources. The total time taken by a group to 
attain maturity can sometimes be very long. 

ii. Today there is a growing number of SHGs in India. However, the regulatory 
environment with regard to the basic norms of credit dispensation, minimum 
capital requirement to set up a micro finance system etc. are yet not 
adequately developed. There is a need for the government to properly 
support as well as regulate these institutions to make it a more viable 
enterprise. 

 
Having understood the SHG model of micro financing, let us now turn our attention 

towards a few practical experiences that have used this model of financial intermediation. 
The analysis of the SHG model in this Chapter is  restricted to India  and a case study of a 
community based model operational in the Philippines is presented in Chapter 4.  
 

i.  PRADAN 
 PRADAN founded in 1982, is a not-for-profit, non-governmental organization, 

committed to working with the “disadvantaged communities to foster change.”  Its main 
work centres on facilitating livelihood promotion strategies by promoting SHGs of poor 
women. For this purpose, they undertake the capacity building of SHGs whom they 
consider the building block for livelihood promotion. Furthermore, the PRADAN approach 
considers bank linkage the main source of credit for livelihoods and therefore gives credit 
great emphasis on creating networks. However, PRADAN considers networking important 
only at the level of social intermediation. According to them, direct financing of 
Federations should not be encouraged till the time the SHG-Bank linkages become strong. 
They, therefore work towards making the SHGs strong through capacity building and then 
linking them to the banks. 
 

j. MYRADA    
MYRADA, another NGO, from the southern part of India, registered under the 

Societies Act, is actively involved in working with the poor. MYRADA works through the 
formation of Self-Help Affinity Groups (SAGs) of rural poor, which are  further linked, to 
the banks. For its SAG-Bank linkage projects in South India and the northeastern states of 
Manipur, Assam and Meghalaya, NABARD had supported MYRADA with a grant of Rs. 
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1 million in 1987. With an increase in the intensity of its activities in the rural areas, 
MYRADA decided to promote a Non -Banking Financial Corporation (NBFC) called 
Sanghamithra, which can finance the SHGs formed by them. Sanghamithra was 
operationalised in 2000 as a not-for-profit MFI and works in close partnership with 
NABARD and SIDBI. 
 
3.  Grameen Model 
 
 a. Organisational Structure in Bangladesh 

The Grameen model of micro financing in India is a replication of the Grameen 
Bank (GB) of Bangladesh. The Grameen Bank of Bangladesh, a brainchild of Prof. Yunus, 
came about through an experiment initiated in 1976 in a village called Jobra in Bangladesh. 
The experiment was conducted to make credit easily available to the poor by overcoming 
the regular loan procurement problems such as high transaction costs, lack of knowledge 
due to illiteracy, among others.  The main objectives of the GB  are to provide credit to the 
bottom poor without any collateral, create new opportunities for self-employment and 
empower them through mutual support and self-sustained socio-economic development.  
 

The unique feature of the GB  is its capable organization and management system. 
GB  has a decentralised organizational structure, as presented in Figure 3.4. The borrowers 
are first organized into small homogeneous groups of 5, headed by a chairman/chairwoman 
and a secretary elected for a year, from within the group. At the next level, upto 8 such 
groups i.e., 40 members, join together to form a center. The center conducts regular 
weekly meetings. A GB  worker attends these meetings and collects the weekly 
installments. Strict discipline is the essence of these meetings. All the centres together 
within a stipulated area fall under a branch of the GB. . Till date, there are approximately  
                        Figure 3.4: Organisational Structure of Grameen Bank 
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1,195 such branches. Above the branch, lies the Area office that supervises around 10 
branch offices. The area manager controls and reviews the bank accounts and statistics and 
forwards them to the next higher level, the Zonal office. The zonal managers meet twice a 
year to discuss problems and share experiences. At the highest level lies the Head office 
situated in Dhaka. The Head office gets monthly financial statements from all the branches 
and supervises the accounting. 
  

b.  Operational Characteristics 
The pattern of loan disbursement is either on  individual basis or collectively to the 

center. An individual can get upto 5000 taka,  while a collective loan can reach upto 
500,000 taka. The loans should normally be repaid within one year in the shape of 50 
weekly installments. The interest should be paid within the two weeks following the last 
installment. The current interest rate of GB   is 20%. Apart from providing easy loans, the 
GB  also encourages saving behaviour among the poor and tries to secure them against 
unforeseen situations such as failure of repayment, natural calamities, death etc. For this 
purpose, each group must start a Group Fund where every member saves one taka every 
week. Another fund called the Emergency Fund has also been created as an insurance 
against death. Each member is obliged to pay a sum of 25% of the interest charged on the 
loan. If a member dies, his family can get financial help from this fund to repay the loan. 

 
             Figure 3.5: Grameen Operational System 
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Due to the huge success of the GB  operations, many developing countries across 

the globe have tried to emulate this structure and use it as a model for poverty alleviation. 
A US-based organization called the Grameen Foundation, has in fact, initiated a project 
called the Grameen Bank Replication Program in 1999 to help spread the concept of micro 
financing through the Grameen methodology. With the rooting of micro finance activities, 
India too has tried to incorporate the Grameen style of providing credit to the poor. Let us 
take a look at some examples that operate according to this model. 
 

c. Grameen type Indian Models  
i. CASHPOR 

 CASHPOR Inc. is a network of GB  replications and adaptations in Asia, formed in 
September 1991. It  helps promote the international replication of the GB  in the Asian 
region outside of Bangladesh. From 6 programmes in 4 countries, it has grown to 22 
programmes in 8 countries, reaching out to more than 250,000 poor women and their 
households. In India, CASHPOR has recently undertaken an experimental replication and 
adaptation of the GB  under the name Cashpor Financial and Technical Services Pvt. Ltd., 
in Mirzapur District in eastern Uttar Pradesh. Cashpor’s methodology of replication has 
identified the fact that blind emulation of a certain successful model might not be an 
effective strategy for poverty alleviation. There is a need to first, assess the local context, 
with its people, infrastructure, the intensity of poverty etc. to clearly gauge the 
requirements of the program. Thereafter, the essential features of the GB  can be applied 
with slight context-specific modifications wherever needed. 
 
 Keeping in mind the generic GB   structure, Cashpor initiated the ‘Poultry 
Production and Health Program’ in Mirzapur district of eastern Uttar Pradesh . For this 
purpose, the ‘essential Grameen’ i.e., a set of interrelated practices necessary for a 
Grameen Bank Replication (GBR), was kept intact. Following are identified as the 3 
essentials of GBR: 

 
i. Exclusive focus on the poor, with priority for the poorest women 

ii. Provision of financial services (small loans and savings facilities) in a way 
especially designed to facilitate their successful participation and timely 
repayment of the loans 

iii. Quickest possible attainment of institutional financial self-sufficiency that is 
consistent with the over-riding goal of poverty reduction  
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 The art of replication lies in the process of implementing the essentials in a different 
context. In the case of CFTS India, the ‘essential Grameen’ was implemented in the 
following manner: 

 
i. To target the poorest of the poor,  it is pertinent to identify certain indicators 

that can give adequate information on their conditions of living. GB   uses 
land ownership and household assets as the criteria for identifying the poor. 
However, CFTS has used a combination of House Index and caste as the 
functional equivalents of GB’s land and asset criteria. Caste is an easily 
observable characteristic in rural India and it was found that the very poor 
were mostly the  scheduled caste or the scheduled tribe. 

ii. For scaling-up outreach, CFTS has introduced a fast-track approach 
whereby the number of clients and branches needed to break-even is 
simulated through Microfin, a financial modeling software developed by 
CGAP, based on tested assumptions concerning group formation rates, loan 
size, portfolio quality, operating costs ratio and the charging of an 
appropriate interest rate. Using this software, the number of branches 
required and fully staffed in order to maximize group formation can be pre-
determined. This way the productivity of the field staff will also go up and 
the lengthy process of group formation involving training, Group 
Recognition Test and other activities . will go down. It has been assumed 
that CFTS will be able to reach 20,000 active loan clients and institutional 
financial break-even within 5 years, using the fast-track approach. 

iii. Even in the case of its loan products, CFTS has introduced certain 
innovations. CFTS started with only one loan product called the Initial 
General Loan (IGL) with a term of 50 weeks. However, this loan size was 
considered to be too small and so after discussions it was decided to launch 
2 new loan products for the first loan cycle. One, a saving-based loan that 
can be taken after 6 months as a multiple of the average weekly voluntary 
savings. And the other, a balance-based loan for those who did not borrow 
the full amount of IGL. Both these additional loans have a term of 50 weeks 
and require perfect repayment for the first 6 months. 

 
ii.  ASA’s: 

 Activists for Social Alternatives or ASA, an NGO established in 1986 in the 
District of Tiruchirapalli, Tamil Nadu, transformed into a micro finance institution in 1993, 
with a focus on building viable solidarity groups for savings and credit. Later in 1995, they 
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adopted the Grameen method of micro financing. The generic structure of the Grameen has 
been kept intact in ASA,  with the basic unit of 5-member groups, the weekly center 
meetings and the collection of weekly installments. Ever since its transition, ASA has 
grown at an increasing rate, serving 68,187 female clients through 27 branches, as of 
March 2004. 
 
 ASA provides credit through its Grameen Vidiyal Micro Credit Programme, to 
the poorest women among the rural poor. For this purpose, it proceeds in a systematic 
manner by first conducting a survey of the area where a new branch is to be launched. Next 
comes the issue concerning the target population. In tune with the GB  norms, ASA too 
believes in targeting the poorest of the poor. To achieve the maximum success in targeting 
the most needy, ASA has developed a set of context-specific qualitative and quantitative 
criteria. These include Participatory Rural Appraisal (PRA) with the wealth ranking 
technique, 16-point Housing Index, land holdings of less than 0.5 acres of wetland or 1.5 
acres of dry land and a maximum daily income of Rs.50. All these indicators are 
collectively utilized to properly separate the poorest from the moderately poor and the non-
poor. 
 
 Having identified the target group, the field staff of ASA conducts a Continuous 
Group Training (CGT) to create a culture of credit discipline and inculcate a minimum 
understanding of the credit program among the members. The training involves short 
formal sessions over a minimum of 5 continuous days. Next comes the most important 
stage of group formation. A group consists of 5 self-chosen members from the same 
village but not from the same household. The group elects its own leader and later 4 groups 
federate to form a center, headed by one center leader. At the end of this process, after the 
formation of groups, the Branch Manager of ASA branch office conducts a Group 
Recognition Test (GRT), whereby it is ensured that the members have internalized the 
principles and procedures of the programme. Thereafter, each recognized member is issued 
a member’s passbook and he becomes a member of the Grama Vidiyal (GV). 
 
 The financial products of ASA have also been designed keeping in mind the local 
situation. It was felt that to truly empower the poor and make them self-dependent, it is 
necessary to inculcate a regular saving habit in them. Simply providing them loans for 
income generating activities is not a comprehensive strategy for poverty alleviation. 
Therefore, equal stress has been given to saving as well as the loan products. Each Grama 
Vidiyal member is, therefore, required to open a saving account and deposit Rs.10 every 
week for up to 3 months. Groups become eligible to receive loans only after 3 months of 
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regular compulsory savings. Even the loan products designed by ASA are of 3 different 
types depending upon the purpose of the member. There are loans for income generation, 
agriculture and essential loans for health and education. The first loan size is up to 
approximately Rs.3000 for all types of loan to be repayable in weekly installments. The 
rate of interest charged by ASA is a flat 24% p.a. Furthermore, ASA also provides cover to 
its members in the form of insurance for death, accidents and the protection of livestock. 
There are separate schemes in this regard. 
 
 ASA’s structure represents a successful replication of the Grameen model along 
with the right kind of innovations introduced to suit the local conditions. It has in it the 
feature of compulsory savings just like the SHG model, which has been incorporated to 
make the structure more effective. Yet another innovation introduced by ASA is the 
federative micro finance model, designed to suit the Indian context.  
 
 d.   Ownership, Management and Regulations   

Despite the usefulness and impact of the Grameen model, its spread has not taken 
off substantially well in India. Its replication, although successful, is rare. Efforts are now 
being made to gear up the spread of this model of micro financing due to its comprehensive 
impact. A conducive regulatory environment is a pre-requisite for the proper spread of any 
system of micro financing. In this context, the legal conditions available to the Grameen 
model are very similar to the ones available to the SHG-model. 
 
Legal Form: Most of the institutions following the Grameen style of micro financing are 
either registered as a Trust or under the section 25 Companies  Act. Few are also registered 
as Non Banking Financial Companies and follow the RBI Act, and 1934 NBFC rules. 
 
Ownership: There are shareholding members in the case of a Company. However, in the 
case of Trusts, the ownership rests with the Trustees. 
 
Governance: The governance of the institution depends largely on the ownership. In the 
case of Trusts, it is the trustees who are responsible. Companies, on the other hand, have an 
elected Board of Directors, due to which accountability increases. 
 
Regulations  

i. The RBI has not prescribed any capital adequacy norms, entry  level risk 
capital and prudential norms for the trustees. However, in the case of NBFC, 
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a minimum risk capital of Rs. 2.5 crore has been prescribed, along with 
detailed prudential norms for income recognition and asset classification. 

ii. Trusts are not allowed to mobilize any deposits, while a NBFC can be 
allowed only if it is an A-rated company according to the standard criteria 
for rating. Also, they can mobilize only time deposits with minimum one-
year maturity. 

iii. The interest rate to be charged by the NBFCs has been deregulated by the 
RBI. 

 
     Figure 3.6: Regulatory Norms of Grameen Style of Micro Financing  
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Merits 
i. Unlike the self-help groups, the 5-member groups of the grameen 

strategy are credit units. Saving for the Group Fund is a corollary 
activity. Loans can therefore, be accessed without any previous saving. 
This provides the groups  considerable amount of freedom at the time of 
accessing loans. 

ii. The decentralized structure of the grameen makes monitoring easy. A 
proper evaluation can be devised at each level to keep a close check on 
the flow of funds. 

iii. The repayment of the loans on a timely basis is ensured by the 
mechanism of peer pressure entrusted in a group. Also the rule of 
rejecting loans in case of defaults in repayment, leads to timely 
repayments and minimum defaults. 

 
Demerits 
i. The dependence on external capital for further on lending is huge in case 

of the Grameen way of micro financing. Achieving the break-even 
position  for financial sustainability can sometimes take very long 
period. 

ii. The decentralized structure of the Grameen micro financing, makes it a 
very comfortable option for dispensing credit. However, its replication 
in another context should be carefully designed keeping the local 
conditions in mind. A blind emulation of the model can lead to more 
problems than to solutions. 

 
4.  Cooperative Model 

 
a.  The Concept 
The very term ‘cooperative’ suggests the coming together of individuals who 

exhibit a sense of cooperation towards fulfilling a common goal. A Cooperative or a 
Cooperative Society, therefore, is nothing but an association of persons united voluntarily 
to meet their common economic, social and cultural needs through jointly owned and 
democratically controlled enterprise. India has had a long history of  cooperatives. This 
history owes its origin to the rural face of India, comprising the villages with its culture of 
fraternity and togetherness. Villagers have a uniquely developed sense of community 
action, owing to a long tradition of working collectively in occupations related to 
agriculture and its allied sectors. The mechanism of pooling in the meager resources for 
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solving the common problems related to credit, supplies of inputs and marketing of 
agricultural produce appeared to be an attractive proposition for the rural poor. This 
potential was, therefore, harnessed and given a structure with the enactment of the 
Cooperative Credit Societies Act, 1904. After independence, cooperatives assumed greater 
significance for the role that it could play in the process of poverty reduction. 

 
At present, a wide range of cooperatives is operating in India. Some of them are 

occupation-based such as the Dairy Cooperatives and  Fisherman Cooperatives,   while 
many others are money-based and are commonly known as credit cooperatives. 
Cooperative-based micro finance has proved to be a successful endeavor, as it demands 
maximum participation from the stakeholders, majority of whom belong to the poor and 
low-income household. An exemplary cooperative effort, unleashed in the form of a 
movement is the one set by the SEWA Urban Cooperative Bank. To clearly grasp the 
mechanism of cooperative micro financing,  it will be noteworthy to look at the structure of 
the SEWA Bank. 

 
b.  SEWA 
  The Self Employed Workers  Association or SEWA originated as a registered 

Trade Union in Gujarat, with the objective of strengthening its members bargaining power 
to improve income, employment and access to social security. What began as a small effort 
to provide a forum to the unorganized labor, has today grown into a huge movement with 
an All-India membership of 2,50,000 urban as well as rural informal workers. SEWA’s 
activities have grown over the years to cover not just labor-related issues but also certain 
specific matters concerning the overall progress of the unorganized sector. Lack of access 
to credit is one of the biggest hindrances on the road to self-sufficiency, especially for the 
poor and the marginalized. SEWA members having successfully identified this lacuna, 
decided to establish their own financial body. The numerical strength of the members was 
what motivated them to move ahead and in 1974, 4000 women contributed share capital of 
Rs.10/- each to establish the Mahila SEWA Cooperative Bank. This bank is registered as a 
cooperative under the State Cooperative Act in Gujarat and also as an Urban Cooperative 
Bank with the RBI. 
 

The unique quality of the SEWA Cooperative bank lies in the fact that it is member-
based. Its membership rests with the large number of women self-employers, who are 
rightly the owners of this bank. These women are predominantly engaged in activities such 
as hawking, providing small services as laborers or involved in home-based micro 
enterprises like bidi-making, papad-rolling, etc. 
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SEWA Bank’s credit fund was initially made up of depositor’s own savings. Later, 

due to the growing demand for credit and other services, additional funds were mobilized 
from HUDCO and HDFC, two housing finance companies. The members own funds are 
mobilized through innovative techniques such as ‘doorstep banking’, keeping in mind the 
client’s convenience and suitability of time. The concept of doorstep banking was a 
pioneering endeavor initiated by the SEWA Bank in 1978. According to this method, 
mobile vans travel to areas of high customer concentration, to facilitate cash collection. 
Another addition to the process of increasing the Bank’s outreach service is through its 
team of ‘Hand holders’ or ‘Banksaathis’. This is a team of fieldworkers, each responsible 
for a stipulated number of clients to not just facilitate saving collection, but also provide 
additional counseling related to business expansion, investment, insurance and other such 
services. The overall approach of SEWA Bank has been to promote a client-friendly and 
informal way of banking.  

 
SEWA Bank’s credit schemes focus solely on encouraging income-generating 

activities for the poor women. Accordingly, loan is extended for a variety of purposes such 
as for working capital, for buying tools of trade and for capital investments like a house, 
store or workspace. The loans are provided  at the market rate of interest with a flexible 
repayment period of 3 years. A loan applicant comes to the bank with a reference person 
already known to the bank. The bank processes the application by first scrutinizing and 
reviewing the client’s income-generating ability, financial status, soundness of working 
condition and the ability to repay. The information is discussed in a loan committee, which 
submits its recommendation to the Board. The entire process of loan approval normally 
takes a week’s time. Another speedy option is also made available for emergency purposes, 
where the person can offer a piece of jewellery as security or a mortgage. Once the loan has 
been approved, the borrower is required to buy 5% of the loan amount in bank shares. Also 
she is required to open a savings account if she does not already have one. 

 
Due to an encouraging response, SEWA Bank has now graduated from 4,000 

women in 1974 to a total of 29,595 members in 2002-03. Its cumulative loan advances 
crossed the Rs. 100 million mark in the year 2002. It has also expanded its activities and 
made it more comprehensive by launching many innovative loans and saving products. 
Along with working capital loans for income-generating activities, SEWA also provides 
specific housing, education and consumption loans. It has also designed certain innovative 
saving schemes such as school-based savings, old age savings, savings for special events 
etc., keeping in mind the specific needs of its clients. The security of its members and 
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clients is also now an additional component in SEWA’s overall product profile. It provides 
insurance cover for pension, disability, life, house as well as health. 

 
c.  CDF 

 Cooperative Development Fund or CDF based in Hyderabad is a unique experiment 
in cooperative micro financing. Tapping the saving potential of the local people, this model 
emphasizes thrift more than credit operations entirely self-financed, requiring no resources 
from outside. At present, more than 100 such Thrift Cooperatives, organized into 8 
associations and with nearly 32,000 rural women as members, are actively operating in the 
Karimnagar and Warangal districts of Andhra Pradesh. The concept of Thrift Cooperative 
is very similar to that of Self-help Groups. The only difference being that due to a larger 
membership, the amount of savings is high enough to provide the group self-sufficiency. 
Also, the cooperative ideology lays direct control and responsibility in the hands of the 
members themselves. The members are, therefore, free to set the byelaws of the 
cooperative and elect the board members. 
 
     The structure of the thrift cooperative can be broken down into a three-tier system. 
At the bottom is the Joint Liability Group (JLG), which is a voluntarily organized 5 to 50-
member group of either men or women. At the next level comes the Thrift Cooperatives, 
which are an amalgamation of around 50 to 60 JLGs, giving rise to around 300-1000 
members. Regular monthly meetings are held in which the members collect the savings, 
disburse the loans and discuss other matters of importance. Also the members elect a 12-
member Board of Director for a 3-year term for better management and auditing. The 
Board members in turn elect a President from among themselves for a term of one year. At 
the highest level lies the Association of Thrift Cooperatives (ATC). This is a representative 
body consisting not individuals but thrift cooperatives as its members. This body regularly 
reviews the performance of the other cooperatives and provides a platform to share 
experiences and develop strategies to overcome obstacles. 

 

        Figure 3.7: Pyramidcal  Structure of CDF 
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Along with its three-tiered organizational structure, CDF has also designed specific 

saving and loan products, keeping in mind the requirements of its members. Apart from the 
compulsory thrift the members can separately have fixed deposits, recurring deposits as 
well as saving accounts. The members can avail three times the amount of compulsory 
thrift as loan. The interest on loan varies as per the financial size of the Thrift Cooperative 
(TC)  and is charged on decreasing balances. If the loan amount is from the compulsory 
thrift, then the rate of interest stands at 18% per annum in TC with less than Rs. 5 lakh 
saving. For TC with more than Rs. 5 lakh and less than Rs. 10 lakh savings and for TC with 
more than Rs. 10 lakh savings, the rate of interest is 15% and 12%,  respectively. 
 
  Another unique feature of the CDF structure is with respect to its regulatory 
framework. CDF Andhra Pradesh is registered under the Mutually Aided Cooperative 
Society  Act (MACs), 1995. This act was promulgated with a view of providing greater 
flexibility and autonomy to the cooperatives in their operations. As a result of this, 
cooperatives under the CDF have the flexibility to frame their own byelaws. They also 
enjoy flexibility in mobilization and utilization of funds and members alone are allowed to 
contribute share capital. The rule-making power of the government has also been 
abolished, making the structure autonomous and free from any outside interference. 
 
 The overall regulatory environment for cooperatives is relatively more flexible than 
the institutions under SHG and the Grameen types. With the success of the MACS Act in 
Andhra Pradesh, there is a move towards promulgating similar Acts in other states to 
provide greater flexibility to the cooperative structure. So far cooperatives have been 
registered either under the State cooperatives Act or under the MACs  Act, 1995 in Andhra 
Pradesh. 
 

d.  Regulatory Provisions 
i. The RBI has prescribed an entry-level risk capital of Rs. 5 million for Urban 

Cooperatives Banks. However, no similar prescription is available for 
cooperatives under the MACs Act. 

ii. Cooperatives are allowed to mobilize savings of all types from their 
shareholding members. 

iii. The interest rate to be charged on loans has been deregulated by the RBI. 
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 Figure 3.8: Regulatory  Structure of Cooperative Model 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

e.  Assessment of the Cooperative Model  
Merits 
i. At the very root of the idea of cooperative lies the notion of solidarity. The 

psycho-social implication of cooperation not only provides sustainability to 
the group, but also at the same time fulfills its credit requirements. 

ii. The legal environment in India with respect to the cooperatives is very 
comfortable. The Mutually Aided Cooperative Society Act has contributed 
more towards the existing system, providing greater flexibility to the 
operative mechanism of cooperatives. 

iii. Cooperatives are self sustaining entities who do not have to depend on 
outside funds as they have an internally built risk-bearing mechanism, at the 
time of loses. 

 
Demerit 

i. The regulatory norms surrounding the cooperatives are highly stringent. The 
State Cooperative Act is fraught with conditions that leave room for 
bureaucratic interventions. Now with the success of the MACS Act in 
Andhra Pradesh, a higher degree of flexibility is being provided to the 
cooperatives. This act, however is restricted to just one state and there is an 
urgent need to follow it up at other places. 
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5. Profit Models 
  

a.  Concept 
The success of and the demand for micro finance, has led to the entry of many 

profit-oriented institutions into this sector. These institutions, mostly registered as Non-
Banking Financial Companies (NBFC), are highly professional in their approach, when 
handling the finances of their clients. Registered under the Companies act, 1956 and guided 
by the RBI rules, these micro finance institutions are able to operate with a considerable 
degree of flexibility. They are most apt to undertake micro financing owing to their flexible 
yet regulated legal status. A recent trend reflects the fact that many former NGOs and 
cooperatives have either transformed their status into a NBFC or have tried to set up an 
associate financial body registered as a NBFC, to facilitate the micro finance activity along 
with social intermediation. 
 
      Here it should be mentioned, that following a profit-oriented approach does not 
mean that NBFCs are unfit to undertake the welfare task of serving the credit needs of the 
poor. Profit making is different from profiteering. The profit raised through micro 
financing is not used for personal use, but is fuelled to further the institution’s activities. 
The money over and above the requirements of the company can then be distributed 
amongst the shareholders. Also, a for-profit approach brings with it professionalism and 
accountability, as the stakeholders own money is involved in it. To properly understand the 
for-profit model, let us study the structure and operational mechanism of BASICS India 
limited, Hyderabad, a registered micro finance company that has made huge strides in the 
field of financing the poor. 
 

b.  BASIX  
 Bharatiya Samruddhi Investments and Consulting Services Limited (BASICS) is a 
holding company, owned by a group of eminent professionals who have a commitment 
towards development. Founded in 1996, the mission of BASICS is to promote a large 
number of sustainable livelihoods, for the rural poor and women, through the provision of 
financial services and technical assistance in an integrated manner. To fulfill this mission, 
BASICS has adopted an eclectic structure, constituting three separate wings focused on 
different aspects of micro financing. 
   

The first unit under the BASIX umbrella is a registered NBFC called the Bharatiya 
Samruddhi Finance Limited. Samruddhi focuses on providing micro loans to the poor and 
not-so-poor women and men. The second unit called the Indian Grameen  Services (IGS) is 
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the technical support organization that also provides micro finance and micro enterprise 
research and consultancy services. The last wing comprise of the Local  Area Banks which 
provide both savings and credit facilities in a delimited operating area, which is so far 
restricted to three districts of Andhra Pradesh. The governing members of these three wings 
are in constant communication with each other, to provide greater coordination and avoid 
underutilization of resources through duplication of activities. 
 

       Figure 3.9: The  Structure of BASIX and its  Three Financial  Wings 
 
 
 
 
 
 
 
 
 
 
 
 Samruddhi’s loan products and repayment strategies have been designed in 
accordance with the client’s requirements and convenience. Broadly, three parameters are 
kept in mind i.e., repayment ability of the client, associated risk and the purpose of the 
loan. Based on these, both short-term (upto one year) and medium term (1-3 years) loans 
are provided to the poor. Collateral-free loans below Rs. 50,000 can be availed and the rate 
of interest varies between 18-24%. The high rates of interest is definitely an issue of 
concern, but Samruddhi’s experience has shown that due to a good overall service delivery 
mechanism, even the poor are able to repay the loans on time, despite the high rates of 
interest. Purpose-wise loans are also made available for both farm and non-farm activities. 
Farm loans are for cultivation, purchase of agricultural inputs and livestock rearing, while 
non-farm loans include manufacturing, trade and services. 
 
  BASIX has adopted certain innovative strategies, to not just reduce its own risks 
but also to maintain a long-term lender-borrower relationship with its clients. For instance, 
to mitigate its default risk, BASIX charges refundable cash security (CS), which forms a 
specified percentage of the disbursed amount. Along with that, BASIX’s clientele 
constitutes a good mix of group lending to SHG, JLGs, cooperatives etc. as well as to 
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individuals. Also, the inclusion of the urban not so poor, along with, the urban and rural 
poor has ensured a wider client-base, giving financial sustainability to the entire institution.  
 
 The loan repayment strategies used by BASIX are also one of its kinds. Interest rate 
rebates upto 3% are offered to clients for on-time repayment. There is an increase in the 
loan size with every repayment and with every successive loan, a time can come when the 
client can avail purpose-free loans. BASIX excellent network of input distributors, take 
care of the client’s convenience during disbursement and repayment of loans. The technical 
supporters also provide business guidance and enterprise consultancy services to the 
clients. Thus, overall, due to a range of positive incentives, BASIX ensures a timely 
repayment, providing it long-term sustainability. 
 
 BASIX has now incorporated insurance schemes and provident fund packages also 
as a part of their financial services. Savings, however, is only restricted to the local area 
banks in three districts. The legal hiccups, with regard to the rules governing NBFCs do not  
allow the mobilization of funds from the public, unless the company is rated ‘A’. In this 
context, let us consider the regulatory environment surrounding the for-profit micro finance 
institutions. 
 
Ownership, Management and Regulations 
Legal  Form: the for-profit institutions are either registered as NBFCs or under the section 
25 Companies  Act. 
Ownership: The ownership lies in the hands of the shareholders. 
Governance: The governance of the NBFCs is taken care of, by an elected Board of 
Directors. 
 

c. Regulatory Provisions 
i. The RBI Act, 1934, has made an entry-level risk capital of Rs. 2.5 crore 

mandatory for NBFCs. 
ii. Detailed prescriptions have also been specified regarding the prudential 

norms for income recognition and asset classification. 
iii. NBFCs are not allowed to mobilize deposits from the public, unless it is an 

‘A’ rated company. 
iv. The interest rates on loan have been deregulated. 
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                  Figure 3.10: Regulatory Structure of  for-Profit MFIs 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

c.  Assessment of For-profit Model 
Merits 
i.        The profit-oriented approach of this model is the prime factor behind its 

success. Profit brings along with it the idea of competition and this in 
turn increases accountability. Moreover, due to the fact that the 
shareholders own money is involved in the transactions, new and 
innovative techniques are utilized to ensure timely returns. 

ii.       Most of the for-profit MFIs in India have a mixed clientele. This, too, is 
advantageous as it helps expand the base of the organization and 
provides it with long-term financial sustainability. 

Demerits 
i.      The biggest criticism  against the for-profit MFIs is with regard to the 

high rates of interest charged by them. Their rates of interests that 
sometimes run to 24-26% is  staggeringly high, especially from the point 
of view of the low-income population and the poor to whom they cater. 

ii.      The legal environment with respect to the NBFCs is highly regulated and 
monitored by the RBI. This can sometimes restrict the mobility of these 
organizations, especially the negative clause of not allowing deposit 
mobilization unless rated ‘A’. Though a regulatory mechanism is a must, 
a more flexible environment is needed to encourage this activity. 
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4. Case Studies -- India 
 
1. Introduction  

 
Having understood the system of micro financing in theory, let us now turn our 

attention towards a field-based analysis. Three case studies are presented, two through 
intensive interactions with the organizers and their clientele, and the third is a SDS action 
research programme for poverty reduction and empowerment, in which the poor have been 
successfully linked to the formal credit system and are now operating directly with them, 
without the intervention of the SDS.  

 
 For this purpose, it was decided to conduct a household survey in the urban-based 

micro finance institutions. Within the urban context, micro finance as a system undergoes 
some operational changes, since the nature of the target population is different from that in 
the rural context.  With the intention of getting a closer look of the system of micro 
financing in India, a questionnaire-based household survey was conducted in Delhi, within 
a closed sample selected randomly from the clientele of three institutions that are involved 
in this activity. These are: 

 
i. Indcare  

ii.  Satincredit Care Network 
iii.  Society for Development Studies 

 
Indcare Trust based in Delhi is a NGO registered under the Societies Registration 

Act. Indcare has been involved in micro financing since 1994 and has adopted the SHG 
model of lending. They have created several SHG credit groups within Delhi and the 
National capital region. We randomly selected a small sample size of 60 from the total 
clientele of Indcare and carried out a  survey for this study. Satincredit Care Network 
Ltd. is a registered Non Banking Financial Corporation (NBFC) that provides individual 
loans to urban-based small and medium micro entrepreneurs. For this case study, intensive 
consultations were held with 10 individual customers  to understand the functioning of the 
micro finance system. The third is Society for Development Studies (SDS) who have 
initiated the process in its action research programmes in rural areas, seeking to meet the 
micro credit requirements of heritage artisans, who were effectively marginalized by the 
formal banking system. 
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2. Indcare Trust – a  SHG Model 
 
i.  Operation Pattern 

 Indcare Trust is a Delhi-based NGO, which has been involved in the task of 
creating women self- help groups amongst the urban slum and low-income population. 
They initiated their micro finance programme in  1994 with the mission of empowering the 
women and making them economically independent. They have developed around 50 
women SHGs with an approximate membership of 540 in the 3 settlements that was 
selected for the survey. These are a slum settlement in Vikaspuri called Shankar Gardens, 
an unauthorized colony called Vikas Nagar and a resettlement colony by the name Shiv 
Vihar.  
 

Indcare initiated the intervention in these areas in a methodical manner. At first, 
issues of concern such as gender equality, education and other local matters were dealt with 
to identify the needs of the target group and also create an entry point in the community. 
Thereafter, it was realized that since these communities were still outside the mainstream 
banking system, fulfilling their credit requirements would be an effective and useful 
intervention. With this intention, Indcare adopted the SHG model of micro financing, 
whereby groups of 18 to 20 women were formed. Most of the groups were homogeneous in 
nature in terms of tenure status and income level. Apparently, Indcare complies with the 
SHG-model of micro financing. On the formation of a new group, its members undertake 
regular savings for a period of 6 months. Over the years, the groups have raised their 
savings from Rs. 30 to Rs.100. This gradual increase in the saving amount brings out the 
improved affordability of the members. The saving amount is the most important 
determining factor in deciding the loan amount. After this phase, the first inter lending 
begins and the loanee as well as the loan amount is decided by the group concerned in their 
monthly meeting.  
 
 ii. Mahila Chetna 

 The savings are collected and deposited with an informal financial entity called the 
Mahila Chetna promoted by Indcare. The Mahila Chetna is a community-based 
organisation that acts as the informal financial intermediary for the groups’ monetary 
transactions. It is not a registered body and therefore legally not allowed to collect public 
deposits.  
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iii. Monitoring System 
 Indcare has an effective monitoring system. For each settlement, their field staff 
consists of a social animator, an area animator and an area coordinator. The social animator 
has link with the local community and is often a resident of the local community. She also 
mobilizes the local members and chairs  their meetings. The area animator collects the 
savings and repayments from the members on a regular basis and helps monitor the SHG 
meetings.  The area coordinator is the primary link between the community and the sub-
office. The area coordinator follows up on the activities of the field animators and passes 
on all the relevant information to the next higher level. A regular monthly meeting is 
conducted for all the field animators in the last week of every month, to decide on the 
future plans for each area and also chart out their progress report. 
 

iv. Household Profile 
 The SDS survey covered 60  of the total members (households) on the basis of the 
random sampling technique.  As per the norms of the Planning Commission, most of the 
households covered under the survey would fall in the low-income group (LIG) to the 
middle-income group (MIG) category, earning an average monthly income of Rs. 3,920. 
The average size of the households is 5.4 members.. The average number of earning 
members per family is 1.8 and the total number of earning females is 23. There are 79 
females per 100 males in the sample population. 
 

For the sake of convenience, the sample of 60 was divided into 3 categories based 
on the settlement characteristic, viz., slum (S), unauthorized colony (UA) and resettlement 
colony (RS). Table 4.1 represents the household profile of the sample population. 
 
                                            Table 4.1: Household Profile 

Settlement 
Characteristic 

Average 
Family 
size 

Monthly Family 
Income (Rs.) 

Earning 
Members 

Earning 
Females 

Total 
Female 
Clients 

S 5.3 2500 2 8 20 
UA 5.9 4000 1.5 9 20 
RS 5.2 4360 2 6 20 

     Source: SDS Household Survey, 2004 
     Notes: S-- Slum, UA--Unauthorized colony, RS --Resettlement colony  
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            v.  Saving  Behaviour 
 The groups undertake regular savings of Rs. 100 per month. The money is collected 
by the area animator and put in the respective group accounts opened with the Mahila 
Chetna. In some cases women from a single household have opened 2-3 accounts in the 
names of their young sons and daughters to increase the overall saving of the family. A 
very negligible percentage of the sample had a separate bank account (3.3%). 
 
            vi. Loan Behaviour 
 Before initiating the loan cycle, a group is required to save a fixed amount of Rs. 
100 regularly for 6 months. After this, the group can initiate their internal lending. It was 
observed that even the rate of internal lending has been fixed at 1.5% per Rs.100 per 
month. After the successful completion of the internal lending cycle, the external loans 
begin. The Mahila Chetna gives this loan to the groups at the rate of 18% per annum at a 
reducing balance. The average loan size taken by the total sample population is Rs.9,480. 
Most of the loan amount was either used for housing purposes such as roof construction, 
tiling, flooring etc. or put to a mixed use for consumption as well as income generation. 
Table 4.2  brings out the loan behavior of the sample population. 
 
                                Table 4.2: Loan  Behaviour of  Sample   Population 

Settlement 
Characteristic 

Monthly 
Saving  (Rs.) 

Loan  (Rs.) Major Loan 
Source  

Major Loan 
Purpose  

S 100 7404 Informal financial 
entity (Mahila 
Chetna) 

IGA 

UA 100 10725 Informal financial 
entity (Mahila 
Chetna) 

Housing 

RS 100 12312 Informal financial 
entity (Mahila 
Chetna) 

Housing 

        Source: SDS Household Survey, 2004 
       Notes: S-- Slum, UA--Unauthorized colony, RS --Resettlement colony  
 

vii. Survey Findings 
                Keeping in mind, the SHG model of micro financing discussed earlier,  the working 
experience of Indcare provides a platform to understand it better. The saving behavior of the 
SHGs developed by Indcare complies the regular SHG model. However, a great degree of 
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flexibility is maintained in the saving collection of SHGs. For instance, if someone fails to 
save for a month, she can compensate by depositing a lump sum amount in the following 
months. 
 
                Lack of knowledge regarding one’s saving amount amongst the SHG members was 
a revealing fact. Members were unaware of their total savings and rarely withdrew money 
from the savings.   
 

As regards to the monthly meetings, it was observed that they were not conducted 
on a regular basis and most of the members had an irregular attendance. However, the 
decision as to who should get the loan was taken through mutual in-group discussions. The 
loans were given keeping in mind the priority and the need of the clientele. 

    
 The loan repayments were done on a regular basis in fixed installments. However, a 
great degree of flexibility was observed even in the repayment pattern of the loans. In case of 
financial crisis or any other problem, the repayment period was relaxed for the person 
concerned. Repayment adjustments were easily made and overall no major defaults were 
reported. Ever since Indcare’s intervention in the area, loans are mostly accessed through 
them. A separate loan source (moneylender, friends etc.) was to be found only in negligible 
cases. 
 
 The rate of interest charged on the loan by the Indcare promoted Mahila Chetna 
stood at 18% per annum. Compared to the bank rate, this is higher, but despite that no degree 
of dissatisfaction was reported on this count. Moreover, the ‘group factor’ acted as a check 
and ensured overall timely repayment, failing which the next round of loan would stand 
cancelled. 
 

While the SHGs are all women-based, the number of earning women in the 
population is only 23. Most of the credit that is availed by these women is actually utilized by 
their husbands for income generating purposes. Empowering the women to make them 
economically self-sufficient as an overall goal of micro finance intervention was, therefore not 
being sufficiently met. Despite that, some degree of change has definitely come, as most of the 
women were aware of the group’s operations. 
 

The concept of micro finance rests on the fact that it is a small loan given without 
any collateral. In the loan transactions of Indcare, it was found that while no collateral was 
taken from the low-income clients residing in the slums, they were at the same time not given 
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large size loans. On the other hand, households in the resettlement colony and the 
unauthorized colony were given large size loans on the submission of their original plot or 
property papers. It can be therefore deduced that there exists an invisible collateral in the sense 
that illegal tenures are only given small and not medium-sized loans.  
 

The residents in the slum area had no security of tenure, as they did not have any 
title to the land. Several times in the past the government has bulldozed their houses and 
forced them to evict the area. Thereafter, the residents of the area filed a case against such 
forceful eviction. However, they still do not have any written document (patta, lease deed etc.) 
to prove their ownership over the land. Despite this, many of the SHG members have taken 
loans for housing purposes such as roof construction, tiling, flooring etc. It can therefore be 
deduced that while the need to have a roof over one’s head is a primary condition for human 
survival, providing housing loans to the poor is only a temporary solution in the absence of 
security of tenure. A successful micro finance intervention can only be made if prior attention 
is given to these important issues. 

 
 From the above observations it can be clearly established that while Indcare as a 

promoting organisation has successfully intervened in the area of SHG formation, it needs to 
strengthen its micro finance system. This can be done in two ways. Firstly, through formally 
achieving the status of a micro finance organization, by clearly defining the status of its 
informal financial wing. Secondly, by designing comprehensive and specific loan 
instruments suitable for the poor. Additional support and counseling for income generating 
activities should also be provided along with the loan. 

 
3. Satincredit Care Network – For-Profit  Model  

 
i.  Operation Pattern 

 Satincredit Care Network Ltd. is a registered NBFC started in 1990 by an 
enterprising family and has as its shareholders the members of the same family. The aim of 
this institution was to provide individual micro loans to various small and medium micro 
entrepreneurs operating in Delhi and the peripheral areas. Satincredit is a category ‘A’ 
company and as per the RBI norms, it is allowed to accept deposits from the public. 
Satincredit’s clientele consists of a wide variety of shopkeepers ranging from as small as 
vegetable vendors to wholesalers and retailers. A very focused financial intervention in the 
shape of quick short-term loans catering to the urban population is the primary aim of 
Satincredit. Their process of micro financing is designed keeping in mind the convenience of 
the target population.  



                      Building Sustainable Micro Finance System: A Growth Catalyst for the Poor 
                                                              LOGOTRI  Research Study 

Society for  Development Studies                              February 2006 46

Accordingly, Satincredit’s field workers first approach the client. On understanding 
their loan demand, the sanction application is taken to the back office. After the loan is 
sanctioned, the amount is given to the client along with a fixed daily repayment schedule. 
Thereafter, the collection boys, specifically employed for this purpose, collect the 
repayments on a daily basis. The unique system of collecting the loans on a daily basis is 
another mechanism to ensure not just timely repayments but also lessen the burden of 
repayment at the client’s end. Due to the fact that most of the borrowers are shopkeepers 
earning on a regular basis, dispensing with an average repayment amount of 50 to 100 rupees 
is not even burdensome. 

 
ii. Monitoring System 

  The organizational structure of Satincredit is a three- tier system. At the apex is the 
Board of Directors, below which is the back office and the operations office. The collection 
boys carry out the main task of identifying potential clients and collecting the loans 
repayment installment. The back office staff does the task of administration and accounting. 
Specific area verification officers coordinate activities between the back office and the 
collection boys. Every collection boy covers an average of 30 to 40 clients daily. Additional 
incentives are given to them for identifying new clients. A system of daily reporting has been 
adopted to monitor the task of the collection boys. This kind of a structure provides strength 
to the entire system of down marketing credit. The rate of interest charged by Satincredit is 
around 2.5% per month or 30% per annum on a reducing balance basis. Although a high rate, 
there was no dissatisfaction expressed on this regard as the provision of getting quick loans 
when required was being fulfilled. 

 
The survey covered a sample size of 10 households on the basis of the random 

sampling technique out of the clientele of Satincredit. These were mainly shopkeepers and 
vegetable vendors who had availed small working loans for either purchasing business assets 
or buying consumer durables for personal use. Most of the families, however, had a decent 
standard of living and were broadly in the middle- income group. 

 
iii.  Household Profile 

The average monthly income of the clientele is Rs.12,666. All the households have a 
regular income. Their average family size stood at 5. The average number of earning 
members per family is 1.7. All the clients are  males. 
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iv.  Loan Procedure 

 To avail a loan from Satincredit, one only needs to submit some identification 
papers, after the verification of which the loan is given at the doorstep of the person. The 
repayment schedule is also decided on the basis of the affordability of the client. The client 
can choose from the options ranging from fixed daily repayment to fixed monthly 
repayment. The average loan is Rs. 43,050. The maximum purpose of the loan is purchase 
of  consumer durables either for personal use or for business. 
 

v.  Survey Findings 
Satincredit, being a for-profit institution,  is more concerned with providing loans and 
getting back timely repayments. Due to this reason they operate only through individual 
loans. Unlike the other NBFCs discussed in this report (refer for-profit) Satincredit does 
not cater to a mixed clientele. 

 
Satincredit has a very efficient system of loan dispensation as well as loan repayment 
collection. Professionally,  they have sought to incorporate the right kind of expertise 
needed for the purpose of micro financing. Along with that they are legally registered under 
the right heading, which gives them the added sanction to operate efficiently. 
 

 4.   SDS -- SHG Federation Model 
 

i.  Catalytic Role 

 SDS policy research work in areas of micro finance, poverty reduction and 
community empowerment in India and other countries  had brought out that small 
community groups tend to get trapped into a dependency syndrome when they access any 
development input through the intermediation of an external agency, be it a NGO, CBO, 
government, or donor. This dependency syndrome becomes a major roadblock in the 
growth path towards attaining effective sustainability and outcomes of the intervention.  
 

 The dependency syndrome is largely linked to the fact that a community group, 
including a SHG, is not considered to be a legal entity.  It was in this context, that Society 
for Development Studies (SDS), which had been implementing action research 
programmes among  rural artisans, predominantly in the “below poverty line category” and 
for women,  recognised the need to wean away this dependency, if the hands-holding 
process of the community and an external partner has to have sustainable outcome.  In the 
context of accessing the poor to formal micro credit system, the objective  was that after the  
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initial or first stage linking of the artisans to the banking system, their empowerment 
process should remove the intervention of the external agency (here the SDS) and build a 
direct partnership between the community and the micro financing system, a critical step  
forward on the vertical progression route of the poor. 

 
 ii.  Strategic Operational Process 

Keeping in perspective the various operational models of building up the linkage of 
the poor with the banking system and the various stages that are normally followed to 
enable the flow of savings into the formal financial system (as brought out in Chapter 3, 
Figure 3.1 and Section f ),  SDS modified the process that links SHGs to the banks through 
the intervention of a NGO.  The SDS partner artisans who had been linked to the banking 
system were brought  together to form a Federation of SHGs and were registered under an 
official statute of the State Government in which they operated.   
 
  The SHGs which had been in operation for a minimum of two years were formed 
into a larger group of a  Federation of   3  SHGs.  As on July 14, 2004, 50% of SDS self-
employed partner artisans, who had formed 60 SHGs, with membership of over 100, were 
registered into three Federations, including 30 SHGs. These are: 
 

 Federation of SHGs      Banking Partner      

 1.Andhwari Sanjhidhani Kumhari Kalakriti    The Alwar Central Co-operative 

      Abhinav Sahakari Samiti Ltd.               Bank Ltd., Branch Rajgarh, Alwar 

  

 2. Rasoolpur Sanjhidhani Kumhari Kalakriti  The Alwar Central Co-operative Bank 

     Abhinav Sahakari Samiti Ltd.                      Ltd., Branch Laxmangarh, Alwar  

  

  3. Chimarawali Sikh Sanjhidhani Patthar  The Alwar Central Co-operative Bank 

     Kalakriti Abhinav Sahakari Samiti Ltd.       Ltd., Branch Laxmangarh, Alwar 

 
 

The eligibility criteria for membership of SHGs in a Federation, decided through a 
consultative process, was good performance over the preceding two years in terms of 
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regularity of savings and participation in the SHG loan programmes, both taking loans and 
repaying it.  

 
The basic objective of creation of the federation is to make the Federation a viable 

micro financing institution that would be able to lend higher amounts and at the same time 
could claim from the banks a higher share of their deposits as loan. 

 

The second objective is to make their presence felt at the level of the local 
government so that any community related work such as construction and public utility 
services could be undertaken by them. 
 

The third objective was to develop credibility with the local banking system so that 
over a period of time, a direct partnership between the artisans in the Federation and the 
banks is developed and is operational without any intervention of an external partner.  The 
idea was to have a direct one-to-one partnership of the artisans with the banking system. 

 
iii. Direct Networking – Effective Empowerment 

 
The outcome of the operational system of linking the federation members with the 

banking system has already emerged. A situation has been created where the bankers solicit 
the members of the federations to increase their loan amounts and take successive loans. 
Also, SDS Programme manager is often  requested by the local bankers to address other 
community groups and their senior colleagues from their main offices on the SDS strategy 
to build a sustainable micro financing system which is fully managed by the people 
themselves. SDS has also received request from apex refinancing institutions like the 
SIDBI and NABARD to consider becoming a bulk borrower for onwards lending to SHGs 
and Federations.  

 
5. Recent Development in India 

 
Recent estimates show that over 250 million people in India (25%) are left without 

proper access to credit despite a network of 33,000 branches of rural and semi-urban 
branches of commercial banks, 14,000 branches of Regional Rural Banks (RRBs) and 
92,000 outlets of Cooperatives. The role played by micro finance in this scenario is 
immense. A Government of India survey  in 1998, has estimated that only  5 million poor 
people (mostly rural women) had received the benefits of micro finance services. There is, 
therefore, still a huge unmet demand of micro finance in the country. 
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 The gap, however, seems to filling up fast. With the growing relevance of micro 
finance in the country, many new players are also rapidly entering this sector. This includes 
many private sector banks led by ICICI Bank who today plan to build an micro finance 
portfolio in excess of Rs. 1,000 crore. Similarly HDFC Bank’s micro finance portfolio 
doubled to Rs. 60 crores in 2004-05. Alongside, the R&D wings set up by many Banks 
have initiated a series of research projects studying the impact of micro finance on rural 
society. Rating agencies such as M-Cril and CRISIL have also geared up to develop 
expertise in rating MFIs. According to a study conducted by the researchers at the ICICI 
Bank, there are about 30 ‘mature MFIs’ in the country today, with a combined outreach of 
less than 3 million households. Furthermore, the study articulates a vision that calls for the 
creation of atleast 200 mature MFIs in the country. The study brings out that if each of 
these 200 MFIs operates in three districts and they cumulatively cover 100 million 
households, the credit potential could be about $6 billion (Rs 27,000 crore). 
  

Regulation of micro finance has, by far been the biggest hurdle in the way of its 
mainstreaming in India. The RBI as the chief financial regulatory body of the country does 
not have a separate department to regulate the micro finance sector. Due to the multiplicity 
of micro finance delivery systems in India, the need to have a supervisory body is very 
strongly felt. Along with that, a uniform set of guidelines directing the micro finance 
institutions is also the need of the hour. It is in this context, that some commitments by the 
Indian finance minister at a recent National Conference on  micro finance regulations are 
important, as some of them were later followed up in the annual Budget.  
 
 The ability of micro finance as an effective and productive socio-economic 
development tool was unanimously recognized by various stakeholders. The high growth 
potential of the micro finance sector was also recognized, provided some of the basic 
concerns regarding capital and structural constraints are adequately addressed. Ms. Ela 
Bhatt, Chairman of the Conference, pointed out four major concerns with regard to the 
growth of this sector. These are: 

  
 Giving adequate recognition to micro finance as an activity, by 

putting this as a priority sector in government programmes. 
 Creating a National Micro Credit Fund to be used by MFIs to have 

regular and  adequate equity base. 
 Setting up a Micro Finance Regulatory Authority of India, to look 

after the legal and regulatory norms associated with micro finance. 
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 Allowing external capital and borrowings to be used for micro 
finance activities in India. 

 
With regards to the above recommendations, the Finance Minister Mr. P. 

Chidambaram responded positively: 
 

 Giving adequate recognition to micro finance was an urgent concern 
and would be adequately represented in the forthcoming government 
policies. 

 Creating a national micro credit fund can also be considered only if 
the main components of this fund- use are clearly spelled out. 

 As far as setting up a micro finance regulatory authority is 
concerned, it was felt that India has a status of being an over-
regulated country, so any such action can in fact prove to be 
detrimental for the spread of micro finance in India. On the contrary, 
he felt, that there was a need to regulate only those institutions that 
are allowed deposit mobilization while the rest should be given a 
more suitable environment to carry out their activities with greater 
degree of autonomy. 

 As for opening the gates of micro credit to foreign capital is 
concerned, it was felt that this was absolutely unnecessary as there is 
no dearth of capital in the country. In fact the fullest potential of our 
own capital should be realized by directing it to the lowest income 
quintile of the population. 

 
The micro finance related  issues raised in the Conference were responded to in the 

next national  Budget 2005-06. Several positives developments were initiated. The scope of 
the existing NABARD-managed Micro Finance Development Fund was expanded to 
include equity contribution to the MFIs and the corpus was increased from Rs. 1 billion to 
Rs. 2 billion. Access to equity capital has been one of the constraints facing many MFIs 
and NGOs (NGO-MFIs) and the extended corpus would  address the problem to some 
extent.  
 

Furthermore, qualified NGO-MFIs were made eligible to access external 
commercial borrowings (ECBs), enabling them to diversify their funding profile. This  
restored the position that prevailed before September 2002, when the ECB window was 
closed for NGOs. Prior to that, a number of MFIs and NGO-MFIs in India were able to 
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access attractive long-term subsidized funds from several social funds from the USA, 
Europe and other countries. The reopening of this funding avenue will enable additional 
flow of funds to the sector, which critically needs low-cost funds to reach out to the 
economically challenged in rural and semi-urban areas. At the same time, this would allow 
in foreign micro finance investment funds that are keen to increase their exposure to Indian 
MFIs. 

 
  Another budget initiative allowed commercial banks to appoint MFIs as “banking 
correspondents”. This is expected to strengthen bank-MFI relationships and enable MFIs to 
reach out to more numbers of rural poor. Over the years, successful MFIs have 
demonstrated their appreciation of local dynamics, enabling them to offer customized 
services tailored to local needs. In a situation where an estimated 70 per cent of the rural 
poor do not have a bank account and 87 percent have no access to credit from a formal 
source, this move will enhance the access of the rural populace to formal sources of 
finance. 
 
 The discussions held during the course of this LOGOTRI research with experts and 
practitioners  in the field of micro finance provided  insightful and information based 
experiences. The experts were able to shed adequate light on the state of micro finance and 
predict the future of this sector in India. As one of the senior officials of NABARD  
observed: “the micro finance sector is here to stay…it has resulted in a definite 
empowerment of rural women who have now become more vocal and can explain their 
problems better.”  
 
 Concerns were also shown by many with regard to the high rates of interest 
charged, especially by the For-profit organizations in return for micro finance services. 
Alongside that, the legal regulatory structure of the micro finance sector has also been a 
general concern of the players from this field. It was unanimously agreed by almost all that 
endeavors such as the SHG movement and the micro finance movements are the 
beginnings in the right direction. However, for long-term sustainability such efforts can 
prove to be fruitful only through the active cooperation of the Banks, NGOs and the 
Government, keeping the moral commitment to welfare in mind. 
 
 The current strides in the micro finance sector are not just a positive indicator of its 
growing success in the country, but also an indicator that upholds the efficacy and 
sustainability of this system. In the present financial environment, when the United Nations 
has dedicated 2005 as the International Year for Micro credit, in an effort to build support 
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for making financial services more accessible to poor and low-income people, India is 
likely to remain one of the focus countries due to its concentrated efforts towards 
mainstreaming micro finance. Raghuram Rajan, Economic Counselor and Director of the 
Research Department, International Monetary Fund, recently made an insightful comment 
regarding this sector: “ The year of micro credit is a way of focusing attention on micro 
credit and micro finance and to assess what initiatives are required. Once we understand 
what works and what doesn’t the real processes can be understood”. In the context of the 
entry of the private sector, he further added “…this combination of the financial strength of 
large banks with the lending acumen of NGOs is a very positive development. With more 
private involvement, many of the impediments to micro finance will be better understood 
and this can lead to necessary regulatory steps being taken”. 
 

Micro finance, indeed, is here to stay. It is an effective instrument to reach the so-
called ‘credit untouchables’, who have so far stayed outside the network of the existing 
financial institutions in the country. Together with that, related sectors such as micro 
insurance are also now experiencing visible penetration by way of vast improvement in 
insurance density and coverage. The idea is to provide a comprehensive package of 
financial instruments to the poor, which would include small-size loans, enterprise 
development support systems, trainings as well as insurance support for difficult times. A 
suitable regulatory environment, along with the proper coordination between the various 
players involved is therefore the need of the hour. The recognition given to micro finance 
as a sector is clearly visible in the Union budget pronouncements of 2005-06. The time has 
therefore come to think of more innovative ways of its expansion in the sub-continent 
through a collaborative approach. 
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5. Case Studies -- Philippines1 
 

Bayanihan  Savings Replication Project (BSRP) 
 
1. Introduction and Key Concepts 
 

The process of initiating a micro finance programme and developing it into a 
successful form of intervention is brought out in the case study of a community driven 
approach in the  Bayanihan Savings Replication Project (BSRP). The BSRP project  is an 
attempt to replicate the success of the Bayanihan Paluwagan or Bayanihan Banking 
Program (BPP) implemented by the City of Pasay in Metro Manila.  When the Programme 
won the Galing Pook Award in 2002, the Secretary, Department of the Interior and Local 
Government (DILG) Jose “Joey” Lina recognized the impressive  gains derived by the 
programme beneficiaries, and directed the entire DILG family to promote the replication of 
the Programme nationwide.  The word “savings” is used instead of Paluwagan” or 
“Banking” to emphasize that this is essentially a community-based savings programme. 
 

The BPP, which is the basis of replication of the BSRP, is a community-based 
savings, finance and enterprise programme that builds the capacities of low-income 
families in handling their finances and managing their livelihood. It was conceptualized 
adopting the Filipino value of working and helping each other towards a common goal.  It 
also refers to the common practice of a group of  people who voluntarily contribute their 
individual savings to a common fund from which they borrow to meet emergency or 
unexpected expenses.  This practice operates on the basis of trust, cooperation and mutual 
help.  

 
The general objective of this programme is to give opportunities to the poor to have 

access to financial services and livelihood opportunities.  Specifically the programme aims 
to: 

•  Organize communities into Bayanihan Centers 
•  Implement a uniform and compatible savings-based financial intermediation  

system among cooperatives, community/people’s organization and barangays 
•  Implement a savings-driven and demand-driven micro-finance technology in 

order to provide the poor access to financial services in a viable and sustainable 
way 

                                                 
1 Prepared by Local Government Academy, Manila, Philippines 
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•  Establish and sustain a network of BPP advocates to facilitate information 
exchange, experience sharing and financial cooperation among themselves 
towards the formation of a union or federation of cooperatives 

•  Link this micro-finance technology to any city development programme such 
as housing improvement, waste management, social security, etc.  as well as to 
agencies and establishments that would provide capacity-building, resource 
development, product marketing, etc. 

 
2.     Benefits  from the Programme 

 
• Generation of social development benefits for the community 
• Promotion of peace and order by forging trust, unity and harmony within the 

community 
• Promotion of self-reliance and people empowerment 
• Promotion of entrepreneurship among the poor 
• Enhancement of LGU-non-government organization (NGO)-community 

partnership and cooperation 
• Enhancement of capacities both at the local government and community level 
• Increase in family income through increased savings and capital build-p 
• Increase in access to government programmes 
 

3.    Significant Features of the Programme 
 
• It is a grassroots or mass-based “banking” system, implemented through the 

Bayanihan Center, a savings group composed of 20 to 30 members 
• It is owned and operated by the community and largely by poor households, 

thus promoting people empowerment 
• It operates on the basis of trust, cooperation and mutual help, and promote 

family values, moral recovery and Biblical principles 
• It utilizes the concept of “self-help” as opposed to “dole-out” 
• It supports the entrepreneurship activities of the poor 
• It is a consultative and participatory process involving members of the 

community  to ensure community ownership and enhance sustainability 
• It develops social and interpersonal skills, financial management skills, 

leadership skills, cooperation skills, and entrepreneurial skills, among others 
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• It helps deter crime and other illegal activities as a result of value formation and 
spiritual development among beneficiaries 

• It adopts the vision: “Pinoy na Masagana, Maka-Diyos at Mapagbigay” 
translated as “ a prosperous Filipino  citizen is God-fearing and generous.” 

 
The DILG  is replicating the BPP through the BSRP, because the success of the 

Programme has proven that an LGU can make available the mechanism, coordinate efforts, 
and engage in participatory governance to meet some, if not all, the needs of its 
constituents.  The replication of the Programme will also strengthen LGU capability to be 
effective entrepreneurs and development managers; strengthen linkages with NGOs, POs 
and other community-based organizations; and develop self-reliance among the people in 
the community. 
 
4. Objectives of the BSRP 

 
• Build on the demonstrated success of the Cities of Pasay and Pasig in creating 

enterprising, dynamic and self-reliant communities 
• Institutionalize a mechanism to strengthen LGU capacities to be effective 

entrepreneurs and development managers; strengthen linkages with 
NGOs/POs/community-based organizations; and develop self-reliance among 
communities; and 

• Replicate the Programme in a minimum of 50 cities across all Regions within 
a one-year period, for expansion to other cities and municipalities depending 
on initial success and availability of resources 

 
5. Role of the DILG and Other Partners 
             
             i.  Project Management Office 

• Prepare programme design and framework, technical materials and other 
related documents 

• Provide technical assistance to the Regional Project Management Teams 
(RPMTs) in Project implementation 

• Monitor and evaluate Project Implementation and submit monthly reports to 
the BSRP National Steering Committee 

• Coordinate with project partners in all phases of Project implementation 
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ii.  Regional Project Management Teams 
• Conduct advocacy and marketing on the organization of target beneficiaries in 

all target LGUs within the Region and ensure high level of appreciation by all 
beneficiaries /stakeholders of the Project 

• Conduct orientations for DILG field officer under its supervision, with the 
assistance of VEDCOR and other partners, on the overall process of the 
Project, particularly on the advocacy and monitoring aspects 

• Provide technical assistance to the Provincial Management Teams (PPMTs) 
• Prepare and submit monthly  monitoring reports to the Chair, BSRP National 

Steering Committee, through the PMO 
• Assess and evaluate provincial candidates for outstanding BCs in the Region 

and submit selection to the PMO 
• Train local volunteers from local NGOs who will implement the Project in 

partnership with the LGU 
 

iii.  Provincial Project Management Teams 
• Conduct advocacy and marketing  on the organization of target beneficiaries 

in all target LGUs within the province and ensure high level of appreciation 
by all beneficiaries/stakeholders of the Project 

• Assist BSRP Local Technical Specialists in the conduct of trainings at the 
local level 

• Provide technical assistance on overall project implementation in 
collaboration with VEDCOR, and other partners 

• Prepare and submit monthly monitoring reports to the RPMT 
• Assist in the conduct of regular coaching and monitoring  of BCs and the 

conduct of People’s Congress at the local level 
• Assess and evaluate candidates for outstanding BCs within the province and 

submit selection to RPMT 
• Train local volunteers from local NGOs who will implement the Project in 

partnership with the LGU 
 

iv.  City/Municipal Local Government Operations Officers 
• Advocate the project in their respective areas 
• Facilitate partnership-building between the LGU and identified partner NGO 

in the locality 
• Be a member of the local PMG 
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• Assist the partner NGO in the conduct of trainings and coaching sessions 
• Facilitate the conduct of local consultations, local project launching and local 

people’s congress by the LGU 
• Monitor and evaluate implementation of the project and submit monthly 

reports to the PPMT 
• Select outstanding BCs to be recognized in local people’s congress 

 
6. Implementing Stages and Key Activities of  BSRP at LGU Level 

 
Step 1 : The City/Municipal LGOO, with the assistance of the DILG Regional and 

concerned Provincial Office, facilitates the “matching” or partnership between the LGU 
and trained BSRP Local Technical Specialists (LTS) in the locality 

 
Step 2 : The City/Municipal LGOO facilitates the issuance of a Local Executive 

Order by the Mayor and/or a Resolution by the Sangguniang Panlungsod  or Sangguniang 
Bayan 

• Formally adopting of the Project 
• Appropriating funds for Project implementation 
• Creating Project Management Group (PMG) composed of one  representative 

from  LGU (preferably, the Cooperative Development Officer) as Chair; two 
representatives from community organizations in the locality; at least one  
BSRP Local Technical Specialist (LTS) or trained BC Organizer; and the 
City/Municipal LGOO; and 

• Providing for the functions of the PMG as the overseer of the Project and the 
body responsible for planning, implementing and evaluating all phases of 
Project implementation in the locality 

 
Step 3 : The City/Municipal LGOO, as chair, convenes the PMG to plan the 

succeeding activities of the Project.  The Cooperative Development Office (or any other 
office designated by the Mayor) acts as secretariat of the PMG.  The PMG meets at least 
once a month to monitor and evaluate the status of operations of all BCs under its 
jurisdiction. 

 
Step 4 : The PMG facilitates the conduct of the Local Project Launching by the 

LGU.  This is undertaken through a general assembly of all stakeholders of the Project, 
such as barangay leaders, community organizations (vendors, associations, transport 
associations, PTA, homeowners associations, etc.)  local residents, and others.  During the 
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Launching, commitment and support to the Project is generated, and volunteers from 
each community organization are identified to become would-be Bayanihan Center 
(BC) organizers. 

 
Step 5 : The PMG schedules and conducts Training I for would-be Project 

organizers and promoters and selects the trainees from among the identified community 
organization volunteers.  Training I is a 3-day training on the Operating Principles of the 
Programme.  The LGU sponsors Training I and the BSRP LTS or BC Organizer acts as 
trainer.  It is recommended to have at least forty trainees per batch for Training I to 
graduate at least twenty-five BC organizers per batch. 

 
Step 6  : Formation and Operation of Bayanihan Centers 
 
i. Formation 

Graduates of Training I (now accredited BC organizers) are expected to 
organize at least two Bayanihan Centers each within two  weeks after graduation, 
and facilitate the operation of these BCs for at least a six-month period.  Each BC 
should have 20-30 members.  BCs develop their own systems/policies on savings 
and loans, and on livelihood undertakings if they later decide to venture into these. 
Members are taught how to organize and to operate the BBP.  BC members maybe 
provided with accident insurance and an emergency fund is made available from 
their savings.   The BC serves as the model of harmony, unity and effective 
collective action on barangay issues and concerns.  They have the option of either 
forming their own cooperative or joining an existing one at a later period.  
Operations of each BC involve the election of BC officers and weekly meetings, 
which include value formation, team building and savings generation.  Only BCs 
that remain active and operational beyond the 6-month testing period are authorized 
to go into lending operations for its members. 
 
ii. Team Building and Values Formation 

Commitment of BC members is validated through active participation and 
cooperation.  Members develop trust and confidence among each other and learn 
the value of savings.  Members attend weekly meetings and remit an amount which 
becomes their savings.  The weekly meetings become venues for skills and 
livelihood training, livelihood information dissemination, technology transfer, 
resource mobilization, policy-making, and sharing.  Church-based NGOs give 
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values education during the weekly meetings with emphasis on relationship-
building, increase of trust and confidence, and financial stewardship. 
 
iii. Savings Mobilization 

Members of the BC are encouraged to pledge equal amounts on a regular 
basis and these savings are pooled in a single group bank account.  Each member 
has a passbook as a proof of savings and as a record of his credit transactions.  The 
Account Officer collects and records the deposits, and the amount is recorded in the 
individual passbooks as well as in a group ledger.  Collection of savings and record 
keeping are done during weekly meetings to ensure that all members witness the 
transactions.  Qualified members may apply for a loan after six months.  Members 
who have a 100 percent attendance in meetings and have not failed to remit their 
savings usually qualify for the loan.  Usage of the loaned amount is approved by the 
BC and the member’s savings usually serves as collateral. 
 
iv. Regular Coaching and Monitoring 

Guidance and coaching sessions are held, wherein organizational `problems 
and immediate issues are discussed and tackled to include issues such as non-
attendance in weekly meetings, irregular remittance of savings, and issues related to 
withdrawals and borrowings.  Coaching sessions also tackle new avenues for group 
action such as training on enterprise development, exploration of new income-
generating projects or activities, and others.  Eight Bayanihan Paluwagan Indicators 
on Social Capital Formation are applied as indicators to monitor the performance of 
BCs.  These indicators are mutual respect, skills competency, rectitude, well-being, 
affection, options/opportunities, power, and wealth.  These indicators are the bases 
for classifying a BC into Class A for endorsement to the DILG Regional Office and 
the Central Project Management Office. (excellent), Class B (fair), or Class C 
(poor).  Class A BCs are recommended for integration with other local and/or 
national development programs while those classified as Class B or C are for 
increased supervision. 

 
Note: BC organizers who have at least three active BCs at the end of the 

testing period may be “promoted” to the level of Account Officers.  Account 
Officers who have at least six active BCs at the end of a one-year period are 
“promoted” to the level of BSRP Local Technical Specialist.  Recommendations for 
promotion are initiated by the PMG are submitted to the DILG Provincial Office.   
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Step 7 : During the third month of the 6-month testing period, the PMG conducts 

Training II on Financial systems Development for BC treasurers and bookkeepers.  This 
will prepare their respective BCs to go into lending operations after the testing period.  
Training II is also a 3-day training with a maximum of 40 trainees per batch. 

 
Step 8 : At the end of the 6-month testing period, the PMG facilitates the conduct 

of a Local People’s Congress by the LGU.  This is an assembly of all Project stakeholders, 
including all members of all existing and active BCs in the locality.  Outstanding BCs or 
BCs with exemplary performance in the area of savings generation, among others, are 
awarded during this Congress.  Awardees are chosen by the PMG after careful evaluation 
of BC records and reports from respective BC organizers or Account Officers. 
 

A Local People’s Congress is a gathering of all members of all BCs in the LGU. BC 
members are encouraged to invite members of their respective households and their 
neighbors, with the objective of exposing them to the benefits of the Programme.  The 
Congress is also conducted to boost morale among BC members and to encourage them 
through testimonies from successful BCs and by recognizing and awarding the most 
outstanding officers and most outstanding BCs.  The Local People’s Congress is conducted 
by the LGU once a year to award BCs that excel not only in the area of savings generation, 
but also in enterprise development and other innovations. 

 
Step 9 (for very mature BCs) : To further strengthen and empower the BCs, they 

consolidate by either forming their own cooperative or joining existing cooperatives.  BCs 
assume leadership and management regardless of the presence of the PMG for guidance 
and networking.  Forming a cooperative or joining or merging into an existing cooperative 
is another strategy for capital formation or build-up. 

 
Step 10 (for very mature BCs) : The BCs enter into partnerships with other 

institutions and organizations.  Partnering provides opportunities for BCs to get involved in 
other projects and to have access to livelihood training and other forms of assistance. 
 
7. Requirements from each LGU Implementing the BSRP 

• Partner with existing Bayanihan Local Technical Specialists identified by 
VEDCOR or, in their absence, identify volunteers from local non-
government/civic organizations to be trained as BC Organizers at the regional 
level by the DILG 



                      Building Sustainable Micro Finance System: A Growth Catalyst for the Poor 
                                                              LOGOTRI  Research Study 

Society for  Development Studies                              February 2006 62

• Issue a Local Executive Order and/or Sanggunian Resolution adopting the 
Project for implementation in the locality; authorizing the appropriation of 
funds for Project implementation; and providing for the creation of the Project 
Management Group (PMG) and its corresponding membership and functions; 

• Conduct the Local Project Launching 
• Conduct Trainings I and II (venue, meals of trainees and trainers, honoraria of 

trainers) 
• Provide a monthly allowance for all BC Organizers and Account Officers within 

its jurisdiction to defray transportation and other expenses incidental to the 
conduct of weekly BC meetings; and 

• Conduct Local People’s Congress and provide awards/incentives for 
outstanding BCs. 

 
8. Role of Religious and Civic Organizations 
 

Religious and civic organizations play a critical role in the value formation 
and spiritual development component of the Project.  National chapters of religious 
organizations are oriented and encouraged to support the Project.  Interested 
organizations then send a handful of their members to a Trainors’ Training  at the 
national level.  Graduates of this Training are expected to conduct echo-trainings 
and organize BCs for other members of their organizations.  Graduates of these 
trainings are also accredited as BC organizers and are promoted to the level of 
Account Officer or Local Technical Specialist following the same criteria 
previously mentioned.  These BC organizers/Account Officers/Local Technical 
Specialists then matched with their respective LGUs to implement the Project at the 
community level.  The same 8-step process is then followed. 

 
9. Timetable for Project Implementation at  LGU Level 
 

Activity Recommended Timetable 
Step 1 Month 1 
Step 2 Month 1 
Step 3 Convenes in Month 1 and meets at least once a month  
Step 4 Month 1 
Step 5 Month 2 
Step 6 Months 3 to 8 
Step 7 Months 5 to 6 depending on the number of BCs organized 

and the number of BC officers to be trained 
Step 8 Month 9 and conducted once a year 
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6. Sustainability in the Micro Finance System 
 
1. Issue of Sustainability 

 
The significance of micro finance as a system is today being recognized the world 

over. The poor have neither assets nor the monetary capacity to possess it. In such a 
scenario, if they can have easy access to credit, income generation and economic self-
sufficiency is bound to follow. However, one important question is with regard to the 
viability of such a system. It is worth pointing out, that a system that provides short-term 
loans to the poor without any collateral security is also at the same time running a high 
degree of risk. To diminish the risk factor, there is a need to make micro finance financially 
and organizationally sustainable in the longer run. Along with that, it is essential for micro 
finance to have an excellent client outreach, for it to become a viable enterprise. How then 
can micro finance be made sustainable? 
 
2. Financial  Sustainability 

 
The first most important requirement for a micro finance institution is to be 

financially sustainable. For this purpose, it is pertinent for it to be registered under a 
suitable legal form either as a Non-Banking Financial Institution or under the Mutually 
Aided Cooperative Society Act, to ensure a sufficient equity base either from member 
savings or investments. This is an important condition, because not all types of micro 
finance service providers are allowed to mobilize savings and the primary source of funds 
for an MFI, especially in the initial stages, is member savings. 

 
In the initial stages, it is also important for a micro finance institution to mobilize 

funds from multiple sources along with the member savings. The main source, of course, is 
the institutional borrowings over which micro finance depends, till the time it has an 
adequate risk fund to carry ahead on its own. MFIs have to think of innovative ways to 
attract such borrowings, as this is the main source of its stability up  till a point. 

 
As mentioned earlier, a micro finance enterprise undertakes great risks by providing 

loans to the poor without any collateral security. To become a financially sustainable 
activity, it is important for micro finance institutions to minimize bad debts by 
strengthening the credit appraisal process. All the relevant information regarding the loan 
applicants should be generated and the borrowers past record with repayments should also 
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be checked, before sanctioning further loans. Mechanisms of ‘peer pressure’ and shared 
responsibility within groups should be employed, to improve the repayment rates. 

 
A micro finance institution can further enhance its financial sustainability by 

providing a broader range of financial services to the poor. A good product mix including 
savings, credit, insurance cover, house loans etc., keeping in mind, the existential realities 
of the target group can boost up the micro finance enterprise in a big way. 
 
3. Organizational  Sustainability 
 

With the growing number of micro finance institutions across countries, it is 
becoming increasingly necessary for them to get structuralized. With structure comes an 
order and with order comes discipline and accountability. MFIs should, therefore, try to 
register under the right legal status, because the pattern of ownership affects governance. 
While a MFI registered under the Societies Act will not have any individual liability owing 
to the lack of shareholders, the ones registered, as NBFCs will surely have a more 
accountable elected Board of Directors. 
 

Apart from issues of ownership and governance, another related issue that can 
enhance the organizational sustainability of MFI is accountability. Internal monitoring of 
the line and staff can work towards making them more accountable. Alongside, MFIs 
should also try to become more professional by adopting the latest means of collecting and 
processing financial data. The Management Information System or MIS is one such 
mechanism available as software, for a timely and cost-efficient processing of vast data. 
 

Social intermediation and financial intermediation are the two distinct yet highly 
related aspects of micro finance and must be balanced in an effective manner for 
sustainability. Providing financial services to the poor at reasonable costs of delivery is 
definitely the prime motive of MFIs. But without an intensive intervention at the ground 
level through proper training and skill development of the poor, the impact of the financial 
intermediation would not show at the receiving end. There is, therefore a need for proper 
communication between these two aspects for a better intervention by the MFIs. 
 
4. Outreach 
 

The biggest sustainability factor for MFIs is to have a very broad client base. The 
poor in India constitute a very sizeable percentage of the population. MFIs should, 
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therefore, try to reach out the poor through easy, accessible and proper channels of service 
delivery. 

 
Due to a direct correlation between the type of activity for which credit is 

forwarded and its repayment, there is a tendency of banks to give loans only for income 
generating activities as they have a much better chance of repayment. However, the 
consumption needs of the poor too deserve attention and cannot be ignored. Or else, there 
are chances of the production loans getting diversified into fulfilling the consumption 
needs. MFIs should, therefore adopt a flexible credit scheme, providing composite credit to 
fulfill both the consumption as well as the production needs of the poor. 
 

There is a need for MFIs to build a continuous lender-borrower relationship with 
their clients. This can be done by increasing the loan size for every successive loan and 
offering a range of loan products to suit the credit requirements of the rural poor. 
 

The micro finance system on the whole has been a successful endeavor in creating 
credit and saving opportunities for the poor and the low-income households. As a system, it 
has great potential and can go a long way in alleviating poverty in the country. However, 
the regulatory environment guiding the micro finance system is of great concern. A good 
deal of work still remains in that front. Due to its increasing demand and utility, it is time 
that the government intervenes to provide the right regulations and directions to facilitate 
its functioning in India. 
  
5. Towards Sustainability 

 
From the forgoing discussion,  the prerequisites for a sustainable micro finance 

system can be culled out as follows: 
 

Step 1:  Identifying the key objectives 
Step 2:  Identifying  the target population 
Step 3:  Conducting PRA, FGD to identify the credit requirements of the people  
Step 4: Initiating the process of group formation such as SHGs, CIGs, JLGs, 

Solidarity groups etc. 
Step 5: Initiating the saving process or disbursing the first group loan 
Step 6:Initiating the process of internal lending; members learning basic money 

management practices; group trainings, and regular meetings  
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Step7:Designing credit instruments and mechanisms of down marketing; decisive 
components include- 
• Rate of interest, keeping in mind the affordability of the target group 
• Amount disbursed 
• Repayment period 
• Flexibility in the purpose of use 
• Group discipline to ensure timely repayments 
• Innovative techniques of collecting repayments; door-to-door collection,   

collection during weekly  meetings, etc. 
Step 8: Process of loan disbursal based on the credit instrument designed. 
Step 9: Monitoring and evaluation of performance on a monthly basis 
Step10:Incentives designed for those who ensure timely repayments; increase in  

successive loan amounts, lowering the rate of interest etc. 
 
 At present, a lot of focus is being put on building sustainable micro finance system 
due to its increasing demand in the country. Some of the experienced MFIs in India have 
suggested a Three-Track Approach for  building a sustainable micro finance sector in 
India. The three routes via which the outreach of micro finance can be streamlined to make 
it accessible to the poor are: 

 
• Incentivising existing mainstream financial service providers (apex financial 

institutions, such as NABARD, SIDBI and HUDCO, commercial banks, 
insurance companies, co-operatives, and NBFCs) to enter the micro finance 
sector as a serious business proposition. 

• Encouraging new micro finance institutions (MFIs) with a supportive policy 
and regulatory framework and financial resources to enlarge and expand their 
services. 

• Building a strong demand system in the form of community-based 
development financial institutions (CDFIs), with the help of NGOs and others.  

 
The SDS experience brings out the effectiveness of  community based operational 

systems through getting a legal status and upgrading the hands holding approach to 

standing on their own.The experience of the BSRP in the Philippines brings out the critical 

role of trust, cooperation and mutual help, that builds the capacities of low-income families 

in handling their finances and managing their livelihood. 
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Appendix 1:  State wise list of Micro Finance Institutions  in India 
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No  Organisation City State MFI Model  
1 BASIX Hyderabad Andhra 

Pradesh 
For- Profit 

2 SHARE Hyderabad Andhra 
Pradesh 

For- Profit 

3 Rashtriya Seva Samanthi Tirupati Andhra 
Pradesh 

  

4 ASSIST Guntur Andhra 
Pradesh 

SHG 

5 Creative Action For Rural 
Development 

Guntur Andhra 
Pradesh 

  

6 Sneha Hyderabad Andhra 
Pradesh 

Grameen 

7 Swayamkrushi Women’s 
Development 

Yellamanchili Andhra 
Pradesh 

SHG 

8 TREES Vishakapatnam Andhra 
Pradesh 

  

9 Vasavya Mahila Mandali Vijaywada Andhra 
Pradesh 

  

10 Youth Charitable 
Organisation 

Yellamanchili Andhra 
Pradesh 

Cooperative 

11 Visakha Jilla Nava Nirmana 
Samit 

Narasipatnam Andhra 
Pradesh 

  

12 Mission to Encourage Rural 
Development in Backward 
Areas 

Nerawada Andhra 
Pradesh 

  

13 Saint Ann's Social Service 
Society 

Chowdaram Andhra 
Pradesh 

SHG 

14 Spandana Guntur Andhra 
Pradesh 

Grameen 

15 Star Youth Association Velgode Andhra 
Pradesh 

  

16 Swayam Krushi Sangham Medak Andhra 
Pradesh 

Grameen 

17 Payakaraopeta Women's 
Mutually Aided Cooperative 
Thrift and Credit Society 
Limited 

Vishakhapatna
m 

Andhra 
Pradesh 

SHG 
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18 Gramasiri Guntur Andhra 
Pradesh 

  

19 Dalitbahujan Cooperative 
Societies' Federation 
Limited 

Hyderabad Andhra 
Pradesh 

Cooperative 

20 Activists for Social 
Alternatives (ASA) 

Tiruchirapalli Tamil Nadu Grameen 

21 League for Education and 
Development 

Tiruchirapalli Tamil Nadu SHG 

22 Sarva Jana Seva Kosh 
(Kosh) 

Madurai Tamil Nadu   

23 Centre for Rural Systems & 
Development, CRUSADE 

Minjur Tamil Nadu   

24 Indian Association for 
Savings and Credit 

Marthandam Tamil Nadu SHG 

25 Indian Institute of Women 
and Child Health Trust 
(IIWCHT) 

Dindigul Tamil Nadu   

26 Mahalir Association for 
Literacy, Awareness and 
Rights 

Nagercoil Tamil Nadu SHG 

27 The Covenant Centre for 
Development 

Madurai Tamil Nadu   

28 Rural Integrated 
Development Organisation 

  Tamil Nadu   

29 Association of Sarva Seva 
Farms 

Chennai Tamil Nadu   

30 Bullockcart Workers' 
Development Association 

Villupuram Tamil Nadu SHG 

31 Community Action for 
Rural Development 

Puddokottai Tamil Nadu   

32 Self Help Promotion for 
Health and Rural 
Development 

Trichy Tamil Nadu SHG 
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33 Mahasemam Trust Madurai Tamil Nadu For- Profit 

34 Sarvodaya Nano Finance Chennai Tamil Nadu For- Profit 

35 Karimangalam Onriya 
Pengal Semipu Amaippu 
Limited 

  Tamil Nadu For- Profit 

36 New Life   Tamil Nadu   

37 Society for Women in 
Action for Total 
Empowerment 

  Tamil Nadu   

39 Chaitanya Institute of Youth 
and Rural Development 

Agadi Karnataka   

40 OUTREACH Bangalore Karnataka SHG 

41 The Bridge Foundation Bangalore Karnataka   

42 SABALA Bijapur Karnataka   

43 Organisation for the 
Development of People 

Mysore Karnataka   

44 PACS of DCC Bank Bidar Karnataka   

45 Shree Kshetra Dharmasthala 
Rural Development Project 

  Karnataka For- Profit 

46 Grameen Koota   Karnataka   

47 District Central Co-
operative Bank 

Bidar Karnataka   

48 Janodaya Trust   Karnataka   

49 South Indian Federation of 
Fishermen Societies 
(SIFFS) 

Trivandrum Kerela For- Profit 
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50 Tiruvalla Social Service 
Society 

Tiruvilla Kerela   

51 Sthree Niketh Vanitha 
Federation 

Trivandrum Kerela   

52 Bharat Sevak Samaj Trivandrum Kerela SHG 

53 Annapurna Mahila Mandali Mumbai Maharashtra SHG 

54 Indian Institute for Youth 
Welfare (IIYW) 

Nagpur Maharashtra   

55 Pune District Agriculture 
Development Foundation 

Pune Maharashtra   

56 Society for Action in 
Creative Education and 
Development (SACRED) 

Aurangabad Maharashtra   

57 Society for Promotion of 
Area Resource Centre 

Mumbai Maharashtra   

58 Youth for Unity and 
Voluntary Action 

Nagpur Maharashtra   

59 ACIL-Navasarjan 
Foundation for Rural 
Development 

Mumbai Maharashtra   

60 WOTR Ahmadnagar Maharashtra   

61 Banaskantha DWCRAA 
Mahila SEWA Association 

Radhanpur Gujarat   

62 Dharampur Utthan Vahini 
(BAIF-DHURVA) 

Vansda Gujarat   

63 Friend's of women's world 
banking, India (FWWB) 

Ahemdabad Gujarat For-Profit 

64 International Centre for 
Entrepreneurship and Career 
Development 

Ahemdabad Gujarat   

65 Junagadh Mahila Sharafi 
Sahakari Mandli Ltd 
(JMSSM) 

Junagadh Gujarat For- Profit 
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66 Shri Mahila SEWA 
Sahakari Bank Ltd. (SEWA 
Bank) 

Ahemdabad Gujarat Cooperative 

67 Centre for Youth and Social 
Development 

Bhubaneshwar Orissa   

68 Council of Professional 
Social Workers (CPSW) 

Bhubaneshwar Orissa   

69 Rashtriya Gramin Vikas 
Nidhi 

Bhubaneshwar Orissa Grameen 

70 Peoples Rural Education 
Movement 

Berhampur Orissa   

71 Sunderban Khadi & Village 
Industrial Society 

Canning West Bengal   

72 Village Welfare Society Pancharul West Bengal Grameen 

73 Seba Sangha (SEBA) North 24 
Pargana 

West Bengal   

74 South Asia Research 
Society (SARS) 

Calcutta West Bengal Grameen 

75 Vivekananda Sewa Kendra 
O Shishu Niwas 

24 Parganas West Bengal   

76 Southern Health 
Improvement Samithy, 
Ashadeep 

South 24 
Parganas 

West Bengal   

77 Sreema Mahila Samity   West Bengal   

78 Malipukur Samaj Unnayan 
Samity 

  West Bengal   

79 Tajmahal Gram Bikash 
Kendra 

Calcutta West Bengal SHG 

80 Bandhan Calcutta West Bengal For- Profit 

81 Nav Bharat Jagriti Kendra Hazaribagh Jharkhand   
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82 Srijan Mahila Vikas Sahyog 
Samity Ltd 

  Bihar   

83 Youth Volunteers Union 
(YVU) 

Thoubal Manipur For- Profit 

84 Rashtriya Gram Vikas Nidhi 
- Credit and Savings 
Programme (RGVN-CSP) 

Guwahati Assam Grameen 

85 Deshabandhu Club   Assam   

86 Tezpur District Mahila 
Samiti 

  Assam   

87 CASHPOR (CFTS) Mirzapur Uttar Pradesh Grameen 

88 Grameen Kosh, Grameen 
Development Services 

Lucknow Uttar Pradesh Grameen 

89 Shramik Bharti Kanpur Uttar Pradesh SHG 

90 Rural Litigation and 
Entitlement Kendra 

Dehradun Uttaranchal For- Profit 

91 SCRIA Rewari Haryana SHG 
92 Pustikar Laghu Vyaparik 

Pratisthan Bachat Avam 
Sakh Sahakari Samiti 
Limited 

Jodhpur Rajasthan For- Profit 

93 Centre for Community 
Economics and 
Development Consultants 
Society 

Jaipur Rajasthan SHG 

94 Mata Shree Gomati Devi Rajgarh Rajasthan   

95 Lupin Human Welfare and 
Research Foundation 

  Rajasthan SHG 

 
      Source: SDS Research 
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