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Abbreviations and Concepts

BPL: Below Poverty Line

CGAP: Consultative Group to Assist the Poor

One Crore: 10 million

Exchange Rate 20091005: 1 Indian Rupee = 0.0200885, 1 Indian Rupee = 0.147707 SEK
IPO: Initial Public Offering (of stock for mainsam shareholders)

LAB: Local Area Bank

One Lakh: One Hundred Thousand

MFI: Micro Financial Institution

NABARD: National Bank for Agriculture and Rural Delepment

NBFC: Non-Banking Financial Institution

NGO: Non Governmental Organization

NGO-MFI: Non Governmental Organization- Microfina@ninistitution

NPO: Not for Profit Organization

RBI: Reserve Bank of India

SECTION 25: A Non-profit Company with slightly mofieeedom than an NGO to employ staff
SIDBI: Small Industries Development Bank of India

WHO: World Health Organization
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1. The Evolution of Microfinance

This chapter introduces the field of microfinancel rovides an overview of what we like to call the
“evolution of microfinance.” The chapter highlighdsveral changes that have occurred within thd,fiel
and then focuses on one of these, sustainabiling feader is introduced to the existing schools of
research within this area and a gap in the liteeaiidentified. An introduction to microfinanae lindia

is also provided, since thanks to SIDA and the Bess Faculty at Umed University, our field resedsch
conducted there. The gap in the literature thedslemto the formulation of our research questicth @n
description of the purpose to be fulfilled througfs study.

1.1 Major Shifts within the Field of Microfinance

As both a concept and a tool, microfinance hasvexbfrom the genre of micro credit to small micro
enterprise development that deals with micro-ldeahs to micro enterprises or micro entrepreneurs.
Microfinance, however, encompasses a much wideyaof financial services for a larger population
spread. Microfinance institutions today providevems ranging from savings, income generating loans
and insurance services to individuals that genehallze no collateral.

The incentive behind microfinance lies in helpihg poor, providing them an opportunity to raiserthe
standards of living rather than from the motivatioronly make monéy Government regulation of banks
and financial institutions in the past did littte provide economic assistance to the indigent. iMais due

to the large costs associated with reaching the who tended to be the most geographically disperse
According to standard credit norms these impovedskvould be classified as credit risks for both
government and private funding.

Three distinct shifts can be observed within tleédfiof microfinance. Since the deregulation of ficial
markets that began in the three last decades,fatebk place away from the goodwill funded by
donations and subsidies and towards profit-driveancing. Subsequently there was a shift fromranic
credit to micro financial services and from investh in micro enterprises to household money
management. Hence, today microfinance covers three main aregsro-credit, micro-savings and
micro-insurance products.

Micro-credit is the most basic of all financial wees that MFIs provide and involves supplying dmal
loans to those disenfranchised that would normsglm un-bankable. Micro-saving encourages clients
(and sometimes forces them to ensure a form o&tendl) to deposit money either for high frequency
saving for the short term or for low frequency savior the long term. Finally, Micro-insurance facts

low income households through the pooling of riskekchange for regular monetary payments. This
policy functions as an ordinary insurance poli¢yntil recently, these two services of micro-saviagsl

2 Microfinance : evolution, achievements and chalesntedited by Malcolm Harperondon : ITDG ; 2003, pp 3

3 Microfinance : evolution, achievements and chalesntedited by Malcolm Harperondon : ITDG ; 2003, pp 3

4 Pg3. K Rossel-Cambier, “Combined Micro-Financele&ed Research Questions from a Stakeholder Ruingiew”,
Université Libre de Bruxelles-Solvay Business S¢HoEB, Working Paper No 08/004, (2008)
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micro insurance were thought to have no demandhkypior. The success of more sophisticated
financial services for the disenfranchised has @nathis to be false.

1.2 Financial Sustainability

The shift form heavily subsidized institutions tmfitable businesses is a hotly debated topic sihce
represents a radical shift from goodwill to prdfienerating alliances. The change is still in pregre
because many MFI’s striving to make profits areatule to survive without subsidfes

The implications of this change have prompted @hpla of research in the area arguing for financial
sustainability’ By financial sustainability (used interchangealijth financial self-sufficiency), we
suggest that the institution should be fully albbledver costs through internal revenue, i.e. neddence
on outside funding. Morduch et al. (2009) defimeancial self-sufficiency by quoting the definition
given by MicroBanking Bulletin (2005, p.57), i.eh# financial self-sufficiency ratio is adjusteddircial
revenue divided by the sum of adjusted financiplemses, adjusted net loan loss provision expeasds,
adjusted operating expenses. It indicates thetutisth’s ability to operate without ongoing subsidy
including soft loans and granfs”

Morduch et al. (2009) compare the extremely higterast rates and immense profits earned by
Compartamos after their public offering and thectiea of Muhamad Yunus who according to the article
feels that the “high interest rates and profits avanconscionable, extracted from Mexico’'s poorest
citizens.” The article explains the points of comence between the two views on microfinance — one
demanding a social focus and the other arguinghiercommercialization (high profits but also a high
outreach) of microfinance. Both agree that thera large demand for microfinance and that acaess t
microfinance could potentially help millions of podn the study, Murdoch et al. use a datasetIdhal
large MFIs in the world to answer questions abbatrble of commercialization. Their conclusionswho
that “investors seeking pure profits” are not vamerested in the organizations that serve the gyoor
customers. They also infer that the future of nfinence will unlikely follow a single path, becausesn
though commercial investment will be necessaryth@ continued growth of microfinance, it is the
institutions with strong social missions (many gssubsidies) that are best at serving the pdorest

For the purpose of our thesis, the implicationgha$ shift will be part of the focus. Microfinantia
services and households affected by it are intevected topics. The focal point in this thesis edab
the ongoing sustainability debate. The key quesimposed by Robert Cull et al. is, “Are the soarad
economic impacts apt to be large enough to justifg ensure continuing suppdft?By support he
means grants and donations.

5 Pg 4. K Rossel-Cambier, “Combined Micro-FinanceleSted Research Questions from a Stakeholder Rbittiew”,
Université Libre de Bruxelles-Solvay Business S¢HoBB, Working Paper No 08/004, (2008)
6 Pg 9. K Rossel-Cambier, “Combined Micro-Financeleted Research Questions from a Stakeholder Pdirtiew”,
Université Libre de Bruxelles-Solvay Business S¢HoEB, Working Paper No 08/004, (2008)
" See: Robinson, Marguerite S. 200he Microfinance Revolution: Sustainable Finanaetti@ Poor Volume |, The World
Bank: Washington, DC or Morduch, Jonathan, 199% fircrofinance promise, Journal of Economic Literat37, 1569—-1614.
8 Cull, R., Demirguc-Kunt, A., and Morduch, J., (), “Microfinance Meets the Market”, Journal ofddomic
Perspectives, Vol. 23, No. 1, pages 167-192
9 Cull, R., Demirguc-Kunt, A., and Morduch, J., (29, “Microfinance Meets the Market”, Journal ofddomic
Perspectives, Vol. 23, No. 1, pages 167-192
10 One of the two frontier questions posed in cosiol to the study: Robert Cull, Asli Demirguc-KufatJonathan Morduch,
“Microfinance Meets the MarketJournal of Economic Perspectivasol. 23 No 1, Winter 2009, pp 167-192
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The trade-offs related with a growing focus on aunstbility have been mentioned by various authems,
point towards a dilution of the original welfarejettive of the founders of microfinance. A focus on
sustainability leads to a compromise in the abilityreach out to the ones in greatest need of diaan
assistance, hence a change in the original missiomicrofinance which is to serve the poor. The
researchers find it interesting to explore whatsioiss actually lay behind MFIs, believing that tbauld
contribute to the sustainability issue rather th@m reverse. This implies not taking for granteat thll
MFIs merely have a social mission, i.e. to helg\alite poverty. Another important distinction to
mention resides between the organizations havifay-profit or a not-for-profit status. According &
study by Gonzalez and Rosenberg (2006) which atllia sample of over 1500 institutions, 91 percént o
these were small institutions collectively servedgout a quarter of the total borrowers. The remaini
three-quarters of the borrowers are served bylistiarge organizatioh's Thus, the larger organizations
are more able to serve the needs of the poor.

1.3 A Need for a Deeper Contextual Study

Available literature on microfinance is increasingbcused on the need for self-sufficiency. However
little research has been conducted regarding thes gd specific microfinance institutions. A sifjoant
gap exists regarding the (country-specific) conikls operate in and the needs of the poor asfsesn
their own perspectivé Most research has been done in the form of fimhdata collected by institutions
and subjected to statistical analysis.

The researchers in this study traced the souraasptiovided qualitative data for studies as the one
mentioned above (Morduch et.al, 2009). The objectitas to uncover what lay behind the numbers that
had been reported.

The case studies that exist are of an exploratatyra. They frequently fail to incorporate the
perspective of the borrowers along with that of dinganization and field agents who act as a liaison
between lenders and borrowers. There is a needderstand the context of operations from a broader
perspective. It is important to take into considien the effects of cultural, social, politicahdalegal
structures that distinguish countries. Unfortulyatbese have often been meshed together in reviéws
microfinance. These studies of microfinance in8bihs operating within poorer nations do not take
account the differences between the countriesesf #tudies. Such studies often take a globalcambr.

We argue for the need to account for the localatimis that exist within this global depiction of
microfinance.

1.3.1 Selection of Case: India

India was chosen as a destination for our fieldystdue to the array of cultural, geographic, relis,
and regulatory conditions that this large countncampasses. A quarter of the population of the
estimated 1.1 billion people is considered to béndj in extreme poverty. According to Schreiner

1 Gonzalez, A., and Rosenberg, R., (2006), “Thesiimicrofinance — Outreach, Profitability, and/Bay, Findings from a
database of 2600 Microfinance Institutions.” Présgon at World Bank Conference on Access to FiraiMay 3¢, 2006
12 Otero, M. (1999) ‘Bringing Development Back intadvbfinance’,Journal of Microfinancel (1): 8-19.
13 Bindu A., Bastavee B., Rupalee R., Aparna B., (2098lueprint for the Delivery of Comprehensive Fiacial Services to
the Poor in India, Institute for Financial Manageinend Research (Centre for Micro Finance WoekiageP Series)
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(2006), no country in the world has more poor pedplan India with an estimated 200-900 million
disenfranchised. He goes on to refer to Deatonkarz| (2005), saying that there is extensive e

on the subject but little agreement over how tosueathe poverty line. He mentions some examples of
measurement for example the $1 per person per @iéghwn 2003. This would be an equivalent of
Rs.14.91 at purchasing power parity and officiklradia lines which put the rural line at Rs.11 &idd

the urban at 16.79.

With these statistics at hand and due to one ofdbearchers (Maira) speaks Hindi; India was anooisv
choice for the field study. The researchers betlettat they would have the ideal opportunity toessc
diversity in order to fulfill the purpose of theusly.

1.3.2 Development of Research Problem

Researchers suggest that sustainability is thet&egurvival. Statistics indicate that the betteown
micro financial institutions in India harvest rataron the money invested in thétrHowever, research
also suggests that there are still a large humbdisenfranchised people who have not been reabhed
these organization.

Despite widespread growth of microfinance insting, informal money lenders and not-for-profit
organizations focusing on the poor still exist. Thew on sustainability or submergence is far too
widespread and a greater focus needs to be placétbee that cannot be reached by for-profit models
Many have no access to formal institutions dueui@éucratic red tape, lack of education, joblesspes
poverty, and thus rely on other means of finarsgavices.

Theoretical evidence further developed in the diigre review suggests a clear need for non-profit-
microfinance services even if these are financedrlapts and subsidies to maintain the welfare gbal
microfinance. If the subsidies fail to make an ictpa poverty reduction, their continuance is jiiahly
guestionable. In order to understand how microniofe institutions operate, it is not only importaa
collect financial data but to also understand tidrenment that they operate in, in particularbezome
familiar with the legal and regulatory functionstbé country being studied. Feedback from the smscce
or failure of that mission is necessary.

Our proposed research question strives to creapealtative framework to explain the operations of
micro financial institutions operating in Indiau&inctly statedWhat is the mission and context of
operations and the impact of MFIs in India?

1.3.3 Purpose

The purpose of this study is to understand theiamgbat guides MFIs and to generate substantieerth
regarding the context in which Indian MFIs operatéithin this context, we wish to understand the

14 Schreiner, Mark. (October 19, 2006), Is One Sinfeerty Scorecard Enough for India?, Senior Scratl@enter for Social
Development and Director of Microfiannce Risk Maeaggnt
15Pg 27, Schreiner, Mark, A Framework for the Anaysf the Performance and Sustainability of Substli¥icrofinance
Organizations with Application to Bancosol of Badivand Grameen Bank of Bangladesh, Department aicélgural
Economics-Ohio State University, 1998, pp 1-138
18 Hasan, M E and Iglebaek M (200Mlcrofinance with un-reached people in the rurakar Experience and learningaper
Presented in Asia Pacific Region Microcredit Sumvhéteting of Councils, 18 February, Dhaka

12



political and socio-economic circumstances thatranfsancial institutions in India are operatingden.
Through this framework and by interviewing emplayes well as clients, we hope to better understand
the impact made on people that are targeted by timsditutions. We also wish to provide empirical
evidence that allows verification for this impa&urthermore, this study will hopefully allow us to
conclude whether subsidies to these organizatiomguatifiable, or if the impact of demand and dypp
left on its own is the best way to the alleviatarpoverty.

Under this primary purpose we also wish to ideritifyee sub-objectives:

» Develop a framework for understanding the main mssvhich micro financial institutions
operate under

» Explore the external and internal policies (regats, operations, outreach, targeting) facing
these organizations

* Explore the impact of MFIs on borrowers as seemfimoth the MFIs’ and the borrowers’
perspectives

In order to answer the sub purposes, four broadepia have been developed after a careful review of
the existing literature. These four concepts valve as preliminary guidelines in our data col@ttiThe
idea is to be able to expand upon these concegdtadthquestions of relevance as new ideas witleigeth
concepts emerge during the data collection proc€ksre is no single interview guide as it was exieal
upon by the researchers while the data collectrogrnessed. Interviewing various types of organegi
also meant that the questions had to be quickipddated. (See Appendix D2 for concepts)

1.4 Disposition

This section provides a conceptualization of thiremstudy, showing how each phase leads to thé nex
Between chapter six and seven is the re-evaluatidheory at hand. Since we use a grounded theory
approach which will be discussed in more detaithia theoretical methodology chapter, the aim is to
generate new substantive theory. This substantisery is presented in the conclusions. The idda is
give the reader a picture of how the study progrdss well as to explain how the different chapbdérs
the thesis relate to one another.

The first chapter provides an overview and backgddior the study, leading to the research questrah
followed by the disposition of the continued thedike second chapter describes the methodology that
the study is based upon and discusses the implisatif this method for the study. Following thispter

is the literature review chapter where existingptlids presented with an emphasis on subsidizatian,
impact of outreach and the differing goals of MHAIGis chapter ends with four main concepts. Rdlate
guestions have been extracted as points of refeflencata collection.

Chapter four describes the practical aspects celatéhe study. This chapter discusses the calleatf
data for the literature review, and also the datkection that took place in the field. This chapbeings
up practical issues that were faced during the imehow they were dealt with. Following this clesps
chapter five, called ‘Contextual Setting’. The ‘@extual Setting’ chapter deals with the materiadl an
information that became known to the researcherigglthe data collection and analysis but not diyec
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related to the findings within organizations. Thepgmse of this chapter is to provide an overvievwhef
ambiance in which the field study was done. Thigpter has been compiled using data collected from
official government websites to fully describe thgal setting and to provide an introduction to lidgal
forms of the organizations that have been intergkwit can be seen as related to part of the sexand
purpose of the thesis which is to explore the @&secircumstances (regulations) that these orgtoirs
operate under.

Chapter six deals with the data collected from dhganizations and presents this in the form ofethre
tiers, from the managements’, field workers’ angl thients’ perspectives,

Chapter seven deals with the analysis of the dadalas is followed by chapter eight which presehts
conclusions to the study. Chapter nine discussessues of bias and quality control in qualitative
studies and chapter ten provides a range of suggedor further research.

2. Theoretical Methodology

This chapter starts with a brief introduction cangeg the choice of subject and then describes our
preconceptions and the perspective of the thebis chapter then explains our views on researchadsth
used for the purpose of this study. Arguments li@r $elected strategies are provided in additioanto
explanation of the practical implications that éi®sen method poses for the field study.

2.1 Choice of Subject

The choice of subject evolved from a mutual interbg both researchers concerning relevant
developmental issues. Microfinance was an areaflestrarchers understood as a development technique
of which they had little practical knowledge. Mishikom Dorp was exposed to the concept during his
visit to India in 2006 and Maira Babri had sperdomsiderable part of her life living in Pakistan e
informal rotating credit and saving associationsengart of daily life.

A mutual interest in understanding a system thaitrd to alleviate poverty and an opportunity tolgpp
for a SIDA (Swedish International Development Aggnscholarship allowing a minor field study in
India spurred the idea of studying micro finandiwtitutions of that country. A thorough review thie
existing literature allowed the formulation of thesearch question that served as a starting pairthé
field study.

2.1.1 Authors’ Preconceptions

As mentioned above, before beginning to write theper, both authors had some exposure to
microfinance. Although our early exposure to Midnahce was sufficient to familiarize us with the
concept, we sought to remain neutral during thearesh process. We initially believed that micrafice
should be used as a means for poverty alleviati@hvaeere later fascinated by the notion that money
could be made at the same time.

We both were graduate students at Umea School sihBss. Microfinance represented the opportunity
to combine socially responsible investment withapi@l return and this combination was noted as
something of a “holy grail” of business. Our pagperiences combined with our education made the
field study in India a natural choice.
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An interesting difference between our preconceptioesided in the area of subsidization vs. non-
subsidization. Mishka was inherently against Mlsctioning on the basis of surviving for survivaks.
Although he believed subsidies were sometimes rbdue was essentially against a reliance on such
methods. This belief stemmed from significant dttengiven to examples of “good money being thrown
at bad ideas”. Maira on the other hand had somewdratadicting beliefs. She saw that subsidization
was occasionally necessary and microfinance mighé lbeen one of those. She felt that attentionldhou
be focused more on the motivation behind microfaeagand the accomplishment of those motives) rather
than on the method of finance.

We believe that these contradicting beliefs haveuémced our thesis in such a way that new ideas
emerged that would not have arisen in absenceisfdibhotomy. However, the divergent views did
initially result in a delay of the area of studyhe debate concerning financial sustainability whgreat
interest to us. After discussion (and often arguisie we were able to agree on the idea that aoinil
views of a subject area did not necessarily melaadastart since we both understood our biases &hd w
that were able to hold the other in check. Thisvedd us to focus on an area we both saw as egcitin
with the MFI objective focused on “sustainabiligiid “reaching the poorest” as the principal objecti

If we as researchers had already found divergemtgof view was it possible that different MFisal
had conflicting positions? Were there differencesriission between non-profit and for-profit MFIs?
How would their differences ultimately affect theutreach?

Our conflicting beliefs also lead to a rather catiapproach to the field study that proved to yeadhic

and holistic, covering more aspects than would vaitteout such a conflict. Had this conflict not stad

the study might have been shaped more by precdonspthan was the case. The questions posed
allowed us to analyze the sustainability issue. Weee pleased to see that the results permittedadbr
understanding for both and lead to agreement dxecdnclusions.

2.1.2 Perspective of the Thesis

Initial access to data was basically on the orgdmnal level. Our analysis was in the form ofitid
issues derived after an exposure to MFIs, theirleyees as well as their clients. The interviewsewer
conducted with management, employees, field offiegrd the end users of the financial serviceautd
be argued that the study took an inside-perspeofitige actors in Indian microfinance.

However, the aim was to understand the full scdpmioro financial organizations as well as to béeab
to perform a comparative analysis on several leV@lst, a comparative analysis was done within the
organizations, comparing management, field wor&ed client perspectives. Secondly, the next lefel o
analysis involved a comparison across organizatioosiparing them with each other in terms of their
legal form, their missions, their operating modmtsl other relevant concepts that arose in the gerfio
data collection and analysis.

2.2 Scientific Approach

Conducting research requires the use of methodedogrhis would justify not only our perspectived b
also the collection and analysis of the data.
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There are two central views on what constitutesatedge. The positivist, epistemological approach i
grounded in the natural sciences and encouragassthef objective measures. The second view ts tha
of hermeneutidd. Where positivism is usually associated with alen of data to test existing theories
and develop general scientific laws, hermeneuticsooial constructivism, on the other hand, proside
contrasting view, suggesting that the world is adprct of social construction, and hence contexts an
settings are important to understanding how thddweorks. The hermeneutic researcher must observe
more with his/her direct senses to understand tlvesgexts and often becomes more subjectively
involved in the study?

The purpose of this study is to understand the ianissmpact and context in which micro financial
institutions operate in India. This study was utaleen in the context of economic and political dimel
social regulations in India. We expect culture aodthmunications to play a large role in the work of
micro financial institutions operating in India. fi~the purpose of this study we apply a hermeneutic
approach with a social constructivist view. Sociahstructivists argue that the world as we seg ihé
result of conscious or unconscious choices madsobial actors rather than an act of divinity orunalt
laws".

Taking on a social constructivist view allows udriterpret our research in the setting and contdndre

it is being conducted. Although micro financial tingions exist all over the world and some might b
similar in their operations, our aim was to undandt those structures that contribute to the Indian
context. These could help us understand how MHsatp within the microfinance sector and also what
types of obstacles they face.

Due to the nature of the study, mainly that conmpgi®f field visits, spending time with the inteewees
and focusing on the perspectives of service pragidigencies, the people handling transactions land t
end users of the financial services, it can be gtthrough an ethnographic lens. Vaan Maanen (2006)
describes ethnography as having a “sort of docusngrdgtatus,” as the researchers actually involve
themselves into the lives of those being studietliallbere (1998) explains that “grounded the@tgms
from a methodological stance that stresses theqgohema relating to the social world studied from the
perspective of the actors and in their naturallguping environment, thereby utilizing an inside-
perspectivé.

Sangasubana (2009) mentions some of the reasonstimggraphy is chosen as a method for a research
project. Among other points he mentions that, titdses on working with others rather than treating
them as objects. You often have exclusive domasote responsibility in the chosen setting or aiet
allows you to get an insider’s view of reality. dan also provide deep insightful data useful tat
marginalized groups of people closed to other foahsesearch and it allows you to collect data in a

e Bryman A., & Bell E., (2003)Business Research Metho@xford: Oxford University Press, p 14, 0-19-92849
18 Bryman A., & Bell E., (2003)Business Research Metho@xford: Oxford University Press, p 14, 0-19-92849p 15-19
19 Johansson Lindfors, Maj-Britt, (19933t Utveckla Kunska, Lund Studentlitteratur, p. 57, ISBN 91-4432851-6
20 John Van Maanen, (2006), “Ethnography then and”’ndualitative Research in Organizations and Managem@m
International JournalVol. 1, No. 1, 2006
2! Lillemor Hallbere, 1998, “ En Kvalitativ Metod; filuerad av grounded theory traditionen”, Nr. 2, €diirgs Universitet,
Psykologiska Institutionen
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realistic or naturalistic setting in which peoplet aaturally, focusing on both verbal and nonverbal
behavior§”.

The aim here is to understand the holistic natdrmioro financial operations. In order to understan
people’s perspectives it is important to listermtoat they have to say and to observe the settidg an
environment they speak about. We deemed it impotb visit villages and slums where micro finahci
companies operated. This we hoped would offer rslerstanding of the borrowers living there who
utilized those services. We used an ethnograplaincst to data collection while utilizing the tools
suggested by the pioneers of “grounded theory.”

Grounded theory was first presented by two socistegBarney Glaser and Anselm Strauss (1967) and
they described it as a “guideline for doing reskamith the aim being to generate theory based on
empirical findings. Grounded theory advocates tbe of multiple data sources as well as various data
collection methods relating to the same phenomei@mme examples include in-depth interviews,
participant observations as well as field notestaDs collected until a point of “theoretical sattion”

has been reached and (according to the researéhether interviews do not lead to any new data

2.2.1 Qualitative Strategy

Research strategy normally affects how the studyislucted, which data collection methods are used,
how the data is presented and how it is analyzéd. tvo principal research strategies are quantiati
and qualitative.

Quantitative studies, as the name suggests, fatus quantified approach, gathering data in fornas th
can be classified and subjected to statisticalyaigalThe aim could be data comparison or to deteriih
relationships exist between causal and indepengeigbles. Quantitative methods are often applogd f
the testing of theories, using a deductive approdelducing theory by refuting or failing to refute
existing scientific laws?

Qualitative studies, on the other hand, focus gottdand contexts and data is usually collectechén t
form of interviews, literature reviews or close ebstions. The aim is often to understand phenomena
and explain why things are the way they are. Qatali¢ studies are often coupled with an inductive
approach to theory, focusing on the emergenceenirthas a result of ongoing reseatth.

Microfinance viewed through the lens of market dyies can be seen as a response to market failures
which excluded the poor from basic and essentianitial services. However, Servet (2005) estimates
that only 10% of MFI's are able to survive withautbsidies® Critics of microfinance have argued that

MFI's have mainly focused on people who have besable to access financial markets and not those

22 Nisaratana Sangasubana (2009), How to ConductoBtaphic Research, The Weekly Qualitative Repodi. ¥ No. 36,
September 7, 2009 208-214
2 Lillemor Hallbere, 1998, “ En Kvalitativ Metod; ihferad av grounded theory traditionen”, Nr. 2, ®drgs Universitet,
Psykologiska Institutionen
24Bryman A., & Bell E., (2003)Business Research Metho@xford: Oxford University Press, p 9-14, 0-19-898-9
% Bryman A., & Bell E., (2003)Business Research Metho@xford: Oxford University Press, p 14, 0-19-92849
% pg 9. K Rossel-Cambier, “Combined Micro-FinanceleSted Research Questions from a Stakeholder RbiMtiew”,
Université Libre de Bruxelles-Solvay Business S¢HoEB, Working Paper No 08/004, (2008)
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that are inherently podt Many have argued that giving the poor accedméamcial markets is not that
necessary since an estimated 4 out of 5 peopler@ble to access furfds The increasing focus on
sustainability may also have a negative impacthmse that MFI's are meant to help due to a focus on
cutting costs and increasing profit which inevitaldads to higher interest rates and a higher loigtaten.
The main goal of MFI's should be poverty alleviatio However, the United Nations Development
Program has suggested that only a fourth of thelddnmicro-lending institutions are considered
successfif.

Thus there is a need to understand what goes meitisese institutions. Statistics alone are nfftcsent

to understand how these MFIs operate and whatestgibk they face. Qualitative studies in the area ar
few, and a contextual study providing a holistiewiof micro financial operations in India has netb
conducted.

For the purpose of this study a qualitative redeatcategy was undertaken as we immersed ourselves
into the organization settings as well as fieldrafiens. A field study implies becoming one witte th
surroundings and context in which the data is beolected. The building of a relationship with the
interviewees is an important aspect to appreciatieif views and the contexts in which they o&tur

We hoped to provide empirical evidence in relevancde subsidization debate mentioned earliehim t
paper. The three tiers on which the data had bebected meant that those with varying backgrounds
would be interviewed. This required a need for ildity and innovativeness regarding the interview
guides, in particular the grounded theory methoghplo

2.2.2 Theoretical Sampling

We had chosen to conduct interviews that were ebrigtical relevance to the purpose of the study. By
theoretical relevance we meant the choice of petiplmterview had been made to “fully develop as

many properti€s” of microfinance institutions operating in India was possible. This was governed by

the constraints of time, money and access.

According to Glaser and Strauss (1967), who weee gioneers of grounded theory, as long as the
selected groups or categories were based on tldnetievance, any groups could be selected. Whis

in contrast to the assumption that categories shbel pre-prepared based on known characteristics or
similarities. The idea was to make a broad seledio unobstructed data collection to be used lier t
generation of theory. Where categories might Hmeen already pre-determined, one is controllechby t
preconceptions of existing theory, the latter mdtbbselection allowed for new, undiscovered prapsr

to emerge. The wide selection of interview subjexdisld be used to find similarities or differences,

o Pg 12. K Rossel-Cambier, “Combined Micro-FinanSelected Research Questions from a Stakeholdett Bbiiew”,

Université Libre de Bruxelles-Solvay Business S¢HoBB, Working Paper No 08/004, (2008)

28 Pg 12. K Rossel-Cambier, “Combined Micro-FinanSelected Research Questions from a Stakeholdeit Bbiiew”,

Université Libre de Bruxelles-Solvay Business S¢HoBB, Working Paper No 08/004, (2008)

2 pg 15, BAEZA C., Extending social protection inatle through community based health organizatidh§) STEP-

Universitas, 2002, pp 1-80.

30 willis, W.J., (2007), Foundations of Qualitativeedearch — interpretative and qualitative approgcBage Publications:

California , p 189, ISBN 978-1-4129-2741-3

%1 Glaser, Barney, G. & Strauss, Anselm L., (196 e @iscovery of grounded theory: strategies folitiave research, pp 49
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whereas pre-planned sampling would diminish thexces of finding unique factors which are important
for the “fullest understanding of such a grodp.”

The sampling number cannot be determined in advaimsead, the optimal number is reached at atpoin
of theoretical saturation. That is, when no newads being found. The researcher plays the rolanof
“active sampler of theoretically relevant d4taTheoretical saturation is reached by the simatars
analysis and data collectidhData must be continuously analysed in order terdghe the progression
of the theoretical questioff. Hallbere (1998) utilized these sampling methdde purpose of a strategic
sampling is to include all possible variants bestigdied, thereby providing one with a holistic vielv
the phenomendh

Theoretical sampling allowed us to identify orgatians that fit into our sampling group. As mordada
was collected the variations in the organizatiolh®aeed for stricter sampling specification. Thedin
sample consisted of organizations of varying lefgams. The resulting sample includes 3 NGOs; 1
Section-25 Company; 3 NBFCs (non-deposit takifg*2 Cooperative Women’s Banks; 1 local area
bank and several private parties offering relewafiormation.

2.2.3 Comparative Analysis for Theory Generation

Research aimed at theory generation requires thgeusf three procedures, data collection, coding, a
analysis, performed simultaneously. Glaser anduSsranean that no single type of data or data ciutec
method is more or less appropriate in theoretigai@ing. Rather, a diversity of techniques couldibed
and is encouraged since it widens the view for tstdading categories and the properties assoaidted
these categories. They call these different vielices of data. Research is inevitably constraingd b
structural conditions such as access and who igabl&to be observed or interviewed. However, any
slice of data obtained, used for comparison, celdyhe same socio-structural information that dog
obtained otherwis&.

When the aim is to generate theory using a theaesampling method the researcher must be aware of
temporal aspects that affect the study. Insteadepirate periods of work being designated for the
collection, coding and analysis of the data to oc@laser and Strauss argued that all three proesdu
occurred simultaneously. It is impossible to “ergyagtheoretical sampling without coding and anialgz

at the same time”. When data is collected in tleddfitheoretical sampling consists of various data
collection methods like the reading of documentsduicting interviews and making observations, @all a
the same time, “since all slices of data are rel&va

32 Glaser, Barney, G. & Strauss, Anselm L., (196 e Tiscovery of grounded theory: strategies follitaiave research, pp 49-

51

3 Glaser, Barney, G. & Strauss, Anselm L., (196 Te @iscovery of grounded theory: strategies folitiave research, pp 58

34 Glaser, Barney, G. & Strauss, Anselm L., (196 e @iscovery of grounded theory: strategies folitiave research, pp 61

% Glaser, Barney, G. & Strauss, Anselm L., (196 e @iscovery of grounded theory: strategies follitaiave research, pp 58-

59

36 |illemor Hallbere, 1998, “ En Kvalitativ Metod:; fluerad av grounded theory traditionen”, Nr. 2, &iiirgs Universitet,

Psykologiska Institutionen

37 1t came to our attention only at the end of th&aetollection period that NBFCs with solely depaaking licenses also exist,

but unfortunately we were unable to contact angheim

%8 Glaser, Barney, G. & Strauss, Anselm L., (196 e Tiscovery of grounded theory: strategies follitaiave research, pp 67
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2.2.4 Development of Theoretical Search

The theoretical data searches were first guide@uoyinterest in the sustainability debate. We were
interested in finding justifications for the coniad use of subsidies and to see if such organizatiad
striven towards the goal of financial self-suffiedy. From there emerged the distinction between for
profit and non-profit microfinance institutions. Wleen became interested in finding the mission and
purpose of MFIs operating in India and we wereausito see if there was a divergence of purpose. O
observations suggested differences in the way rfofitpand non-profit MFIs operated. Some of those
concepts included issues of ownership, structuogegpance, informal markets, poverty measurement
and types of poverty in combination with outreach.

2.2.5 Implications of Method

The use of grounded theory for data collection andlysis involved the usage of both an inductive
(looking for new concepts and their interconnejoand a deductive (verification of concepts or
relationships in existing and new data) approaaghapproach using a combination of constant searches
for new concepts and convergences as well asnglagw findings with existing theory is said to be
abductivé’.

Use of an abductive approach in this paper endgiigeliminary literature review which formed thesisa

for the initial research question and related cptxdo be studied. These concepts were used as
guidelines to formulate the initial interview gujdehich was of a semi-structured form (see appendix
D2). As the data collection process began so did #ile analysis. Time was taken between interviews
analyse the results and questions for the comitepviews and were formulated in light of the new
information that had been obtained. A verificatipmocess was performed simultaneously, linking the
new data to that from our literature review. Thegass allowed for a tighter specification and foons

the questions asked.

Sangasubana (2009) put forward some strategiegfoographic analysis suggested by Roper & Shapira
(2000). After the initial coding, he suggested isgrtthe data for patterns, identifying possible
connections. He mentioned the benefits of “genaraliconstructs and theories” by relating the pase

to existing literature and “memoing with reflectivemarks*!. Sangasubana (2009) also described three
criteria that should be closely monitored for cohtf quality in an ethnographic research modelbsén
three criteria were reactivity, reliability, andlidity. These three criteria and the implementatiafn
control are discussed in detail at the end of thdysin chapter nine.

3. Literature Review

This chapter provides a theoretical framework based existing literature within the field of
microfinance. An introduction is provided to theofemercialization debate” and research arguing both
sides of the case. The chapter then focuses odetads within this debate and provides examples of

40 |illemor Hallbere, 1998, “ En Kvalitativ Metod; ihferad av grounded theory traditionen”, Nr. 2, ®drgs Universitet,
Psykologiska Institutionen
41 Nisaratana Sangasubana (2009), How to ConducbBtaphic Research, The Weekly Qualitative Repast, ¥ No. 36,
September 7, 2009 208-214
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consequences and empirical evidence from existéiagarch regarding the trade-offs associated witth bo
a commercial and a non-commercial approach to nfinemce. The differences between for-profit and
not-for-profit organizations are discussed. Theptiiaends with a summary of the issues presentéd an
puts forward our position on the subject as weltresimplications of the literature review for tfield
study.

3.1 Microfinance and Sustainability

Sustainable, according to the Meriam Webster ordingonary is defined aspf, relating to, or being a
method of harvesting or using a resource so thatésource is not depleted or permanently dam&ged
Sustainability as a term is closely related to ghewing concern for the environment in the form of
resources, climate and ecology. When resourcelinaited it is reasonable to argue that these shbald
consumed mindfully. Along with the concern for emgital sustainability, a concern for social and
economic sustainability has also arisen. More $igetd the field of microfinance, sustainabilityrcée
described as alénder’s capacity to operate for a considerableipérof time, measured in decades,
independent of subsidy or altruistic suppdit

A convergence of the concepts of microfinance amtasnability occurs in the debate concerning the
commercialization of microfinance. Mainstream talpis attracted to finance microfinance (pushipg-u
the expected return-rates) which in turn affectsittterest rates that end borrowers pay. As megdidam
the outset, Compartamos and Grameen Bank havdisagly diverging views on the issue. Those can
be related to the pressure from groups in favocarhmercialization on the need for financial self-
sustainability and others with the opposing vievaitbthrough grants or loans.

The argument is that if microfinance can be comiaéized there is no need for donations since main-
stream investments can finance the ¢asthe poor are then able to pay interest-ratestibait both high
returns and profits. The proponents however argaethe outreach is significantly compromised since
the large organizations shift their focus to ricbléents and away from the poor. Both views areutised

in more detail below.

3.1.1 The Win-win Argument

Microfinance, as discussed in the introductory ¢eapefers to financial services provided to target
clients who for various reasons have not been debye regular bankd Microfinance has existed
primarily as an informal exchange between partieis. only in the last three decades that micrafrea
has come to the forefront after a number of fad#dmpts. Efforts are currently being made to fdizea
the financial services provided through M#IBy entering the market of profit and loss, onizeir by

42 Meriam Webster Online Dictionary, URhttp://www.merriam-webster.com/dictionary/sustailegbited 2009-05-20]
43 J.D. Von Pischke, (the author refers to a definitirom Otero and Rhyne, 1994), “Measuring thedraff between outreach
an sustainability of microenterprise lenders”,rdaiiof International Development, Vol. 8, No. 252239 (1996)

Ibid
45 Microfinance : evolution, achievements and chalemnbedited by Malcolm Harpedrondon : ITDG ; 2003, pp 3
46 James C. Brau & Gary M. Woller, “Microfinance: Aofprehensive Review of the Existing Literaturdurnal of
Entrepreneurial Finance and Business Ventuk&d. 9, Issue 1, 2004, pp. 1-26
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demand and supply, microfinance institutions nogefan increasing pressure to be sustainable sthiat i
be able to sufficiently cover their costs as welearn a return on the money invested in them.
According to Brau and Woller, microfinance has mto the world that poor clients previously marked
as “non-creditworthy” can actually be bankable #mdugh microfinance numerous financial services fo
the poor have emerged. Microfinance has not ontlgahestrated that cost-effective financial servicas ¢
be provided to the poor, but also that it can mevéin opportunity to generate profits. Howeveis it
important to stress that the underlying inspirati@hind the growth of microfinance has been addisti
poverty alleviatior{®

It is this double-sided benefit of poverty alleloat and profit making that has spurred the susksdlita
debate. While it is generally agreed that sustdlibais the need to conserve resources, the disagent
emerges when discussing the means used to finalece fimancial institutions. Traditionally, with éh
objective of poverty alleviation, microfinance pFofs have been initiated by welfare and development
organizations funded by subsidies and grants. Mdmnthese organizations with the poverty alleviation
motive have also received donations from privateods. However, the effects that these subsidies hav
had on development remain unclear and inconsiskedsting research varies on a scale of substantial
poverty reduction in Bangladesh to no noticeabiectin Thailand’.

3.1.2 Questioning the Win-win Argument

Morduch questions the win-win situation, focusing argument on the tradeoffs known to be associated
with financial self-sufficiency by questioning sevassumptions made by proponents for non-subsidized
credit®

The first argument dwells upon the idea that denfandbans is essentially inelastic in terms oenetst
rates. MFIs are thus able to charge high ratesrdleroto fund their operations without relying on
subsidies. However, as Murdoch points out, thg peor are often unable to repay loans with exeessi
interest rates and thus are left out of the equatitence, subsidies are meant to help those holgseho
who normally would be unable to receive credit friimancially sustainable microfinance institutiors.

The second argument deals with scale of operatitms.claim is that financially-sustainable insiibats

can operate on a larger scale and thus reach rentsccompared to subsidized programs. Althougg th
may be the case, Morduch argues that subsidizegtars often target the very poor- those far belwsv t
poverty line. Although the financially sustainabpgograms may be targeting a larger group of
individuals, subsidized programs focus in greagptll and thus the sum of total poverty alleviaticay

be greater. One more dollar a day for the very pws a greater impact on their lives than one more
dollar a day for the intermediate pdor.

47 Microfinance : evolution, achievements and chaltsntedited by Malcolm Harpdrondon : ITDG ; 2003, p6

8 James C. Brau & Gary M. Woller, “Microfinance: Aoprehensive Review of the Existing Literaturdqurnal of
Entrepreneurial Finance and Business Ventuk&s. 9, Issue 1, 2004, pp. 1-26

% Robert Cull, Asli Demirguc-Kunt & Jonathan MordyéMicrofinance Meets the MarketJournal of Economic Perspectives
Vol. 23 No 1, Winter 2009, pp 167-192

50 Morduch, Jonathan , “The microfinance schiswigrld Developmen(2000), 28, 617-629

51pg 621. Morduch, Jonathan, The Microfinance Schitorld Development Vol 28., No. 4, pp 617-6290@0
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The third argument deals with sustainable MFIs agry greater access to capital markets in order to
reach a larger number of households. Howeverjghist always the case. Microfinance instituticmest
service the very poor, whether sustainable orwiitfind it hard to access capital markets dughte fact
that their non-collateralized loans are at greaisk. In his words, the chief constraint is not
subsidization per se but the ability to limit pevea riskines™.

The fourth argument rejects the common assumphiahdubsidized microfinance institutions are bound
to fail due to their inefficiency. Morduch statdsetexample of Grameen and the Bangladesh Rural
Advancement Committee on being able to operateiefifily through the use of subsidies for over 30
years. Furthermore, the claims that funding wiyl-dp for subsidized programs is not seen as aaate
due to the majority of governments still proclaimitneir commitment to poverty alleviatichAlthough
profit is usually a motivating tool to encouragdicént operations, non-profit MFIs can encourage
efficiency through socially-determined transfercps, i.e. internal prices to value capital thateatjeisted
downward to show the social gain made by lendintpéopoor. Thus when social gain is added into the
equation, there is a degree of efficieticy

The fifth argument addresses the failures of e@®60s-1970s) micro credit programs when credit fel
into the hands of non-poor. As previously mentignealitically well-connected individuals ended up
receiving funding instead of those really in ne€bis buy-votes-with-subsidies mentality was further
aggravated by loans often being lent at unreasgrai rates. These low rates created a situatioargvh
sustainable informal and formal lenders alike warable to compete and thus led to a subsidy trae. T
failures of the past however pertinent, cannot aulethe use of all subsidies which could be tageit
providing reasonable loans to the disenfranchisstéad of unreasonably cheap logns.

The sixth argument again looks at past failures tardhesitancy of non-subsidized programs of having
any government involvement. Since subsidized mamedit institutions inevitably have to deal with
government organizations and other special interéstprocure loans, the real issue is to increase
transparency and to foster a healthy relationsaipiéen the organization and governniént.

The final argument addresses savings targetingdtien that subsidized programs are unable to rizebil
people's capital. Savings allows MFIs to re-lehd tapital to other persons and helps clients build
capital and collateral to obtain new loans and $hwe new projects. Traditionally, subsidized peogs
tended to be less vigilant in mobilizing savingehey generally provided clients with a forced sggin
feature alongside micro lending as a form of cefialtin case of default. Furthermore, most subsdtli
programs had been unable to offer a traditionaingavfunction because of government regulatins.
Subsidized programs can solve this problem by vmgrkbgether with chartered banks that are allowed t
have a savings function, thus solving the problémas arise through involuntary savings or no saving

53 Pg 623. Morduch, Jonathan, The Microfinance Schi&/orld Development Vol 28., No. 4, pp 617-6290Q0
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functions. However, mobilizing savings will onlg Iprofitable for MFIs if programs are able to geter
a return that is higher than donors are able tegea elsewherg.

Why do firms tend to rely so much on subsidies® @hswer lies in the costs. Reaching the very {goor
expensive and transaction costs are high. Alsoptbblem of asymmetry of information makes it hard
for lenders to know the creditworthiness of indiwads. Furthermore, the disenfranchised often meve
collateral for the loan¥ In conclusion, the MFI seems to have three maioicels: lower costs by
increasing the breadth of operations, increaseritegest rates and fees to the borrowers or topacce
subsidies.

The early micro credit programs relied too heavity subsidization and almost all collectively failed
The onset of failure was probably brought by owdrsidization, lack of accountability leading to hig
default rates and lack of incentives to mobilizevirsgs. Furthermore, the programs set up to help
individuals on the lower tiers of society failedathieving their objectives due to politically ceated
and perhaps undeserving individuals and househetdsving the loans insteAIMFIs today have tried

to avoid the pitfalls of yesterday by avoiding goweent involvement and employing innovative
contractual terms such as group lending incenfimesaving.

With time, microfinance has grown to become whas itoday. The notable example is the 2006 Noble
Peace Prize winner Muhamad Yunus’ organizationm@en Foundation, which shows the recognition
microfinance, has received worldwide. The succds$Gi@ameen is met with a contingent shift of
paradigms where increasing consumption based omssXe leveraging and capitalism is being
guestioned in the midst of a global financial &idihus, the recent focus on the importance ohtiradly
sustainable organizations has begun to be quesdtidigs in turn requires new light to be shed upgmn
sustainability debate to map the future of micrafice and ensure that the vulnerable and poor do not
have to bear the largest burden of the crisis.

3.1.3Institutionalists vs. Welfarists

The proposed win-win situation, alleviating povewtile generating a profit, has in turn resultedhia
emergence of a blend of organizations. Among tleseahe for-profit businesses that want to contebu
to welfare or perhaps just bank on the previoughoied massive market of financial services for the
poor. We also see a large number of non-profit moa-governmental organizations working primarily
with the intent of making a difference in world goty. What distinguishes for profit and nonprofit
organizations is not their profitability but ratheow they gather resources to further distributéead
among poor.

Brau and Woller distinguish between two main schaathin microfinance, thénstitutionalistsand the
Welfairists The Institutionalists believe that microfinanciastitutions, like all other businesses need to
have a) institutional sustainability (relating t@epations and administration) and b) financial -self
sufficiency (relating to the economic situationurthermore, institutional sustainability can onlg b
achieved with the existence of financial self-stiéficy.

% pg 625. Morduch, Jonathan, The Microfinance Schitorld Development Vol 28., No. 4, pp 617-6290@0
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The Welfarists, on the other hand believe strorthgt microfinancial institutions can be sustainable
without achieving financial self-sufficiency. Thaygue that grants and charity serve as socialyethat
provides investors with a social return rather tlafinancial return. The Welfarists place a strong
emphasis on the alleviation of poverty through oficiance and argue for depth of outreach rather tha
breadth of outreach which is propagated by thetinsmalists?.

3.2 For-Profit and Non-Profit Organizations

Microfinance institutions could be financed by mi&ly generated revenues or by loans financed by
subsidies through assistance grants. In the fdit®ctor the question of survival is similar tayaother
business: either one makes a profit or one’s oliusiness. The non-profit sector depends on externa
sources of funds and can be presumed to haveflessiocentive to be cost-effective. Additionalgme
microfinance organizations might rely on both ex&érfunds as well as internally generated revenues.
Their survival could then be dependent on the raétween these two areas of external and internally
generated funds. How each carries out its busimksnost likely affect future access to grantdan
subsidies.

3.2.1 Social and Financial Returns

Two major approaches exist within the area of nficemce, the poverty-lending approach and the
financial systems approach. While the objectivébath is to reach poor people and provide them with
financial service solutions they differ in how themre achieved.

The poverty lending approach relies on a need forations and government subsidies to effectively
provide low interest rate loans to poor people. Téuget group is the extremely poor and savings
opportunities are usually not provided beyond tleadatory savings required for a loan.

The financial systems approach is based on a coomieed and economically sustainable view of
microfinance. By providing the economically actigeor with loans at market costs while meeting their
savings demand these institutions are financedugffirocommercial credit, savings and for-profit
investments?

Robinson makes a distinction between the demandbeofpeople being served by the two different

approaches. The economically active poor can kefiefn savings, managed consumption, and credit.
The extremely poor, starving, illiterate and unemgpd poor do not need debt; they need food, shelter
and educatiofi!

Moving back to our original categorization this iumean that non-profit organizations traditionally
favor the poverty lending approach while for-profiicrofinance organizations lean more towards the
financial systems approach. Keeping in mind théedéhces between the two approaches, the question i
then asked of whether the success and survivalG@§should be judged with the same measuring stick
as the for-profit organizations?

52 The authors reference to (Morduch 2000, Wolleralet1999a) in their article, James C. Brau andyQdr Woller,

“Microfinance: A Comprehensive review of the ExigfiLiterature” , 2004

53 Robinson, MargueritMicrofinance Revolution : Sustainable Finance fer Poor, 2001, World Bank Publications pp 7-8
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Dichter means that NGOs have a different purpotmgether and “financial self-sustainability brings
deep changes in the way NGOs do their wirkDichter suggests that NGOs operate with different
missions in mind and urges that it is not onlynbe-profit part that sets NGOs apart but also &t that
these are operations based on compassion. Sudliggnabfinancial terms would mean generating a
positive return on invested money which could be Bt to more poor people. However, according to
Dichter, doing anything beyond this (read: finahsisstainability) to help the poor is seen as attdtion

of economic rationality’®. According to Dichter, this is problematic becaasepirical evidence suggests
the more we rely on economic rationality, the meeecompromise “social return”. Dichter reiteraties t
empirical evidence shown by other studies (S. Nesadjal, 2000) that a focus on financial sustaingpbili
increases the tendency for microfinancial orgaiopnatto move upwards on the poverty scale, seriag
market on the top of the iceberg, i.e. the richadsthe poor. He argues that return on investment is

different from return to borrower which should beasured before convicting NPOs of unsustainability.
67

Microfinancial organizations operating out of a pleeense of commitment to the poor should provide
credit to the disenfranchised but also help theseolvers make good use of their loans. A combined
effort to help the poor use their loans to invesincome-generating activities and create a béteefor
themselves should be central to NGO’s operationshtBr means that many loans go to consumption
rather than investment in growth or productivitybofsinesses. He also states that many loans, abypeci
those targeted towards women, focus on “income rezgraent” rather than “enterprise development and
growth™®, Loans that do go to enterprise development as® limitations because the businesses of the
impoverished often lack competitive advantage an riiarketplace and tend to inhibit growth. These
problems relate to a lack of absorptive capacitybbyrowers and a lack of confidence in borrowers’
businesses. The lack of knowledge of to how taesidthese issues must be looked upon seriously if
NGOs are to survive. A focus on these issues chalg strengthen the cause for continued aid and
support for microfinancial NGOs. As Dicther arguR§0s “will be afraid to admit that what they may
do best is unsustainable without subsfdy”

3.2.2 Costs and Interest Rates

Von Pischke explains in his article that NGOs témdhave negative leverage or lose money because of
every dollar lent, less than a dollar is sustaidad to excessively low or even the absence ofaster
rates. This leads to an unsustainable system, amhstdependent on the injection of new funds from
government or private donofs.

% Quoted from: Thomas W. Dichter, “Questioning theufe of NGOs in microfinanceZournal of International Development
Vol 8, No.2, 259-269 (1996)
56 Thomas W. Dichter, “Questioning the future of NGi@snicrofinance”, Journal of International Developmentol 8, No.2,
259-269 (1996)
57 Thomas W. Dichter, “Questioning the future of NGi@snicrofinance” Journal of International Developmentol 8, No.2,
259-269 (1996)
58 Thomas W. Dichter, “Questioning the future of NGi@snicrofinance” Journal of International Developmentol 8, No.2,
259-269 (1996)
% Quoted from: Thomas W. Dichter, “Questioning theufe of NGOs in microfinanceZournal of International Development
Vol 8, No.2, 259-269 (1996)
0 J.D. Von Pischke, “Measuring the trade-off betwemrreach and sustainability of microfinance lestiedournal of
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An empirical study of five microfinance (for-profibrganizations in Bolivia showed that the majoofy
households reached by these organizations were twdbe poverty line. However none of the for-pisof
reached the poorest of the poor. It is interestingote that the three organizations using grougite
techniques appeared to have better outreach tbaa tanding to individualS.

Robert Cull et al. showed in a comparative studyafi-profit and for-profit MFIs that repayments do
occur by poor households for loans with high inderates and also that “modest subsidies can lak use
without notable efficiency losses”. They also fiticht non-profit microfinancial institutions gendyal
target poorer borrowers as compared to the foripioétitutions. A significant difference is found
between the outreach of for profit and those nofpfofit institutions. The trade-off is obvious ain
approaching the market plae. Cull’'s article asks eight broad questions angliap those to a sample of
346 microfinancial institutions. He tries to answlee main concerns of subsidy, profits and théasoc
impact of microfinance. He concludes that substliaeganizations differ from others in that they &dav
better outreach. In the Cull et al. sample, 54%afgovernmental MFIs are profitable while 73% o th
banks were profitable (having a financial sustailitgbratio of over 1). However, since the sample
contains more NGOs than banks, a percentage okdotirrowers served by profitable institutions were
also calculated. Profitable NGOs served 91% obatrowers accessed by NGOs (91% of 8.9 million)
amounting to eight million borrowers. Profitablenka serve 92% of all bank customers (92% of 4.1
million). Although these numbers could be skewed tluthe sample which contains many more NGOs
than banks, the percentages of borrowers servgudsiyable institutions is very similar, 91% and%2
(See Appendix A for more statistics)

3.2.3 Targeting and Lending Approaches

The study by Cull et al. (2009) also notes a dichot between the types of institutions utilized by
lenders. In the sample, about 66% of banks usadividual lending approach while around 75% of the
nongovernmental banks use group lending approattiesofinance banks lend in much larger volumes
as compared to NGOs, but microfinancial NGOs seraay more client§ The implication of this is that
banks mobilize larger loans per borrower and déferer costs per borrower.

Another interesting divergence is that 85% of tti@Nborrowers are women with many of them serving
only women. Banks, on the other hand have a 49%ftchase of women. The sample also indicated that
the highest interest rates are in fact being clitabyeNGOs, most probably explained by their higktso
per dollar lent?

Utilizing regression analysis, the authors estinaterage self-sufficiency ratio to range from 62472
depending on which measure is used. This indidhttsmost microfinancial institutions in the samgte

g, Navajas, M. Schreiner, R.L. Meyer, C. Gonzalega & J. Rodriguez-Meza, “Microcredit and the Resbrof the Poor:
Theory and Evidence from BoliviaWWorld Development/ol 28, No. 2, pp 333-346, (2000)
2 Robert Cull, Asli Demirguc-Kunt & Jonathan MordyéMicrofinance Meets the MarketJournal of Economic Perspectives
Vol. 23 No 1, Winter 2009, pp 167-192
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Vol. 23 No 1, Winter 2009, pp 167-192
7 Robert Cull, Asli Demirguc-Kunt & Jonathan Mordu¢Microfinance Meets the MarketJournal of Economic Perspectives
Vol. 23 No 1, Winter 2009, pp 167-192
> Ibid

27



not cover their costs and there seems to be vamiatnong the organizations. According to their ysig)
operating costs explain this variation to a muaigda extent than differences in costs of capitdh(Q¢
typically have greater operating costs associatitd tive smaller loans that they disperse and thdyst
suggests that if most of these NGOs charged lomterdst rates than they do now they would neecetarg
subsidies to operate on the same level. Concemitogidy, NGOs received a median of $233 per
borrower as opposed to a median of zero for bdfR@ summarize, it has not been proven that sulssidie
reduce the efficiency of microfinance organizatidng it is a fact that NGOs have higher operatiosts

as compared to regulated microfinancial banks.

In a study of 42 microfinancial institutions in kagd Crombughee, Tenikue and Sureda conducted a
performance analysis on empirical data collectechfa number of Indian microfinancial organizations.
They take into account various performance indisato chart the success of these organizations and
analyze the indicators of operational performamcesiation to social objective indicators. Thewlenate

the microfinance organization’s ability to attamstinability without severely compromising outreac
Their results suggest that there are ways of impgpfinancial results without increasing loan sae
monitoring costs. They suggest better targetingareasing the number of borrowers per field office

Since India is the context where our empirical gtwobuld be performed, it was interesting to notmso

of the microfinance models used in India. In onedgttwo types of delivery models were found,
individual and group models. Group models werehterrtdivided into SHG (self help groups), Grameen,
and JLG (joint-liability-groups). Microfinancial titutions using the individual lending model opgeta
much like standard banks, providing financial segsi to individual clients. SHGs were economic
solidarity groups created by borrowers themselves @gperated using a single account at the MFI. The
Grameen model lent to groups of five individualghwtihe group being structured and monitored with
weekly intervals. Savings was mandatory for alimbhers. JLG lending entailed providing individual
loans to a group of four to six people with indivad loans acting as a guarantee for the otherdngav
was usually not mandatory in JLGs. In the sampledistd by Crombrugghe et al, 26 of the 42
organizations operate through SHGs, 8 use the Gramm®del, 5 the individual model, and three operate
through JLGS?

3.2.4 The Structure of the Organization

In an article written by Mersland et al (2008), thehors looked at the organizational structur&ibts

in India. They asked whether microfinancial ingtdns transformed into shareholder-owned MFIs
created an intrinsic advantage. Proponents of auaorganization point to the inherent differenices
functionality between privately owned vs. publiadwned companies in a broad range of sectors. A
shareholder-owned MFI could more easily accessifignithrough the issuance of equity, thereby creatin
better transparency. In turn that would provider@atger access to external debt or mezzanine fingnci
regulated by the existing financial service autiesi Additionally, the reorganization of the MFbuld

6 Robert Cull, Asli Demirguc-Kunt & Jonathan Mordu¢Microfinance Meets the MarketJournal of Economic Perspectives
Vol. 23 No 1, Winter 2009, pp 167-192
" A. Crombrughee, M. Tenikue & J. Sureda, “Perforomanalysis for a sample of microfinance institagiin India”,Annals of
Publis and Cooperative Economj@®:2, pp 269-299, (2008)
8 A, Crombrughee, M. Tenikue & J. Sureda, “Perforomanalysis for a sample of microfinance institagiin India”,Annals of
Publis and Cooperative Economj@9:2, pp 269-299, (2008)
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create an air of accountability which in turn woalgate operational and financial efficiency (p@+9.
However, after analyzing 200 non-governmental MKIs54 countries the authors found that the
differences were minimal. Organizational strucsunere profit-driven, both were equally sociallyven
and the only real difference resided in the legatisue where NGO'’s often found it harder to mahili
savings’’

3.2.5 Commercialization and Governance

If one is to look at microfinance through the priefithe poverty lending approach, microfinance thes
main objective of poverty alleviation. Thus one &y the main mission of Microfinance is to reduce
poverty. This mission in turn is ensured througk tovernance of an organization. As ACCION
International stated, “governance is a process bighwa board of directors manages an institution in
fulfilling its corporate mission and protects thestitution’s assets>® As microfinance has emerged as
one of the leaders in combating poverty, governafcklFIs has become a debated issue. Since the
market is relatively unregulated, and transparesegms to still be an issue for many MEls new
independent watchdog has been created to police. thieeir purpose is to ensure that the individtiads
organizations are meant to serve are not being dwrby excessive interest rates or loan shark
mentality®? Although actions have been taken to ensure thetofimance does not revert to untoward
practices, governance is becoming an increasimgportant tool to ensure that it sticks to its arai
mission of helping the poor.

Since Microfinancial Institutions are often partwned by their investors (which are also theirrndkg,
there are understandably problems related to gwiernance. Tche (2006) expanded upon Branch and
Baker's (1998) governance issues and outlined thogential problems. The first was to do with the
priorities of the hired management and the elediegttors of the MFI. The directors could either b
borrowers or savers of the organization, whereasnthnagement was hired to run the organization.
Clearly, all counterparties had different objecsiwehich could distort conveying the mission of the
organization throughout the MFI. The second prébaea of difficulty dealt with the tendency of
MFI's boards to be dominated by borrowers instebdawers. With borrowers dominating the board,
there tended to be less diligence to ensure priedemd proper financial management. That in itsaific

be in conflict with the survival and financial saistability of the organization. The final identifie
problem area dealt with lack of self-regulatorynieavork which has been already discussed. Dueeto th
majority of funds being raised by their memberdf segulation and transparency are not priorities.
Possible solutions could be made by raising monesapital markets where there is more emphasis on
accountability and governante.

® pg 275. Roy Mersland & Oystein Strom, “Performaacel Trade-offs in Microfinance Organizations — Bd@wnership
Matter?”, Journal of International Development, g0,598-612 (2008)

80 Pg 1, Rock, Rachel et al, Principles and Practifellicrofinance Governance, Microenterprise Besidices, ACCION
International, 1998

81 Hamm, Steve. “Setting Standards for Microfinance”
http://www.businessweek.com/bwdaily/dnflash/confjei#t008/db20080728_875314.ht2008

82 http://www.mftransparency.org/

8 Tche, jacob, microfinance Governance and PovestjuRtion: a Theoretical Analysis, Faculty of Ecofmand
Management, University of Yaoundé I, 2006
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Tche (2006) also distinguished between individegiernal and internal governance. In terms ofrexzie
governance, an MFI has responsibility to its ineestand the community with which it operates.
Because poverty alleviation is the mission of thgaaization, external governance should be vieveed a
the most important objective. Internal governancdh® other hand ensures that the managers, bbard o
directors and employees operate in a consistentnenan Again, the mission should be followed
uniformly throughout the organization. If managansl employees have diverging actions, the mission’
objective would be compromised. This then tie imidividual governance where each individual is
expected to follow the agreed upon code of condndtensure individual ethical responsibilities vilhie

a potential problem when expecting that others mahitor their own behaviof*

Discussions regarding MFIs often focus on the DeuBbttom Line achieving financial sustainability
while contributing to the welfare of the disenfrhised. Herein microfinance governance can also be
viewed as a method to ensure that capital is erepl@fficiently and effectively. Therefore, govemna
should not only be used to convey the mission tinout the organization but to also serve as a abntr
mechanism.

Many have argued that financial governance is as#d when management is properly compensated on a
performance basis and board size is decreasedimine free-riders. Furthermore, performance wal b
negatively affected if employees make up a portbrihe board and positively affected if the board
members are not affiliated with the compa&nyHowever; the research has mainly focused on ‘nbrma
corporations and not on MFIs. A study done by Hakia (2005) tested these governance mechanisms in
a microfinance context and showed that managelFd$ do not increase profit maximization through
performance based compensation. The important reedtur them was that they received what they
perceived as adequate compensation. Without atkeqampensation, outreach would be hurt and fewer
customers would be served. The managers who wese effective at obtaining the double bottom line
(sustainability, depth and breadth) were those hiagt more experience and were unaffiliated with the
organization. Thus savers or borrowers who weteonahe board and whose decision making actions
could not create a positive monetary gain for theere most effective in governance. This was
confirmed in governance literature. On the othemchahe study showed that donor board members
improved breadth and depth, but hurt sustainahlipbably due to rent-seeking behavior. Interggfin

if the board was partially made of clients, susthility was improved with detriment to breadth and
depth which disclaimed existing theory of corporgte&ernance. Furthermore, it was shown that there
was in fact a positive correlation betweelarger board size and sustainability and not converely.

A similar study conducted by Strgam and Mersland{&Ghowed that ownership structure did not create
a significant difference between operational anmwhricial sustainability when comparing NPOs with
profit-oriented organizations. Interestingly enougkternal governance mechanisms such as regudation
imposed by governments had little impact on outreand performance. The authors offered three
explanations why external governance had littlectfon the operational capabilities of the MFIsistd:
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1) internal governance acted as the main contrahamgism, 2) MFIs were usually in their early stages
where external governance played an insignifical® and 3) competition was an efficiency enforceimen
tool &’

3.3 Trade-offs in Microfinance

There are several tradeoffs associated with thenmmeialization of microfinance. Two significant
tradeoffs indicated by research presented so @&fimancial sustainability and depth of outreact #re
effects of commercialization (or profit-seeking) olfare (the social impact). It has been shown tha
using mainstream financing gives greater accessstmurces but inevitably seems to shift the foausya
from the poor. There is also an issue regardingpetition which exists in the form of fighting fone
same sources for grants. Conversely, higher retwould yield more investors. These tradeoffs dued t
associated implications are elaborated upon uridersection. This section also deals with the issue
informal money lenders and loan sharks.

3.3.1 Is Outreach Worth Compromising?

Outreach, in microfinance, is a measure of poordveers being reached or provided with microfinance
services. A distinction is usually made betweeratitie and depth of outreach. Breadth related djreatl
the number of people being served whereas deptanisted by the level of poverty being targeted. For
example, “poor” can be divided into living just afeoor just below the poverty line. An organization
serving only those below the poverty line thus tiesper outreach than an organization serving aifarg
number or poor just above the poverty line.

Six aspects of outreach discussed in this studgdeypéh, worth to users, cost to users, breadthitemand
scope Depth of outreaclis the value that society attaches to the beas$ibciated with the use of micro
credit given to a borrower. Since poorer peoplevaeighted heavier in the field of microfinance, pay

is a good measure of depiorth to userss measured by the amount borrowers are willingap for a
certain loanCost to useis the total cost associated with the loan fortiberower.Breadth of outreach
refers to the number of poor borrowekength of outreachefers to the length of time during which a
microfincane organizations provides servicEsope of outreaclis the number of different services
provided by an organizatidfi.

Keeping in mind the commercialization debate, gspecially important to understand the implicatioh
three of these areas of outreach, depth, breadthandlength The authors argue that a deeper outreach
tends to increase social value (reaching the omesnged it the most) but inevitably also increasesal
cost because it is more costly to judge risks aasmt with loans as the income and wealth of tlaa4o
taker decreases. Since there are many poor pedmeneed financial services, aid and even internally
generated funds are insufficient to serve themHahce, another trade-off must be made in ternibeof
breadth of outreach. To provide loans to some windditably mean denying loan services to others.
Finally, length of outreach is important becauséhout length of outreach and a long-term plan, only

8787 \Mersland, Roy & Strem, Reidar @ystein, 2007, "Penfance and corporate governance in microfinandtitions,” MPRA
Paper 3887 University Library of Munich, Germany.
8 5. Navajas, M. Schreiner, R.L. Meyer, C. Gonzalega & J. Rodriguez-Meza, “Microcredit and the Restrof the Poor:
Theory and Evidence from BoliviaWWorld Development/ol 28, No. 2, pp 333-346, (2000)
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short-term solutions can be provided to alleviatgepty. Repeated loan losses and arrears as wall as
lack of profits create a negative spiral hurting owly the lending organization but also borronaesavell
as employee¥.

Examples from commercialized microfinance instdns in Indonesia and Bolivia show a relationship
between the breadth of outreach in low-income leers and the self-sufficiency of the institutint
appears that self-sufficiency positively affectstreach. However, the empirical evidence indicates
breadth of outreach at the compromise of depthutfeach. Simanowitz and Walter acknowledge the
trade-offs between social and financial objectibe$s suggest that MFIs can and do actually achieve
financial self-sustainability while reaching theopest in terms of outreath

One of the purposes of this study is to determhmee impact of microfinancial institutions in India.
Although no metric measure is used, both emplogeeisclients are interviewed and comparisons made
between the organizations and the success ofdab&ach.

3.3.2 The Implications of Competition on Microfinance

Theoretically, competition should increase efficigrand thus lower the prices of goods or services.
Thus when applied to the topic of microfinance amaild expect interest rates to decrease with isea
competition. However, Mcintosh et al. (2005) shbwat this is not necessarily the case. It has begsd

that competition between lenders reduces rateg@fast that each MFI can charge. However, beaafuse
the cost of funds socially-motivated lenders cameaich the poorest borrowers unless higher rates of
interest are charged because transaction costefeme higher reaching these individuals. (Socially
motivated lenders often charge rates of interest &he 1% more per month than profit seeking MFIs.)
Furthermore, socially motivated lenders might itmeocases undercut competition by setting interest
rates so low that profit seeking MFI's are unaldeoperate in the target market in a financially
sustainable manner. This could be avoided by pioyidubsidies on a worst-case-scenario-basis where
subsidized loans are made available to the very. foo

The third and final problem seen with an increaBeampetition lays in the information asymmetry,
adverse selection and moral hazard issues. Adgetsetion occurs when information asymmetry exists
for either a buyer or a seller and therefore tlgividuals involved are unable to distinguish betwgeod
and bad risk&8® This can occur for both the MFI and the clientsao MFI. Microfinance institutions
operate under considerable pressure to operataeetfy while providing relatively cheap loans twet
poor. Often they do not have sufficient informatto distinguish between good and bad clients huosd, t
the risk of default increases. The clients on tiigeio hand, often do not have sufficient financial

8 g, Navajas, M. Schreiner, R.L. Meyer, C. Gonzalega & J. Rodriguez-Meza, “Microcredit and the Resbrof the Poor:
Theory and Evidence from BoliviaWWorld Development/ol 28, No. 2, pp 333-346, (2000)
%0 Robinson, MargueriteMicrofinance Revolution : Sustainable Finance far Poor, 2001, World Bank Publications p 8
1 Anton Simanowitz &Alice Walter, Ensuring ImpactReaching the Poorest While Building Financially fSalfficient
Institutions, and Showing Improvement in the Liwdéghe Poorest Families: Summary of Article Appegrin Pathways Out of
Poverty: Innovations in Microfinance for the PoOcasional Paper 3, 2002
92 pg 292, Craig Mcintosh & Bruce Wydick, “Competiti@nd Microfinance”Journal of Development Economig8 (2005)
271-298
% picard, Pierre, "On the design of incentive sctemmeder moral hazard and adverse selectitmytnal of Public Economics,
Elsevier vol. 33(3), pages 305-331, 1987.
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knowledge to distinguish between MFIs that are roffe competitive loans to those that are charging
interest rates above the market averdge.

Moral hazard occurs when parties are insulatedidky and act in a way contrary to how they might
normally act”® Both the MFI and clients are exposed to moral tdszaFor the MFI, the risk is that the
client will knowingly take out a loan without theténtion of repaying it because of the lack of veses

or failure of a legal framework to allow the MFI twllect the loan. On the other hand, individuals
depositing capital at the MFIs are often unawarevbére the funds will be invested and thus have
significant deposit risk of their owfi.

Lenders will frequently not share information wihch other, thereby furthering information asymgnetr
For example, lenders may be unaware that other $vikdve already lent to a certain individual. Thus,
borrowers may take upon themselves multiple loahehvincrease the likelihood of borrower default
unbeknownst to the lenders. Lenders will genenadiyexchange information with each other as to twvhic
borrowers are creditworthy and those that are Tfbis problem has been noticed by MFI's who have
developed information sharing systems such astdoeideaus or internet based central risk-management
systems which identify defaulted borrowers and ginp which individuals have previously been
provided loans!

3.3.3 Informal Money Lenders

Despite the growing access to formal lending ingths such as banks and developed MFIs, the irgorm
credit markets in India still play a significaniedn providing relatively cheap and easy accessedit.

A study conducted by the Invest India Economic Fation, found that only 43% of loans were secured
by formal credif® Similar studies have shown that the informal itreector still accounts for two-fifths
of total lending in Indid? Others have attributed 80% of borrowings to tifermal sectot® Although
semi-formal microfinance has grown considerablgfualy done by Rutherford in Bangladesh (a country
with well-established MFIs including Grameen) fouhdt only 15% of total financial transactions loé t
households surveyed could be attributed to Micesfoe Institutions.

Informal money lenders are often portrayed as umstipated loan sharks supplying only credit with
high interest rates. Although studies have showa itiformal lenders tend to lend to riskier indivéids
who have little or no collateral, they tend to ilade themselves by using sophisticated determinaints
interest rates. Such sophisticated determinantsirdigenced by a number of factors such as the

% Mersland, Roy & Strgm, Reidar @ystein, 2007, "Pemiance and corporate governance in microfinandititiens,” MPRA
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borrower’s education, farm size, technology utiliznd profit potentia® Thus, informal lenders seem
to use similar methods as formal institutions witatermining interest rates, basing many of their
decisions on the extent of risk a borrower mightgdnformal lenders often provide a cornucopia of
financial services that go far beyond traditiomeaiding.

3.4 Categorizing the Poor

From the conflicting focus of the evidence mentobresrlier, i.e. breadth of outreach vs. depth of
outreach, it's important to discuss what is meant“foor.” Firstly, there is the obvious difference
between the income-generating poor and the unemglgpor. Even if the difference between their
standards of living is hair-fine, this distinctias crucial to mitigating poverty. Credit enablesome-
earning people to use credit to expand their inegemeerating activities while credit to an unemphbye
person cannot be interpreted as anything otherdbbnh

An article in the_Independemtublished April 15, 2009, titles, 1500 farmers commit mass suicide in
India”. The pressure of debts left those farmerghwio other option. A quote from a representatreenf

the Organic Farming Association of India was postedhe article, stating, “Farmers’ suicides are
increasing due to a vicious circle created by molegglers. They lure farmers to take money but when
the crops fail, they are left with no option othiean death'%2

Acknowledging the heterogeneity of the poor caovalfor better targeting by microfinance organizasio
whose differing precepts make for better adaptintpé clients they serve. If poverty were left efirted

it would be impossible to measure the results afadghilanthropy. According to the United Nations
poverty is defined as:

“a human condition characterized by the sustainedloonic deprivation of the resources, capabiktie
choices, security and power necessary for the emgoy of an adequate standard of living and otheit,ci
cultural, economic, political and social right®?

This goes beyond the general economic measureeatootwvo dollars a day and takes into account facto
that are not necessarily linked with a person’sneoty. Focusing on more than an individual's daily
wage makes the analysis of the poor all the mongptioated.

Most definitions of “poverty” are made from a thipdrty perspective and not from the actual people
living in the socioeconomic situations described.stiidy done by Kirshna (2007) in four different
countries in six regions including Andhra Pradéshjarat and Rajasthan in India looked at the diffier
levels of poverty through the perspective of imp@leed. The study was conducted by separating the
men from the women in a village and interviewingrthseparately. The groups were then asked what
typical action a person would take when freed fraoute poverty. Which expenditures would be
immediately made when stepping over the poverg/irNot surprisingly, all regions answered thatifoo

101 |gbal, Farrukh(1988)'The determinants of moneyéeridterest rates: Evidence from rural India, Jaliof Development
Studies,24:3,364 — 378
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would be the first investment. The full list is pemted in Appendix C 1. Note that the dotted lines
correspond to the point where the poverty bargdaroken.

One can see that there are similarities betweeiorregn India and even across countries where the
majority of the categories correspond to physie#ds. However, one can notice that there are also
social needs such as education and house repairddmot necessarily constitute acute physicatisiee
Highlighting these would assist us in defining “pay.” The above study also looked at a housebold’
progression in or out of poverty over the past 2arg. The research team asked the community
households to categorize their movement in onewf éategories: poor then and poor now, poor then b
not poor now, not poor then and poor now, and romr ghen not poor now. They then asked the
households who had fallen into poverty or stayeplaverty the reasons behind their regression ¢rdéc
progression. The results are presented in tablesha three in Appendix C 1.

Two results from the study are interesting to nokgrst, all the regions in India had had more peop
escaping poverty than those that had fallen inteegy. This showed that there has been a positive
progression out of poverty. Secondly, high intedEbt payments were one of the major reasons for
falling into poverty. The percentage of high ie&rpayments leading to poverty were: 72% of cases
Rajasthan, 52% of cases in Gujarat and 60% of ade€ in Andhra Pradesh. This has important
implications for our study. It is yet another exgenof when excessive loans and high interest des
more detriment than good. Furthermore, high debtot a result of leveraging a small entreprenéuria
venture but is usually caused by attempting to cdasic needs such as food, health care costs and
funerals'®

Another study conducted in West Bengal by Mukhetpe@5) utilized similar methods as did Krishna by
asking local communities to conduct their socialgsis in order to rank different categories of pdde
table shown in Appendix C 2 is a summary of fiettas taken in that study. The study provides an
insight into what local communities think of powerAgain, physical needs seem to be of higher pyior
for the ultra poor, and material wealth increassesdaes physical security the richer an individual
becomes. Thus wealth is not only measured by evmnsecurity but also social and physical status.
What should be noted is that the most destitutethe ultra poor were not supported by NGO’s and
government run programs despite their being orailvest tier of society. This confirms Morduch (2002
that the ultra poor are often unable to receivedaoar help from organizations whether MFIs or otheis
further perpetuating the cycle of poverty.

3.4.1 Impact Assessment Tools

The difficulty of measuring poverty creates proldein assessing the impact of microfinance on the
indigent.

According to the Grameen foundation, too many MRFigus almost obsessively on financial
sustainability and too little on poverty alleviatio The Grameen Foundation measures the totdtgesu
impact of an organization by two factors: Finandf@rformance Indicators and Social Performance

104 pg 7. Krishna, Anirudh, Subjective assessmentsicimtory methods of poverty dynamics: The StagleRrogress method,
Working Paper, pp 1-18, 2007
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Indicators. In order to measure the latter indicathe Grameen Foundation has developed a measure
called the Progress out of Poverty Index or PPkfwrt®. The PPl was developed for MFIs to analyze
the impact their organizations had on social go&lsch index was country-specific and had been
designed according to expenditure and income dakkent from representative household surveys.
Unfortunately, PPI should be used as a longitudioall measuring the poverty level of individualseov
time. One would have to measure the differengmirerty levels and thus impact between two poifits o
time and thus, PPI cannot be applied in this study.

A case study on micro enterprises from Zambia gseditative impact assessment from the borrowers’
point of view. The study uses financial measuredvafowers’ businesses to measure the impact of
microfinance on welfare. They measure impact orinegs performance by comparing profits before and
after loans had been received, and find an avertfj@% increase in profits. They use qualitativeuiiny

to complement their statistical findings, measurimgpact on household income and well-being by
inquiring on the amount of profit from the micro terprise that was transferred for household
expenditures. The average was about one third ef biisiness profits. The borrowers were also
questioned about their perception of how their igpalf life changed® According to the authors, “The
case study illustrated the advantages of utilizimge than one approach to impact assessffierithe
utilization of both positivistic and interpretivigthich were previously defined methods of datasmibn
and analysis allowed them to extract vital inforimatand to explore the wider context of variati@msl
similarities.

Anton Simanowitz stresses the need for assessroets to measure poverty which then allow the
measurement of poverty outreach of various MFIs.gdetes Littlefield et al. 2003 that in order to
achieve a direct impact on poverty; MFIs must retah poorest of the poor people. What becomes
important is to measure outreach that in turn edraga an indicator of measuring the impact of tasi®

on poverty:® The PAT (poverty assessment tool), which he dessriwas developed by the CGAP and
it uses a number of indicators to combine variousedsions of poverty. The PAT examines “current
economic status and fulfillment of basic needs,nieans to achieve a level of welfare in the preaadt
future, such as assets, human and social capifal. elucidates on other aspects of the definitioechsas
health status and access, access to food, stuttring, and degree of vulnerability to future ska®®.
Although a good measurement tool for assessingivelgpoverty of borrowers vs. non-borrowers,
Simanowitz warns that the PAT is less effective mh&anting to make comparisons on the MFI level to a
national or local poverty level.

105 http://www. progressoutofpoverty.org/system/fiRBITrainingGuide. pdf
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3.5 Summary of Literature Review

The literature review chapter provides a framewmskt upon existing literature. The concepts emaggi
from the literature review that are most vital tor study are summarized here to reiterate as vgell a
narrow down the information which later leads te generation of questions used as guidelines for ou
research questions.

3.5.1 Today’s Global Context

Looking into the debate concerning commercializataf lending, we find a number of parameters
associated with the ongoing discussion. Theseidiecthe concepts of social and financial returnsfjtp
making and subsidization and the impact (in terinbreadth and depth of outreach) of microfinance.
Related to these issues is also the division ofafifance institutions into those that are profieated
and those that are explicitly non-profit (havinaeger tendency to depend on subsidies). The quesfi
trade-offs emerges and we need to look at what @noscons commercialization and subsidized non-
profit organizations imply. These concepts are sanmad under the headings below and in order to
show how these concepts relate to each other, alnsthen presented, linking these together.

3.5.2 Commercialization or Subsidization

Sustainability and microfinance are often discugsggther in the framework of the commercialization
debate. There are proponents of commercialization suggest that access to mainstream capital would
allow them to grow and hence help a larger numddepaor people. Microfinance has not only
demonstrated that cost-effective financial servizas be provided to the poor, but that it also mavide
opportunities to generate profits to those lendirgcapital'® This is the so-called win-win proposition,
arguing that there are benefits for everyone smazofinance helps the poor but also has proven to
generate positive profits for those controlling thads. This argument has in turn, led to the bekiat
microfinance should be commercialized on a largatesand financial sustainability should be demdnde
of all micro financial institutions. In this contethe need for subsidies would be unjustified.

In contrast, Morduch (2000) suggests several argtsrfer the need of subsidization in microfinaride.
mentions that subsidized programs are often tadgeteards the extremely poor, focus on depth of
outreach and are efficient. Murdoch explains that teed for subsidy comes from the high transaction
costs associated with reaching the poorest. Thesloa the poorest are high in frequency, but low in
amount and interest rate, making them expensivedbilize. The opponents of commercialization of
microfinancial institutions also argue that theigbmission is diluted when organizations turn tofj-
making. Dichter reiterates the empirical evidesbewn by other studies (S. Navagisal, 2000) that a
focus on financial sustainability increases thelésty for microfinancial organizations to move ups

on the poverty scale, serving the market on thefdpe iceberg, i.e. the richest of the ptdr.
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3.5.3 Financial and Social Returns

Dichter argues that return on investment is diffefeom return to borrower which should be measured
before convicting NPOs of unsustainabifity.With this, he means that there is more to an imvest
than just the financial return that is yielded asiB of the interest rate. A return to borrower lieg
betterment in the life situation for the borrowehigh can be seen as a social (rather than fingncial
return. Dichter also argues that many loans goadmsgmption rather than investment or growth in
productivity.

3.5.4 Mission

For the purpose of this thesis we have divided ofilcancial institutions into 1) those that are oy
subsidies, 2) those that are run through profits @rthose that use a combination of internallyegated
revenue as well as grants or donations.

From the literature it can implied that the orgatizns that represent the proponents and oppowénts
commercialization have varying objectives guidifteit approach towards microfinance. The two
approaches presented were the poverty lending agiprand the financial systems approach. Of course,
the poverty lending approach had the principal ggboverty alleviatioh® It focused on a need for
donations and government subsidies to effectivetywide poor people loans at low interest rates. The
financial systems approach is based on a commieamslaland economically sustainable view of
microfinance:* In dealing with mission, we believe that the nussi of different types of microfinance
organizations vary depending on whether they arerfagainst commercialization. Keeping this in djin
we formulated questions regarding the missions@frganizations to be interviewed.

3.5.5 Profit or Not

There are several distinct differences betweerfaherofit and not-for-profit microfinancial institions

that have been studied. Taking into consideratlesd differences as well as the opposing stances
mentioned above, we expect not-for-profit organares to use a poverty lending approach and the for-
profit to be more inclined towards the financiaé®ms approach.

Dichter argues that NGOs have a socially motivatession driven by compassion and pleads that NGOs
“will be afraid to admit that what they may do béstunsustainable without subsid¥” Von Pischke
explains that NGOs tend to have negative leverlge (noney) due to charging excessively low interes
rates, leading to an unsustainable system thaedotitem to remain dependent on future subsidies
Navajas et al. (2000) concluded that organizatiggisg group lending techniques appear to haverbette

112 Thomas W. Dichter, “Questioning the future of NG®snicrofinance”,Journal of International Developmentol 8, No.2,
259-269 (1996)
13 Gulli, H. (1998), Microfinance and poverty: quesiing the conventional wisdom, Washington, DGetn
American Development Bank pp 2
114 Robinson, MargueritéMicrofinance Revolution : Sustainable Finance far Poor, 2001, World Bank Publications pp 7-8
M5 Thomas W. Dichter, “Questioning the future of NG@®microfinance”,Journal of International Developmentol 8, No.2,
259-269 (1996)
183 D. Von Pischke, “Measuring the trade-off betweatreach and sustainability of microfinance lentjefsurnal of
International DevelopmenYol 8, No. 2, 225-239, (1996)
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outreach than those lending to individudfsCull et al. (2009) find that non-profit microfineial
institutions generally target poorer borrowers @®ared to the for-profit institutions and that sidized
organizations differ from others in that they hdedter outreach. Cull et al attribute the variadiari
costs between NGOs and profit-seeking organizatimoperating costs rather than the cost of cafiftal

3.5.6 Impact and Outreach

Outreach, in microfinance, is a measure of poordvegrs being reached or provided with microfinahcia
services. A distinction is usually made betweeraditle and depth of outreach. Breadth related dyr¢actl
the number of people being served whereas deplignisted by the level of poverty being targeted

The literature review discusses various methodsreasuring the impact of microfinance. This in turn
poses the need for a measure of poverty. Singgngaapproaches exist to measuring degrees ofrpove
it goes without saying that measuring poverty isbfgmatic. Most of the approaches demand a
longitudinal study. For our study, however, a ldadinal overview is not possible; hence we only
include the perspectives of borrowers as well apleyges of microfinance organizations. The impact
will be judged through their answers to questiafemring to changes they experience in their Isiese

the exchange of funds began. They will be askedthings were before they started borrowing and wil
be asked what had specifically changed. This isodification of the model used by Copestake et al.
(2001), which takes into account both qualitativatad on the borrowers’ businesses and their
interpretation regarding changes in their qualitife.

3.5.7 Tradeoffs and Targeting

The tradeoffs mentioned in the literature review @epth of outreach at the cost of a stringentdamu
achieving financial self-sustainability and the liogtions that a fully competitive microfinancialanket
would imply. A deeper outreach tends to increasiaboalue™?and subsidized organizations have shown
a greater focus on depth of outreach than theirssistainable counterparts. Also, competition in
microfinance can push interest rates so low theiallp motivated lenders are unable to reach thy ve
poor, ultimately even pushing the profitable miamahce institutions out of the mark@t

“Targeting” suggests that for-profits and not-foofits target different clients. This will be intsting for
the analysis relating to impact where we rely @ubjective measure of impact based on the perspecti
of the clients.
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3.5.8 Approaching the Research Question

The existing theory provides a background for theadollection that takes place in the form ofeddfi
study. The theory presented in this chapter previthe grounds for several propositions to be tested
during the field work. The summary provided abovends forward the concepts that relate to our
research question and the purpose of the study.r@$earch question iS$What is the mission and
context of operation and impact of MFIs operating india?”

We approach the research question by dividing tmpgse of the study into three sub-purposes, wifiich
each is fulfilled, will allow us to answer our reseh question. The three sub-purposes are to:

» Create a framework for understanding the main mssvhich microfinance institutions are
operating under

» Explore the external and internal circumstancegu{egions, operations, outreach, targeting) that
these organizations operate under

» Explore the impact of MFIs on borrowers as seemftioe MFIs and the borrowers’ perspectives

Below we present a simple model showing how thecepts presented above relate to each other. We
have divided for-profit and not-for profit organiicas into two categories, both of which, accordiag

the literature presented, have tradeoffs. Howetlezy choose to go through with these tradeoffs and
apply some form of targeting, reaching either therpst (for non-profits) or the richest of the p¢iar
for-profits). We ask what their underlying missigmand by understanding the contextual setting of
microfinance (such as regulations, laws and goventrimvolvement) we will try to establish whethket
mission is strongly related to the final impacttibé microfinance institutions. Therefore, the asrta
understand the context and the mission that variwganizations have. We are then able to analyze
(through the interviews with employees and cliemitBgther the mission is being fulfilled and whether
can be related to the impact of the organizations.

Tradeoffs & Targeting:

Corresponding to mission

For Profit

Breadth of
Outreach and
Financial
Returns

Depth of
Outreach and
Social Returns

MISSION?
> could be <«

social, financial, or both
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4. Practical Methodology

This chapter provides a detailed description of tiethods employed in the collection of data for our
thesis. The first part of the chapter elaboratetherkinds of investigative resources used and evttery
were found. The second part of the chapter dedls the data collection related to the field stubstt
contributed to the findings and analysis. The fdation of interview guides and details surrounding
these interviews are also provided. At the endaghesection to this chapter is a critique of thehoas

we used. In light of all this data and while agvaf the drawbacks to whatever methodology employed
we sought the best option.

4.1 Data Collection relating to Theoretical Frame

Below are discussed the databases and keywordgaisedrch for relevant information and how and
which hits were utilized. The data collection iegented in a chronological evolution of the redearc
process. What is also detailed is how each rofiséarch guided the research process to a monmeedefi
next round.

4.1.1 Round One

The first step for collection of material was tas#h databases of the Umea University Library, s&iog
relevant literature within the field of microfinagmcThe first round of keywords used to search the
databases was “microfinance,” “micro financial mgions,” and “microfinance and India.” The hits
included numerous articles ranging from the eaf90k to the present. The hits also revealed several
books and compilations of scientific articles tipbved beneficial in the beginning of the research
project. The articles and books primarily used miyithis phase included the following:

Microfinance Evolution, Achievements, and Challendpy Malcolm Harper, (2003). This is a
compilation of articles from the well-known journ&mall Enterprise Developmenthich is one of the
journals that publish the majority of articles telg to micro financial content. This book helps to
understand the field of microfinance, tracing tieeelopment and changes that have occurred inele fi
within the past decades. The articles also provitegiration for the research question and spurred
further research targeted towards sustainabilityiicro financial institutions.

Among the articles used from the first round ofrskas were, “Microfinance: a Comprehensive Review
of the Existing Literature,” by James C. Brau arahyGM. Woller (2004).This article provides a brief
introduction to the existing research in the fiefdnicrofinance. The authors divided their papéo ifive
categories, each concentrating on existing parasigmd debates within these. This article was hiegsu

a source that led to the second round of searémem this article, primary sources for these idease
retrieved to increase validity and reduce bias.

Another article from round one was, “Performancealfsis for a Sample of Microfinance Institutions in
India” by Alain de Cromrugghe, Michel Tenikue, addlie Sureda (2008), published in thanals of
Public and Cooperative Economickhis article helped us progress with our resegrestion as from the
beginning we were interested in the issue of swushdlity and had received a scholarship from SIDA
allowing us to perform a field study of that topicdndia.
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4.1.2 Round Two

The second round of searches included looking tkgvof the authors mentioned in Brau and Woller’s
article. In the second round of searches we indutte keywords “non-profit,” “for-profit” and
“sustainability/sustainable.” The aim of this séamvas to find articles more directly linked to our
research question as well as to find more recesgiareh, since most of the relevant research frarcke
one was from the later 1900’s.

4.1.3 Round Three

The third round of research was even more focusddelated to the mission of organizations, meaguri
poverty and the impact of assessment of micro &i@ninstitutions. At that point, a search on
methodological references and theories were alstentarounded Theory became the choice method for
data collection and analysis and we started byitgplip the pioneers of grounded theory, Glaser and
Strauss (1967). We then looked for additional exfees to strengthen our case, relating it moreslgids

the purpose of the study.

4.2 Data Collection Relating to Empirical Findings

Here we mention all the practical aspects concgrtiie data collection that took place in the fiéld,,
the empirical part of the study. As mentioned ie theoretical methodology chapter, a simultaneous
collection, coding, and analysis of data took placthe field.

4.2.1 Practical Aspects of Sampling and Data Collection

When sampling in a study like this scope it wasangnt to always keep the purpose of the study in
mind. The purpose of the study, as a reminder, twasnderstand the context in which microfinance
institutions in India operated and what their neasand impact were. To conduct the study we ckmse
conduct interviews that were of theoretical rel@earBy theoretical relevance we chose those whom we
were to interview. Our choosing them was to “fullgvelop as many propertt€8; of microfinance
NGOs operating in India as was possible.

According to Glaser and Strauss, pioneers of “gdedntheory,” as long as the selected groups have
theoretical relevance any group can be selected.i$tontrary to the assumption that categoriesiish

be defined a-priori, based on known characteristidse idea was to make a broad selection for
unobstructed data collection for theory generativthere categories were pre-determined, one would be
controlled by the preconceptions of existing theorfhe latter method of selection would allow for
newer, undiscovered properties to emerge.

The wide selection of interview subjects could B®dito find similarities and differences, whereas
preplanned sampling diminishes the chances of fmdiporadic factors which are important for the
“fullest possible development” of the understandsngh a group?

121 Glaser, Barney, G. & Strauss, Anselm L., (196 e @iscovery of grounded theory: strategies follitpiive research, pp 49
-51
122 Glaser, Barney, G. & Strauss, Anselm L., (196 e @iscovery of grounded theory: strategies follitpive research, pp 49
-51
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The first step in the sampling process entailedgisill our contacts to get in touch with peopleihgv
some connection (either as recipient or admin@tyatvith microfinance in India. Maira’s father, a
Rotarian, facilitated our meetings with fellow Raaas in India. Through a mutual friend, Deepak
Talwar, contact was established with an NGO callskta No Kai operating in Puna. While working in
an internship in San Diego, Mishka had the oppdrtuio attend a microfinance summit at UCSD in
March 2009. There he established contact with fwgd multinational MFIs also operating in Indiag th
Grameen Foundation and Project Concern Interndtiona

Contact by phone and email was also made withhalllarger NGOs and microfinance institutions.
However, contacting their central offices was nietags productive. It was noticed that lacking direc
contacts frequently created entry barriers. Thg ondanization that responded positively in themail
with intentions of meeting with us was Ashta No Kai

The data collection took place parallel to the dargpas we tried to contact the organizations on an
ongoing basis. It often took about seven to eidiing calls and a number of emails before we could
book a formal meeting. When the opportunity fdeimiews with managers presented itself we quickly
responded. For a detailed weekly log on the figldly, please see appendix D1. All interviews were
recorded on two Dictaphones. Longhand notes wisie taken during field visits. Photographs were
taken in the field as well as in office milieus. eThweekly log documented the practical aspects
surrounding the research work. An excel file whie sample and current status (no response, ebdhlis
contact, follow up, interview on 2009-xx-xx, or cplated) was updated concurrently. While spending
our first two weeks in New Delhi we established teeh with the organizations, interviewing those
present in the city. We planned our trip accordmghe feedback we received. The closest intertie
Delhi was in Jaipur while the most distant intewimok place in Hyderabad. Our interview guide was
revised before each meeting with newer aspectsdadiggpending on the setting, the type of orgarimati
we were meeting, the people we were interviewing. (eustomers or employees) and the information
obtained during the course of our research.

4.2.2 Analysis and Presentation of Data

The empirical findings and analysis of these figdirwill be presented in coming chapters and this
section provides an explanation of the way the Hathbeen handled. The results section comprisas of
compilation of the data gained through field visitsis in the form of individual and group intéews as
well as relevant observations made during the timibe field.

Data analysis and interpretation is a taxing egerdiecause of the amount of data that is generated.
During the field study we both spent time discugsthe upcoming setting, brainstorming relevant
concepts. The data collection took the form of gramd individual interviews and simply listening to
ongoing discussions (for example, when visiting SHGtheir meetings). Often during the interview (a
hour or longer) or between interviews (when manypbe were interviewed during the same day and in
the same area) we would take the time to discusptbgression of the interview with each other.sThi
preliminary level of analysis guided us into unigueas where novel topics emerged that requiredefur
elaboration.
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As time permitted we began transcribing the in®md, taking note of emerging themes. These we
recorded in what we called our “observational chart When presenting the empirical findings insthi
paper we used the observational charts along Wehranscriptions to give a complete picture ofheac
case. The results include a preliminary aspectoding, i.e categorizations bringing forward the key
aspects in each case. This was done to betteriloesgioe contents in the interviews as well as tuce

the data to a manageable $t2e

The next chapter, “Analysis,” arranged the init@dtegories into broader categories, pointing out
generalities among them as well as identifying rtlififerences. These broader categories were then
related back the data in the literature review ¢lthivas also re-evaluated and elaborated upontater
data collection) to identify convergences with 8rig theory. Finally, memos and reflections haverbe
added while writing the paper. This also helpealjote an overview of chronological events.

4.2.3 Adaptation of Original Ideas

Before our arrival in India we were interested tindying microfinance institutions on a qualitativasis.
The hope was to understand how they worked and thew functions differed from each other. We
hoped thereby to analyze the findings as an ongaingparative analysis. Our interest to understamvd h
the organizations function stemmed from researdgessting that many MFIs were not sustainable. For
example, Servet (2005) estimated that only 10% BF$Avere able to survive without subsidiés

This observation was an eye-opener, spurring uastowhy so many MFIs required subsidization.
Subsidization of course posed a question of sw#tdity. The question we raised was whether some
organizations that required subsidies were effedfitheir self-sufficient competitors could progidhe
same or better services while making a profit. Hewuld grants and subsidies to non-self sufficient
organizations be justified? This initial questioyded a framework for our data collection andlgsia

for this thesis.

After starting with our data collection we decidiedabandon the term MFI when sampling, deciding
instead to include organisations that either diyemt indirectly provided one or many financial @ees,
whether those were categorized as MFIs or not. réhsons for that decision were several. 1) Vany fe
of the organizations interviewed fit the exact digion of an MFI as they may not provided all fircéad
services needed to be considered a microfinandéuiien and sometimes they often just acted as
facilitators of microfinance services. 2) Self-hghpups might be classified into one of severatgaties
because of Indian regulations. Because of this inglg focused on organizations that promoted
financial services, including several types of oigations in the sample so as to maximize their
differences. We anticipated that such inclusionsildl help in performing our comparative anal}fSis

During the data collection process we were exptseh array of development initiatives provideddoy
equally wide array of organizations working for thetterment of the poor. Many organizations used th

123 Nisaratana Sangasubana (2009), How to ConductoBtaphic Research, The Weekly Qualitative Repodi, ¥ No. 36,
September 7, 2009 208-214
124pg 9, K Rossel-Cambier, “Combined Micro-FinanoeleSted Research Questions from a Stakeholder Boifiew”,
Université Libre de Bruxelles-Solvay Business S¢HoBB, Working Paper No 08/004, (2008)
125 Glaser, Barney, G. & Strauss, Anselm L., (1967 d@iscovery of grounded theory: strategies for itptale research, pp 58-
59
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broad term of “livelihood promotion” while descnilgj their work. Within that term could be several
initiatives with perhaps some that included finahservices. On the other hand, some organizatihs
not provide any financial services directly buteatas a link between groups of borrowers and lsnder
Because of the differences between models and izegams we decided to maximize our samley
including any group that provided a financial seevihat might or might not enable bank linkages.

The resulting sample included 3 NGOs (Arpana, Adldaai and Disha), 1 Section 25 Company (PSC),
3 NBFCs (non-deposit takin¥, Basix, SML, SKS), 2 Cooperative Women’s Banksw&éank and
Mann Deshi), 1 Local Area Bank (KBS LAB) and seVémdividuals holding relevant information.

5. Contextual Setting

This chapter consists of the information we gaiaedess to through the process of our data collectio
and analysis. Most information had been retrievedhfofficial websites but some areas are explained
through data collected in the form of interviewheTchapter acts as a bridge between the practical
methodology and the empirical findings and analysiated to the research question. Here we also
include findings from independent sources thatteeta the contextual setting of microfinance initnd
with a representative from a consulting firm angresentatives from two venture capital firms.

5.1 Government Initiatives

This section has been added as bridge betweentéhature review and the empirical part in order to
provide readers with a brief background to termoggl and the latest developments in microfinance.
Since much of our information was new to us, paftthis section were compiled after conducting our
interviews. Three additional sources were usediftp Eompile this section and they were 1) the vitebs
for the Indian Central Bank known as RBI (ResenaniB of India), 2) the website for NABARD
(National Bank of Agriculture and Rural Developmemind 3) the website for Sa-dhan (Capacity
Building Organization).

5.1.1 RBI (Reserve Bank of India)

In a press release 2008-2009/261, the Chief GeMmahger of the Reserve Bank of India provided a
summary of the initiatives provided by the bankidgrhat period. The press release was obtained fro
the RBI website stating thdtin recent years the Reserve Bank of India has exsjged credit quality,
improvement of the credit delivery system with igefocus in agriculture, micro, small and medium
enterprises and financial inclusion. There has bsignificant increase in the credit flow to agritule,
small and medium enterprises and crop loans at aiteired interest raté&”

Anoop Kaul, National Head of Financial Inclusiorr #asix explained that,The Reserve Bank of India
has mandated banks to give loans to the poorhdulsl be about 40% of the total basket of loansr F
the remaining 60% of the funding should be purghealgh microfinance institutions and NGOs.

126 Glaser, Barney, G. & Strauss, Anselm L., (196 e @liscovery of grounded theory: strategies follitpiave research, pp 44
1271t came to our attention only at the end of th&aetollection period that NBFCs with solely depesking licenses also exist,
but unfortunately we were unable to contact angheim
128 Obtained from Official Website of RBI “DepartmasftCommunication, RBI releases Annual Report fdd208, dated
August 29, 2008
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5.1.2 NABARD (National Board for Agriculture and Rural Development)

Government initiatives coupled with state-initig$vto meet the credit-needs of the poor have eiste
India for decades. In the 1980s NABARD conductestualy in association with a leading NGO and
found that many poor were not being reached byetipesgrams. The study concluded that the services
were not well-suited to meet the needs of themahclients. Access to such services appearee @ b
bigger need than access to subsidized ctédit.

As mentioned earlier in the literature review, raferance has transitioned from simple credit tail f
array of services. According to NABARD, it was aftbeir study was conducted that they felt thatehe
was a need for'Alternative policies, systems and procedures, 1Bgsi and loan products, other
complementary services and new delivery mechanishish would fulfill the requirements of the
poorest...The emphasis therefore was on improvingthess of the poor to microFinance (mF) rather
than just micro-credit**.

In 1992 the SHG bank linkage programme was staatet! today this model is widely used as it has
become accepted by the RBI, which advises bankss¢oSHG as part of their ordinary rural credit
operations.

5.1.3 SIDBI (Small Industries Development Bank of India)

SIDBI (Small Industries and Development Bank ofigdn 1999 started an initiative for micro credit
called SIDBI Foundation for Micro Credit (SMFC). @mission was to help create an Indian network of
MFIs from both the informal as well as the formatt®r to make micro financial services available to
India’s poor, especially women. SIDBI has partnendgtth several international organizations suchhas t
Department for International Development (DFID), Uldr its capacity building initiatives and
International Fund for Agricultural Development AIB), Rome. These partnerships provided grant
funding as well as capacity building. SMFC thenedcts a “wholesaler for microfinance in India,
providing a complete range of financial and noraficial services such as loan funds, grant support,
equity and institution building support to the ftetg MFIs”. SIDBI also worked to advocate policiaad
regulations for the micro finance sector in Irfdia

SIDBI has an attitude of neutrality and borrowers face to adopt any form of lending method. Inrsho
their services include re-financing of MFI's, cappadbuilding, liquidity management, equity, syndica
loans and several other incentives targeted agtbeth and support of micro financial initiativers i

India®*2

5.2 Private Sector Initiatives

The success of NABARD's initiatives that led 50thkdinked SHGs to become 1 million in 2004 is
partly credited to various “NGOs, socially spiritgtividuals and financial institutions” that hetpe
create these SHGs and link them with the oppostunitaccess banking services. Many such NGOs have

129 Official website for NABARD www.nabard.org[cited 20090727] http://www.nabard.org/microfimafmfoverview.asp
130 Official website for NABARD www.nabard.org[cited 20090727] http://www.nabard.org/microfima/mfoverview.asp

131 Official website of Small Industries Developmerari India, [cited 20090727], URL: http://www.sidtbm/Micro/aboutus.htm

132 |bid
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grown and today we see a natural progression ainizgtional change that is depicted in two of the
interviews conducted. Additionally, the private teedegan seeing a growth in micro-financial ititias
and various models were being tested by differetbra in different parts of India. There were two
particular interviews that helped us achieve aebatinderstanding of the overall landscape of micro
financial initiatives and the emergence of the gievsector in the field of micro finance.

At the time when SIDBI began its micro finance iatives most organizations working with micro
finance were of the NGO form. NGOs were also eraged by NABARD to form SHG Bank Linkages
and in 2007 a goal of 1 million SHG groups (thatl fiaitially been set for 2009) was reach&dThe
NGOs that wanted to expand from creating bank tyekato being able to provide credit to borrowers
applied for a legal structure known as a “SectibBrCdmpany.”

5.3 Overview of Legal Forms

During the initial stages of our research we becantpiainted with the legal forms defining instibuis
operating within the realm of Indian microfinancéher as direct creditors or through indirect bank-
linkages. Based on our interviews, exposure toetivesues has helped us to understand their diffesen
Below, we describe these organizations. Undersignitheir differences assisted us in our samplisig a
well as in data collection and analysis.

NGO: An NGO is a non government organization which giseered under the Indian Trust Act 1882
and is governed by the Charities Commissioner. N@f@sfunded by donor grants. NGOs are not
allowed to make profits. Any money that is earngdtiem must be reinvested into the organization.
NGOs in this study include Arpana, DISHA and AsktaKai.

SECTION-25: A Section-25 Company is governed by the registrarthef company. Section-25
companies cannot share or distribute their prodittheir investors and their microfinance actiati@re

not technically regulated as NBFCs. However, tfege some restrictions. The restrictions include
restrictions on disbursing credits over 50 thousammkes for business enterprises and 125 thousand
rupees for housing loans. Additionally, they'reable to accept public deposits. A Section-25 Compan
differs from an NGO insofar that it has slightly mradreedom when it comes to employing people arsd ha
better access to funding? The only Section 25 Company in this paper is PSC.

NBFC: NBFC stands for “Non-Banking Financial Company” asah take two forms. One is a credit-

only NBFC and the other is a deposits-only NBFCBHEs can never do both, they can either disburse
loans or collect savings. Technically however, NBR@uld be able to both disburse credit and collect
savings if they were able to receive the higheatligg from a credit grading agency. However, no
NBFC has been able to do this to date. All NBFfesgoverned by the Reserve Bank of India under the

133 Official website for NABARD www.nabard.org[cited 20090727] http://www.nabard.org/microfica/mfoverview.asp

134 Ramii, Minakshi, Taishi, Yusuke, CMF Focus Notetbe Microfinance Bill 2007, IFMR Centre for Micro
Finance, 2008
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Companies Act of 1956. NBFCs in this study incligeFL (Bharatiya Samruddhi Finance Ltd), SKS,
and SML*®

CO-OP BANK: A Cooperative Bank is aommercial bank organized on a cooperative bastganing
that their clients are members or owners of themmation.Cooperative banks are governed by the
Banking Regulations Act of 1949 and Banking Lawg 8ic1965 and are regulated by the Reserve Bank
of India as well as by the local cooperative suitet Cooperative Banks may also take on the fdrm o
credit unionsThe two co-op banks in this study include SEWA Kfahn Deshi-*

Local Area Banks (LAB): The only LAB studied in this paper is KBS. Locale&rBanks are governed
by the Reserve Bank of India. As Manmath DalaK&S explained, A Local Area Bank can only
operate in three contingent districts of their ad®iA local area bank can never grow outside thiemsse
districts and cannot offer savings accounts to peoping outside these three districts

5.4 Macroeconomic Perspective of the Indian Microfinance Market

The results presented below were collected thropghsonal interviews with Sachin Mandikar
(Consultant), Ganesh Rengaswamy (Microfinance fen@apitalist) who works with Unitus, and Vishal
Bharat who works with a microfinance equity fundaspian Advisors. No organizational specific
analysis has been done on the organizations bedhase are interviews that provide an analytical
overview of the microfinance market and help buitee contextual setting of the micro financial
environment in India.

5.4.1 Categorization and History of Microfinance in India

Sachin Mardikar: Sachin began his career as a chartered accountagtickly moved into the field of
consulting. For the past twelve years he has destidaimself to working within the microfinance smct
consulting non-governmental organizations and othierofinance institutions. He began by mentoring
small NGOs and now works in the livelihood sectdnewe the central objective is to improve the
economic well-being of households. He aims atihglplisenfranchised persons utilize their asset in
way that provides them with a maximum return esgbcin the rural sector. This involves quality
enhancement services for agricultural purposes asgroviding consulting to farmers on how to reeei
the maximum return on their land through educadind training.

Self Help Groups: According to Sachin Mandikar, the only viable mfimance model when he started
to work within the industry in 1997 was the Selflpi&roup movement. This was started on an init&ativ
funded by the National Bank of Agriculture for Rul@evelopment (NBARD), an independent and
autonomous institution as a branch set up by ttseiRe Bank of India. The SHG model was inspired by
South America’s revolving savings and credit asgams and the United State’s self help group

135 NABARD official website, URLhttp://www.nabard.org/microfinance/mf_institution.asp,
Retrieved 23.09.2009

138 |ndia Finance and Investment Guide, “Cooperatigak® in India”, URL
http://finance.indiamart.com/investment in india/cooperative banks india.html, Retrieved
28.09.2009
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movement. The SHGs were built onto a pre-existingleh called Mahila Mandans which were women'’s
social —political affinity groups organized by NG€sgive voice to women.

According to Mr. Mandikarm, today Self Help Groupgically are formed by NGOs who act as a
facilitator for community mobilization, trainingapacity building, holding of meetings, training wem

in accounting and establishing bank linkages wiarmen are able to save the money and earn interest.
The SHGs are generally made up of 10-20 women, eoinee together seeking to save some amount of
money every month. They have their own by-laws tatern their functions, the interest rates they
charge, who is entitled to loans, and savings reqents. According to Sachin, the reason why SHGs
are generally created for women is due to the woofea village often are more trustworthy than the
men.

The Emergence of Section 25 Companies and NBFCHIr. Mandikar explained that when NGO
funding began to lessen newer forms of microfinaneee devised. New organizations came to fruition
led by Basix, which Sachin Mandikar believed talbe innovators for commercial microfinance in India
Other organizations such as Bandhan, SKS and SHAR®& began to operate alongside Basix. The
NGOs were at a crossroads where they wanted tincenéngagement with the Self Help Groups but at
the same time required funding. Thus commercialofinance seemed to be the sensible path to mceiv
funding on a larger scale and to legally extenditre

Mr. Mandikar explained that many NGO'’s decided gsinSection 25 Company that is registered under
the 1956 Companies Act. Under a Section 25 Comgamprganization is able to distribute credit and
the same generate a profit. However, a SectioBd&8pany is still considered a non-profit compang an
is thus not able to distribute its profit. Accardito Sachin, the change from an NGO to a Sectton 2
Company with a commercial finance model not onlyaniehat the legal structure was changed, but so
was the relationship the company had with the comtyu Many of these organizations also had trouble
with institutional capacity to mobilize funds. Maof the NGOs began with little or no startup calit
and thus were often absorbed by larger MFIs. Mrtdikar explained that even today many of the large
microfinance institutions have trouble raising talpivhether in the form of equity or debt. In arder
NGOs to not lose their original social goals bydramg commercial MFIs, new forms of relationships
have been created between NGOs and commercial M&led “Community-Based Microfinance
Institutions” (CBMFIs). Under this structure, fund is provided by a commercial MFI to an NGO that
continues pursuing its original social mission gf. @ights-based activism. Thus the problem otifurs
effectively circumvented. Thus, according to Mramdlikar,“the CBMFI continues to work exclusively
as a Microfinance Institution where it facilitatesedit dispersal as well as recoveries. The NGGijev
the right-based organization, continues to functidhis is a much better model than the NGO conwgrti
into an MFI when you run a risk of diluting yourctes.” Thus the financial side of the organization, the
CBMFI, functions on its own mandate with its ownmagement team and set of funds.

Because of frequent legal challenges, Mr. Mandi&gaplained that Section 25 Companies chose to

become non-banking financial companies (NBFCs) whiould give them more freedom to borrow

funds and return a profit to its shareholders withie end enable them to raise larger sums ofalapit

NBFCs are able to offer the whole gamut of finahsirvices with the exception of savings. Sachin

Mandikar explained that a number of NBFCs had jasly been allowed to mobilize savings. However,

after a number of defaults the government took atlvay privilege because of the risk to the conssmer
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Non-banking financial companies are regulated leyRleserve Bank of India which has its own division
that supervises with strict guidelines the funddiofthe MFIs.

Cooperative SocietiesSachin Mandikar believed that an interesting waygeople to get around the
savings problem was to start a cooperative sotietyas a legal institution can be registered utier
Cooperative Societies Act. The Cooperative Saxgetire essentially meant to facilitate transactions
between members and thus they are allowed to aaocépdisburse deposits. Once a member buys shares
in the cooperative, s/he is allowed to enjoy theefies of the cooperative. Mr. Mandikar explainédtt
Maharashtra and Gujarat had been the pioneer dtatesoperatives especially within sugar and dairy
cooperatives.

From Microfinance to Livelihood Development: According to Mr. Mandikar, microfinance, in the
narrow sense of the word means lending money t@ people where the lender expects to be repaid.
However, if a person has no livelihood or repay®ubh the sale of assets or dipping into savings,
microfinance acts as a debt trap. Mr. Mandikar tjoieed the microfinance model without the servi€e o
livelihood developmentiTherefore, just by extending loans, it doesn’tphéthe poor...the poor need
more than money, they need access to markets, rteegt a source of livelihood and they need
assets....now if the repayment comes out of the, dBseearnings from the asset...then it makes good
sense...good business sense, but if the repaymeas aamnof savings, or that assets have to betsold
repay the debt then there is a big question markhenentire microfinance model.’'However, Sachin
agreed that even if a woman did not have a fortivelihood, if she was able to reduce her expemdgu

in the long run by being provided a loan, microfica was a viable model for poverty alleviation.
Sachin reiterated that the MFI's main function assblve“the challenge of a billion people”Sachin
explained that banks cannot possibly extend theirices to the billion people that live in Indidhis is
where MFIs come in and contributhh terms of rendering services to the farmer orrtmaver so he
doesn’t have to leave his work space, he doesn¢ ba forego his wages and he doesn’t have to bothe
about cumbersome paperwork and procedure. It'shhfaster. This is the transaction cost one talks
about. So most of the poor feel comfortable whik arrangement and they don’t mind paying 5-7%
more to get these services from an [MFI].”

5.4.2 Current Indian Microfinance Market

Caspian Advisors and S. Viswanatha Prasad & Visha@harat: Caspian Advisors (Caspian) was set up
in 2004 by S. Viswanatha Prasad, a veteran inntd@h microfinance market who among other things
helped Basix as the CEO to become the succesdatay. Prior to Caspian, Mr. Prasad was heavily
involved in changing the Indian microfinance mark&rior to his and Basix's lobbying efforts, fagei
investment in India was not allowed to finance MFRurthermore, MFIs were unable to charge a rate o
interest to their borrowers above twelve percerttenrthe differential rate scheme. This among other
things Mr. Prasad was able to change which signifly altered the way MFIs currently operate. héis
Bharat has worked within the corporate bankingasedor over 14 years until he joined as the Direcio
Investments at Caspian Advisors. Although workimginly in the corporate sector, Mr. Bharat has had
over 20 years of experience working within the wiicrance sector.

Caspian has become the first private sector miwaofie equity investment fund to be set up when in
2006 the Bellwether Microfinance Equity Fund wasated. More recently, Caspian became advisor to
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an offshore microfinance equity fund catering taiwiduals interested in investing in the Indian
microfinance market from abroad. Caspian now resdlound sixty million dollars that are invested i
small startup MFIs to help them grow through adwisservices as well as startup capital. They plan
working with companies for a five year period anmtt® sufficient value has been created within the
company they plan on selling their share eithex karger MFI or other eager investors. So far thaye
not sold any of their capital in the companiesailth they plan on doing so within the next few gear

Current Market and Potential Challenges: There is an unmet demand for microfinance in Ivdieere
according to Mr. Prasad, only 10-15% of the matat been penetrated. He also believes there are
unmet needs for other forms of financial serviceshsas with insurance-based products and Business
Development Services (BDS). Because the curreigliigpn in India does not distinguish microfinance
from other forms of traditional financial assistanavork should be directed towards finding viable
business models within current regulatory constsaWith the growing need for microfinance assiségan
MFIs in India have seen spectacular growth andeaty the microfinance market is growing at an
astounding rate of 70% per annum. Because ofutiniset need one can anticipate increased attention
from investors.

Although the microfinance market had a chronic laik professional and well-trained personnel,
Viswanatha Prasad stated during our interview thi&t had recently changed when a transformation
occurred from it being a largely philanthropic opation to one involving long-term career choices fo
college graduates. Mr. Prasad believed that iriutuee there would be a human resource deficittand
one of the main challenges for MFIs would be tlaéning of new staff. Vishal Bharat stressed howeve
that there is an expedient ladder within the mioarice industry where he joked that within six geame
should have enough experience to start one’s owh Klhough increasing numbers of investors are
being lured to invest money in the microfinance katrViswanatha Prasad stated there is still aelarg
funding deficit from both debt and equity marketsietr will have to change in order for the market to
grow. This is a similar problem many NGOs facecewlthey were planning on launching commercial
microfinance models when there was what Mr. Prasdiéd a “the chicken and egg problem.” During
that time, NGOs wanted to become for-profit modmls in order to have that they required a scale in
terms of how many people reached. In order to Isaade one needed capital which was not available a
that time.

Mr. Prasad believed that whether an MFI employéddrgorofit or a not-for-profit model was irrelevant
because what was more important was the impacidtenon the community it served. Most significantly
are the services and how those services are vibyelde customers. He believed that for-profit niede
were able to achieve a greater scale which in lmwered the interest rates charged to their consaime
Mr. Prasad believed NGOs that were able to opexkegside commercial for-profit MFIs benefiting
people while at the same time lowering risk for ¢inganizations. His conclusion were that NGOs sthoul
not handle financial transactions and should ims@ncentrate on side services that are unrelated t
conventional finance such as health services an8l. BOhe real question according to Viswanatha Erasa
was how to distribute these side products withinVi's preexisting distribution channels which they
used to distribute financial services. Currentigréhis no such model because there is no paraielen
delivering healthcare and microfinance. In additindian legislation discourages delivery of side
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products where for example, MFIs are unable to igevnsurance and thus having to circumvent
legislation by acting as third party deliverers.

5.4.3 Venture Capital Investment in India

Unitus and Ganesh RengaswamyuJnitus (Unite Us), a Ventura capital group basetdadundia, began

in 2000 when a number of friends convened to dis¢usv best they could help in alleviating poverty
across the globe. After much research and trajriihgtus founders came up with a venture capital
proposal where they would invest in social entrepues according to a growth acceleration model.
Through selection of social entrepreneurs whosaroegtions and visions had the greatest poterdial f
growth, investment was channeled through mezzainiacing from Unitus Equity Investment Fund.
Unitus has also offered consulting in building leesthip directly in the microfinance industry, inding
SKS and Bandhan in IndidJnitus currently works mainly in India with twentipur microfinance
partners. Unitas also works in nine other coustspread across Southeast Asia, Africa and South
America.

Ganesh Rengaswamy has worked with venture capitaivier a decade where he managed private equity
funds while working with growth investment and fircéal services. He is currently the head of Unitus
Indian operation, dealing with 6 million familiesvir. Rengaswamy works by investing a small amount
of capital into partnerships and then offers higt eonsulting services and technical assistance.

Investing in Social Return: Mr. Rengaswamy began his career in venture capitdl believed the
practical experience helped him to eventually pegartnerships and investment in Indian microfiganc
start-ups. Like venture capital investment, tlaetaips helped their partners become self-susthgindtie
explained that now he is less concentrated onalajeiturn than he is on social return, filling tps in
underserved markets. Since Unitus has a high @iw rconsulting team that defines strategy, assists
with human resource development, operations artthtéegy, he believed Unitus separated itself from
other venture capital companies that tend to biddrin their involvement.

Mr. Rengaswamy believed that microfinance had ethiftowards sustainability and away from charity.
This helped create a group of energetic socialeprgineurs. Furthermore, he had seen a shift from
traditional microcredit to what he calleddcial enterprise ecosystems.These offered an array of
financial and non financial services that had takeerofinance to the next level where the root esusf
poverty were addressed such as health care andteduand which have attracted more investment,
thereby reducing the costs for MFIs in terms obdés.

Ganesh Rengaswamy had seen a number of new inmiosdtiat had arisen from MFIs which tended to
circumvent regulations against savings. Such reégulacircumventions included credit insurance
workarounds and zero investment products. He tetidhat legislation of savings would change in the
near future. Also, many large commercial compawiese using microfinance institutions to market and
distribute their products to rural clients whichamber of years ago were unavailable to such coimpan

When looking at investing in a new MFI Mr. Rengaswasaid that the first step he would take was to
look at the social entrepreneur behind the orgéiniza It was also important to look at what hdexhlthe

‘multiplier affect where entrepreneurs had found a niche in the ieé@n underserved market such as
geographical location, product or an underservaiiab@economic segment. He believed there was no
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substitute than sending the founder of an orgapizanto the field so that s/he could interact wiitte
people they were meant to serve. Ganesh saidt@oisarly for the equity investment/ microfinance
venture capital industry to talk about returns sititere was no available yardstick with which tamege
success of an organization. He stated that it veay ¢0 measure the success of a normal company
through profit; however, this measure could notapplied to MFIs. Furthermore, according to Mr.
Rengaswamy, Unitus valued social returns abovétioadl economic returns.

6. Empirical Findings

This Chapter presents the finding from the fieltbtiyh interviews with management, employees and
clients of ten different organizations that dirgctr indirectly promote microfinancial services. €Th
previous chapter ended with a brief descriptiothefcharacteristics of the various legal forms thate
organizations take on. The organizations are pteden the following order:

6.1 NGOs: 6.1.1 ANK 6.1.2 Arpana 6.1.3 DISHA
6.2 Section 25: 6.2.1 PSC

6.3 NBFCs: 6.3.1 BSFL 6.3.2 SML 6.3.3 SKS
6.4 LAB: 6.4.1 KBS

6.5 Cooperative banks: 6.5.1 SEWA 6.5.2 Mann Deshi

As mentioned at the outset in practical methodalagyorder to gain a holistic picture our aim was t

interview management representatives, field offics well as clients. This was the model we folldwe
to the extent that it was possible. However, stmgzt interviews were not always possible and weswer
forced to compensate by talking to the people wheevavailable.

The general structure that we followed in the gé&sentation was to start by outlining the orgaional
background and services provided. Next, was a neanagt perspective gained from the interview and
then we moved on to the views of field officersgddmally presenting the views of the clients. Afthe
interviews we thought to provide a reflective saatio also serve as a summary. An organizationifspec
contextual analysis was also provided in orderto sip the issues that will be discussed in theyaisal
chapter.

In the case of ANK it is important to note that ffedd officer spoke almost no Hindi so the fieltficer
perspective is not as strongly represented. Ircése of Arpana, the field officers and managemeit s
often overlapped. DISHA was one of the companiesre/five occasionally conducted unscheduled visits
but were unable to make a trip to the field whighwvhy the presentation in that chapter is differ®&C
and BSFL are presented with the standard modell gamies. There, management, field officers and
clients were interviewed in depth. Due to a timg \While we were trying to get in touch with SML, we
concluded that we were not going to be able taviees them. However, to our surprise we were irtite
to an interview on one of our last days in Hydetalehich gave us sufficient time to interview
management but we were unfortunately unable ta W field. Therefore, for SML we have the
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background, services, management's perspectiveaasdort piece of field officers’ perspective that
comprises the responses of an ex-field officerighptesently in management.

The chapter on SKS microfinance contains an angnaaheading called marketing and communication
perspective. This was added because an employbe atarketing and communications department was
in charge of our field excursion and remained presduring all interviews. SKS was the only
organization that weaid to visit. Paying could have been associated tdabethat the excursion was
set up more as a field trip or from their perspext sight-seeing venture where a representatoeesh

us around rather than permitting us to steer tlresoUnfortunately, some of those clients could not
speak Hindi and so we could not interview. Hertlge,section on peoples’ perspectives is meager.

At KBS we had the opportunity to witness a confeeenepresenting promoters of microfinance from
many Asian countries. There were representatives ¥ietham, The Philippines, Nepal, Bangladesh and
Cambodia. During the conference global issues mirafinance and country-specific issues were
discussed. Part of the training conference incluaetksit to the field where we were able to talkhie
clients, although in that case were unable tottatke field officers.

Both cooperative banks, SEWA and Mann Deshi reptesethe full range of perspectives, including
management, field officers and clients. However foumnd out later that the lady we interviewed atriMa
Deshi believing she was a field officer was actuallpublic relations officer. Her comments had&o
viewed as biased. For an overview of the intervieasducted at each organization as well as issues
relating to access, refer to appendix E 1.
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6.1 NGOs

6.1.1 Ashta No Kai (A.N.K.)

Results based on interviews with the founder Armene Modi, one field officer and 2 SHG groups
V] g
£ ||

<

The picture shows the end of an SHG meeting fogusincollections. Center left in a pink sari is tiroup leader.
Organizational Background

Ashta No Kai, meaning, “For a Better Future,” begaerations in 1999 when the founder, administrator
and life of the NGO, Armene Modi turned fifty yeaotd she decided that it was time to make a
difference in the lives of others. Living in Japahe had the opportunity to access funds by variou
friends, colleagues and coincidental encounter imtividuals interested in development philantlyrop
Initially, the intention was to distribute funds tdGO’s involved with development issues in India,
however, after a few encounters with non-trustwodtganizations she decided the funds would be best
utilized by implementing them her. Armene then @etfive organization branches in Japan that had
committed to providing capital for a ten year pdridoday Ashta No Kai has funded a dairy and ihén
process of building one more, provided bicyclesdols wanting to bike to school, built more thad 8
toilets to increase sanitation and among othegthiras organized around 125 self-help groups.

Services
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Literacy: Her original goal was to provide literacy to themen of each village. In Japan she had
worked as an English teacher and subsequentipdiyevas of importance to her. According to Armene,
the Japanese people believed that education wesriypand thus it was easy for her to access dano
After receiving funding for her five networks anteparing two years in advance of her return, Armene
moved to Pune City in the south of India wherelstdleeved the need was greatest. However, aftengot
that more than two hundred organizations had ajrdaefgun operations in Pune City, and after
considerable help from another NGO, KEM, she idietiten rural villages each consisting with a m®ang
of 1,200-1,800 hundred people each all south oERLity.

Bicycle Bank Project: The organization was not only a facilitator of noicredit and savings but also
assisted a number of programs with the originakioisof livelihood development. After realizing that
the women of the village were disinterested indreptheir literacy rates, Ashta No Kai realizedtttie
focus would be best placed on the female childrerach SHG. After communicating with the local
villagers, she noted that there were only two stshéar the entire area that Ashta No Kai covered an
that often each child would be forced to walk ladigtances to reach school. The boys were often
prioritized and the family would provide bicyclesr fthem instead of the female children. Thus, the
Bicycle Bank Project came to life where each fentchliédd who was interested in attending school would
be able to obtain bicycle on loan. A deposit 00 30pees was required and would be returned if the
bicycle was delivered in good condition at the efthe year. Her precept was based on the predondit
that “nothing should be for free.” Some of the gjialsked if they would be able to keep the bicytties
following year and then Armene discovered the opputy for providing scholarships to girls who
wanted to further their education and go to unitrsin 2003 only 9 girls applied but by 2007 the
initiative had provided 57 girls with scholarshipsurther their higher education.

Dairy Project: Inspired by an article on a dairy project wherermitliterate women were successfully
running a dairy, she decided to send a group aérsevomen and three men to an established dairy to
show them how much of the dairy process worked.th&atsame time, she started speaking with local
dairies. One of them agreed to set up the infuetire but demanded a 1 lakh deposit (100 thousand
rupees). The villagers were not willing to paysthiwhen new funding opportunities developed, the
focus of the project was changed. Instead of ojpgrat full dairy, women were allowed to own their
cows. Today out of 81 women involved in the coopeea 30 have cows and each month a new member
can buy a cow, with the money collected from thie d milk. Women are averaging a net of 4000
rupees per month solely from the sale of milk.

Toilets: Armene believed that sanitation was necessargldoreasing the incidence of gastro intestinal
diseases, debilitating for the very young and dlthus she started an initiative to construct putditets

in each village. The project was successful andraber of toilets for the community’s general ussrav
built. The waste was intended to be used fertilize

Microfiancial servicesare, like in the case of Arpana, provided througtsdlG bank-linkage. SHGs had
been formed in the villages from the outset, itliti®o promote literacy. Armene described using the
“SHGs as a platform for social change.” Armenedwld that the SHGs provided “a feeling of belonging
to a group beyond the family.” She described thmnk accounts were opened with two signatories, if
they showed a proper recording of monthly accoutfitisn the bank would ...after six months, offer
loans”. Armene said that they “take a loan of salvlaikkhs and divide it amongst those in the groUjmé
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interest rate has come down from 12%, so they naw9% year to the bank and charge members 3%
internally. If the loan is internal (only from timoney collected through their own savings) theygba
3% interest rate.

Management Perspective

The management perspective from Ashta No Kai igdam our interviews with Armene. The first
interview was conducted a few weeks before the figdit, a short one two days before the fieldtvasid
a final interview after the field visit.

Learning by trial and error: Relating their work to NGOs, Armene stated that,ofW/ is very
contextual as are the dynamics of the people. SHE movement has been replicated in a number of
ways, but some things aren’t replicable. Many fectmeed to be there.” She explained that
socioeconomic conditions, climate and religiousdiglmay differ, having an impact on an intervemso
success. When she talked about the projects stheniteated, she described her earlier vision, for
example, of teaching women to read. She implemethtedneasures to realize that vision and when she
encountered problems she looked for solutions.c8hd examples, one of which was the literacy mtoje
that started off very well but after a while hadwéew women attending. Armene soon realized that
despite her own concerns about literacy she satthieavomen in the project felt that literacy wa n
one of their priorities. They did not sense tlesrhing to read would do much to change their lives
Hence, she shifted the focus onto teaching gittiodm to read.

Perseverance and a Strong Willare evident factors in the success of Ashta No Kameeting with
Armene just before and after the field visit, werevable to get some more insights into the orgaioiza
Armene had in fact encountered more problems thanhad initially divulged e.g. a computer literacy
program that she had received funding for was ttelaby some members of the community. She also
encountered problems with the male population wifkendairy collection centre was to be built. The
initial plan was to make a separate building fa tacility, but after protests and threats from thale
population (shoving and shouting at the inaugueagimony when the first brick was to have been place
she decided instead to provide some of the exigtsiga No Kai Centre building to the new dairy.

Although she had initially decided to exit her depenent work after ten years she was forced to re-
evaluate her own life plan. Her initial objectivasvto establish a self-sustainable dairy wheravthraen

no longer required her assistance. That was sinaldéer thought about the SHG groups where she felt
that the most important thing was that they be-sedtainable. She had been made an honorary member
of the rotary society, enabling her to receive tddal funding and had also received an additidoat

lakhs as a donation from the Confederation of Imdredustries. Furthermore, she also received anothe
loan of ten lakhs to found another dairy she hoted the activities should be ultimately run by the
women, however in the near future this did not spessible.

Additionally, as there were considerable signslodfzolism in the male population, Armene suggested
signature campaign to the women of the villagea psoclamation against alcoholism. The women then
went to the police but nothing was done. Armermaraged the women to persist and gave them money
to rent a large truck where fifty women went to gfwdice stations once again and refused to lealessin
something was done. Evenutally the police offigage way and shut down the local liquor stores and
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jailed those who showed signs of public intoxicatibhus the problem was eventually mitigated thioug
perseverance and persistence.

View on sustainability: The way Armene conducted business was to pursuecgsoidentified by
villagers as paramount of their needs. She saseleas their partner instead of someone who knew
better than they with traditional top-down admirdtibn. Her approach stood in contrast, asking
recipients what they considered to be their neadgtzen responding accordingly.

In 1997 Armene began collecting funding for herjgets while still in Japan. Funding ceased in 2007
The five groups that helped mobilize funds remaisechmitted to the ten-year program outlined by
Ashta No Kai.

Recently, the scope of involvement by Ashta No Kas been scaled down from ten to five villages.
Armene realized that was important to train the pbeowho live inside the village. Even though
operations were intended to end in 2009, but becatiso many unmet needs Ashta No Kai cannot close
and Armene is looking for ways to keep what shedtated alive. Some Japanese donors are committed
to seeing the operations continue and have statdd willingness to support with monetary and other
support. For example, they have arranged for difignevent for Armene in Japan. Armene recently di
an audit and found that the organization’s accogntvas inadequate. She was adamant that people
should do their own accounting which she has beexessful in creating. She now has 3 paid staff
working for her. She feels that it is better toldo% properly than to do a lot imperfectly.

Armene is confident that everything will be sustdale. In her view, a woman taking on challenges by
themselves is the best way to ensure that the @magsns continue to operatéiVe thought the best thing
for sustainability was to let the women does ittbelves and for them to access money from Barks.
views have evolved based on several years of exqpexi For example, a cheating staff member tad th
women of the SHGs that if the gave the savingsirtg he would deposit it in the bank. However, the
employee ended up stealing the womens money. r@iigithe intention was the the groups were to be
supervised by an outsider, however after this mwid Armene stressed the importance of women
working independently.

On one occasion Armene decided to discontinue dséipns of some of her field staff after noticitingy
had unduly taken advantage of their positionstebd, she decided to meet with villagers on her own
with occasional volunteers, statindnternal control is important. Referring to sustainability, she said
that was whenthe groups relied more on themselves. You negivécthem information, help to access
and then guide them and teach them somethingx&mele, accountirig

A major problem within the villages was the lack aifcess to information. For example, villagers
should have known they had access to banking, leoweey were unaware of that access. They didn'’t
even know how to open a bank or savings accour{timene also stressed that sustainability of the
people is more important than sustainability of thrganization. She believed the funds from the
organization should be used tdeach, train, enable and empower. We are not beiaefes but partners
with the people if there is to be any successfplémentatior?

View on HR: Armene had only three employees working for hee 8bed to have many more, partly
because the need was greater when forming andngaprersonnel for the SHGs but also because her
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beliefs were slightly different. To provide a fewagples of what led Armene to tighten the contodls
her organization that led to less staffing, shedcd staffer absconding with the SHG’s funds, amoth
leader of a federation again cheated members wfrtfumey that finally led to a closing of the fedton.
She also talked about having volunteers during speaes, but was disappointed to find out that they
spent much of their time in recreation rather thathe villages. As a result, she came to do mbshe
work herself. She has one lady, Vijayanta Rautgleyed in the village and two other employees.

Networking and the Importance of Contacts:As previously mentioned, Ashta No Kai initially eseed
support from another NGO named “KEM.” KEM was waorgiwith 30 villages on health issues and
suggested intervention in other villages that wesebeing helped. Ten villages were singled-olrt. “
general people don't want to share information,fpreng to keep it to themselves. It's a tragedy to

be able to have supportive trustees but Mobile ResoUnit has been helpful. I've fortunately hatslof
supporters. At various stages people would conefaihe woodworks saying they wanted to Help.

Armene also experienced first hand the detrimehtsbealthy competition. TVS for example, the huge
motorcycle company started a small subsidiary enothitskirts of one of her villages. TVS went thgbu
the backdoor and hired a sociologist student tgpasiple what interventions had been made by Asbta N
Kai and then tried to replicate those services. éwenconfronted the management at TVS about th
competing efforts but they denied any involvemdfientually, TVS' CSR wing encouraged one of
Ashta No Kai's workers to leave the organizatiod gmn TVS for a higher pay, which being an example
of what Armene referred to as “unhealthy competiticArmene said that the competing organization
wanted to take over once the infrastructure thathsd set up, superimposing their organizationthdn
particular case she eventually decided to leavevillege, abandoning her development center to the
competition.

Reinventing the Wheel: Armene points out the lack of information-sharingtvizeen microfinance
institutions. She mentioned the problem as “Havogeinvent the wheel.” In that context one wasrizbu

to make similar mistakes, going through similaalgiand errors. When it came to technology and
software, it would have been much easier if all NGDd banks had some kind of cooperation between
them. Armene gave an example of such unhealthy etitigm between development agencies. The
TATA Consultancy created amazing software to tdaetacy in different languages. A few years later,
government agency developed new software provittiagsame services and Armene saw that as a waste
of money, when all that would have been necessasytershare that same technology.

Regulatory Issues: To register a charitable trust, Ashta No Kai rekthdian trustees. Armene asked
people she knew in this field. Armene saidhad no background in NGOs. One of the trusteessed
away after which | invited a friend to help who hagitten books on the subject and she was very
helpful” According to the Government of India, one canabtain foreign aid unless one is registered
under the Foreign Currency Regulation Act (FCRA)MANne said that the regulation entailedcan§ and
difficult process. At the end of the year, youtnmferm the Home Ministry who wants every pennigdo
accounted fot. The NGO also had to register with the Charity @aission under the Bombay Public
Trust Act. If the funds were not used by the efithe year, a two percent tax on the remaining rjone
must be paid. However, if one can show future plainenplementation using the funds, one could be
exempted from those taxes.
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Government Involvement: The government has done a humber of things that imaproved the lives of
villagers outside of Pune. Due to the majoritywitlagers work on farms, the government has ensured
that there are clear land titles. In terms of lagdithe government allowed only certain banks tditize
loans but now all government banks are encouragecdohnect rural villages with funds. Another
government driven program targets people livingowethe poverty line earning approximately Rs.18,
000 or less annually who are given a lot of govaantrbenefits. Unfortunately, according to Armene,
many of the villagers lie to the government autiesi when relating personal income information,
thereby hoping to receive benefits for entitlemgerdservations in colleges, rations and scholassHipe
government has now made both primary and secomrdfnyation free for all citizens.

Field Workers’ Perspective

The field officer was generally a local villager avhad been trained and hired by Armene to atteed th
SHG meetings. In the case of the dairy, she wasialsharge of running the facility arranging f& to
meet with the SHG members from two villages. Dudhte fact that she spoke almost no Hindi and
nobody except our driver spoke Marathi, we wereblenéo understand some of the nuances. Our driver,
Sanjay, was kind enough to do some of the traoslati

When asked what her duties as a field officer wsine, promptly responded with a list,Have worked
with ANK for 11 years and | work with the SHG grsupudget meetings, dairy follow-ups, scholarships,
the bicycle program..” When asked if she had noticed a differencéhanlives of the people, the field
officer responded,Before the groups were created there were no covimitfalos...now that they have
their organization, they have been able to save mnghase cows and buffalos. They are able to earn
and collect more in the group. People did not kradwut banking before they started with this group.
Now they collect and save money and then afterylaags it will all be distributed among the group
members.

We noted some tension in the relationship betweenefie and the field officer in the way they spoke
about each other. Being the only field officer uniok@dly put a lot of pressure on the field workemaell
as Armene.

People’s Perspective

We visited two villages and attended one SHG mgetione of the women spoke any Hindi, so we

asked our driver, Sanjay, to translate. In theosdcvillage, the women of the SHG group convened
solely to meet with us and that provided a calnmmiad setting where our questions allowed for more
time and focus. The fact that the group presidenvell as certain member in the second village spok

Hindi also helped the matter. Both village orgati;zas have existed for ten years. The women in the
second group were considerably younger and seewrtael more literate and only two of them (the eldest
in the group) covered their heads whereas almdswahen in the first village covered their heads.

Although there may exist socioeconomic differenbesveen regions and villages, generally tradition
states that women whether Hindu or Muslim, showldec their heads with scarves. Thus, women who
are not covered can generally be seen as empowehaidernized'.
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The first group was rather disorganized and in paray have been because of communication barriers
They managed to explain that they had one accduheaank but had not taken out any bank loans for
the community fund. They had only taken loans amittiternally-saved money, charging a 3% interest
rate. One woman in the group had taken a loan parek her farming business and another one for
installing a toilet.

Changes Related to the Formation of GroupsWhen asked what kind of training the women have
received from ANK they replied that the traininRélated to their savings, on how to balance their
accounts, how to write their names and how mudarést to chargé.The women from the second group

also mentioned that they learned about the villemencil, which they did not know about before and
were able to complain to them and get them to geranpipeline to supply running water to the houses

When asked if things have changed in their livesesithey became members of the group one woman
responded by sayingWe previously didn’'t have access to money. Wetbaoay 7% per month,
accessing money however we cdufdther women said,We did not have a dairy in our village, now
there is a dairy and there is a lot of milk goingt of the village,”™ There is more monéwand “Girls are

able to go to school and now they are even goingoltege. This did not happen before, everyone is
studying nowi

When asked about the benefits of the group anantbet important features for e.g. saving, loanihg, t
social aspect, the women resporithére is now the benefit of saving money; it habdaused in the
farming” When the second group was asked about the sa¥imggion, the group leader responded,
“They are very importaritUnlike the first group, the second group usedrtbank-linkage to avail a
bank loan.

When the second group was asked what they had takdoans for, one lady responded that she took a
loan for her son’s marriage. Another woman had houggoat, financed through an SHG loan. The
women were asked if the field worker attended h#irt meetings and they said she did, adding,
“Whenever | have the time, | try to cofrpginting out that she had many responsibilitiés.interesting
observation included the president of the groupl $tatied that the groups would not function if she

was not present. However the other women of tbhegsharply dismissed this statement and expressed
that they function just fine without the presidpntsent.

When talking about the changes that have occunréidei village with the SHG groups and how Armene
was able to win their trust, the group leader hated,"Well, first there weren’t so many groups. Maybe
it's because the women did not completely trusttwi@s going on, but now there are many groups 8o th
trust must have grown. There are 23 groupal$o, the group leader addeden years ago the women
were afraid of showing themselves outside theirdwbut today if madam is coming or even the Gram
Sewa, women show up. Before the women were maiel afr the men and wouldn’t show outside the
house.” Speaking about the benefits of the group on aivithahl level, the group leader saitveryone
puts in a drop and together we can get things dehieh we wouldn’t be able to do individuallyBefore
the SHGs were created, if the women needed mohey asked the richer people in the village foramlo
and sometimes had to pay up to 10% in interest.gfbep leader in the second village adda@s, and
they also asked for other things, like papers....¢oms we had to ask the rich people in the villagd
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they also took in writing that they would take darming [crops] if it wasn't repaid until a certaidate,
they would take it in writing.”

Another interesting fact was that only one of theup members, the leader, had an individual savings
account. When asked how she thought of the idep@hing her own account she replied, sayiRgst
when the group was started saving, then | gotdiea that perhaps | should have a savings accoumtyof
own also and that this would be good.”

Thoughts about Ashta No Kai: The women spoke very highly of Armene. They merdthat she
stimulates everyone with her presence. They cordnigst she learned the local language to be able to
communicate with them. They felt they could talkhter about their needs.

Other Observations and Contextual Setting

In the first village, Armene had accomplished muatih girls getting bikes for schools, SHG groupg® t
dairy cooperative, computer literacy, the instalatof community toilets and general literacy tiam

The first village had 24 groups with 10-15 womereach group. The poorest and those that have been
widowed received cows for the dairy program.

Meeting with Armene after the field visit alloweidht to be shed on some new issues that previdusly
not been discussed. We had, during our field Misiefly spoken with the village council leader, avive
later learned had murdered his mistress in a drunkge. She also informed us that some of pledges a
other issues related to the SHGs were most protssddyed for our visit.

The toilets did not smell which made us questioretivbr they were in use. According to the villagers,
four people used them. There were 69 toilets ial tiot that village. According to Armene most of the
toilets were not in use.

The villages that the researchers visited varieite ggignificantly in terms of infrastructure. Tliest
village had a sizeable school with deterioratingost benches and a black chalk board and a resreati
room which had been built by Armene and was comalilg well kept. The second village had no visible
school, however, a large temple was being consttuehich seemed to be quite costly.

The first meeting was conducted at a house thatditadloors and a tin roof; however it had a sl
dish on the top of the roof which was obviouslyyexpensive. Approximately half of the women & th
meeting had not covered their hair with scarves watk generally younger than those that did. The
second house on the other hand had paved flodis, raof and numerous amenities including a well
stocked kitchen. The only women to have coverei tieads were the two elderly women out of a group
of 9, although we noticed that the majority of wanveere much younger than in the first village.

Those people interviewed explained that the maurcs of subsistence for the villagers was farming
through the production of wheat flour, onions, déawer, ochre, lentils and beans. Their means of
distribution seemed to be very rudimentary and vma@ly sold to an agent who then auctioned off the
vegetables.
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Company Specific Initial Analysis

Reliance upon one field worker created a cleaasin of hubris. Armene admitted that she had seen
signs of this. Armene will have to delegate masponsibility to more people if she chooses toesupl

her operations. Furthermore, she will have to tereaformal internal auditing system to ensure that
potential for abuse is mitigated.

Women were obviously quite dependent on Armeneapjiteared that they could not change their status
without her assistance. Thus, Armene would beireduo implement effective business development

and side services so as to empower them to maksiates independently. To become more efficient

SHGs should consider a tiered federation systenerevieach SHG would be linked with other SHGs.

That would enable women to access larger amountsealit and to effectively execute programs that

they would otherwise wish Armene to do. Many o firograms that Armene had implemented failed

due to the women’s own reluctance although they readested them from the beginning, an obvious
indication of miscommunication. Further researchéw program implementation is recommended.

6.1.2 Arpana Trust

Results based on interviews with Aruna and Deepak Dayal, Anne Robinson, several field
officers and two SHG groups

Mishka conducting an interview with the two accants who work with the SHGs. Aruna Dayal can lende the
left translating and explaining about the collestprocess at SHG meetings.
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Organizational Background

Arpana, meaning ‘offering’ as in sacrifice, has lhath an interesting and dynamic history. Seasithe
Arpana Trust in 1962 by Param Pujya Ma, Arpanagimal mission was spiritually based, employing the
philosophies of Vedanta. Arpana’s founder and itsir leader believed in obtaining spiritual
enlightenment through practice and requested ewuergd the Ashram to work within the community on
developmental issues. Following a pattern thasbd#ished itself as the norm, Arpana first examined
needs and wants. That was in contrast to comingyitlp funding and then searching for a recipient.
Arpana’s development services began in an orgamimether when the hospital was established in 1980
along with Arpana Research and Charities Trust.ve@oment regulations mandated separating the
spiritual from the development areas. A similatitgrwas set up in the United Kingdom in 1995 to
access foreign funding where proposals for fundirmgild be sent to Arpana UK that would act as a
liaison.

“Since then, people from different walks of life avdrawn to Param Pujya Ma, and have experienced
the fragrance of this divine home. They found a diemension to life in imbibing the spiritual trutlss
sublimely told by Ma and manifested in her lifeesgthening the faith of each in their own religidrne
members of Arpana are volunteers from differenti&arfaiths and social backgrounds, including many
professionals with considerable experience, leayrim practise selfless service. Together, they seek
assimilate and practice in their lives the etermalues taught by the prophets of all religions tigbout
the ages. This is their commitment for.1it&

Arpana’s mission was defined by Ma from a spiritpeispective. Her approach to development was to
put oneself in other people’s shoes and not thivdt bne’s own (opinions) were always that fitting.
Aruna started to apply this philosophy to most gkinn life, which she admitted was hard due to her
believing that sometimeshewas in fact right “It is an exercise in evolution actually. It's redsy to
give up one opinion and accommodate otfierghis lesson was one of the steps taken thatwaked

into the ethos by the employees at Arpana that &described as a ‘participatory modelThis helped

to open oneself to what people were saying. lwgnked into the whole ethos. One thing that slié s

at one point, but when it became integrated intdifayit helped me value so many people for thain
worth, their intellectual contribution and even fibre emotional perception of the subject. It helpee
become inclusive. And that's one of the main fpies of development. I'm not a development
professional. | don’'t know anything about it. tBlis enabled me to understand what development is
Immediately when we had trainers coming from oetswe talked about participation. Thats one feature
helped me understand what they were talking aboMtuna explained the importance of practical
spirituality: “Understanding that you are a human being, just ashmas | and your needs are more
important than mine because | have come to undaistgour needs. These little principles of
spiritual...practical spirituality or spiritual valug they are the whole basis of development thdbwed

as we went alond.

Services

It was soon apparent that there was a need foerbeé#alth care in the surrounding villages Arpana
members visited. They began by immunizing childaed infants and soon realized the need for prenata
care and education of the women on health-rel&sgecially those concerning pregnancy. Arpana also
began raising funds for mobitdinics. The mobile clinic conducted health cheokspregnant women
and also began screening for eye diseases. Catgr@ctions were conducted on site in the villaayes

137 Arpana website URhttp://www.arpana.org/spiritual-arpana/Arpana%?20Ashram.html [cited
2009-09-07]
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although most operations were successful, the fasknfection was large. In collaboration with an
ophthalmologist in Karnal in the late 1980’s, Arpareceived the attention of ophthalmic centers raatou
the world interested to fund their operations. tTlkd to the creation of an ophthalmic center thday
forms one of the five wings of Arpana hospital. Whtarted as a 10-bed hospice in 1980 has 29 years
later grown into a 135 bed, full functionihgspital where five core services are now provided inclgdin
ophthalmology, gynecology & obstetrics, general itieé, general surgery and dentistry. Another
smaller hospital has been built in Himachal withds received from a UK trust.

Rural development through understanding the neédtscals has taken several forms over the last two
decades. Arpana today provides a range of senecgsiling empowerment of women, economic
emancipation, human rights, accountability in logavernance, village health inputs and support to
farmers, education, and facilitation of microfinehcservices in the form of SHG bank-linkages.
Arpana’s approach as an outreach facilitator haehlt® provide an array of in-depth development
services.

Microfinance Services-The Arpana Approach:The most important development for the mobilization
of financial services to the rural poor had beempahia’s creation of Self Help Groups. As Anne
Robinson statedA holistic approach has been used by ArpanBhat could be seen at the meetings we
observed where the women seemed empowered and gmaldly of their accomplishments.

The provision of micro-loans had been in the forlran SHG bank-linkage. Hence, the women were
grouped together and a president and secretariedlét each group. Each individual in the groumthe
saved a small amount of money each month. That faglthen used to disburse loans to the ones who
required them the most with the excess depositedaitvrank.

As of recent years, Arpana has also started distlgunmicro-insuranceon behalf of a government
initiative through LIC (Life Insurance Company). &hearn a small commission for doing this and are
like other NGO’s optimal distribution channels &gyt know the people in the villages. According to
Mamta Rehal, a member of the Arpana family, Arpaaa over the past year successfully disbursed
15,000 life-insurance policies. The insurance igsalized by the government and costs 100 rupees a
year.

Management Perspective

Leadership and Spirituality is at the core of the organization which is builttbe scriptures of Param
Pujya Ma (the founder of the organization) in tlght of Vedanta. It became apparent by talkinghe
members of the Arpana family that each member vemplgt inspired by Ma’s teachings. She was the
common factor of inspiration for all those who areart of Arpana today. Ma passed away in 2008 but
the spirituality and dedication to serve still kven.

A Dedication to Servecan be seen in various ways. The belief is in wayldirectly with people instead
of forcing them to change. Deepak Dayal saiflfpana doesn’'t want to become a suppre$sbie
mentioned that Arpana had withdrawn from severéges that were operating sufficiently on theimpw
believing they should have acted as “enablers.” di stated that they strove fd'quality over
guantity...[.it took] 10 years to build one SHG, [aify have been] working with villages for 20 yegars
Deepak provided an exampl&,he population growth in 60 villages has come dawreero, however,
this was not done through force but through edweatind empowerment”.

Aruna acknowledged that creating self help growuk ttime and the women may not have seens the
results right away. She had first to convincewlenen of the importance of the SHGs. She explained
the process of nurturing groups through a metaphourturing a tree, whereFirst you prepare the soil,
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then plant the seed, then you protect it from thiel.c.in the formative stages, when it sprouts you pu
thorns around it so no one gets at it...and thelowérs into a healthy plant and it gives fruit. Uloave

to explain this to the womén Aruna admitted that SHGs take a lot more efforbuild compared to a
microfinance joint liability structure which is n@expedient.” You have to keep explaining to them that
this effort...you are the sole beneficiary of thereff You have your savings, you got your intergsty
are not paying interest to any third party, and yare able to take loans continually

A Need Based Perspectiveeemed to be the way Arpana worked. When a needseeas work was
directed towards it. Arpana believed in helpinggedy understanding what their needs were: seeing
problem and finding a solution. For example, aftemducting blood tests Arpana realized that the arom
and their children were anemic. They also notited they could not afford large seed packagesaid s
their kitchen gardens and thus Arpana preparedsalddsmaller packages.

The people at Arpana identified needs and thenldped projects on that basis. Staff did not necédgsa
specialize in their fields, e.g. Aruna was an Estglprofessor and she started working in materndl an
child healthcare. They did not have a bluepringtointo development work. Their mission was to
identify peoples’ needs, to help those overcomeidrarand to enable them to build a better life for
themselves based on their potentials. The diffararys that the mission was implemented was based o
their capacity and resources.

Microfinance came as a solution to the problem ofmen with little or no education, of living in the
shadows and having no say in their own financidiesf. Furthermore, Arpana saw the need for women
to have a collective voice in order to be heardit seas a natural process for them to decide tothse
SHG model. These groups also provided Arpana aviptatform for education which they believed was
important in their empowerment. That led to wonteing more involved in village matters such as
organizing monthly village council meetings andidex over affairs in their households.

Arpana’s View on Sustainability seemed to be one of empowerment and far-sightedfiesse hospital
they planned to start a private sector wing wheoeenaffluent patients could be treated. Those wbeld
charged standard fees; the profits would in turnubed to finance the rest of the hospital where the
services were heavily subsidized. Anne Robinsoo atknowledged their need to try to expand their
equity funds. Arpana was also looking towards trgjrother NGOs new to the area and in particutar, t
the area of fund raising.

When Aruna talked about the sustainability of SHBGs hoped to link all the federations togetherhso t
they could hire their own fund manager. That aoult also be considered as another sign of self
sustainability. At the same time, Aruna explainkdttshe felt that it would be unfair if Arpana was
leave the groups forcing them to manage on their. ddwpana is looking toward a federation model in
order to create self-sustainability. Aruna hojet eventually all the federations could be linked run

by a fund manager who will invest the federatiomsney and ensure that their assets grow. However i
is an uphill battle due to many of the women béllitgrate. Aruna estimated that 65% the membédrs o
the older groups were illiterate and the rest arg semi-literate. That made it hard for the greoup
grow because many of the women were unable to Ipagesmnent material.

In order to tackle the illiteracy problem, Arpanaumped the executive body that represented the SHG
leadership, down to 11 members with each in chafg®0 groups. Aruna believed that transparency

through democracy was the key in order to enswgestitcess of the groups. Each federation thatdvoul

be formed, (there were then two), would have amc@ikee body. To make certain that the women could

handle that Arpana trained them in a number ofchagidules of leadership skills. Arpana would then

function as a capacity builder to monitor, plan amdluate.
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At the same time the organization faced an insuntaile task of restructuring and regrouping, bboth t
spiritual leader and their managing director didtlhile ‘Ma’ had the charisma to keep the organaati
focused her counterpart managed the operationdirsanttial end. The crisis was partly solved beeaus
‘Ma’ delegated a great deal of work before she @dssvay. Aruana believed Arpana was able to sarviv
because of the quality of their work. Aruna adedtthat when people came and saw their operations
they were extremely impressed and thus, operahams been able to continue. Because investors were
able to see the quality of their work.

It became apparent from the interview that Arurdhribt view MFIs as a good alternative to SHGs and
she admitted to losing 13 members to MFIs in hdhiDgperations because they had gone against group
policy and taken loans outside the groupt ptays on the element of greed rather than fahtedness.
And it makes people do wrong thifigslhe point was elaborated upon when she expdaihat a group
leader had forsaken responsibility by taking migdtippans from an MFI, forcing the group to be
restructured. She understood that MFIs had to hBeaged in a professional manner. She however
pondered whether they were actually interesteceirepment work. So what does an MFI come and
do? He says: come, form a group, write down yamaes, give your bids, give a guarantee from your
husband and here are your papers: sign them. Thesdhe installments and here’'s the money. You
don’t have to come for training sessions; you dtiave to do anything. You just have to take theeyo
and come next month and bring your paymient

Funding is always an issue and for Arpana, which is an N@®, major form of funding is through
grants. Securing grants to finance their operatismslot of work. According to Anne Robinson, aG®
requires contacts to secure funding. For exaniteSabhawal, the late director of the organizatiuad
served on many boards prior to working at Arpardtanough his contacts in the corporate sector & w
able to secure endowments and other funds.

According to Anne, An awful lot of people slip through the cra¢kshey might be living below the
poverty line but they do not get BPL cards. Amannegotiating with a consultancy firm to helprih

start a fund raising unit in Delhi. Anne reiteratbd fact that they wanted to start a training umibrder

to receive some extra funding.

Deepak acknowledges that Ma wished to keep a lofilprwhich was a bit of a disadvantage for the
NGO in terms of securing funding. She believed thahe spiritual ethos you have to keep check of
your ego. Deepak recalls an anecdote when Arparsaawarded a very prestigious WHO award, and
‘Ma’ responded by sayingplt it in the closet. Although Ma was no longer alive, Deepak stillibeed

in the framework that she once established. Hea@xgdl that she had a wall built between their ersid
and office area as a symbolic separation betweek amd private life and said that a penny from one
side will never be seen on the other.

Government Involvement: The Indian government had increasingly been inwblie a number of
development issues targeting the rural poor, eafedhose living in BPL conditions. Due to the
increasing involvement of the government in theaavé Arpana’s operations between 1998 and 2000,
Arpana shifted its focus from bein@ ‘service provider to becoming an enablleArpana saw that a
number of the services that the government providedrlapped those that the NGO conducted.
Creating a sustainable system through the empowerofethe local people became a priority. After
visiting successful microcredit programs utilizinge SHG approach in Hyderabad, Arpana and
specifically Aruna began working on the creation $ifiGs in the Karnal area. This process of
reconstruction was intensive for the Arpana staffteey consulted with various NGOs and advisory
agencies to train their staff. After consideratoéening, 6 pilot SHG groups were set up. Todayer
250 SHGs are operating around Arpana’s headquasti¢hisover 3,200 members in 62 villages with a
combined savings of 18 million rupees
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According to Anne Robinson who is in charge of atdstration, “Recently the government has done a
lot. They always have good schemes but in thenetiing materializes. Doctors and staff allottedhe
villages almost never come and when they do theg ha equipment, no medication. The people of the
villages have no faith in thefnArpana had worked substantially with the governin@hey were able to
help the government in terms of the aforementidmeglth insurance and tests. Arpana allowed people
to actually utilize schemes the government had emginted. Arpana is not big at the level of affagtin
policy but they have a way of working with the gowaent, helping the benefits reach those who deserv
them. Because of its grassroots orientation, Aapean be seen as a vehicle for federally-launched
initiatives that do not seem to work everywhere dose the governments inability of proper
implementation. Arpana enforces government inuedi by ensuring that villagers are aware of the
programs and providing up-to-date services thagthernment has promised through their hospital and
their literacy programs.

Field Officers’ Perspective

According to one field worker who had been workimith Arpana for ten years, the women were afraid
of outsiders, especially with money matters. Thaeorof trust went both ways. Once the workers had
built rapport with a number of women, they wouldl teem to go into their villages and find other
women whom they trusted. According to the field kasr women started forming groups on their own
because of the spread of information through wénth@uth about the SHGsWhen you start dispersing
information.... the information spreads to otheragls where they have relatives....and they sayhbat t
women in these villages also want to create grambwant help and then they take us there....because
we don’t know these women but they do so theyuskeere....and even their men also said that they
would also come alony.

She explained that in the beginning, men were nppartive in the largely male-dominated area of
finances. However, after they witnessed the froitérpana’s labor with the women they changedrthei
minds. The largest change that Harsha could netaethat women finally lived in better homes aad h
money in their handsThe accountants have seen considerable improveimehe women’s ability to
control their finances since they started workinghwhe groups which was only two years ago. The
literacy rate in the newer groups is much higher.

Arpana graded women’s groups as to tardiness, negatyof loans and other negative traits, thereby
creating an impetus for them to ensure they imptoefre the next audit. It was important that one
woman does not become too dominant a force in apgh®cause if that happened, the chance of that
woman receiving a loan increased but so did theahaf her default and that loan. According to the
accountant, some groups have had to be dissoheibe of one woman dominating the group. Arpana
used to run all the groups but now around 80% efgtoups conduct their own meetings. Arpana is
currently focused on running the federations ansl dr@ated an executive body to oversee that work.
Arpana has created a system where a percentagensfynis given to the group so that members would
be able to pay for their own expenditures such hexsd either relating to the groups (purchasing
calculators) or to making money available to thdefation (to be used as wages for their executive
members). Each group would be required to hawaviag account at the bank. Most groups traditignall
solicited the federation when borrowing larger swhsioney; however newer groups now use the bank
for temporary loans.

As Aruna explained, it was important that the figldrkersincluded men Arpana used male field
workers to explain to the men what Arpana was gymdo and why the SHGs were important. If the
men were left out of the picture they might havetalcted the workings of the NGO such as in Astda N
Kai's case where the men sabotaged projects.

69



Women'’s Perspective

The groups were able to save an impressive amdutepmsits from their members. One group had 4.5
lakhs, i.e. $10,000 saved between 20 women, alattparticular group had been functioning for €igh
years. The interest returns that were generategdtavithin the group that in turn lent to its own
members, ensuring that funds remained within tb@mnmunity. Many of the women used the money to
start small businesses such as animal husbandaylimg and small-time manufacturing. The women
were quite focused and energized and had colldégtozaenpaigned against alcoholism, dowry and female
infanticide. Approximately 75% of the members beeaemtrepreneurs, starting their own businesses.
Some of the funds were also used for educatiorhaatth care. It seemed that Arpana facilitatedstie

of milk to a local milk collection center where&gy once sold it to a vendor for a lower price.

The federation was important because the membatsnéeded larger loans were not constrained by a
limit. If needed, they could borrow from anothedération. One woman did that very thing and helped
her son start a successful business that earnéal 4ipakhs a year. It seemed that tradition stigned
supreme. Although the women were sending theis ¢ir school they still forced them to marry when
they turned eighteen. Some of the loans were teduch things as weddings and some were taken
because husbands wanted the moneiost of the women learned about the groups throoidier
women. The women were quite adamant that they dvoahtinue going to meetings even if the field
workers were not present.

The women no longer have to rely on their husbdadsustenance and more importantly, they do not
have to ask them for money when they need to budiaime for their children and other vital thingsthwi
the risk of being rejected for the requeBte women were still not allowed to ride bikes aitbh the
younger generation was allowed to if they requitteeim to go to school. There were albeit slow but
definite signs of change in the villages. Manyhad women answered that their husbands understeod t
importance of the groups.

The second village functionary of the federatioin s&hey say it is very good and they understand that
when we forgo wages to attend these meeting$at the whole family’s benefit... That shows the level
of their commitment when foregoing wages to attéredmeetings.

When asked what had changed since they started Ibeembers of the SHGs, the obvious financial
benefits would seem to have been the first ans@éten women explained about the know-how received
from Arpana’s workers. One woman exclaimed th¥gs, we have gotten a lot of ‘jaankari’ [knowledge]
by being part of these groupand another addedWith help of the group we can save some money and
we can also rid our selves of worry in that if weed a loan we can access money..laeaen things
within the group. We didn’'t know much before weavigought together like this.”..

The literate group seemed to be more self-sust@nalihat they felt that they could continue toen#
Arpana were to pull out. However the less litegiteup was clearly more dependent, but one must note
that the literate groups had only been membersafshorter time than the others. Because of other
priorities, learning an abundance of informationinse-consuming for them, as especially the cask wi
women that work in the field who rely on day-to-dapor in order to survive. One day of learning
would mean one day of lessened income. Fortunatetymeetings were only once a month. Although
Arpana was also a facilitator for their insuran&gpana also held training sessions on disease ptieve

and health care, representing another means ahpehlee women save money over the long-run. As one
of the trainers put it,It is very good that we first look at what we camid the home when a member of
the family becomes sick. You said earlier that #irgle person in the household becomes sick we can
incur an expenditure of between 25 and 2,500 rupe&s if you would like to avoid such expenses, then
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it is very important to have this knowledge. Wevkiadittle bit about how diseases are spread, ahatw
the symptoms are. If we know these things, we wisultble to spare these expenditures

Other Observations and Contextual Setting

The villages varied significantly in terms of infteucture yet the general scenery showed an
impoverished and poor society. Houses varied ffommidable structures to shacks held together with
cow dung and straw. Preventable disease seemechmarap for example there were many cases of
goiters and leprosy. Aruna

Aruna explained that many of the women could siit leave their houses and earn a living because of
the caste system. Impoverished women in highds aasre those most afflicted because of their caste
not allowing them to work, thus there was no meainsurvival except subsistence on their husbands’
earnings. In each village we passed it seemed yewthat the women were those that worked. In
almost every field that we drove by we saw womdiotiang in 48 degree weather without the sign of a
man. Furthermore, many of the individuals we sptikexpressed that the men labored less than the
women. The impact Arpana had on the women in tHages was apparent when we visited. Where
Arpana was present villagers exhibited self comftdeand less shyness in contrast with newer members
or those who never had contact with the agency.

Company Specific Initial Analysis

Obtaining funding for a low profile company was rhutarder compared with other organizations that
have higher profiles such as large NBFCs. Arpanidseasing their corporate sponsorship by going
through corporate social responsibility initiativ8gcause of the recession funding has been innghas
hard to come by. The problems encountered are arediate sign of the move towards sustainability
which confirms Sachin Mandikars predictions that tiarket is moving towards the corporate sectds. It
apparent by conversing with Aruna that contactdNGOs in India are extremely important if they soe

be viable self sustaining organizations. This cars&en with the initial lack of funds after Mr. Satwal
passed away. Once lenders saw the organizatiorwhatl they were doing, and then they agreed to
provide funding. Although their charismatic leaglpassed away, the charisma has not been lost. One
can see that Aruna and Deepak are very good aergieg the mission of Arpana in a spiritual
developmental sense. This was ensured throughoagsbrganizational culture that was based on
spirituality. Spirituality provided a strong gltigat bound the organization together due to theritgjof
workers are Arpana having the same spiritual gbhétping others.

Trust of each other appears to be the driving fdreleind the success of groups, it is importantaior
decisions to be made collectively, even if theyeéhalected officials. This trust is a key factor in
Arpana’s success which can be seen in the dediigiggeen its memberships. Once the field workeds ha
gained the trust of the women (which was not autmyahey then asked the women to recruit other
members whom Arpana could trust to become resplengiérticipants. It seemed that there was a
multiplication effect where when one woman learisedhething, she told her family who in turn told
relatives and so forth, becoming a means of spngatiie word about Arpana. Thus, trust is an ingurt
factor that determines the outcome of an orgaminaiwork.

Empowerment within the groups came through two cgsirgovernment and Arpana’s own intervention.
Without Arpana’s education programs women would tfiksly not have campaigned against infanticide
and alcoholism, stressing healthcare needs evémde were not in the immediate interest of MFIs.
Their reasoning seemed sound, given that if prexehealthcare needs were not addressed loans might
eventually be used to pay for health-related aibme®reventative healthcare measures should Ibeasee
insurance against costly calamity.
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6.1.3 DISHA (Development Initiative for Self-Help and Awakening)

Results based on Group Interview with the management of DISHA; Mukherjee and Jain Shah
and the “Annual Report, 2008”

Organizational Background

DISHA is an NGO-MFI that was started in 2000 byvidang micro-credit to poor women for income
generation. Today, DISHA serves its clients by mimg financial services, vocational training and
healthcare services.

In their annual report for 2008, the objective ofSHA was described asUplifting the poor,
particularly women, through micro-credit for incomgeneration, providing vocational skills for
enhancing income and bringing health care facitie the doorstep in rural are&&'.

DISHA came to exist in large part due to fundingnirvarious Rotary groups, the primary being Rotary
Club of Pune-North. DISHA operated in rural as wadl urban areas and set various criteria for their
clients. In rural areas, for example, their clientye women of small and marginal families wittaeily
income below Rs. 3000 per month. Women particgaiten came from castes and tribes, were landless
laborers or at times were entrepreneurs. In tharudseas, clients consisted of single or widowethar
entrepreneurs with an income of less than Rs. 1@@0month and not belonging to a family and
frequently had permanent employment in the govemrmein a large industfy’.

DISHA utilized the Grameen methodology where growpse formed with five members each and eight
such groups formed a centre. Weekly meetings weld dnd a small amount of savings were collected
during those meetings. Loan proposal discussiodsietursals also took place during these meetings.

Comments of Macro MFI Environment: According to Mukherjee, there were four types ofictures
working in microfinance in India: banks, NBFCs, &t 25 companies, and NGO-MFIs. The main
reason for the change of structure from a NGO-MFatsection 25 company is to attract investment.
Currently, NGO-MFIs are receiving fewer grants hessaof the economic downturn and are looking
towards other MFI structures for assistance.

However, Section 25 companies are not allowed sbuise earnings to their investors and thus they
chose to change their structure to a NBFC modelikhdrjee expressed that the main problem with all
the models except banks was that they were unaldedumulate savings, thereby creating a bottleneck
of funds where organizations are unable to growr feading capital base. Currently there is lediska

in the parliament that he believes will be passeallbw certain registered MFIs to collect savings.

The rationale behind disallowing savings was due toumber of unscrupulous individuals who had
stolen people’s savings. Mukherjee explained mhaét NGO-MFIs acted as bank facilitators whererthei

138 Refer to hard copy of, Annual Report of Developireitiative for Self-Help and Awakening (DISHA) Fthe
Year Ending 31 March, 2008
139 Refer to hard copy of, Annual Report of Developtieitiative for Self-Help and Awakening (DISHA) Ethe
Year Ending 31 March, 2008
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main goal was empowerment of women, doing so thrahg SHG model. The government is currently
pushing for banks to subsidize loans to self-helpugs, creating some apprehension on part of bank
managers because of the risk-orientation. Barikialf see the SHGs as having a probability of ulefa

Registered companies, on the other hand, utilieegdrameen Model either through joint liability gpsu

in rural areas and individual lending in urban aredich are “high cost, high efficiency and higkura
models.” Mukherjee explained that urban women havgeterogeneous culture because they usually
come from different parts of the country which does enable companies to utilize the trust-based JL
model. The reason why the NBFC model has been smessful was that they provided the service of
convenience. Mukherjee believed that the diseohissed women were willing to pay extra for the
convenience of having an MFI do doorstep banking lean and efficient manner vis-a-vis banks that
had were burdened with time-consuming bureaucracl @aperwork. He gave an example of how
traditionally women used to cook with cow-dung whiwas free, however time consuming. Although
gas stoves were considerably more expensive, wmalen switched to gas cooking in order to save.time
“Convenience plays a big role in microfinance. Mgrreaches at the hand. And directly at the hardl an
during that time the bank opens at ten thirty. Wunen have to go to work at eight thirty. Theynd

go to the bank and lose one day of income. And doeyt know if they will be able to take care of
everything in one day because the bank staff ishabtsensitive towards these small groups. Sthabe
makes a very big difference.”

Today, 70% of the microcredit is conducted in thetkern region of India, with minimal growth noted

the eastern part of the country. Mukherjee explhithat Maharashtra, Gujarat and Rajasthan and the
northeastern states have until recently had noelavdIs working there. Many had studied that
phenomenon of why the south had more microfinastieity then other parts of India. The conclusion
was that credit had long been a tradition in thetts@nd thus the MFIs had used that history torthei
advantage. Furthermore, development in MaharastdaGujarat had been more extensive than in most
of the southern states.

Challenges:Mukherjee believed the greatest challenge facing BdSHA and the microfinance market
was the legislative and governmental environmemhdia. ‘There should be a level playing field for all
types of organizations. Now NBFCs are in the fordgf Five to six NBFCs control the number of
members that all other types of organizations carseovice.” Mukherjee explained that at the moment
NGOs were only making an impact on a grassroot.|&econdly, there was a flow of funds problem for
smaller organizations like DISHA where it was vally impossible to raise capital to service client$ie
smaller organizations often faced stringent fundmeguirements. Furthermore, to decrease fraud,
increase efficiency and lower transaction costshrielogy would have to be developed for DISHA as
well as the microfinance market. He believed tiaternment subsidies also posed a challenge to the
microfinance market. There were a number of gawemt run banks that charged a mere 4% interest rate
on loans which he believed most MFIs would havelite competing with. He also explained that many
local leaders were advocating subsidized creditrengthen their political status.

Change in DISHA'’s Structure: DISHA had the legal structure of an NGO but tradiglly had a

Grameen model where they utilized group lendingheyT recently began to shift to an SHG model.

Unlike most NGOs that act as bank facilitators, B#Sstarted to lend directly to the SHGs from their

own funds at an 18% declining interest rate or a6 Formally, DISHA was registered as a trustl an
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was hot allowed to disburse money back to its itoresand thus relied on grants and debt. Mukherjee
explained the shift from a Grameen JLG model toSkH& model was due to the interest rates. Most
NBFCs charged a 15% flat; however through an SH@ehimterest rates were generally lower. DISHA
used internally-generated funds but also borroweuh fgovernment sources such as the Small Industries
Development Bank of India and SIDBI that charged @%rest. Thus with they had a margin of 9%
which they used to cover their transaction costaving an SHG structure where they lend directlthi
women gave them better flexibility according to Mekjee. If the women were to borrow directly from
banks through an SHG model they would inevitablsbdrse the loans to a number of women in the
group. Thus if another woman would require a lsha would have to wait for the other women in the
group to repay in order to receive funding.

Having an SHG structure also allowed DISHA to pdevother services alongside that of credit-lending.
They planned on covering two additional areas:theahd business development services. Jain Shah
explained that the majority of household costs wemtards covering healthcare needs and thus they
wanted to control those costs by providing primaealthcare facilities. DISHA also planned on
providing business development services througieebhsed system where they would subsidize 25% of
the costs, anticipating that the recipients pagddther 75% themselves.

One of the main benefits of utilizing an SHG mods-a-vis a JLG model was the lower transaction
costs. Jain Shah explained that members of JL@gsdaneet once a week, but since they started to
implement an SHG model the field workers were aatyuired to meet once a month. Additionally, since
members of SHGs were required to be accountablénéar actions that allowed field workers to coeer
larger number of groups which lowered some of thegaction costs.

When we met with DISHA they had 4,500 members Wk utilizing the Grameen model and 20 SHGs.
Their work covered 60 villages with two main braeslin the Pune district of Maharashtra. They virere
the process of giving out their first loan to thl@& and transforming the JLGs into fully-functiogin
SHGs. They hoped to have 60 SHGs by the end ofgae

Competition: Mukherjee explained that in the areas that theyatpd, informal money lenders were
“virtually everywhere.” He explained that DISHA&istomers would look at all methods of receiving
financing which included informal money lendersttblaarged usurious interest rates that often aneolunt
to 120% per year. In terms of formal competitiofSBA has an interesting outlook. We like
competition. Competition is good. If you are thar a village and you prefer to go someone els#, it
fine. We want to help theim Mukherjee explained that if there were othegastizations that charged
cheaper interest rates he would be happy if theg wego to that organization because in the eay th
are concentrated on helping the women. When adiedt doverlapping” of individuals being lent to by
numerous organizations, he explained th@yérlapping can be there. For instance we are waykn
the Maral area and there is an MFI from Calcuttaths working in the same village. If their servis
better for the poor, we withdraw. There is no hamwithdrawing’! They have had direct competition
with other organizations which Mukherjee consideiethe a healthy relationship. They had approached
another NGO working with SHGs who had the same \daveompetition, welcoming them to operate in
the same village.
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View on HR: They had only have two field workers and one bramemager that worked with the self-
help groups but planned on increasing the statllemce more groups were converted from the JLG
structure. Mukherjee explained that DISHA used t@ashpor model” where all transactions were
conducted through the use of bank checks. Wheswaloan was given, the women were given a bank
account. They then had to go to the office to pipktheir funding in the form of a bank check. th¢
same time they received prepaid postable checksefmyment of their loans. The rationale behind a
check-payment system resided in the questionalikbiley of employees. Mukherjee said that field
staff who worked at DISHA were often themselvesrpaad thus there always existed a degree of risk if
they were to handle cash transactions when disiuesid collecting installments.

The check system had initially created problemdtite bank staff because of the high number of
transactions they had to deal with. However, aftane convincing the bank was able to accommodate
the methodology. There had been some evidenaawd fvithin the organization with most of the abuse
coming from the clients they served. Mukherjeel@red that those with significant influence in the
group tended to take most of the loans for thereselvLending abuse could be mitigated through
diligence, as Mukherjee statedgtérnal vigilance is the price of liberty. You kaw be vigilent.

Company Specific Initial Analysis

Lenders have been traditionally interested in caierece. They tend to be willing to pay higher ratés
interest rates to have the convenience of an MRtlecting doorstep banking. Since DISHA received
money through government lending sources (whichtrikaly are subsidized) because of their NGO
structure, they were able to lend the money to wotheough a SHG model at lower rates than if they
were an NBFC. The SHG model vis-a-vis JLG model loaver transaction costs because the members
of SHGs were held to be more accountable. Bedaassaction costs were lower they were also able to
offer cheaper loans to clients. Having an NGO-MFlcture tied an organization’s hands in being &ble
raise equity. On one side they were able to rded#t; however at the same time they were unable to
disburse dividends to their investors because @f ttompany status. Thus they were at a competitive
disadvantage that hindered them to properly sgaleperations through the use of equity investment.

DISHA had a straightforward view on competitionttf@acused on who could benefit their customers the
most regardless of who provided the people. lstdaviewing competition as something negative,
DISHA understood that in the end it was their costcs who would benefit. Thus, if another

organization provided better services they wouldabeeeable with client wishes to switch to another
organization for financial services.

75



6.2 Section 25 Companies

6.2.1 Planned Social Concern (PSC)

Empirical findings based on interviews with the CEO Revi Gupta, branch manager Satender
Pareek, one field officer and two JLG groups

The group leader of one of the groups visited & R®rking on the accounts.

Organizational Background

“As one of 25 Grameen Bank replications, PCI (Rebfgoncern International) India established itstfir
microfinance institution in December 2005 as ‘PkohrSocial Concern’ (PSC). PSC began with seed
funds from the Grameen Trust of Bangladesh andsinvent capital from a group of Americans. PSC
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plans to consolidate and expand its microfinanagfgim by substantially increasing its outreachatif
microfinance activities with a target populationnefarly 500,000 and 50,000 loan clients by 28%5.

Planned Social Concern was split from the multoratl NGO Project Concern International. PSC was
the brainchild of Ravi Gupta who was in charge 61'® microfinance wing for seven years. Although
relatively small with a total of nineteen employedsich included twelve field officers, the orgarina
had been successful in receiving private fundiegifsocial investors in the United States as weflessl
capital from the Grameen Trust since its commenoérive 2007. Currently they have two regional
offices in the city of Jaipur in the state of R#j@n and one head office in Delhi. According toviRa
PSC hoped to open a total of five branches andhead office to serve 10,000 clients by 2010. dfyth
would succeed they believed they would be completigstainable.

In order to scale up operations and serve morelpgtyey will require an additional 2 million daftain
addition to the 1.2 million USD they currently haweequity. However in order to expand they wilvba
to increase their debt quite substantially in oreescale up operations which is quite typical donew
organization. It's an ambitious model, but it will be necessapysurvive: According to Ravi, PSC’s
operations currently are financially and operatilynaustainable because they control their opegatin
costs and have not expanded their focus.

The current legal status of PSC was as a sectiogoBfpany where earnings were required to be
reinvested within the company. PSC utilized then@an lending model where individuals interested in
obtaining loans from PSC would have to undergoiahitraining. Their subsequent testing of the
applicant’s grasp of basic financial literacy adlwae understanding the PSC mission are prereqsigit
qualifying for a loan. The organization lent taeoup of 15-20 people but they were able to lend to
individuals within the group. Such a model enalthein to ensure that possible defaults were sedyred
the group to circumvent the need of collateral.ciEgroup had a leader with a core of four groups th
elect a center leader.

Once the initial training process was completeraug recognition test (GRT) was conducted on each
member. Members were then able to apply for busitens by collecting the money at one of PSC's
branches that was paid to them by check. Loane g@en in four increments. Once the first loarswa
repaid the member was eligible to receive a hidgban. The first loan began with 8,500-10,600 rupees
and increased from there to a maximum of 23,40@esp PSC took 100-150 rupees processing fee and
50-150 rupees as security deposit, also chargRigfadeclining interest which typically turned oatkte
18%. The collection was done weekly at group mesti When interviewed, PSC had a total of 324
groups and 284 centers. The field officers amalliy required to do random loan utilization chetis
ensure the money lent was being used for busingg®ges.

Services

Although PSC was separate from PCI, in reality tve organizations were interlinked where both
organizations used the same finance departmenhaddhe same CFO because of the newness of the

140 Official website project concern international isdURL
http://www.pciindia.org/html/Prog PSC.html [cited 20090907]
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organization. PSC did not offer any services oftffian microcredit. They hope to offer insurance
through a third-party and the government. Workivith PCI they hope to offer other services such as
water treatment and health care because of Pi@mutern’s expertise in those areas.

The organization had a clear sense of its missiavi explained, We want to see a day when everyone
in need can get easy access to affordable loansgahgth the skills and education so that they calp h
their family out of poverty Written on the walls of each office one coulddim green and then red text,
“We invest. Not lend.”

Management Perspective

Competition and Competitive Advantage: When PSC first arrived in Jaipur there was verilelit
competition with other MFIs operating in the ard@avi believed that the reason why Jaipur had la@en
untouched market in India was due to the topogragity the lack of concentration of people. Today,
however, PSC has experienced what seemed to beséytd not unhealthy competition. For example,
SKS, India’s largest microfinance institution, sgt their Jaipur office across the street from PSC'’s
operations. Furthermore, there are a number @nizgtions such as Spandana, SML and Basix that are
operating in the area around PSC’s operations whighput stress on their operations. As Mr. Gupta
stated, “We are a small fish surrounded by shatkde believed that there should be a forum of MFlIs
where they are able to see which MFI has lent tmhvblient. ‘We are not coming together, we are not
working together. This competition can be verylthgaf we start working togethér.He believed that
competition within microfinance could be healthyalf the institutions were able to come to consensu
and work together. Most of the MFIs operatinghia airea focused on outreach and volume with a for-
profit mindset that tended to involvegdantity over quality. He explained that if a separate MFI
supplied loans to one of PSC’s clients, the capatitthe client to pay back the loans would dinmmis
Ravi Gupta had seen many clients who took loarwder to pay back other loans to PSC which was a
clear indicator of overlapping activities. He alsglieved that some companies such as SKS lent money
irresponsibly without proper due diligence.

Ravi explained that PSC stressed quality over dgyanhich was one of the reasons why they have not
grown as quickly, preferring to lend to a smallamber of people. PSC wanted the women of the house
to become independent and empowered. Ravi strédsaefbllow-up of a particular client to see hdvet
money was being used was important for PSC andinvéi®eir line with their philosophy of creating
guality groups where each client was taught hovhdadle financial transactions and to assist other
individuals within their group. “Although I'm not saying we are doing huge qualitgrk. 1 am happy
with our own product. This is what | perceive diyaineans and that is what we want to do.”

Ravi believed that one of PSC’s advantages wastleafield officers considered their clients’ pretvis

as their own. Furthermore, when comparing PSC herobrganizations such as SKS, he believed that
since SKS had commercial investorfdt]“makes their staff more arrogant and pushy whis sometimes
considered negative by the clienThat was something that PSC tried not to do.

Satender told the researchers that there existegitdoer of organizations that worked in and around
Jaipur that were in direct competition with PSCe Itad seen overlapping cases but had not considered
them detrimental to PSC'’s clients’ capacity to pagk their loans. He said that clients were thde &b
invest more into their enterprisedt fs beneficial because the women can invest nmate in their
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business....see like, if they get a basic loan d50and SKS gives 10,000 then a woman can invest
20,000 and can purchase a good amount of raw naseor products for sale.”

However, there was a double message in Satendesiign which was inherent when we asked if the
loan amount was sufficient for the women. He beliethat it was and if it were increased they would
most likely be unable to repay the loans becausthefhigh level of weekly installments that were
demanded by lendersWhat my experience is that when we go to the higizer...the repayment issues
or the repayment system is little bit problematcduse they are not able to earn so much compared t
the installment....because in the case 23,400 theg t@m pay 520 rupees per week....s0 you can say,
around 20,000 there in a month, it is quite diffica deposit this much amount in a month.”

View on Services and Sustainability:Throughout the interview Ravi stressed the impaeaof
sustainability. He explained that, tiBiness and charitable work cannot be mixdtehce the reason why
PSC split as a separate entity from Project Conternational. Currently PSC is not offering any
business development services but they are plarminuunching a number of products because Ravi
considered that to be an important part of hisrimss.

When asked if he had seen any changes in the pdtwtlevere being serviced by the MFI he stated that
like other MFIs, of course there have been someesscstories. Interestingly enough, that question
provided a measure of hdwe viewed success when he answered thavant to say that we have more
successful stories than unsuccessful storiesink tinat my clients are satisfied with this senibat we
have provided and if there is 50% success, I'm Ragpecause | cannot believe that out of ten, rtifuaa

5 women can use that money properly and come quavarty and start earning money for their family.”

Satender on the other hand had an interesting eretine longevity of the loan when asked whether the
loans had made any differences in the women'’s beihg: ‘it is increasing their income level, but for a
shorter time...after that they need re-financing...thathy we try to encourage quick re-payment fer re
financing, because if we don't give them a loarythéll take a loan from a money lender and our
objective fails. He added that, The goal is first to increase the livelihood oflagjers....increase their
empowerment in the society....it is the main objecéis well as social education which we are not
working with right now’.

Satender believed that it was important for PSGfter services other than credit. He explained Hea
had advocated for those initiatives but at the muntkey were unable to offer them due to budget
constraints. He explained that by offering serviceareas such as education and sanitation, theewo
would be able to trust PSC to a greater degreeseghaces being beneficial for both the women aS8€ P

in the long run. He statedThey will have more trust with PSC because PSC svdm their personal
issues then...the women have problems with sanitati@nis difficult for women...so later on if we work
with this development they will see that this comypa working for us and it will be goddTo do this he
believes that they will need to raise external tediut cannot afford to raise their interest rates to
competition.

Challenges:Recently PSC had a case of fraud that significantfyacted on their operations and left one
of their branches on the brink of collapse. Onenbh manager had stolen a sum of money and fled.
Because of that, Ravi was forced to appoint onthefbranch managers to cover both of the branches.
“I'm sure each MFI has had this problem. We arerew lessons and | think these things make us
healthier and stronger in the long rurizurther aggravating the problem, Ravi said that microfinance
industry suffered from a human resource deficitpobrly trained staff. He also believed that there
existed a closed community of individuals withire timdustry that unfortunately did not want to share
their knowledge for startup enterprises such as.P&@ding to this deficit of trained personnel, EDA

79



rural systems, a consulting firm helping MFI expaamtl develop their operations, charged excessive
sums to train employs, thereby hindering PSC iraagg its workforce.

Ravi Gupta believed that the economic crisis argl ldck of current monsoon rain posed further
challenges. Internally, PSC also had problems thighMinistry of Home Affairs in raising foreignrids

as well as in negotiating with government bankshandling a large number of people’s accounts.
Because of the unique relationship between PS@andinvestors seemed hesitant to get involved when
they noted that the same finance department sdw#dof them. Additionally, because of the economic
downturn, a large number of borrowers who had ugedis to create export businesses saw their
investments falter with the end result of loan dé&fa Ravi Gupta explained that their current bhak
wanted to limit the number of check transactiorst tARSC used instead of cash. He explained that,
“There is not problem to disburse cash, but cashitgas risky and it is not too accountable....if the
field officer would cheat them there is no accobility because the women are not literate and avé n
educated.”

View on HR: Although there was an even split between the nurobenale and female field officers,
Ravi believed that PSC’s customers favored womeff stainly because they were able to better relate
and communicate with them. He believed PSC custgiest priority when selecting a lender was the
relationship they had with the field agents. Sageradso explained that when hiring new employéey t
preferred those with graduate degrees. Formdmly,ttaining process was fifteen days and then was
increased to two months where older employees tengier ones how to operate in the field. Satender
explained that they faced a shortage of educat#ididuals who were aware of microfinance.

According to Mr. Gupta, the focus of branch managerd loan officers was to see women emerge from
poverty and to help them do so by utilizing lodrkEhey are part of the mission, part of the visidRavi
explained that in order to ensure that the employak promulgate the policies of PSC, the organma

is going to have a collective meeting where all thembers will come together to see what the
organization has done and what it plans on doigtender, the branch manager, believed that women
tended to be the most effective field workers beeabey were able to understand their needs meily ea
because the recipients were women. Furthermoreisimpinion he believed that servicing men and not
women could create problems because the men weeelikely to default. He said that his dealingshwi
women’s husbands showed that men were less relidgblethermore, men usually do not have time to
meet because most migrate to the cities to work.

View on Poverty: Ravi Gupta as well as PSC had a special way ofingwlients through the scope of
whether they were considered poor in their communiiWe don’t follow any poverty line. We follow a
poverty assessment tool that gives us a disseofisociety. In that particular village who is pedhe
poorest and not poor? That's three categories. Navere are poorest, they may not be the poovést
the poor, they may be above the national povens, Ibut for that particular community they are the
poorest. For us it makes more sense to do it tlagt ecause no matter how rich | am, if | am living
society where | am considered as the poorest ofptiwr, or not being involved in community affairs
because of my caste or family status, | see thismgimportant to help. Mr. Gupta had a benchmark

of what he considered to be microfinance which weatis made under 200,000 rupees although PSC
was only legally able to give cash loans under @D j@ipees.
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PSC targets women from a broad range of socio-enimnstrata although they try to target the poorer
clients. Mr. Gupta explained that the wealthieerds that PSC services are often old clients liaae
reached a higher economic tier but do not wanetagyb of the services the organization offerBhe
people say that if we leave you now, we can begmoeer again. We have many poor clients who after
three levels of loan cycle are still poor becautenany reason% He attributes these reasons mainly to
accidents and health problems which require higtica¢ costs.

When PSC began operating in the villages outsidéagifur they met a great deal of resistance fram th
women. Satender explained than many of the wonmat trust Satender and PSC when they were
conducting their surveys of the area. Every gal&SC started operating in they met some sorarieb
from the women and their husbands for the firstehmonths. Thus in order to gain the women'’s trust,
they had to go to individuals who had a great @éakspect from the local villagers such as thalloc
school teachers. After convincing them that theyanthere to help to combat poverty, they woulahthe
ask the village leader to convince the women and tdvercome the trust issue.

Ravi understands that often women are unable te #8ir money and thus a weekly repayment scheme
was developed. He believes that it is easier fdiemt to pay a small sum of money each week then
pay a larger sum once a month. As he put it sinfplyyou go to a client and ask to pay 1200 rupees$ an
she doesn't repay that, it's a lot of money. If does not repay 300 rupees in that week, she maijbe

be able to repay back that amodint.

Initially they had groups of 20-25 people howeubis created confusion when some members of the
group wanted a loan because they had repaid e#hber the other members. Because of this, some
members would not agree to allow new loans to bergio those that required them.

When asked about the benefits of JLGs comparethtr smodels such as SHGs, Satender explained that
there are both benefits and disadvantages of timoskels. He believes that SHGs are better equipped
address social issues and livelihood developmemipeced to JLGs. However, since SHGs give often
subsidized credit, JLGs are better in influencihg €conomy of women through their reliability of
providing consistent finance.

Field Officers’ Perspective

View on Work at PSC: The two employees at PSC had quite substantiardifices in their views on
their roles within the organization and how thely &vout the organization. One field worker fhlat she
was very satisfied with her work, but admitted tiv@ntailed a lot of effort on her part. Shedted that
she had to fill in numerous forms and constantly teatravel between and from villages which wageyui
tasking. When asked about security she regliedn’'t be afraid...the kind of work | have, whefehve
in the morning, | never know if I'll come home hetevening...it's pretty straight forward, | meam/’
dealing with a lot of cash and if someone wouldteeeand follow me they could steal it and hurtboe
I’'m not afraid...you can’t be afraid, | can put orfight if there would be a need, and | usually arfeab
get the installments.'She believes that working with someone else atsiter would enable her to feel
more secure and expedite the workload. Furthernstve has an amicable relationship with her superior
who she finds to be very supportive.
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The second field worker on the other hand statad ttie risk factor of working for PSC was immense
and the company had not properly compensated tloerthis. There had been a number of instances
where angry family members had gotten into fighihihe second field officer. Furthermore, thddie
officer had gotten into three accidents where he hat received compensation for this. Much of the
stress attributed to his work had to do with thet fhat he was forced to travel long distances withrge
amount of cash which aggravated his security carsceAnother worker at PSC also had a number of
concerns which were inline with the second fielficefs views. Both of the workers had gone to the
management and asked for higher compensation éocartiount of risk they were taking but were denied
due to the financial incapability of PSC to pay $mch expenses. Additionally, the second fieldceff
who had completed his masters felt that his talemiise not being utilized to their full extent. Thssa
good reason why he saw the accountant who had respensibilities than he did as a person he looked
up to. When asked if they were searching for wdskwhere they both iterated that they were anldeiy t
found such a job, they would stop working at PS@ssthey received more benefits and higher pay.

Customers: Both of the field officers had seen significant ees in the lives of the women they served.
Both agreed that before PSC had provided loansetavbmen they had no or marginal income, but now
they are able to accommodate for themselves witthauhelp of their husband$Previously they were
dependent on the daily labor wages of their husbaadd they would cheat and wouldn’t bring home
flour for bread in time and would drink....if theyddit bring the groceries they could not make foodit..b
now they can handle things on their owrCurrently both of the field officers work with anod 400
clients per week which the first field officer eapied inherently provided situations where problems
arose, such as refusal to repay loans. She exglaiae if there was a problem she would collect the
money the coming week, or if there was a biggeblem then she would ask the branch manager to
come with her and help her solve the problem. Sdwond field officer iterated the same issue angéd
that only around 25% of the women were unseriowsiatheir commitment to PSC and only 5% of the
women ever posed problems on repayment. If teaictiefused to pay, the best method to deal with su
a situation was to converse with the client andimdmthem why PSC is lending to them. If she still
refused however, this posed a problem becausettiheda spreads to other members of the group. The
men also have posed problems which could be seéreiaforementioned conflicts. The second field
officer explained that the situation had gottem#igantly better since the men had become sigresor
on the loans.

The first field officer admitted that drinking wasbig problem among the village men, but said ihat
rarely affects the women’s’ repayment. Later weepbad the field officer collecting cash from a lauly

the way to her house, and we asked her if thisaMase installment. She explained that the womad pa
her whenever she has the money, usually earlier tthe end of the week due her husband stealing her
money and buying alcohol.

The first field officer believed that the most inm@nt aspect of working with the women was to @eat
good rapport with them. When dealing with newrtiieshe has to explain the mission and goals of PSC
because they are unfamiliar with the microfinanazlet. However in handling clients from districhat

she was unaware with she treated every indivicekame regardless of whether she knew them or not.
However, she admitted that there was always a@réatst from the women if you came from the same
village.
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In terms of how groups are formed, the second fiffider believes that the smaller the group, thtdr
chance there is for repayment because of trustesetithe women. Since there has been a policy ehang
at PSC where groups have become smaller he hasségprovement.

People’s Perspective

Logistics of Lending: All the women borrowed money for income generatiogvities. Both groups
were in their first loan cycle and had weekly itistants of 250 rupees due to them receiving an lequa
loan amount. It is apparent that trust is an irtgrd factor for the women with regards to eacleptnd
their relationship with the field worker. Trusttbyeen the women was important due to only a few of
them being literate. However, they did explaint tifi]a company came and offered them lower interest
rates, they would first go to PSC and ask thenoweel theirs, and if they would not they would gdhe
other company. They explained that there stilb&d informal money lenders that charged 2% monthly
interest, however if they required short term laegdihey would lend form the group who they believed
would generally not charge interest.

Although the field worker that we visited the vglawith came from the same village as the women, th
customers iterated that they would still trust been if she did not come from the same place. When
asked whether their husbands were supportive af dlcgvities only one woman replied that this veas
while the others were silent.

The women admitted that there were other compapesating in the area, however, they explained that
they did not lend from them. Questioned furthee @oman explained thélt's better than loaning at
many places, that makes the installments vergdiffiand because although sometimes the intedstr
are the same, paying back two loans is difficult”

Although the groups were relatively new, the worseemed not to be that empowered where a number
of them had talked about how they had married atlvay girls and did not know about savings, but one
had to keep in mind. However, they all seemed teehextreme entrepreneurial tendencies, as most
women have started their own businesses with astidbly of raw materials, logistics and sales. The
trades varied quite substantially where one womas w blacksmith, one a bangle maker and another
woman made clay pots with the help of a loan to &uyin. Before PSC arrived the women worked as
day laborers earning only 90 rupees per day andhbadr saved. Now that PSC is here they all agreed
that they are able to save a little bit. Howeteis was primarily for women pay the weekly instadints

on their loans. The main change that they haem $e their lives is that they are able to provide
sustenance for themselves and are able to earmti@iecome. Furthermore, PSC has provided them
with a basic financial literacy course and they amw able to sign their name. Nevertheless, they
believed that if the loan amounts were higher, theyld be able to expand their businesses and buy
supplies in larger quantities which would reducstso

Other Observations and Contextual Setting

The village that we visited was clearly impoverghget not more so than outlying villages. The
infrastructure was rudimentary where paved roadsevwn-existent. Small time manufacturing and
services were the main methods of subsistenceshibps varying from selling bangles to food supplies
There seemed to be a lack of schools or educatas ot of priority due to the sight of numerous
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children. All of the women that we met were trautilly clad where all covered their head with searv
aside from the field officer. It was apparent whesn conversed with them that there were very few wh
were vocal when talked to.

Company Specific Initial Analysis

It is extremely important for there to exist a fanstep ladder to allow employees to move up in the
organization more so when employees are highly atédc There are obvious advantages of having field
workers from the same village where they operateal cultural nuances are more easily understood
which could create more rapport between the villg@ad the field officers. There are pros and ains
having a short time span between meetings. The@rolvith ineffective time usage can be seen again
where PSC requires that women have to take timefollteir day once a week to go to group meetings.
However, Ravi Gupta believes this creates an eagbeair finances where they do not have to pay back
such large amounts each month. In terms of P& goes through local leaders in order to convince
women they are there to help. This process igtgrand often takes an immense amount of work.

Satender admitted that loans only improve the ireahindividuals for a short amount of time. He
further stressed that the loans have to be quidke#ficient in order for them to avoid taking lodinem
informal credit markets which often are much eagieaccess, albeit with a higher cost than PS@'s.
was surprising to hear Satender explain that oppi@ may be beneficial for the women at SKS due to
them being able to buy inputs and lower pricessThi essence, is a confession that loan sizes are
insufficient, although he did explain that theytlgre amount they believed to be at their capacity.

It is important for a MFI to create an affectiveyp®nt system. Since PSC has had trouble issuing
cheques because of their banks reluctance to haondle a large amount of transactions, PSC should
consider other methods of payment such as cashey fave efficiently circumvented problems with
theft; however, they have lost effectiveness imteof time. Individuals are forced to come to difiece

to collect the cheques and then deposit them abdim& which has created a situation where they take
time out of their work hours.

PSC strives towards offering other BDS serviceséwaw they have not started to at the moment. It is
apparent that at all levels of the organizatiory thiederstand that they need to offer other devetopad
services than credit.
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6.3 Non-Banking Financial Companies

6.3.1 Bharatiya Samruddhi Finance Ltd (BSFL)

The information on the background of Basix and the services provided by them were compiled
using information from their website and through interviews primarily with Anoop Kaul, the
National Head of Financial Inclusion Further empirical findings were collected through
interviews from two field executives, one branch manager and a number of lenders.

Interviewing a BSFL client amidst a crowd of cuigsaanlookers

Background

The Holding Company, called Bhartiya Samruddhi steeents and Consulting Services (BASICS Ltd.)
began operating in 1996 and has set up two funddoesmpanies, Bhartiya Samruddhi Finance Ltd, a
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micro-finance NBFC in 1997 and Krishna Bhima SardhidLocal Area Bank Ltd in 204Y. The
organization included in this result section in Blya Samruddhi Finance Ltd, from here onwardsechll
BSFL, the micro-finance NBFC which provides loaogural poor people. BSFL is “registered with the
Reserve Bank of India (RBI) and incorporated uiderCompanies Act, 1956, through which credit and
technical assistance are delivered. This is thgsfip company of the BASIX grotff’. For details on
the structure of the corporation and the orgaromatdiscussed in this paper, please refer to appenal

On their website it is stated thatBASIX is a livelihood promotion institution estabied in 1996,
working with over a million and a half customersen90% being rural poor households and about 10%
urban slum dwellers. BASIX works in 15 statésidhra Pradesh, Karnataka, Orissa, Jharkhand,
Maharashtra, Madhya Pradesh, Tamilnadu, Rajasth&mar, Chattisgarh, West Bengal, Delhi,
Uttarakhand, Sikkim and Assam and over 10,000g8Ka It has a staff of over 3500, of which 80 petrce
are based in small towns and villages. BASIX mmsssoto promote a large number of sustainable
livelihoods, including for the rural poor and womethrough the provision of financial services and
technical assistance in an integrated manfier

Due to the significant differences in the legalnfierand hence the liberty to deal with finances, $KB
LAB) Krishna Bhima Samruddhi Local Area Bank wil biscussed as a separate organization. However,
the other organizations under the Holding Compameydiscussed under this section due to their pivota
role in the transformation of Basix operations fromcrofinance to livelihood promotion. These
organizations include the grant based Indian Gran$sevices and the fee-based Livelihood Schook Thi
change in focus from only providing credit to pidivig livelihood promotion occurred in 2001.

Services

The livelihood Triad: Basix has adopted the livelihood triad, shown ie thagram below, providing
financial inclusion services, institutional devedognt services and agriculture/business development
services.

LIVELIHOOD TRIAD

Institutional Development Services

Livelihood Financial AgriculturefBusiness Development
Services Services 144

Microfinance: Depending on the market they are serving, BSFLrorga people into SHGs or JLGs. In
certain cases individual loans are also disperardop Kaul explains that the group models allowdor

141 Official website of Basix India, URL

http://69.89.31.196/~basixind/index.php?option=coontent&task=view&id=37&Itemid=5]cited 20090908]

142" Offical website of Basix India, URL

http://69.89.31.196/~basixind/index.php?option=coontent&task=view&id=40&Itemid=54cited 20090908]

1430fficial website of Basix India, URLhttp://www.basixindia.com/cited 20090908]

144 |mage taken from official website of Basix Indi#iRL

http://69.89.31.196/~basixind/index.php?option=coontent&task=view&id=228&Itemid=23[lcited 20090908]
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greater outreach and also serve as social collatararban spaces, he says, forming SHGs is diffic
(due to migration and social alientaion), so thestead use JLGs.

Mr. Kaul; clarifies that Basix is more than justnaicrofinance institution: We have created an
organization like this where we have the flagstimmpany known as Bhartiya which means India and
Samruddhi which means prosperity Investments am@ong Services Limited. They are the holding
company registered with the reserve bank of Infdiad this invests equity into a non-banking finance
company. The NBFC (non-banking finance company) is thgamization which can access loans from
larger banks and distributes these loans to the goa higher interest rate. Basix also providesiiance
for lives and livelihood, money transfer servicasd financial orchestration. In addition, they warih
risk-mitigation by aiding farmers to access beftetilizers and teach them the options of futureskats.
Market Linkages and Business DevelopmentMr. Kaul provides an example of the kinds of market
linkages Basix is providing:So we had given them microcredit but then we....ddran group, not a
company but just a group. And then we made théawiéh Frito Lay who makes potato chips and said
please why don’t you come and pick up your potatees at a slightly higher price. So we broughgrth
together and aggregated the produce and negotiateldyhtly higher price. This is what is called ket
linkages. So | am giving only credit but if | cexhthem to the market and get a better price Bking
care of them in a better way helping them get noarteof their money. Now you take the cotton fasmer
in Andhra Pradesh. There ....we helped them geerbstt of fertilizers and connected them to a
spinning mill and asked them to pick up the cotdso higher price. And when the mill said no....we
want it to be ginned. We funded a ginning plard gave it to them so the cotton could be ginnedd A
now these are a host of services that we are pmyith the farmers, right from input to the outgtage.
Had we just given them finance, it wouldn’t havedena differencé

Mr. Anurag, District Manager of Basix, gives anatkeaample, specific to their urban branch in Dilsha
Garden, in the eastern end of Delhi. He says they have linked up their marginal traders with a
company called ITC. This company sells consumedyets relatively cheaply:s6 they created a
segment for the rural market....so whatever offessaamemes ITC might have...the benefits of those will
go directly to the traders...previously it was thstidoutor or retailer who got that benefit...but naws
reaching the marginal tradets

Institutional Development: On an institutional development level, BSFL is ilwveal with various
activities such as setting up SHG groups, teachirgn accounting skills, enhancing the skills of
individual entrepreneurs through specified trainiagd also engaging in policy and advocating change
and reforms within the entire microfinance sectoindia*>.

Management PerspectiveThe management perspective is based on the intewith Mr Kaul. We
were unable to meet with chairperson and foundénevbrganization, but we the interviews imply how
his determination, beliefs, and values lay at thre ©f the organizational culture.

Importance of Leadership: Many times during the interviews with variopgople associated with
Basix, the same name was mentioned over and oa@r.dche name was that of Basix’s chairperson, Mr.
Vijay Mahajan. Mr. Vijay's dedication to the orgaation and to development work can be seen not only

145 Official website of Basix Indiagur servicesURL
http://69.89.31.196/~basixind/index.php?option=coontent&task=view&id=47&Itemid=6]cited 20090908]
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through the respect his employees and co-workeve Far him, but also through the way Basix has
grown from the time of its inception in 1996. Mrndop says, Maybe he drew inspiratiuon from
Mohammed Yunus. He chose a very difficult life. usied to go to the villages and sleep with them...So
he’s actually lived and been a poor person himgelinderstand what their needs are. So and thén he
of course on the board of CGAP, Consultant GroupAfction against Poverty, this is the highest glloba
body....An offshoot of the World Bank. He kept tés$ open and he grabbed whatever opportunity
came his way. He works night and day whether &epsl in a car or plane or waiting at a restaurant;
he’s constantly on the movelMr. Anoop describes Mr. Vijay astdted as one of the 50 most important
Indians in the countty “having a genuine interest in helping the poor”, antiman of ideas”.

Mr. Anurag expresses that he doesrnimderstand how hpMr. Vijay] can bring out something sensible
in every little detall, and that he is really an inspiration....when | read about beckground[high
degrees from prestigious universitielsfelt that when people like him are coming inte tfevelopment
sector, we can really achieve sometfing

The Needs Hierarchy: Basix’s complex organizational structure is duethte founder’s vision. Mr.
Anoop notes that: According to Mr Vijay Mahajan the first need of theor is deposits. They don't
have a place to keep their savings. They keepdiéuthe mattress, in a bottle or give it to arfide That
leads to dis-savings. So they need a place wihesedan save. They would like to keep a part fofrit
future crisis situations. Second need of theirshet since they are constantly moving around to one
activity to another, they want to send money to énaimey need money transfer facilities. So after t
savings, the second most important financial prédacmoney transfer. The third major financial
product is insurance. Insurance means health lifegstock, rainfall or whatever. They are very
vulnerable. They are living at the threshold ofithecome. And their fourth need would then be
microcredit. So we are looking at the hierarchynekds of the poor, so the microcredit comes le litt
later”.

Mr. Vijay so strongly believed at the top of theopgeople’s needs hierarchy there was a need for
savings. He tried to get permission to organizeodigp from the central bank. When the bank

disapproved, he worked hard on securing a bankdi&eThere have been several fraudulent banks
operating in the past, according to Mr Anoop, aoday receiving a bank license is one of the most
difficult permits to obtain in India. He did, howay gain permission to open a local area bank. {iypis

of bank is confined geographically to areas withoperating bank branches. Mr. Anoop explainge”

are an NBFC that owns a bank (KBS) and consultergises among other things.

View on HR: Mr. Anoop notes that the strength of their companytlee field workers 'connectivity to
the poor.The farmers have no time to go to the baltiey go out in the field at five in the mornamy
come home late at night. So there is a need t@avhéable to them. So that is done through a epihc
known as Livelihood Service Advisors (LSAs) L3Ash given ten to fifteen villages and they galan
mobilize people there. They form SHGs and JLT8s is our strength. We are about 4500 people and
almost 4000 are in the fiéld

When asked what qualities they look for in peopleythire, Mr. Anoop says that they normally like to
hire MBAs to work at a management level. Howeveeytlook for people from various fields in order to
provide technical services. The employees therdfaieide specialists like agriculturalists, vetarians
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and IT engineers. The organizational mission ipeafised within the organization through training but
also through posters that are set up in all offst@sing the mission. The employees get Basix bags,
shirts and caps to wear at work. Regardless of @mmnt level an employee’s positive attitude is ohe
the most important attributes and prerequisiténfong.

View on Sustainability: The trade-off with equity,” MrAnoop notes, “is that when investors ask for a
30% or more returnthey are asking us to change the character of agamwizatiori. He carries on
saying, ‘But we don’t want to play that game. We want weedoans to the poor at the rate they can
afford. So we have decided call this concept Iwad promotion. We will not just be a microcredit
organization but we will be a livelihood promotiagency because our whole basket of services goes
beyond finance

According to Mr. Anoop Basix engaged an outsidenageto conduct research for them and they
concluded that credit was recognized as necessaty “bot a sufficient condition for livelihood
promotion”. Realizing that credit on its own is insufficiehe compares their approach to that of
Muhammad Yunus’s.:He feels that credit is the fundamental right oémgvindividual. And access to
financial services means not only credit but alepakits and so on and so fdrthBasix plans on
financing its operations solely through mainstresyuity (i.e. IPO) after 2010 where as currentlyytaee
being provided funding mainly through loans fromnk& such ICICI and equity investment from
companies such as HSBC.

On their website BASIX mentions that, the for-ptadind not-for-profit entities of the Holding Group
work in, “synergy and contribute to each other’s growth amasperity. The idea behind sustainability

is interesting, a combination of grants and prefithning. The collaboration between the separate
organizations that together fall under then BASDOIding group creates such a platform for
sustainability. According to their official websitehe credit business allows customer acquisition,
whereas the insurances mitigate both customer amditcaisks. The business development services
strengthen trust and leads to customer retentimugfn the enhancement of their incomes. The cangult
organization as well as the Livelihood School aBd®ASIX to earn revenues that can be allocatetdo t
promotion of livelihood servicé®.

Funding: There are severalilemmasrelated with fundraising, according to Mr. AnoopadiX has
received equity from organizations that previoysigvided grants. A large part of the funding alemes
from banks in the form of soft loans. There areortgally huge losses in some areas and the chainasn
himself financed such losses. Mr Anoop noteése ‘said ‘it doesn’'t matter. You can incur anothieree
lakhs per month if you have.t@he losses are justified because we are working fbetter tomorrow,

Mr. Anoop reminds us that BSFL has a social missimt there needs to be access to mainstream
finance. Basix cannot be a grant based organizé#titrwants to grow, according to Mr. AnoopWe
were a 100% grants driven and now we only have 2afitg Today all grants go to Indian Grameen
Services and all other organizations are run oringél revenues”.

148 Offical website of Basix IndiaBasix Group URL,
http://69.89.31.196/~basixind/index.php?option=coontent&task=view&id=37&Itemid=5]cited 20090908]
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Mr. Anoop explains that to access mainstream funtiey must be willing to dilute some of the cohtro
in the company: rhy chairman is willing to give up his predominarncehe organization. Now all of a
sudden our operations are so big, we have to maiese and more loans. To raise more loans we have t
offer more equity. The individuals can no longesvide the equity. So we have to surrender théssea
on the board, and our director is open to this

Livelihood Promotion: BASICS Ltd has been providing fee-based businessutting from the outset,
offering  services in  microfinance and livelihood opwtion, training,  institutional
development and information technology applicatidos microfinance and livelihoods. There are a
number of organizations under the BASICS Holdingour that work together although they are
financially independent. These organizations togietireate the platform for livelihood promotion ttha
Basix manages. The NBFC mentioned above, catetsetaredit needs of the poor. Indian Grameen
Services and the Livelihood School focus more enpitomotion of livelihoods. Mr. Anoop notes:

"Indian Grameen Services, a Section 25 not for pooimpany forms the research and development arm
of BASIX. Besides carrying out research and devedog in the area of livelihood promotion, it also
designs and develops financial products for extempdiredit, evolving distribution channels for deliy

of its services and developing necessary systemeefgice delivery such as accounting and MIS. The
Livelihood School is an independent society prothée knowledge building and training of livelihood
professionals in NGOs, government agencies, banétdv-Is. It also provides training to BASIX staff.
It is involved in building the knowledge base regdifor supporting livelihoods and disseminating th
knowledge so generated for building the implemeériatapabilities of various organizations playing a
critical role in supporting livelihood§™

Relationship with Government: According to Mr. Anoop, BSFLs relationship with tgevernment is
one of collaboration. He talks about working witie tState government in Rajhastan to open up 4.5
million accounts in 45 days. Also, Mr. Vijay is active member of many organizations lobbying for
reforms in the microfinance sector in India.

Challenges:Mr. Anoop acknowledges that access to equity is orthedf major constraints, but states
that SRIs (social responsible investments) are rhgwp popular around the world. The SRIs, according
to Mr. Anoop, do not demand such high returns babtwthe money to be invested where it serves a
social mission. He feels that SRIs are a safe wayot He also admits that technology is a challenge
especially finding cost-effective alternatives. Tdreas of operation are often of a rural type, laentce
any technology used must work in such geographiegevelectricity is mostly lacking. He also mension
that it is a challenge to find a committed workfarc

Competition: According to Anoop BSFL has no real competitionglplains that only about 20% of the
Indian market has been tapped and states ttiere' is a huge need for collaboratiotdowever, in the
urban areas where BSFL is operating, Anurag satghiere are many MFIs. He lists about fifteen tteat
says are working in the same area, but he strésaebe believes the competition to be healthy.ragu
feels that BSFL has an advantage, working on a hipmepayment model whereas the others use a
weekly model. He also states that they do notictshreir customers in any wayif e have given them a
loan and another MFI feels that their repaymentasify is good then they could issue them a’loan

147 Official website of Basix India, URL
http://69.89.31.196/~basixind/index.php?option=coontent&task=view&id=37&Itemid=5]cited 20090908]
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Outreach: When asked about if they serve the poorest of tlog, pAnoop’s estimation is that hardly 5%
of their customers fall into this category. Mostthé customers are already involved in some kind of
business activity, whether it may be cycling a eyitkshaw or pushing a vegetable cart.

Field Officers’ Perspective

One field executive and two field officers wereeimiewed. The field executive has been working with
Basix for a year and has an MBA in marketing andrice. When asked what made him start working at
Basix, he notes: You could say that | fell into”it The field executives work with loan appraisals,
checking, approving and finalizing loan proposéilatthave been put forward by the field officerseTh
two field officers work in the geographical aredsane they were brought up.

Thoughts about Basix:The field executive statelt's a good company, we are working for the poorer
section of the society, the rural and urban pb@¥hen asked about how they win people’s trust laoa
they promote their services, the field executivinfsoout that, there is a difference between other MFls
and Basix, Basix is a brand name in India...manyrotfe®ple interact with our people, they say Basix
has many branches all over India...it has a consgltiivision ...so it's a good company in comparison to
other companiés

Group Formation and Building of Trust: The field executive explains the methodology reopyd
group formation and information dissemination aagss ‘we get them together and explain about what a
group guarantee is...if somebody in the group falgpay then the others have to pay....as a group
guarantee...then we tell them what Basix is all abeben we started the company....that the company is
a private and not a public company....after that elethem about the interest rate...the facilitiesave
providing with the loan....like insurance....that’s.allafter that we evaluate the activity of that perso
what he is doing, what is their annual income, wikaheir expenditure He acknowledges that people
still use informal money lenders but says that tlaeg getting educated about Basix and other
microfinance institutions and prefer to use theirvies. After loans are disbursed, the field ekge
explains that they go back and do checks to sthe ifoans are being used for the stated purposes.

One of the field officers notesit" all about rapport building. The other field officer observesThe

first time we tell them a little less about therlpave have to come more than once...because they can
suspect that we might be trying to con them. Sohgwe to show yourself a few times and give them a
chance to feel comfortable...If | spoke to a ladyayoshe may say that she wants to discuss it with he
husband and that she will let us know l&ater

Changes in Standard of Living: The field executive remarks that living conditidios the clients are
getting better but says that the changes are ngtsignificant, ‘because it is micro loans and fifteen
thousand today, it's not that much e says that additional services would probablypéeeficial, fike

if a person is a tailor, he needs machines....wedcasbist him to repair the machines or provide new
tailoring designs.

One of the field officer notesThere has been a change in peoples’ life....busiseskere money has
been invested, have grown....for example, if you dvegke the standard in this colony before we
intervened, the standard was very Towhe field executive is more critical, when askele believes the
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local businesses have grow because of the loangdpch he admits: “I don’t see that mughpact
because the initial amount that we give customerery small....we start with 10 thousandTHe field
executive continuesJust giving a loan is not sufficient for them....wkieey get the loan they just know
that they have money to spend....but they do notyalwaderstand where their business in lacking, and
where to invest the money....Actually....one thougit we have adopted newly is that of business
development services to fill this gap.

Differences between Urban and Rural OperationsOne field executive who has experience of working
both in a rural as well as an urban setting expl#ie differences between the twdhe basic difference

is that of a cultural issue....actually, in the urbsloms...the migration is huge....one day we could have
a customers and the next day they could move....scsetrch that person becomes very
difficult....secondly, in the rural areas people hamgy clear mentalities....like if they know thatythe
have loaned money from someone they know thathtiney to repay it by any means...but in the urban
areas, there is a larger fraudulent mentality...tjts get money, and they’re sometimes not so keen t
repay’ He notes that urban dwellers often look for wemkt they can conduct at home anithey need
money basically to give a deposit to the peoplg #re bringing work from....they have to make a diepos
according to get work and the ratio of work depeadghe amount of deposits they can give.”

He says that in the villagesidéntifying people is very easy, it is very easyged information about
people...people know each other very well....but inuth@n areas people living in the same campus
might not even know each other....so in the urbaasarne counter party check becomes very difficult

Peoples’ Perspective

The shop keeper’'s mother, Zareena, has takenloandor her son’s shop, and he has used the nmoney
buy more shop inventories. The shop keeper sthtgshe stock comes from Som-market. When asked
how much he makes in a month he says he is unsitigaips that he makes between 100 and 200 rupees
per day. He reportedly has a phone service andsaldvds, cds and mobiles. He has a computartwhi

is used for downloading songs etc. His fifteen gadd son and helps him out during the summer break
Otherwise he is a ninth grade student.

Zareena informs us that she found out about Basiixthe opportunity to obtain loans through thedfiel
officer. He is from the area and she has knownfbinguite a while.

Loan size: Zareena reportedly took out a loan of fifteen tlamesrupees for her son. She is thinking
about applying for another loan. She feels thatanicans have helped peoples’ work and that thexe a
many people who want to join a joint liability gimuHowever, there are many companies coming to thei
area, according to Zareena, and comparing what tféyr is important. It depends on people’s
preferences, according to Zareena, what company ¢heose. Monthly repayments reportedly work
better than weekly installments. Monthly installifeensually amount to a lower interest rate per annu

Zareena feels that the loan amounts that Basixstiee too low: I'said to Parveen [one of the field
agent] that if you give me a loan for 50, then télke a loan from you....because right now | have
nothing...... | have married my children off and | hamough for my daily bread and butter for
myself....but a larger loan, | could actually do stimmey with. | could start something up, you kriow
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She says that she would use the money in her tassbeaching girls how to stitch]. She could rent a
bigger place and expand her business.

Information Asymmetry: In addition, we informally interviewed a rickshawivetr and a man who
repairs carts [used widely to sell vegetables auit].f These men said that they never have heaahgpf
company making micro-loans although they live ie 8ame area where Basix, and supposedly many
other microfinance companies are operating. Whiads they would be interested to apply for a loan
they responded that they would be extremely intedesThe rickshaw driver would be interested taloa
about 100,000 rupees in order to be able to bupwis vehicle. The cart-repairer would be interegted
loan around 50,000 rupees to expand his inventospare-parts.

Observations and Contextual Setting When we had first arrived at the field officetive outskirts of
Delhi and were told that we would visit the ‘sluntisat day, we imagined decrepit encampments made of
plastic tarp and tin. However, this could not h&veen further from the truth. The ‘slum’ locateda
Muslim area consisted of a bustling array of senadented businesses and tree-lined streets. ahx'B
field office that we visited was located in morezofslum’ than this area. However, it was appatbkat

the loan taker lived under strenuous conditionke @partment was extremely small, no more thannseve
square meters, with a small kitchen and sleepirapngements.

Company Specific Initial Analysis: It became apparent to us when visiting the fielat some lenders
were approved for several loans from different canigs. For example, Zareena talked interchangeably
about the “lady upstairs” and “our loan. Althougle wever met the woman upstairs, it was pretty clear
that the same family benefitted from two loans frdiffierent companies. Zareena considered the loans
“family loans.” They reportedly chose a differeatth company for the second loan because theyhfslt t
could save some money on the interest rate. Sieceave never able to interview the second lender “t
lady upstairs” we never discovered the amount opgae of this loan. The Basix branch manager, Mr.
Anoop, consider overlapping loans to be acceptablieng as the people are able to repay. Furthretmo
Mr. Anoop explained that only 20% of the market baen penetrated so competition is reportedly not a
problem.

It was clear throughout the interview that Basigufees on extra services rather than purely ontcredi

was apparent that what they categorize as “thrauttiey of needs of people” conflicts with the ldgiive
environment that governs MFIs in India. Basix ‘eslusavings before money transfers, and money
transfers before insurance. Microcredit comedlthirt is essentially the only service that they easily
provide. They consider accesdittancial servicedo be a fundamental right of human beings rathen t
just access to credit. Basix has brought microfieato the next level and understood that normal non
disenfranchised people not only require creditdibier services

Basix emphasizes the need to employ different nsodet different areas. Individual lending is
preferential for urban environments where as the dhd SHG models function best in rural areas. They
have discovered that the urban mentality is differdhan the rural attitudes. According to Basix’s
employees, individuals in urban areas are lesswanthy than people in the rural areas. Furtheanor
identifying individuals is much harder to do in arbareas and thus individual credit is preferrBdsix

has also seen the benefit of utilizing differempowate structures to carry out specific tasks.dxample,

the NBFC deals mainly with credit and institutioniglvelopment. Their non profit wing concentrates on
action research and is funded by grants insteadlbsustainable services.
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The major challenges that Basix face are fundiaghrology and finding a proper HR workforce. To
circumvent the problem of finding vital staff to woin the microfinance sector, Basix has started a
livelihood school. The school trains their fututaf of Basix not only in business development but
also.in how to interact with clients. It is qudpparent that for most fieldworkers they initiadige their
work at Basix as “just another job.” After havingrked at Basix for a while, the field officers gealty
start to appreciate their interaction with clien¢glizing that it is more than just a job. They ibetp
understand that customer trust building with thefients is of utmost importance. They note thatythe
cannot push people to take out loans or they witldmne suspicious. Basix started with grants and ‘so
loans’ from donors. They moved towards regular $oand private equity placements. They have omitted
equity investment firms looking to make high resirriThey now prioritize providing affordable loaos
clients. In 2010 they are reportedly planning onvimg towards mainstream equity rather than dept
financing. Basix has reached the final tier whéeytcan directly influence the individuals’ livedibds. It
has the possibility of affecting policy and notymistitutional and grassroots development.

6.3.2 SHARE Microfin Limited (SML)

The results from SML were collected through extensive interviews with two upper level
managers including S.B. Sadanand, President of Planning and K. Ramalingeswar Rao, Dy. Vice
President of Planning.

Background

SML is an NBFC and is the first organization taacluce JLGs in India. The founder, Mr. Udaia Kumar
met Mohammed Yunus in Bangladesh and in 1989 héedtais own NGO society. On their official
website, SML state that:

“SML started operations in 1989 as a not-for-prefitiety. It was the first MFI in India to obtainNon
Banking Financial Company (Non Deposit) license afgb to carry out a microfinance securitization
transaction. SML currently serves more than 2.0ilanimembers across 18 Indian states demonstrating
approximately 90% client growth in the past threzang. At present, SML caters to the needs of poor
rural women through its 4,615 staff members spr@adss 827 branches (as on 31 July 2009). It halds
total outstanding portfolio of over USD 274.3 nailli SML has employed a for-profit approach to ceeat
social returns by channeling funds from developnresiitutions and commercial banks as collateralefr
loans to Joint Liability Groups (JLGS§®

The mission of SML is to mobilize resources to pdevfinancial and support services for the poor,
especially women, for income generating activittesassist them to move out of poverty. SML’s wisio
is to improve the quality of life for the poor byowiding access to financial and support servichs.
India, the population is 1.1 billion and SML estiemthat 35% need access to financial services.

SML uses the Grameen lending approach and thusirdisb loans in the form of joint liability groups.

The main focus is on BPL (below poverty line) womearning less than 3000 rupees a month. They
require women o arrange into groups of five. Thenen must be of the same age group and live in the
same area. Relatives or family members are notvatlado be members of the same group. The women

148 Official website of Share microfin, URIhttp://www.sharemicrofin.com/aboutus_our_stratetyg.fcited
20090910]
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receive training and are then given loans whichtaree repaid in weekly installments over a 50 week
period.

Services

SML currently provides a number of services, thennzme however, being credit in the form of jeint
liability groups. The maximum loan size is 25,00@ ahe minimum is 2,000 rupees. They also provide
money transfers, credit-life insurances, and hemlurance. The credit-life insurance is mandatory
across all branches. The health insurance is agtgect in three branches but the plan is to egpato

all sixty branches across India. SML is workingeatiger with an company to disburse their insurances.

Persons who are in thd"%oan cycle [each cycle is 50 weeks] can receiv@®@s rupees. In the first
cycle, they can receive up to 10,000. If cliemgay their first loan they can apply for a new ladter 15
months of the first disbursal. SML also providediwdual loans to people who have moved above the
poverty line and can provide some kind of colldtararder to access higher loans.

Most of the loans that SML obtain in order to finartheir operations are in the form of priority teec
loans. Any loans given by banks to MFIs in Indie alassified as priority sector lending. Normal
National banks use MFIs because they do not hames#ime network that the MFIs do in order to
distribute the loans. According to SML, 40% of lalhns that nationalized banks lend should be to the
priority sector. In order to acquire these loantstbey depend on MFIs or NGOs.

Supporting Services:Support services include capacity building serviwlsre the clients are collected
and they are explained the different alternatihey thave to create a business. SML does nottitiveis
money in market linkages, however they do providei@. Local branch managers should be able to
offer the RCA’'s common sense advice and also disege information on Andhra Pradesh’ BPL
initiatives. All the facilities that the governmeprovides, SHARE provides awareness building.

Targeting: SMLs basic target group includes those who havetimy income of less than 450 Rupees.
These people classify as below poverty line andiveca white card from the government. Howevetry the
do use certain other criteria to classify theiewnts also. First they do a survey to see wherel@sop
economic stance is after they look at the livingditions and costs at home etc. The field offiegesthe
ones who have the discretion to make the decisibno receives loans and not.

90% of their clients are BPL. In 2001-2002 theg dn impact assessment study. They selected the
clients, where 76% of the clients had a reductiomhieir poverty over the last four years. Wherythe
started taking the loan they were below the povartyand after 4 years 76.8% of the clients wéeva.
They retain the clients even after they were ovet..BOnce the clients are above the poverty liney th
are able to graduate to individual loans where ttey offer some security and they can take a higher
loan.

35% of their investments go into agriculture whicttludes husbandry. “India is predominantly
agricultural based, so almost 80% of the populaiidnvolved.” They go onto say that the familae
not wholly dependent on farming. They do not giveney for crop loans, only animal husbandry.

Management Perspective
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Women Clients: According to the management representatives, SHARINly focuses on women
because they reportedly are more systematic apamsible than the Indian men. The representatives
SHARE state that although the women receive thesidhe money will ultimately be utilized by both
sexes. After 18 years of operations the borrowave mot defaulted to any of the organizations hiaae
supported them. As an example, they received 598D from Bangladesh and Malaysia and repaid all
loans on time. In 1994 SHARE started two brandhdsn 1999 they transformed into a NBFC because
they reportedly experienced problems with banksese a non-profit organization. A company should
reportedly be profitable for at least 3 years ideorto receive a loan.

Loan Process:lt takes about 10-12 days to form the groups of wonvho will be provided with loans.
Training is reportedly an important part of thiogess. The Field Credit Assistant (FCA) will vigie
village where there is a common meeting. Geneiadlgple in the village will inform the FCAs about
potential clients. After they do their GRT, the F@MI meet the family or women to disburse the loan
cash. The women create a pledge at SHARE and lmagere to the branches just once a year for
investment purposes.

Initially, three people In the JLG will receive @ah. Once that the loan cycle is complete anather
people in the group will be able to receive a lodie loan recipients have to demonstrate what dmey
with the investment within fifteen days. If thegue not utilized the loan in the proper way the who
group is in jeopardy and can be dismantled.

Reduction in Operating Expenditures: According to the management representatives, th@rating
expense ratio has improved considerably over tis¢ yars from and has been reduced by 50% from
14.9 to 7.8. There has been a decrease becaufieltheredit assistants now reach more people. They
used to only serve 200 people but now they seree 80 per week. Daily, they visit 2-3 centerdwio
women in each center. They attribute the high rey@myt rate of 98% to the rapport they create with th
women in these centers.

View on HR: According to Management, one field credit assistaifit be placed in a particular area
where they are required to settle. Once a fieldkeobecomes used to a place he or she will be
transferred after a year to avoid complacency.dditeon, field workers are recruited from a diffate
district to work at a SML to avoid bias.

SML reportedly prefer to recruit people to worktive field that are not overly educated. They, havev
require the employees to be computer literate budlgo provide computer training. Higher degrees a
required for people who want to become branch mensag

Employees wages are productivity and risk basedentiey have targets that need to be met where 60%
is based on the amount of members that they reasuivell as the low riskiness of the individualkeT
example of the vice planning president is stresdedeportedly started as an RCA, demonstratirag ith
people work hard they also may advance in the cagpnfBML feels that the option to advance is a great
motivating factor for the employees.

The management note, that although the work loggresty much constant compared to when SML
started, employees are spending less time in fieeah favor for the field. When asked, they adthit
field work is more intense than office work. Thagess, however, that only those interested in vingykn
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the field are hired and they receive adequateibt@irA reported prerequisite for a fieldworker gt he

or she possesses passion and commitment and ryostame for economic gain. This is reportedly why
fieldworkers who are overly educated are not hir¥IL's interview process is important as it is
designed to find “the right people.” The unemplowtte in India is so high, that finding peopldlivwi

to work is reportedly not a big problem. The hotdipower of a job is reportedly good since the
competition for jobs is high.Y'esterday he is an unemployed person. Once hescontkee company he
will work for a brand... society will respect him nole is now a representative of SHARE which is one
of the largest companies in India. He will be mooenfortable, compared to the banking sector as. wel
Maybe he will be able to reach to the first or settdevel. Here we have a lot of managers who have
graduated with a 10 plus 2 [highschool plus tworgeat college]’

The training for new clients takes place at hormhé éxplained to the employees that it is impdrtaat
they build up reliability and responsibility foralgroup. Poor people are loyadl Since they trust the
people, the people reportedly trust SHARE. As aange a lady, rhight be 40 or fifty years old. We are
teaching them. She may have a skill, but she wasising it. No one showed her how. The chance
didn’t come. We will explain, we will mold thendamnotivate ther They feel that cash is the best way
to handle the transactions, but any manipulationkfeauds will lead to termination for an employ@&he
field officers only carry with them 2-3 lakhs whichnot that much for them. Furthermore, if theg ep
mistreating the women they are dismissed autoniigtica

Five percent of the company’s employees are wonosvetier they are not usually working in the field.
They explain that since FCAs have to travel a tat are apprehensive of traveling during the evernitng
could be risky for women to work as FCAs. They mlevthe FCAs with transportation on a loan basis
where they pay for their moped from their wage.

Expansion and Growth: The work related expansion into new areas is redbrtsimple. A senior team
visits a new place and stays there for 5 dayseciitig data on employment, wage, government streictu
and how many formal and informal financial orgatimas exist in that area. Once the report is dtrey
present it to the senior committee which is thgroreed to the CEO. When they arrive at a new area,
they examine the roads, because the main offie@ymew area should have a high level of connégtivi
Each branch will have a subordinate branch andldhmver 30 kilometers. They employ an assistant
manager and around 4-5 field credit assistaiités model has been replicated all over India akd. S
has around 60,000 bank branches in India.

Each training center serves around 60 brancheslddgh 2010, however, they will plan to recruit 3)00
more employees. Last year SML had a 100% grow#) ea60% client increase and a portfolio growth of
98%. A growth rate of 80-100% is considered reallenkeeping in mind the demand available. A higher
growth rate is considered risky due to SML beinthuman driven prograirather than \a banking
acquisition. Without this human resource of wedinned employees the integral risk will reportedéytbo
substantial.

When asked about the extremely high growth rateedfain other MFIs, the management representative
responds: As a banker, | was assessing other MFIs proposadsthere is no reason to run in the race.
There is 90% un-met demand. If you run, you lasa#ity’. According to management, SHARE is
committed to its quality rather than quantity. Teéfere, rapid growth is not as important as a hagk of
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re-paid portfolios. As long as the stakeholdersardomembers and legislatures are happy SML will
reportedly thrive. Share also values the exam@i tompany sets to society.

Relationship with Government: Management believes that the government realizasMFkls are doing

a good thing. Previously, the government belietrest MFIs were issuing loans at exuberant interest
rates. They had to explain why the MFIs are chargimch high rates: Operating costs are at 9%, figndi
cost is 12.5% and loan loss provisions are 1%.yHawe a profit margin of only 1%. They need tois

be viable; otherwise they would not be able to mlewvany financial services. SML’s management is
adamant that they need to charge 15% above theindial cost. This is a recommendable rate acogrdin
to the founder of Grameen Bank, Mohammed Yunus.

All the twenty-five large MFI NBFCs in India areportedly lobbying the central government on vagiou
issues representing their interests through a atpaelf-regulating organization. This organizatisn
called GESARO and is headed by a CEO and somenstaiffbers.

Efficiency: The MFIs have slowly changed their operation towarthputerized transactions. Earlier, all
the branches used to stand alone when sendinghtatagh CDs. Now data is entered on a daily basis
and sent directly to the head office through the afssatellites. It is estimated that seventy-fpegcent

of all MFIs conduct their transactions through paliactivity. Most importantly, the computerizatioh

the MFIs has freed the employees from spendingtgigbrcent of their time in the office toward
spending the same amount of time in the field, we tsign of efficiency, according to the MFI
management.

Savings:SHARE has promoted savings, but they cannot cadl@gings directly at the moment since they
are a non-deposit NBFC. Their funding costs woelabrtedly be reduced If they were allowed to collec
savings. Now they are reportedly paying 4.5% omayeto all mobilized banks. They reportedly have
huge network of branches through which they wouwddable to collect savings. Currently, they cannot
cooperate with a savings NBFC because the RBI doepermit it. The only thing RBI permits is treat
non-for profit NGO act as a business corresponfierd savings institution.

Future Plans: In the near future, SHARE is planning to creatdR@ (an initial public stock offering or
floatation) which will follow suit of SKS. Last g, they raised 300 million, this year the goab@®®
million and next will be 700 million rupees. SHARfNNot raise this money through banks and have
therefore decided to raise money through an IPCheWasked about the changes that an IPO would
entail for the organization, management respondhed they will have to increase their corporate
governance and internal policies due to the issuafichares. Such conditions will be placed omthe
when they chose which exchange they will be tramledThe accounting firm Deloitte is reviewing their
company at the moment in order to see SHARE stghifi conducting an IPO.

When asked what direction SHARE sees their mar&atlimg, they note that they have drawn up a five
year plan. The plan is to disburse 60,000 crorE® bfllion USD) with a portfolio of 14,000 croresc
being powered by 25,000 staff members.

One of the management representatives with an udignial background, states that he grew tired of
working with rich clients at a state bank to hehgerh get richer. Working at SHARE, he earns the
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investors approximately 30% profit this year with aaflation of 0-1% (the lowest for a while). He
volunteers, however, that the growth of the migrafice market in India is not too rapid.

Challenges:The biggest challenges that face SHARE are thelatgy structures in India. The goal is
to make 70-75% profit from their own savings an@s3fom other funding. Their cost would be able
come down if they collect savings. They would thesable to pass the profit on to the borrowers whic
would provide them with cheaper loans.

Mobilizing funds, raising equity and HR are repdhealso challenges. Keeping the offices at arms’
length present another problem. To solve the maepgwoblems, they are planning on employing
25,000 employees from different states and cultineshe next five years. All of these potential
employees will need training, presenting yet anotihallenge

There reportedly needs to be connectivity betwdBoes and a proper flow of information. Preseritig
debt to equity is 5-6 times. The SHARE managemehéves strongly that they should not succeed that.

However, when asked about the possible impacthaxfet challenges on their mission, the management
does not believe that the mission will be dilutedbiyears. They state that although in 1993 thely2ta
staff members and now they have 4,500, their misisicstill the same. The directors and investoreha
reportedly a pronounced social mission when th&gshmoney not merely a for profit motive. When
asked about what implications the IPOs have o gwial mission, however, the management admits
that there will be a problem to maintain a soci@ésion since they will be the first company in ado
attract mainstream funding through an IPO. Howevbere are reportedly many people who are
interested in investing in SML because of the 2®turn that they offer. Furthermore, offering a
competitive interest rate is a challenge but a# #iFls are charging the same, so according to
management, this should not be a major problem.

The management admits that the services they angdprg today are limited. They are planning to
increase their services by providing money trassfigie incident insurance, mutual funds and maniget
services. Large retail manufacturers are approgctiiem to market their products which they believe
presents an additional opportunity. SHARE willdi#e to use their distribution channels from crealit
distribute other company’s products. Furtherm8ARE is looking into providing their customers it
market linkages so they will be able to receivertiost amount of money for their products.

View on Competition: The management at SML feels that there is an ussadd unhealthy
competition. For example, when there are other eongs that steal clients by offering higher loams f
the same interest. The management state thabthpetition only give loans people who own homes,
and another prerequisite is that they have beémglin the area for t three years. To curb thisbfgm,
MFIs are coming together to form SEB Credit Buréaundia. When asked about losing clients to
companies that offer higher loans the managersaexfgiat SML has a 50,000 rupee cap on micro loans.
However, they do offer separate loans for people hdive moved up the poverty line and have become
eligible for individual (higher) loans offered ooliateral basis, i.e. to purchase an auto-rickshemt®
purchase a micro enterprise.

SHARE reports having np problem with people boingrMrom other loan organization if they need
more money than SHARE can offer. SML estimates thate is a general borrowing demand of 40’
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crores and MFIs only offer 10’ crores. The mostamtant, according to Share, is that their custoraegs
able to repay the loan to SHARE on time. They fhat informal money lenders still do exist but don’
have the same vigor as MFIs.

Field Officers’ Perspective

One of our interviewees started at SML as a fidfater and later advanced to a management position.
We asked him some pertinent questions since wendiidget the chance to meet with a current field
officer. We quickly realized, however, that he aased from a management perspective. We chose to
include his response, however, since it was thg mrfibrmation we were provided from a person with
some field experience.

View on HR: When asked about if he, being a male, experienogdddficulties approaching clients,
who are predominantly rural females he responbl®, ‘and | would like to add that all the boys are
selected at a very tender age...Especially field graskistants.... The maximum age is 30...that's a very
tender age. The kind of cultural values and resgieey are supposed to give, all those are taughhé
training centers’

When asked to tell us a little about the trainingttfield officers receive, it he reported that trening
lasts for fifteen days. After their training perjatie new employees will shadow a senior officidhe
training is concluded with a final test regardihgit learning experience. The field workers widke a
stipend during the training time. Asked about tharacteristics of an ideal field agent, we are:toldHe
has to be very polite, low profile, very flexibldis statement should be sober, medium and’soft

Company Specific Initial Analysis

SML has a 50 week payback period. This is a radtilong time and does not allow members to have a
high loan turnover. There is a definite tradeafvieen longer payback periods which decrease dgfaul
compared to shorter periods which are more conuefoe the consumer of the loan who wishes to hae a
high loan turnaround.

SHARE's funding costs are reportedly high becabhsy tare not able to collect savings. Thus, interest
rates on loans are at 24%. If the MFIs, howeverevadle to collect savings they would be able targé
their customers only 19.5%. The lenders reporthdle to have to pay the 4.5% of this interest raté
they were able to save they would be able to usie tiell developed distribution channels which they
distribute loans to individuals and collect savin@ML relies heavily on cheap priority sector lgrgdin
order to finance their loans. Reducing transactiosts are important for MFIs. SML has tackled thjs
increasing the workload for their FCA'’s. They halso increased the number of people their employees
see per week from 200 to 65@ML is also using technology to their advantagerder to create better
accountability as well as reduce transaction costs.

SHARE states that they generally assist peoplgiiic@ture. India is predominantly agricultural based,
so almost 80% of the population is involvedpon examining the numbers it was found thay 3% of
their loans fund agricultural activities. Whenther investigating this category it was discovetashly
contained husbandry. Thus it seems like the rgal farmers are being left out of the picture.

SML require people to come from different regiohart the areas they service. They also ensure that
employees do not stay too long in an area. PSthgetaontrary, believe that hiring people from saene
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regions and keeping them there for an extended armmfutime will create a deeper rapport with the
villagers. Furthermore, SML do not want peopleb® too educated. They are apprehensive that the
employees would be dissatisfied if they were ndlizetd for their full potential. In addition, SML
believes that women are not best suited to woitkénfield. Their rationale is that a FCA is reguirto
handle a lot of cash which unscrupulous individealsld try to steal which would put the women akri

SML, like Basix, has reached a higher tier of iefiae. Not only do they have influence on other Mfsls
well as the women that they service. They alsauerite the government where they are members of
lobbying organizations that will act on behalf oM trying to form policy to their benefit. Similg to
Basix, SML is looking to reach more mainstream fogd This would enable them to avoid debt
financing and raise more capital, to the contrdrigamks. This is probably because banks still fiid to

be too risky and are thus weary to lend such higbuats. If however, they were able to raise money
through savings, they would only use 30% equitgrditing. Like other large MFIs, SML is beginning to
realize that there is also money to be made in etiuds other large multinational enterprise’s pradué
large number of organizations have reportedly aiaththem to market their products. The quessdh i
there are any ethical responsibilities that sughdihave if they are to ‘sell’ other company’s pro to
their customers.

Comparing themselves to SKS they believe that SiK§rowing too fast. An ex-bank manager, who
handled loan requests from the major MFIs, stated he would find the SKS’ loan applications too
risky. He believes that 100% growth rate is thimam rate possible without the operations becoming
precarious. Since the company is human resouiigerdthere is reportedly not enough manpower to
supply a higher growth rates

SML explained that there is a 50,000 rupee capoand by the RBA of India. This is often too low so
the people often go to other MFIs to look for otlwams. Interestingly enough, the management dt SM
have no problem if individuals go to other MFIs dedd from them as long as they are able to repay t
loans which is in line with other MFIs interviewedSML was adamant about providing business
counseling to customers. However, this businesssaling appeared to be on a adhoc basis and there
was no formal protocol on training customers. Sitains the clients even after they have gone above
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6.3.3 SKS Microfinance

Results from SKS were collected from interviews with three employees at the branch office
including the branch manager, one guide and one manager at the head office of SKS and one
representative from management

The disbursement of 15,000 rupees to the womaheteft from SKS'’ field officers (right) and grolgader
(Center back row).

Background

SKS ASSIST was started as an NGO wing to servieeuttra poor. After a few years of operating, the
founder and Chair Person, Ms. Vikram Akula, repdisterealized that funding was a problem when
operating as a non-profit company. After SKS bezam NBFC in 2005 funding has reportedly become
less of an issue. Ms. Kashimi, a manager who waritkin marketing and communications at SKS,
explained that currently SKS is working on a foofiirmodel, unlike the Grameen Bank. It is repolyed
registered as a non-banking financial company. Ma@rity of their funding is reportedly provided by
NCDs, commercial papers, equity rounds and verdapital investment. In addition, SKS’s portfoigo
securitized by various banks. Ms. Kashimi belietlest it is easier today for MFIs to receive financ
because it is viewed more positivelyf it is a good business, people will want to irtviesyou and you
will be able to scale and grow much easier

.SKS’s formal mission ise€radicate poverty by providing financial servicegtie poor and by using their
channel to provide goods and services that the peed” Theirvisionis to serve 50 million households
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across India and other parts of the world and atseate a commercial microfinance model that defiver
high value to their customéf®. They currently have a 99% repayment rate aret 4,000 employees
working in over 1500 branches in 60,000 villages.

The founder, Mr. Vikram Akula statesAS a leader in technological innovation and opevaél
excellence, SKS is excited about setting the cdardbe industry over the next five years andiivisng
to reach our goal of 15 million members by 2612

Services

“SKS provides a full line of financial products astvices specifically customized to meet the netds
its clients. SKS’ core products are for income gatieg activities with the belief that its cliertgave the
best understanding of how best to employ workimgtal SKS is continuously working with its clients
and partners to improve and extend its productrioffg>"".

SKS'’s services include loans and insurance, asdlisinder ‘products and services' on their official

website www.SKSindia.com. However, according to thanagement, they also provide 10% of their
members, who operate stores, with products fromsfiwho want to sell through SKS’ channels.

According to Ms. Kashimi, this helps SKS’ clienthavoperate small retail outlets to save time and
money. SKS also provides disaster management antbaking into providing loans for housing and

housing repairs as well as education.

The management explained that they are planningnzbar of services which are not yet operational.
Such services would include mobile water purificatfacilities as well as solar lamps that would pow
homes and shops with erratic electricity.

When asked about whether they provide any congutnvices Ms. Kashimi explainedilé we don't do
that. Basix is doing that. See, what we thirth@ most of these people have been running the &am

of enterprise for generations, so they know thesihess best. We just know how to provide cresid.
we only stick to that. Basix has a research telaa figures and they have their own research teaam t
helps the farmers” Ms. Kashinalarified SKS'’s relationship with Basix and thegrvices saying:We
don’t do any of those projects so we are not eveorapetitor: She explains that they do not have the
expertise, they just know how to provide financimgd that each MFI has their own philosophy and
capability. Their website states: d®ie NGOs offer microcredit as one slice amongsost bf non-
financial development activities. SKS has opteteads to focus solely on microfinance, to develap th
most efficient and effective mechanisms to defimance to the poor*>?

Management Perspective

Targeting: In order to become a client at SKS, one has to havexisting enterprise or invest in a form
of livelihood. Most of the members take loanstfade (32%) and 24% to livestock and 24 % to sesvic
respectively whereas only 3% goes to agriculturgricddlture is almost non-existent because of the

149 5K'S official website, URLhttp://www.sksindia.com/background.htfeited 20090912]
150 5K S official website, URLhttp://www.sksindia.com/background.htfeited 20090912]
151 5K S official website, URLhttp://www.sksindia.com/products.hfiicited 20090912]

152 3K S official website, URLhttp://www.sksindia.com/background.htfeited 20090912]
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inconsistency of the income generated through aljui@l activities. Thus farmers who rely on in@m
after the time their crops are grown and sold aalve trouble paying the weekly installments.

SKS classify people into two groups. “The uppeorpaarn 1-2 dollars per day. In India there afe 7
million “upper poor” according to Ms. Kashimi whichakes the client base extremely large. “The lower
poor” subside on 1 dollar per day and have sKillsyever no assets. SKS estimates that there auadr

80 million of such households in India. Accordimgmanagement, the borrowers generally have a Return
on Investment (ROI) of 100% because: 1) they dopagt taxes, 2) they employ people in their family
and 3) they work with micro enterprises and thiey thave low investments.

Ultra poor: According to SKS, the group labeled “ultra pooré a@efined as the people without assets or
skills. The SKS management believes that this group isniining. They are usually people who live on
the periphery of society. The ultra poor are gelherfamilies led by women that lack confidence in
running an enterprise. For them, SKS’s NGO pravitteem with an asset, for example, livestock or a
small store. They train them on how to run theress and give them an education. They monitanthe
for eighteen months until they are able to gradtmtine MFI sector. According to their official wate
however,"SKS Microfinance Limited (SKSMPL) is partneringn®KS NGO that is currently running a
pilot phase of the Ultra Poor program. The programgs launched in April 2007, is being supported in-
kind by SKSMPL yet is an autonomous entity thairjmarates the necessary social, health, training an
savings components into the program. Phase | opilo¢ program is working with 426 members in 100
villages in Narayankhed Mandal of Medak districhdAra Pradesh. Phase Il will expand its reach to
1200 members in Orissa by October 2689 The ultra-poor initiative was started as a iegtion of the
BRAC program that has proven to be highly succéssfBangladesh. However, as it is still in a pilot
phase, not much can be said about its succesdimyat.

Insurance: By nature, the poor would put money in a jar, adocw to Ms. Kashimi and when there is an
emergency the money would be gone. SKS is worliitly this Alliance to provide insurance services.
Every week the customers of SKS save 20 rupeesvhad the insurance coverage expires, they receive
5,000 and if they die they receive 10,000.

View on HR: They have 14,250 employees and most of the empdogee field staffs that have high
school degrees. 90% are from the same geograpbaalon as their members. She admits thatrh
disbursing money on a daily basis, | could percenyself as a demigod"Thus SKS has a responsibility
to ensure that the field staff is not corrupted SSiportedly has an internal audit system to asbatehe
employees maintain good morals and ideals to fuphevent corruption; the employees are transferred
from one location to another whenever needed.

According to management, Mr. Vikram is very intéeelsin the Starbucks concept of conducting
business. SKS therefore has factory style recantmand its workforce grows with about 1000
employees per month. The employees undergo tmaiftin two months and shadow a field assistant
before they start work. SKS reportedly adds 50 ¢nas, and 300,000 customers per month. Before their
branches used to do everything by hand but now liaeye developed their own MI System. They are
working on upgrading their system and developimigta warehouse to reduce costs.

153 3K S official website, URLhttp://www.sksindia.com/sksultrapoor.htuited [20090912]

104



In response to security and checks and balances nsihagement assure that the field staff accaatft e
day for how much money they manage and how much $pend. Nobody reportedly is allowed to
conduct money transfers. SKS reportedly tried gisirsmart card but it was reportedly impractical. |
addition, mobile banking was used to reduce traisacosts but was reportedly placed on the back
burner because of security issues.

Consistency:SKS uses a portfolio tracker. This is used in Hiestto ensure consistency. Ms. Kashimi
states that this is to ensure that there is the smcs governing SKS in the different states.

Formation of Groups: When the fieldworkers visit a new village they rdpdly initially talk to the
Sarpanj (the village council leader) and the villiesgy The women are then reportedly instructed goudis
who they want to be members in their group. After members have joined the groups, they reportedly
receive four days of training. After the traininthe branch manager administers a verbal Group
Recognition Test (GRT) to the trainees. Finalle thillage center is started where the village membe
can congregate and support each other’s efforts.

Costs: SKS estimates thattheir costs areapproximately as follows: Personnel around 6.5%,
administration around 4.5%, funding cost around4/.profit 1.5%, and loss of funds around 1%. The
cost to the borrower is 26% diminishing which work#t to be between 12.5-15% per annum. Today
SKS has 4.4 around million members. SKS insuresnteenbers as well as their spouses, providing
insurance for roughly 8.8 million people. They harevided 1.9 million people with health insurance

and 1.7 million people with retail insurance altgbuhe latter had only begun 10 months ago. Theg ha

$526 million outstanding loans and have disbursddtal $1.6 billion.

View on Competition: Ms. Kashimi does not view any other company as mpstitor because she
believes that they are providing a different ogeratand that they are operating on a higher lelvaht
everyone else. She believes that although ther®ate who will share a village or an area SKL would
reportedly leave if someone was already there. mémbers are obliged to fill in forms to declaréhiéy
have taken loans from someone else.

When asked about the cooperative bureau of infeomaxchange that Basix has been lobbying for and
other interviewees have mentioned, Ms. Kashimi aeikadges that she has heard about it but does not
know how it is progressing. The management reptatsee, Ms. Kashimi, is hesitant to answer when
asked about whether SKS has been working withrtfeeration exchange. She mentions that there is an
organization called Sadhan where all MFIs are membikhis is reportedly because she feels there is a
need for organizations to work together to inter@red understands government regulations because
India is so unorganized.

Government Involvement Each government from each state differs and egpbrtedly has their own
schemes. The government provides some funding ghrabe NREG (National Rural Employment
Guarantee), but this is unrelated to SKS fundirihere are, however, reported problems where the
borrowers claim they have received a loan waivemfdistrict governments. The borrowers, however,
don’t answer to the government about their loangdher to RBI. Ms. Kashini explains that the imeo
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of the poor is varied and includes an array of jaosthey reportedly “lap up the money where thay ¢
get it from.”

Future Plans and ChallengesWhen asked if SKS plans on going public, the manpgeses for a
while and seems hesitant to answer the questiantéuo notes, Who knows, it's not the time to say and
the markets are down so right now would not be @gone to go publié

By 2012 SKS reportedly plans to disburse $60 lildmd by the end of 2009 they plan on disbursing $6
billion to customers. By 2012 they hope that thetal customer base will be 8 million. Accordiry t
management, they have created history by gainingnilllion customers in 10 months. All SKS’s center
leaders were called on to organize a company aterfvhere they could discuss different pertinesuds

and have the chance to meet SKS management. Mbirkiastates that SKS was the only MFI to have
organized this type of meeting (Singha meeting) sinde then have had over 100 of such meetings.
According to management, there is a possibility 8I4S has to open up a savings wing because of its
rapid growth, however, Ms. Kashimi states that tteglier not open up bank offices.

When asked about SKS’s current challenges, the geament notes that due to SKS’s rapid growth, it is
going to be hard to hire the controlling field $taéeded. Most field workers are children of mersber
who could potentially lead to conflicts of intereSKS also has a huge internal audit systeWie heed to
get the foundations straightaccording to Ms. Kashimi. However, Ms. Kashims@lnotes later that she
believed that SKS'’s foundation is solid and tha&irtinternal audit system is sound because it isfies

by ISO. They mention that they have covered madestin India and next year SKS will concentrate on
the quality of members instead of quantity,

Marketing and Communications’ Perspective

Our field guide, who is working with marketing andmmunications, accompanied us during the entire
field visit. She has worked at SKS for a year anldaf. She explained that most of the MFIs were
entrepreneur run. SKS has, however, reportedlyzezhthat they need professionals to run the basine
Therefore, SKS has had a drive to hire professiofwalthe past 3 years, e.g. a new CEO and a CH® we
hired a year ago. She believes that the new [miofesls have made a difference and she pointshaut t
SKS grew considerably during this period. Therites have also reportedly improved and despite the
recession, all the non convertible debentures antrercial papers have come into the company.

Our field guide reportedly started working for SK&cause she wanted to find an untapped sectorawith
good growth curve during the recession. She isidestt who wants to study management and believes
reportedly that microfinance was a good choice Her. Her position involves research; youth letter
writing and short documentary films on SKS. She feabrtedly never had the chance to speak witH rura
people until she went on her first field visit. eStoves the hands on experience and reportedly sees
herself one working as an area manager in micanfimg after she graduates. She hesitates whed aske
if she sees the development work as purely busirgss notes that it is different from corporate kvor
because of the contact with the rural customeradthtion: “there is a lot of emphasis of on coatues.”
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Field Officers’ Perspective

The interviewee started working in SKS as a fidfiter. He has reportedly advanced through the sank
working in different districts. In 2006 he startedhe primary branch as a field officer. He tifansed to
another departmeiaind after 3 months was promoted to vice Branch ManaAfter 6 additional months
he was promoted to a Branch Manager. He reportejigs to one day become an area manager.

Job Satisfaction:He says the reason he wanted to work with SKSais“this satisfying and serving the
people, and helping them is good. The career amigmd there is a lot of job satisfaction whergé Imy
superiors.

He has reportedly worked all over India and sags e is ready to go anywhere. He noted thakéda
time to go to the place and get settled in a nemeironment and meet new people. When asked about
how clients see a new person coming in he staggshbre are many problems. After a heated digmuss
with the marketing representative in Marathi, hogre\he notes that there are no major differences in
their view of a new person since processes atbe@bame

Changes in people’s livesWhen asked if SKS has effected changes in histsliives he reports that
there have been many changes such as in the chiddexel of education and expansion of businesses.
When asked if he has witnessed these changes hesdldat he has not. This is reportedly becausis he
transferred so often due to company policy.

The Clients and Loan ProcessHe reports that 90% of SKS’s customers earn lems 3000 rupees per
month and classify them as “very poor.” The fiefficers reportedly monitor the members to sedéf t
loans are being utilized properly.

Informal Money Lenders: The unit manager admits that there are areas wheney lenders dominate.
But he says that once the MFI steps in, the pegpteaccustomed to lower rates provided by SKS.
However, he admits that sometimes there are pedptedo lend from informal creditors and explains
that such sources of credit are used because ekffexliency of their lending.

Competition: There are reportedly four other MFIs operatingimdrea and clients sometimes get loans
from various institutions. He believes that thigmally happens when people need larger amounts of
money. He states that there is good communicatitnwden the various MFIs operating in the same area.
The SKS representative, however, intercedes, gtatimething to the filed officer in the local toegu
The field officer then revises his report sayingttthere is no communication between the MFIs aad t
they never interact. The fieldworkers just gohte tield, do their job and return.

Problems with Local Government: There has reportedly been an incident of repgstetilems with the
local government in the Adilabad district, and SK&s unable to disperse a loan. Generally when SKS
experiences problems with local leaders problemssive themselves when they explain what SKS is
doing.

Challenges In the field officer’'s view the savings produeigl improve over time. The SKS schools are
reportedly functioning well, however there are ohve 10 schools in Andhra Pradesh and more are
needed. Another challenge is reportedly that tieices within IT are not standardized. SKS hands ou
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mobiles to its members at a low cost from Nokiae Be¢lieves the daily need based items distributimas
going to grow specifically in areas of food whemneyt will utilize their credit distribution channelsll be
used to disburse other goods.

People’s Perspective

Unfortunately, due and the researchers lack oisskil the Marathi language, it was not possible to
communicate directly with the clients. The SKS $lators were company representatives. We therefore
decided not to include the translated views of $€8ple. We deemed this decision to be reasonable
since we would most likely only receive biased infation from the clients.

Other Observations and Contextual Setting

While interviewing the employees at SKS it was lgasbticed that many of them tried to put everythin
in a good light. This happened in a number of wayisspecifically in terms of being able to speak’s
mind when faced with a SKS authority (See ReagdvitFurthermore, the management interviewed did
not answer certain questions or disclose certaines. The researchers believe that since she wasgo
directly under the president of communications, feiethat she did not have the proper authoritgldo
so. Furthermore, since our guide was relatively mgthin the microfinance industry and at SKS, ther
were instances where she did not want to oversteputhority when discussing sensitive topics.

In terms of women at the village, those that wesleed seemed to have had produced significant geturn
from loans made at SKS. Many had started busisdhat involved a great deal of independence an the

part which could be a sign of independence. Furibee, many of the women had not covered their hair
with scarves which could possibly be a sign of ewgronent. However, this could also be a sign that th

area the researchers visited in Andhra Pradeshessgonservative than other areas we visiteddialn

Company Specific Initial Analysis

SKS has a realistic view on their operational capadis. Kashimi was adamant that SKS only prodide
credit because that was what they were good at. %€8 this reasoning as a justification of why ttiely
not provide any other BDS. SKS has a stagnant wiewho they consider ‘poor’ or below the poverty
line which is much different than the Planned So€iancern. Servicing the ultra poor who have no
assets, skills nor livelihood is a costly ventukSShas made little impact on this front.

SKS admits that one of their biggest challengesligilin having sufficiently trained staff. Ms. Klaigni
explained that there has been a shift in polichwithe microfinance market as well as within SKBey
now seek to employ ‘professional’ staff rather ti@welopmental entrepreneurs. This process airgif
towards a corporate operational model is reportadigcessary step for the company to be able t@.gro
Employees are often transferred from one locatotiné next in order to gain more field experiencd a
to reportedly ensure that they do not become taeepdiungry. This has its disadvantages howevgr, e.
adapting to new cultures, building the trust oéits and getting to know your new colleagues besome
difficult for the field staff. The branch manageruick climb up the SKS ladder shows how fast the
industry is growing and in particular how fast SK& moved forward.

Again, consistency throughout the organization setorbe important for larger MFIs in order to grow
and scale operations. Although the SKS managesesmthed hesitant in discussing whether they would
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conduct an initial public offering, we heard frommerous sources that this was indeed their plais. Th
made the researchers question why they had besstisemf such an action.

Ms. Kashimi noted that it was policy to leave a reawa if there already was an established MFI there
However, several other MFIs explained that SKS penketrated their areas of operations. In addittos,
field staff explained that there were other MFI®i@ting in the area. Informal money lenders an® no
viewed as a source of last resort where moneyddatwimmediately.

6.4 Local Area Banks

6.4.1 Kishna Bhima Samruddhi Local Area Bank Limited (Samruddhi Bank)

Results collected on Samruddhi Bank were conducted through a workshop that the researchers
participated in at KBS’ headquarters which involved a lengthy presentation and Q&A session

R

The CEO, Mr. Manmath Kumar Dalai of KBS LAB goesaihgh a presentation of the bank in the boardroom.

Organizational Background:

In 1999, Krishna Bhima Samruddhi Local Area Baninited (Samruddhi Bank) was set up by Bhartiya
Samruddhi Investments and Consulting Services (BA&SLtd.), the holding company of Basix group
alongside the NBFC operations. After receivingcarise from the Reserve Bank of India, it began
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operations in three districts according the reguatframework of that governs local area banks:
Gulbarga & Raichur in the state of Karnataka andibd@bnagar in the state of Andhra Pradesh. Today
there are four local area banks operating in lhdi@ever Samruddhi Bank is the only one that is gada

in microfinance. The Basics holding company ib #té primary shareholder of Samruddhi Bank with a
initial investment of 50 million rupees.

The mission of Samruddhi Bank i3 be a sustainable local community based insbituproviding
financial services to the underserved, particulanyal poor and women and to arrange provision of
technical assistance and support services to threol@rs with the ultimate goal of promoting a large
number of sustainable livelihoods in the a@red@hrough the use of a local area bank model whves set

up by the Reserve Bank of India in order to orgarsavings for the rural sector, KBS LAB has been
working to fulfill its mission. According to regations, KBS is expected to lend 40% of its net bank
credit to a priority sector. 25% of the funds aregortioned for the “weaker sector” or the “poorefsthe
poor.”

Services: KBS LAB is a doorstep delivery service provider lwithe help of mobile banking and a
business correspondent which allows them to rehehrtiral communities more efficiently. Today
Samruddhi has 14 branches, 18 business correspgendénsatellite offices and two mobile branches.
They serve 1600 villages and have 100,000 actiwtomers who are utilizing KBS’ services at the
moment and 200,000 customers in totdlhey reportedly plan on increasing their customasebto
500,000 in five year’s time. There are 3645 vidlagnd 6.5 million people living in the area whi€BS
LAB operates demonstrating an immense growth piatient

Samruddhi offers a number of financial productsluding short and long term savings (fixed and
flexible) deposits and insurance distribution. KBferates as a third party service provider and has
partnered with UTI Mutual Fund, a state run orgation. They offer one of India’s first micro-pensio
products for the private sector. It is unusual figcro finance institutions to offer pension protyc
according to Mr. Manmath Kumar Dalai, the CEO of&XBThe bank also offers a number of specialized
products such as agriculture development servinestock and weather insurance, animal vaccination
camps, artificial insemination, market linkages,taile distribution network and micronutrients
applications. In order to provide sustainable apens the agricultural and business institutional
development services and business services arébdsed. KBS charges 3000 rupees per session
providing sustainable operations.

The bank has a small staff base; each branch Yepdéople and a staff member covers ten villagés an
300 people. Every branch provides two livelihoodviees, one coving husbandry and the other
agriculture. KBS’s HR policy, training, hiring atide performance based salary are the same as8asix

Technology The KBS’s operations utilize modern technologyheTfield staff utilizes handheld
computers to transfer transaction data directltheohead office. In addition, KBS is developing &R
technology to allow transactions to be automatydaiinsferred to the head office without delay.

Structure: The KBS LAB structure has great impact on its ofjeng. Mr. Dalai noted that its savings
function was a great advantage compared to a regula-banking financial institution. There is,
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reportedly little difference between a regular NB&@ KBS LAB in terms of loan products. KBS is,
however, allowed to lend an unlimited amount whefd&!I's are only able to lend up to 50,000 rupees.

There are reportedly a number of disadvantage®iofjta local area bank. The legal structure tscall
bank’'s major constraint, according to Mr. Dalaian8uddhi is unfortunately not considered to work
within development even though they work primaniith microfinance. Hence they do not receive
priority sector lending and loans made to the baekonly considered to be inter-sector lending.FNB

on the other hand are classified as working witbrafinance and are able to receive debt at ratesimu
lower than KBS under the title of ‘priority sectorBecause of not being able to qualify for cheag a
affordable debt KBS is reportedly unable to scgteto the extent that other NBFCs are. A KBS
consultant at a meeting notedt's a mental perception that commercial bankinghad micro-banking.
Micro-banking is a poverty alleviation, social déeamment, charitable, good intentions, and feel-good
kind of thing. Commercial banking is all that atlséuff”

KBS is required to keep a reserve requirement @f thutside liability (24%) at the central bank e
they only get a yield of 7%. They would have bable to lend such an amount at 24% but are forgaing
17% return by following the central bank’s resemyguirements.

Savings and other products relating to missior8avings is an integral part of KBS LAB’s operaton
Mr. Dalai believes that it is the most importantviee that KBS LAB can offer which is in line witihe
beliefs at Basix. The bank did not offer savingstfe first five years, however, in order to acclate
interest that would grow their capital base. Tqdhgy concentrate on micro-savings and 65% dhait
loans that they give are funded by savings whererdg 35% is funded by development investment
bankers. Mr. Dalai expressed the need for BDSics\over just the provision of credit which islig
related to the mission of KBS:Fbrget the companies, forget the legal structung, ibyou look at the
various arms of organizational structure, you rgdflave to look at the BDS component, because what
are you ultimately financing and are you really anbing the social safety net which has not been
provided by the government. Because pension $tamge, if you are unorganized, you've worked for 8
years as an old lady, if she does not have a efiiid is willing to take her in, at 80 years of agke has
nothing. She has worked for 80 long years andsk#ll carrying wood on her head on her way hdme
work. Pension is critical. Health is critical...You cannot achieve impact on the ground unless you
provide quality, not just any BDS, but quality Buesis Development Services, that's actually onbeof t
biggest challengés

Expansion: Due to growth constraints placed on KBS when stgrtheir operations they are unable to
make the impact they had originally intended, adicgy to Mr. Dalai, They are currently considering
whether to expand the local area bank model or Mit. Dalai is reportedly hoping that this yearsmw
government will revamp the regulatory system gowmytocal area banks. This would allow Samruddhi
Bank to expand its operations. If the overhaulsduoat take place, there is an option to merge KBS L
with Basix’s NBFC arm in order to continue its nafinance model. However, Mr. Dalai hopes that this
will not occur because he believes that the reatire# people is savings and not credilf geople want

to compete with credit, they can do that. Savhelps people moré

Customers: People’s perception of KBS LAB has changed overydas, according to Mr. Dalai. Some
still believe that KBS is a risky institution due its relatively undersized operations. The bang, ha
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however, become somewhat of a household brand mathe areas of operation. Through marketing and
branding efforts, Mr. Dalai believes, people’'s ggtion of the bank will change with time. Currently
they have raised their branding and marketing buldgéhree times compared to last year.

Mainstreaming clients is important for KBS and herthey only provide three loans cycles. KBS is
allowed to lend over the NBFC mark of 50,000 rupebey have, however, decided to set their own
ceiling. Once a person has gone through the tbad cycle which generally amounts to 50,000 rupees
they encourage clients to set up accounts with dbrbanking institutions. Originally the goal of
microfinance was to mainstream clients once thay\hable income. But somewhere along the road the
microfinance companies started to smell the profifge try to stick to the original missidoriKBS does

not completely follow the Grameen model where 75%heir total lending goes to joint liability groap
18% to individual lenders and 7% to self help gmoup

KBS LAB targets mainly economically active cliemtbo are involved with activities where investment
would scale up their operations and help them tirdly. However, they are aware that often loares a
not used for economic activities. Furthermore, Malai explained that farm work only constitutes a
number of months out of the year. After they amaalharvesting their crops they attempt to findeoth
subsistence elsewherelf travel to a village in India, rarely will yourfid someone that is economically
active’. They try to avoid migrant workers who have tixetl address. Despite that, often semi-fixed
workers such as gypsies settle down for a numbgeafs. Hence they have a semi-permanent address
which enables KBS to lend to such workers.

Peoples’ Perspective

A microfinance convention, held by the Livelihoodaemy took place during our field visit. There aver
representatives from many nations present for thevention who also wanted to ask questions.
Nonetheless, we had the opportunity to speak vathespeople, particularly a group of eight men. The
men collectively ran a dairy using a village ley@ocurement center. Basix Holding Group and
subsequently KBS facilitated the value chain byvjatimg technological investments from Reliance
Insurance Company and the milk sold for an avetd@?® rupees per liter. The men seemed happy about
the functioning of the dairy. The group started asita JLG which started loaning from KBS to purehas
buffalos. The group leader notednitially they had doubts. Five years ago they lcagperation with a
state dairy but had problems with addition of wati@ithe milk and delayed payments. They though this
could be similat.

The men admit that there are other companies dpgrat the area, specifically SKS and SML, but even
informal money lenders still exist. They state ttiay prefer KBS due to the long and tedious weekly
meetings as well as weekly installments models bseithe other companies which would cost them too
much time away from their crops.

Company Specific Initial Analysis

The main hindrance for KBS LAB involves their ratieexpansion and coverage areas. Legislation again
seems to be the culprit to this problem. When asisalit it, management revealed that KBS LAB will
merge with Basix’ NBFC program unless legislatidramges. If they domerge, however, they will go
against their original mission of focusing on saginstead of credit. Unlike NBFCs, they are unable
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receive competitive priority sector lending debhisTunduly raises the rate of interest chargedéir t
borrowers. The above issues show that the lelyislatoblems plaguing the microfinance sector ididn
not only affect NBFCs and NGOs but also local draaks.

KBS LAB has a very different perception on the mag of microcredit and attempts to mainstream their
clients once they have reached a certain tier obrire. KBS focuses primarily on business and
agricultural development services which sets l@$iom many of the other MFIs interviewed.

Most microfinance institutions interviewed used @af mouth as a means of marketing and attracting
new customers, KBS has understood that traditiorgns of marketing, such as billboards, are affecti
ways of attracting new customers and changing ff@iception of the organization.

6.5 Cooperative Banks

6.5.1 Self Employed Women'’s Association Bank (SEWA Bank)

Results were collected through the interview with the head of the clearing department, Hiral
Shah, one field officer and three women and their families.

Maira observing a confrontation between a field keorof SEWA and a loan taker who insists that rempent has
been made.
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Organizational Background:

The Self Employed Women's Association (SEWA) sthite1972 as an initiative to bring together 4,000
female workers under a trade union. Today thezeoaer one million members and is reportedly Irglia’
largest single trade union. Its mission is to breef-employed poor women together. The SEWA
movement is a convergence of the cooperative, |abdr women’s movements. It benefits four main
categories in the labor force: Hawkers and vendwme-based laborers, producers and manual laborers
where 96% are in the unorganized sector. SEWAedxpanded its operations and today it services
women in eight different sectors: health care, cclubre, SEWA Insurance, legal services, capacity
building of SEWA members (SEWA Academy), housingl amfrastructure, Video SEWA and SEWA
Bank. While not all of these services are seltaunable, SEWA understands that women do not need t
be reliant on subsidization and are willing to parytheir services. With this operational moddtVBA’'s
child and health care, insurance and banking ses\iave all become self-sustainable.

SEWA Bank and Services:Since most of these women were considered un-bénkald lacked access
to capital along with ownership of assets, the $Shahila Sewa Sahakari Bank was started in 1974,
registered as a cooperative bank and regulatetiebyntlian Federal Reserve and the State Government.
In 1974, 4,000 members contributed Rs. 10 eaclha® <apital and today there are over 93,000 active
depositors. SEWA Bank has many objectives whiautke linking members to their own insurance
providers, enabling savings opportunities, and iekating the need of informal and costly credit. V&
bank works closely with the other offshoots of BEWA movement and holds true to its missiom “
reach out to the maximum number of poor women werdegaged in the informal sector and provide
them suitable financial services for their sociasmmic empowerment and self-development through
their own management and ownershilsEWA Bank offers a number of services whichlude savings
options, loans and insurance products, financiahseling, business counseling and training progr@ams
how to effectively utilize SEWA's services.

SEWA has opened 3 offices for easier access amd pla opening a three more branches within the next
few years. The easier geographical access to tildngpoffices prevent women from losing a day’s wag

in order to travel to a bank office. Furthermor@pie banking vans were pioneered by SEWA in 1978 i
order to conduct doorstep banking. SEWA bank ede&anksaathis’ (hand holders) in 2000 to reach
the customers and provide adequate counselingfrdhiine Banksaathis are members of the community
of which they work in and typically are involved tine same activities as the women they are segicin
Loan applications are judged on a nhumber of fadtatsiding the regularity of their income, unpaiebd
installments, number of family members, the legatus of the slum the women lives in, and other
potential troubles that would hinder the repaymeifita loan. Once the Banksaathi gives a
recommendation of eligibility for a loan, a bankifsator makes the final judgment.

Women receiving a loan from SEWA must first opelmaak account, which costs a mere 50 rupees. 40
additional rupees enable the women to purchaseTavl éard. SEWA does not totally exclude men
however, and families are allowed to open jointacts where men are also able to save funds. After
months and an accumulation of saved capital, woanerthen able to take a loan from SEWA with the
signature of 2 guarantors. One should be a puifficial who verifies the creditability of the woma
These guarantors work as collateral for the wonmehia case of failed repayment, they are requiced t
pay. The interest rate on loans is at 1.5% monihi8% annually with a reducing rate.
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SEWA Bank also provides loans to the urban sedtboagh most individual loans are concentrated in
the rural sector. In the rural area are loans plexiby 6,000 SHGs with six federations. Groups are
organized each with ten members and deposits aceglat SEWA"*

Management Perspective:

Human Resource and Mission: Ms.Hiral Shah, the manager interviewed at SEWA Bard a
position as the head of the clearing departmer8EAVA bank. She handles the presentations for the
board of directors. According to her, the workfoteSEWA has a high level of task diversification
within the organization. This she believes createstuation where women are knowledgeable of most
operative tasks within the organization.

In order to ensure that the goals and mission M/SEre held by the organization, Ms. Hiral believes
that the best method is to ensure that SEWA'’s eyagi® work in the field'This gives you an inspiration

to why you are working for the woméklvhen staff visits the field they collect savingstroduce SEWA
Bank and get acquainted with the women. The SEWAralia organizations have approximately 50% of
their employees working in the field. When new gsnarise within the organization, meetings are
organized so that the employees are properly irddrnFurthermore, when a new employee is hired, the
go through a week long training session where tagpgse and mission of SEWA is introduced.
According to Ms Hiral: If you want to know about SEWA bank and how theseen are working, then
you definitely have to go once and visit the wos®iyou can come to know the model and mission of
SEWA bank.SEWA bank does not have a formal policy of hirmgrkers from the same villages;
however there are certain areas where they do.e@iyrthey have a relatively small workforce
consisting of 150 employees, mostly women. Ms Hiralieves this is beneficial due to women being
able to understand their clients to a better degree

Ms. Elaben Bhatt is the founder and has shapedih@nizational SEWA culture. She has seen the
organization grow from a small collective to a wideay of services. Throughout the interview, Ms.
Hiral Shah referred to the founder warmly and @parent that Ms Bhatt is not only seen as thipsou

of SEWA's organizational culture but as an integratt of it. Ms. Hiral believe that the SEWA bank
employees are generally there to stay. As a p#isdrexample Ms. Hiral has been working at SEWA
bank for 9 years. Ih the corporate sector you see that if you will gebetter salary, you are going to
jump. It is not that way at SEWA badhklhe job atmosphere is the main catalyst for ¢haployee’s
retention according to Ms. HiralNinety percent of women are working here for theefie of the
women. So the atmosphere is that they are doingtbamy good for these wonien

In terms of future, Hiral believes that growth andnaging SEWA's risk will be the greatest challenge
They will have to ensure that their repayment reméne same at 99% and that their loan to savaigs r
is not too high. However, she does not believe gnomill change their original mission and driveheS
notes that SEWA has grown from a small organizatmthe large entity it is today without losing its
original mission. Thus she predicts that futureagrowill not be a problem.

Competition: Ms. Hiral believes that there are no direct competitorSEWA in Gujarat. She spoke
fondly of Basix, but mentioned, howevein“the world, Basix is one of the best organizatidit it is
only providing microfinance. We are providing nusavings. Furthermore, SEWA Bank is reportedly

154 Official website of SEWA. URLhttp://www.sewa.org Retrieved [08082009]
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more viable because of the amount of personal ceerprovides to its customers. “Each and every
employee has been trained that you are working feery good mission, and when you step out from the
bank you feel so good that | have done somethiraglgdSomeone’s life is better.” Furthermore, since
SEWA is able to provide savings, Ms. Hiral belietiat it has a competitive advantage over potential
competitors.

SEWA, like any other type of bank, carries out nalrimanking functions and makes a profit. According
to Ms. Hiral their aim is, however, not profit magi They would reportedly be satisfied if they Icou
just breakeven. We are basically working for the poor women, thié-esmployed and have hardly any
income to save every day. They come to SEWA ¢otisaw daily income and they are illiterate. When
they want to withdraw the money they just put thkeirmbprint. Furthermore, the shareholders of
organization are also the clients. Thus they paidends to their clients who also have a say in kioav
organization is run. This is very different modebrh possible conventional banking and possible
competitors. SEWA is also different from the goveemt banks in terms of the number of transactions
that occur on a typical day. SEWA has up to 80@chers transacted per daily in the amounts of by
20000 rupees. Thus transaction costs are much rhighesEWA than a national bank. Furthermore,
SEWA is not insured by the federal government.

SEWA bank has reached most of Ahmedabad and istegjyp going to open more branches. In addition,
they will increase their field workers’ work loadying to reach more and more women. Ms. Hiral is
quite optimistic and believes that 15 operatiomahbhes will be opened in five years time.

Customers and ServicesThe customers that SEWA Bank targets according soS¥flah: [the] very
poor. It's maximum of 10 rupees that they savay dBecause of Caste, if she doesn’t have a &en, s
has to produce one. If she has three daughteeswdglhattempt for one more, because she wantsd so
According to Ms. Shah:their income is good actually but it is going todpent because illiterate people
do not know how to savé.

SEWA Bank has encountered a number of problems exifiaining the benefits of their services to their
clients. Women are reluctant to save becausedbeyt see the immediate benefits. Furthermorey, the
husbands are often reluctant for their wives toobex members of SEWA. As Ms. Hiral statethey
don’t understand about the SEWA bank and actuallyurts to their ego because in India each man
is...actually in India there is more, in this kindaska it is very much higher...they don't actuallyesy
that my wife is going to save the moiéyowever, Ms. Hiral has seen changes in clielitgs and says
there are thousands of success stories that canebh#oned. SEWA bank has reportedly also had the
chance to influence government policy. For examiley had been fighting for a number of years to
create a minimum wage for child laborers which éwally they succeeded in doing.

As mentioned above, SEWA bank offers numerous €i@rand non-financial services. In order for
women to receive a loan, they not only have to davet least six months, they also have to undergo
financial literacy training. They are aware thatvadmen need the financial counseling servicesrigg

how to save money, where to save the money, whegravhnd how one takes a loan. Women are also
being educated about interest ratéis hot that we are explaining about SEWA bank,revectually
explaining about the importance of financial plampifrom their day to day lif¢ In order to help
facilitate the training process, SEWA uses filmsaleped at SEWA Video since the women often are
illiterate SEWA also offers business counselingises designed to help entrepreneurial women sqale
and develop their business. This however is based for-profit model and thus they train their
members in exchange for a small fee.
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Savings is reportedly the most important finanpialduct that SEWA bank offers. It is actually thvstf
bank and MFI in India to promote savings beforentoaMs. Hiral explained that prior to SEWA, women
saved money at home and often their husbands vimmdtlthe women and take the money for alcohol.
Thus, the women came to Ms. Ms. Elaben Bhatt,abieder and asked if she would be able to organize a
means of savings>They came to Elaben because it is a universal thde if you save in your pocket it
will be spent and in their case their husbands whiterate or a drunkard. They beat the womeran
took the money.”

SEWA Bank also attempts to reduce women’s deperdenanformal credit by taking over loans that
have come from informal money lenders. Ms. Hirgblaied the predicament her customers are faced
with “Because she is illiterate she cannot check everythiWhen she repays, the money lender says that
you have not paid back from the last moth. Inwbole life she cannot come out of that cycle ot deb
from the money lenders.”

Field Officers’ Perspective:

View on Work: The field workers’ representative, who followed ttesearchers into the field, had a
significantly different view on her work than Msirel Shah. The field worker reported that she gegb
her work at SEWA; however, she was currently seacctior a job in the corporate sector. This is
reportedly because the social sector does not wffer good wages and fail to provide insurance. In
addition, the field worker felt she was not fullifliging her education at SEWA.

There is often conflict between the field workerslghe women and the lenders over the subject of
money. When repayments fail the field officer rapdly try to explain why the customer has to péay. |
this strategy fails, the women's guarantors, astarésort would have to payhe researchers observed an
incident where a dispute over loan repayment oedyras the above photo illustrates,. A woman’s
husband was adamant that they had already madentéekly loan installment. The loan officer showed
them their financial statements and transactiorts after twenty minutes heated discussion the couple
agreed to pay back the money.

Women'’s Perspective

Overlapping and Informal Credit: At a field visit with the Urban Areas Field Officghe authors were
able to observe overlapping loan services firstdna®uring a SEWA's loan check process, another
woman walked through the backdoor at the custonmenise. We were informed later that she was a loan
officer from a separate NGO. Surprisingly enou§BEWA’s Urban Areas Field Officer did not appear
surprised by the other loan officer presence athstomer’s house.

During our field visit we noticed that there sglists a great degree of informal lending. Thst fiouse
we visited admitted that they had received shomitiwans through family members, however they were
smaller and interest free compared to loans frord/BEAt a second house, the woman would most
likely borrow from her own family members if lackinn funds. The third house we visited had inhdrite
loans from her deceased father. She was applying fiew loan from SEWA to replace the final loan
from one of the local loan sharks. If it would et for the SEWA Bank’s refinancing scheme, the debt
would have been virtually impossible to get out dthe most common way clients have found SEWA
seems to be through word of mouth. Several logticgmts that we interviewed had found out about
SEWA through relatives or friends.
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Other Observations and Contextual Setting

It was apparent to the researchers that the aatavthvisited was poor compared to rest of Ahmedaba
There was considerable lack of infrastructure, daeads were nonexistent and houses were a hybrid o
shanty and standard structure where animals rafyfréhe field worker had a hard time finding orfe o
the loan takers due to the lack of formal addreddesgvever, the first house we visited had a reédyiv
nice interior. Furthermore, the loan that she apglying for was specifically for house repairsheT
accumulated income of the household was 10,00@eigenonth ($200)

Alcoholism is a huge problem in these areas. Oomawn noted that around 50% of the men in her
village had alcohol problems. This could have gehimpact on the effectiveness of microcredit ithbo
urban and rural centers. This problem would aldecafthe repayment of loans due to the husband’s
misappropriation of the funds towards alcohol.

Company Specific Initial Analysis

Although SEWA stresses that they concentrate oonirec generating loans, they still approve house
repair loans. Furthermore, the loan-takers weedswith the field worker, had applied for loans fo
house repairs. Loans for housing repairs do, heweometimes benefit the women'’s business venture
when a business is operated out of a house. Mal ptiovided an example of a woman who was selling
Pani Puri out of her house; however, the food wséale due to moisture in the air created by baatithy.
SEWA provided a loan to fix the floor, and salesnediately went up. SEWA has learned the value of
savings through firsthand experience. If women sdveme, they will lose their money.

Since the women SEWA serve, are uneducated andynilbsdral, they are educated through visual and
oral aides. SEWA uses videos from SEWA Video wasrArpana and ANK use songs and dance to
educate clients about important issues. Fromithe Workers’ perspective, discourse proves toHme t
most effective method of convincing members of itleed to repay loans. This is clearly linked to the
importance of creating a good rapport with the wome

Locating a Banksaathi in the same community aswbmen they serve is meant to create a rapport
between workers and their clients. There is alsovbacks e.g favorable lending to members of the
community that do not necessarily need the loarabrifriends with the Banksaathi. In addition, line
salaries and benefits do not have enough holdimgepas compared to the corporate sector.

SEWA Bank provides vital refinancing of informal mey lender loans to clients who are indebted to
informal money lenders who charges exuberant istaes. SEWA will take over such unfavorable
loans, decreasing clients’ monthly interest paymeartd their subservience to the loan sharks. Had
SEWA classified these loans as non-productive |tlaa<lients would never have been able to gebbut
the grasp of poverty.
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6.5.2 Mann Deshi Mahila Sahakari Bank (Mann Deshi)

The organizational background was prepared with the help of Mann Deshi’s website as well as
information provided through interviews. In total, there were two people interviewed at
management level which included the CAO and CEO, two people field officers, one senior
advisor and two women clients of Mann Deshi.

Mishka with the founder of Mann Deshhi, Chetna @inh
Organizational Background:

The Mann Deshi Mahila Umbrella consists of thregaoizations: Mann Deshi Mahila Sahakari Bank,
Mann Vikas Samajik Sanstha, and Mann Deshi Mahiechat Gat Federation. Together, the
organizations strives towards empowering women iamgioving their quality of life by promoting
education, health, awareness of property rightsjdeship and technology through an array of firgnci
and non-financial services. Their mission is tmprove the lives of poor and vulnerable women in
Maharashtra by providing a unique and innovativentdnation of financial and non-financial services
which will help them achieve financial independeand self-sufficiency:>®

Mann Vikas Samajik Sanstha (Mann Vikas)is an NGO that was established in 1994. It is tlanm
BDS provider and offer women’s and girl's educatistudent scholarships, HIV and health education
camps. It started the Mobile Business School amsirigss School for Rural Women in 2007 and 2006

155 Mann Deshi Official website, URlwww.manndeshi.org, Retrieved 09.09.2009

119



respectively. Together they have provided 9800 womith financial literacy training. Sixty perceot
those women have become financially independentand started their own businesses. The NGO also
operate two agricultural collectives which inclugalairy and an animal feed program. Furthermare, i
has provided interest free loans for two projentsallaboration with Mann Deshi and the Mann Deshi
Mabhila. The first interest free loan is provided fyirls’ bicycles to facilitate school attendandée
second loan is provided for vendors’ umbrellas hield them from heatstroke. As to date, they have
provided over 2,000 bicycles and 800 umbrellashi villagers. Today Mann Vikas operates in two
states: Maharashtra and Karnataka. The NGO islynain through donations and funding provided by
the fees charged for the fixed and mobile busiseksols.

Mann Deshi Mahila Sahakari Bank (Mann Deshi), the first rural cooperative bank ® formed in
India, began its operation in 1997 with a startapital of $15,000. Today Mann has reached mone tha
96,000 clients with over $2.7 million in depositsda$1.8 in outstanding loans. It has 5 brancheaken
Satara district in the state of Maharashtra eath ¥0-20 field workers. Mann Deshi serves poor wom
(although men are also able to deposit savingsh @it average annual income totaling $490. The
majority of clients are classified as the “lowestsd and work as street vendors (22%), goat andpshe
herders (20%) and farm and marginal workers (18%nn Deshi provides an array of financial services,
including individual loans, savings accounts bating and short term, insurance and pension. For
individual loans, women are able to lend up to @6,8upees without the need of collateral; however,
Mann Deshi requires two guarantors as signatofifsedoan. Above 15,000 rupees, collateral isdeee
This ranges from housing to even women'’s gold.002 the average loan size was 10,000 rupees and
the average lender at Mann Deshi was 36 yeardrolldition, the bank requires that its membersope
savings accounts. Currently Mann Deshi offers regavziaccounts which include regular savings, term
deposits and weekly and monthly deposits. In gastip with TATA AIG, Mann Deshi has provided a
Life and Accident Insurance scheme for all theierdis and has recently introduced a pension scheme
partnership with UTI Mutual Funds.

Mann Deshi Mahila Bachat Gat Federation has established over 2500 Self Help Groups in
Maharashtra. SHGs are connected to the bankstenfank lends money to the SHG. SHG in turn
provides loans to the members. It includes ov@045HGs with members ranging from 10-20 per group.
It is required of all members that they are businegented, for example vendors and dairy producers
Mann Deshi provides financial literacy trainingth® SHG’s leaders through the help of Mann Vikas.

Management Perspective:

Products and development: Mann Deshi and its umbrella organizations’ innovatiapproach is
reportedly due to the analysis of their client'sd® Mann Deshi reportedly realized that the women
commonly lacked skills and knowledge to secure @blei vocation and started a business school.
Furthermore, due to the women’s lack of mobility iiaDeshi provided a mobile teaching facility to
educate them. Not all of Mann Deshi's programsehbeen successful, however. The founder, Ms.
Chetna Sinha admitted to making a number of mistakel miscalculations. Ms. Sinha reportedly copied
another bank’s savings approd®kithout asking the women we ordered five thouspiggd)yy banks and
we started giving them to the women. When we greigg them to our women and it was very attractive
with posters of Mickey Mouse and all that. The wwormaid why are you giving us this? The staff said
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you can save in this and when the Piggy Bank gkdd ffou can transfer it to your bank account. dAn
they said “whose stupid idea is this’? They séie have this box in our house our husbands bk
them and take away all the hard earned money. Whaatthe first time | realized that it is very innfamt

to know exactly what their needs are. What typeaoking facilities they require. Whatever maiaain
banking sector is doing, they don't want that. ymeay want be something else. The process of
designing new products, most of our products cdnogas women.”

Mann Deshi has therefore developed new savingsuptsdbased on their customers’ needs. Mann
Deshi’'s had assumed that the women’s greatestdialaneed occurred around the annual nationwide
light festival. Some women, however, approached Bisha complaining that their current annual
savings product had matured at “the wrong timefey explained that they would instead prefer that
their savings product mature in June when theidodn’s tuitions were due. A new savings produasw
thus introduced, specifically tailored to the chald's educational fees.

A fourteen year old girl was the innovator of Mabashi’'s bicycle program after she explained that sh
needed money to buy a bicycle in order to attehadac The Mann Deshi staff reportedly realized tat
effective way of promoting girls; education would to provide interest free loans for bicycles. Mann
Deshi is, however, not subsidizing their clientshwut financial gain. Ms. Sinha reportedly undamsis
that these girls will become future clients of thiganization.

Mann Deshi’s goal has not only been to provide ictewt to invest that credit into enterprises thatre
sustainable, thus empowering the women to run theierprise themselves: According to Ms. Sinha:
“Since the beginning Mann Deshi’s approach was usi fnicrocredit, it was empowering women and
helping them get additional income but also thetimdrof finances. That is very important. When we
design a product we are very clear that are wenfgyio provide a loan facility that gives a contii
finances to womehFor example, they will invest money into watesfflalos, but not dairy, chickens, but
not poultry. Their business school also follows Hame creed not only providing the women with
financial literacy and business training, but aEwphasizing confidence building. Furthermore, all
women who take loans are required to undergo fiaaliteracy training.

Competitive Environment: Maharashtra and specifically the area of Mhaswatl ndarge number of
informal credit lenders as well as national bariled tequired balances of over 1000 rupees. Fumibrey,
there were a large number of cooperative socidtesonly functioned on paper, never providing Dé&mn
farmers and rural dwellers. Because of this enwremt, Mann Deshi Vikas discovered the need for the
women to save at lower minimums. Thus Mann DeshhiMaSahakari Bank was started: According to
Ms. Sinha:“[These] cooperative credit societies just do thenewal of loans on paper but actually
lending and actual money does not go to the farm&s when in the 80s | saw here and in the edity 9
when | saw whenever something is required...you eantlsat there are many banks in this town also.
But they are only concentrating on those in thenstaeam market. But the marginal farmers and wage
laborers do not get any financial salaries. Notyomicrocredit but if they want to save they havsdve

in a box. Many times in between they lose theineydecause family members want to take away So
that was the reason actually when I, | mean, | pagt of this society...we were staying here and then
realized that there is a need for banking servioes just microcredit but overall banking serviceéaMs.
Vanita Shindi, Chief Admminsitrator, notdsat the national banks along with other coopeedbanks are
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Mann Deshi’'s main competitors, however, the woregrortedly prefer Mann Deshi because of its focus
on microfinance.

When asked whether Mann Deshi will experience ncorapetition now that they have decided to utilize
an NBFC model (see below), Ms. Sinha explained theatmajority of the NBFC market competition
exists in the southern states of India and thegenat that many NBFCs operating in Maharashtra. In
comparison to the local cooperatives in Maharashimaever, Ms. Sinhbelieves that Mann Deshi will
have a competitive advantage over the other MHAiss & reportedly because they have been forced to
cut costs and offer lower interest rates due tdidree competitive environment they have experehio
their home state'we are competing with the cooperatives which angng a lower rate of interest than
other MFIs. Mann Deshi has grown in a culture wibkv interest loans. So what we are seeing is that
our costs are much lower than other NBFCs.”

Ms. Sinha admits that there will be more compatitio Karnataka. Mann Deshi may experience
situations where people repay loans with new Idam® other MFIs. Nevertheless, Chetna does not
believe this will be a problem as long as theyabke to repay all their loans. She believes thaiidigg
individual lending Mann Deshi will be able to erstinat their loans are repaid. She mentions heaet

is a 60 day period of due diligence. This giveslémeler a period of time to accumulate savings elsas

to reflect on the purpose of the loafilann Deshi does it that way only so it gives thari officers time

to know if the person will be able to repay then@ad the client to see if she will be able to fefize
loan”

Ms. Sinha reportedly understands that chargingghemi interest rate both has negative and positive
affects: “On one side, you can put a person irdela trap where they are unable to pay back teo

Ms. Sinha noted, howevéwhen you do business you charge a higher raten@frést because you want
to become a viable institution also and | DO bediéw that. So | don’t want to get into the traptioé
social mission where it kills your institution.”

Structure: Since Mann Deshi is a cooperative bank, they wegeired to receive permission for a dual
banking license. They first were required to reeei cooperative act license from the state as agedl
banking license from the central government. Sitle®y received two licenses, they are now also
monitored by the two agencies which include theteStaooperative Act as well as the Banking
Regulation Act under the Federal Reserve. ChetnhaScompared the Indian model to the Russian
model where the agricultural sector was monopolizgdhe cooperative movement. She explained that
she had recently been to Europe and there shedwadtbe stark contrast between India and the EU.
Although the bank is moniotored by two agencies andot allowed to move across states without
receiving yet another two licenses, Chetna adrhii$ at the time of the bank’s formation, she had no
seen that the bank would become the entity itdayo “When we decided to start the bank the only way
was to go through the cooperative, there was nerottay. You have met the other MFIs but they are
NBFCs so we did not want to do it that was becaweselidn’t want to just give credit.”

Ms. Sinha agreed that the women they serve wadit@ed a chance to save. This facilitates theiitab

to receive and repay loans. The cooperative bao#leinappears to be advantageous compared to a
NBFC model. It took Mann Deshi, however, three getar procure a license after the Reserve Bank of
India investigated the bank clients who were mostigducated and poor..
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Mann Deshi has often been involved in lobbying arfliencing policy within the government. After
9/11, RBI introduced new measures to monitor tleegadures of opening bank accounts. This required
applicants to show proof of residence, receiptpaifl electricity bills and two guarantors. Mannsbie
was the first to lobby against this measure andtenadly succeeded in lowering the requirements.

According to Ms. Sinha‘{[The women] are ready for the innovation but thegple who are making
policies just don’t know. It is very clear thatketipeople don’t want subsidies but they just dormhtw
people to create obstacles. | have learnt in 12ryehat they know much more how to improve their
lives.”

View on HR and Organizational Culture: Ms. Vanita Shindi started working at Mann Deshi as a
computer officer. She demonstrates that progressiithin Mann Deshi is possible since she has
progressed to the company’s Chief Administrativéic®f. The greatest challenges that Mann Deshi
faces is reportedly to keep their administrativetedow due to the high number of transactions e

to a normal bank. Mann Deshi has reportedly beeng to curb its administrative fees through thedph

of interns. So far they have hosted interns fronaaay of elite colleges in India and the Unitéates.
The interns have assisted Mann Deshi with an afagsks including impact assessments and creating
curriculum for the business school. It is repdstétard to find quality staff at Mann Deshi andesfithe
women who seek jobs lack appropriate educationitedrelieves that women from the villages serve as
the best workers and Mann Deshi has seen a chartpe ievel of education provided to girls with the
newer generation. She explains that often theyaate to understand the problems of Mann Deshi’'s
clients more so than a worker would if she or hmedrom another village. Mann Deshi still however
has a small workforce and currently has a staffindy 50 workers.

Ms. Sinha’s views on employing women are in linéhwis. Shindi's. They both believe that employing
people from local villages helps Mann Deshi underdtthe needs of the local women. Secondly, it
reportedly helps them reduce administrative cogéstd the lower salaries because employing indal&lu
from outside the state would cost Mann Deshi mommey. Ms. Sinha's original goal was to only
employ women due to the lack of priority they reeein the banking sectofNot that men cannot
achieve that mission, of course not. Even in eympémt women do not get priority in the sector semwh
you are starting a women'’s institution why not esgpilomen? As far as mission is concerned even men
can meet these missions. It was hard in the baginio employ the women. Now we are not that rigid
but we still give women priority.”Ms. Sinha has reportedly realized after 12 ydamsjever, that there
are benefits of employing men as field agents. @&hdfied that women often trust men with their
financial secrets more so than they would women.

When Mann Deshi’'s began its operations, men fretfpapposed that women handled money and
organized themselves. Ms. Sinha believes thatoresjility empowers women and that conflict
encourages women’s growth, especially when theg laasupport structure that they can rely on.

There are a number of things, according to Ms. &irtb ensure that there is a proper organizational
culture at Mann Deshi. She believes that the maéisctive method of ensuring quality is to have an

efficient training and a capacity building progranhis is because new workers generally do not have
proper education and lack experience within th&lfiEurthermore, incentive based schemes based on
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field staff's targets should focus on the qualitynew clients rather than quantity. Ms. Sinha asesses
that it is important to continuously nurture thgamizational culture which she admits is difficult.

When asked whether growth will dilute the missidnttee organization Ms. Sinha answergeés and
no”. She gave an example of the branch managers aonmg when she emphasized the importance of
providing financial literacy training to the womenShe admits that the focus on quality instead of
guantity may reduce the scale of Mann Deshi's dpera however; she believes it is a choice that one
must make*We have to make choices. | may not be able totlgetscale that other MFIs are doing
which is fine for me. It is a matter of what nimpice is. Second is that when in the scaling vishatn
Deshi would like to take the challenge of keephgrnission and scaling. | do think it is possiiNet

the scale maybe...I appreciate the people that Havedale like SKS and all, because they have made a
difference in the sector. But it is their choic®lann Deshi thinks that we feel more answerableuio
women. That is our choice.”According to Ms. Sinha, Mann Deshi's broadly defimmission is to
empower the rural communities by providing finahe@iad non financial services that otherwise would
not be available to them.

Growth: Mann Deshi has had a number of problems in ternggafith due to legislation. It is reportedly
only allowed to grow by 10% of the total numbehoinches Mann Deshi currently has per yédann
Deshi has decided to start an NBFC model alongsidie banking operations. With help from LGT, a
Zurich based bank, they have received an equitysioh of $500,000 to start NBFC operations in India
The conundrum of having a cooperative banking srecwas perfectly explained by Ms. Sirlivann
Deshi has five branches so every year we will git one. When we have twenty branches we get two.
When we have 30 branches we get 3. So that wodlgdceeour speed it will also kill our capacity.
Therefore, now what we have decided is that MarshDis going for a Non-banking licensdJnder the
new structure, the NBFC will operate independeoflthe bank and will be able to operate outsidtéhef
state of Maharashtra. However, Mann Deshi willvpte lending services to the NBFC to ensure proper
growth.

Furthermore, Mann Deshi and Ms. Sinha believe @mlitjuover quantity:’l don’t know that the growth,

if you see the growth of Mann Deshi, it is not likkeer MFIs that are faster. One of the reasornth# we

try to get, see what the needs of the client afd.'the same time, Ms. Sinha admits herself that she
comes from the school of thought that ‘numbersatiuce cost.’

Mann Deshi is developing new technology throughrmaships with HSBC and a Bangalore based IT
firm. Ms. Sinha explained that many MFIs believatttechnology will enable firms to reduce trangacti
costs. She believes, however, that this to be staewf a fallacy. The main reason for innovative
technological services, such as a smart card cduplth wireless card readers, is reportedly that it
reduces the workload an enables growth. FurthernMse Sinha understands that technology can aide in
preventing fraud, but she believes that a strotegmal monitoring system is even more importéiten

if you have very good technology in place, if yoa'dmonitor things can go bad. That | am veryacle
There has to be a culture of very close proper toong when you are scaling up, that culture havéo
more vigorous.”Ms. Sinha'’s believes that Mann Deshi needs to Hasenonitoring system in place for
efficient growth. Finally, standardization of prads, services and training is reportedly essential.
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Funding: Currently Mann Deshi Mahila Sahakari Baitk fully sustainable and is making a profit.
However Mann Vikas Samajik Sanstha (Mann V)kasworking on donor funds. In order to curb the
reliance on such funds which often are erratic amekliable, Mann Vikas has begun to charge fees for
their business school services and to search faeynthrough company’s CSR projects.

Mann Deshi also reportedly convinces banks thapeweiding priority sector lending to them that yhe
will not accept any funds unless the bank alsoegte provide grants to their NGO. This, they argue
will also benefit the bank in the long run for tneasons. Firstly, the bank will benefit becauseNBGO

will enable the women to be more reliable regardiegayment through their BDS that they are
providing. Secondly, the clients will become thertpared banks own clients once they reach the
mainstream sector.

When asked whether becoming an NBFC will raisetahposts, Ms, Sinha explained that they have
made it clear to their investors that they willgivo more than 5% on their loans. They currerdlyehan
investor who has agreed to this price. Ms. Sintesses that Mann Deshi is able to effectively nagot
their cost of debt with the banks.

Customers: Mann Deshi only services rural women in their éfetihat these are the most disenfranchised.
Often these women are illiterate and thus Mann Deesth its umbrella organization often use visudkai

to teach them certain subjects such as in theinéss courses. According to Ms. Shindi, it is nobugh

for Mann Deshi to provide women credit to starirtheisiness. It is reportedly important to scalethugr
business through BDS services. One of Mann Deghistomers, named Vanita, reportedly became
extremely accomplished and earned a monthly saifig,000 rupees and the prime minister of India
presented her with a national entrepreneur awaithifWfive years Mann Deshi reportedly hopes tintra
1,000 quality entrepreneurs who will accomplishmagh as Vanita with help from their business school
and Mann Vikas.

SHG leaders are reportedly elected by the SHG mesnfde SHGs are charge of the savings and
arrange meetings. Meetings only occur when newga\are distributed or if they have clients hawé n
repaid. There are also Mann Deshi representativies sit in on the meetings but only provide
information about the services their bank servicksan individual wants to lend money within a gpo
they have to have saved for at least three monthgir saving interest rate is 7% for one year &/3%o

for two years. Mann Deshi also has a separate SfiGe. Although Mann Deshi also offers group
lending, they focus primarily on individual lendidge. This is reportedly so that the clients whoable

to reach higher loans don’t have to wait for otim@mbers of the group.

Field Officer's Perspective:

Competition: According to the public relations officer, there@ anany other financing companies in the
area. However, at the moment there are reporteatte that disperse savings. She believes thatgmvi

is the most important product that Mann Deshi sff@lfowing women to save for the future. The publi
relations officer has reportedly not had any profdeat work. She admitted, however, that she had a
difficult time in the beginning when she was unfaaniwith the work required of her. The field officon

the other hand had reportedly encountered diramipetition from other banks. Usually this was only a
problem if the customer did not receive the loghtriaway. To lure clients away from other banks Man
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Deshi has reportedly developed a number of produath as gold, housing and commercial finance. The
senior advisor explained that the nationalized bgpdsed the greatest competition due to their tiage
more and more disenfranchised members of society.

Selection of lenders:The public relations officer explained that sheenfknew the people she secured
loans for. If she did not know the person, she ld@sk other people about their reliability. Sheoal
explained the significance of building a rapporthathe clients'Trust is very important...they don’t save
because they trust the bank, they save becauseartis#ythe agents, so through the agents, trushen
bank is created.’Since trust is important, the public relationdgadf explained that it is important to hire
people locally.

One of the field officers admitted that there haeen cases where women who should not have received
a loan, due to lack of savings but they did anywHye field workers were reportedly from the same
village as the women and ‘felt pressured to givertta loan’*We know these people, they have no work,
but the agent knows her and she is from the sali@ageiso we have give her a loan. The public
relations officer also explained that women are @bltake loans in order to repay loans from otEls

as well as educational fees.

The public relations officer typically works witliaund 100-150 people per day and is required tthdo
accounts for each individual. The field officeqwever, meets around 70 people per day and adds
around 5 new clients per month to the list of cots that he visits. The field officers receiveneee
percent commission on the amount of money they take be deposited at the bank. Collections are
done daily, and the public relations officer adriiigt sometimes clients are unable to pay. Ifdosurs,
however, they generally pay double the amount &xt day. According to one of the field officerfsthe
client does not repay the loan, the possible rejgsion could be being sent to jail for six months.

Women’s Perspective:

Recognition: The women’s knowledge about Mann Deshi came prigndriough word of mouth. One
woman had previously known the public relationsceff and had been informed about Mann Deshi
through her. The second woman we visited had fautdabout Mann Deshi through her son who had
advised her to take a loan. She was unsure whtwleeguarantors were and had only met them once at
the bank when she was granted the loan. Furthernmer son was the expeditor of the loan. He had
reportedly secured the loan through the underwgitfiMs. Sinha and her daughter in laws name. The
son had reportedly received training from Mann DeBhior to taking the loan from Mann Deshi, the
woman had thought of going to another bank to secredit.

Uses:One woman used her loan to buy chairs and a tableef restaurant. Prior to the purchase, she was
unable to seat more than two people, however wighldan her customer capacity had increased. The
second woman used the loan to buy supplies foclegppati (bread) making machine. She explained that
she was unable to save due to her being forceaydack the loan the loan for her chappati machine.
After she was able to buy supplies in larger quigstiwith the help of the loan from Mann Deshi, slaes
able to start saving money.

Other Observations and Contextual Setting
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It was unfortunate to find out our guide while tirsg the villages was a public relations officevesdl as

a field officer so their was an obvious concernbi@s. The field officers seem to play an importanhé

in spreading the Mann Deshi's name and messagefidldeofficers are always from the village where
they work. Currently, 21 field officers are workiag)the Satara branch. They collect savings anehspr
information about loans, bring people togetherrougs of three for loans to be dispersed. In ttbam
settings, the loan paybacks are collected on & 8asis, rather than on a monthly or weekly bake
field officers use measures like monthly expenéisuand monthly income, which are difficult to olveer
and estimates can vary very much from month to mont

JLG, agents place the women clients in groupsrektiand the women did not always seem to know each
other. Information asymmetry is very apparent; ¢hare no networks, the only means of spreading
information in these areas seems to be through wionabuth. The trust in loan officers is very imfzont

as people have no way of verifying what companiesdaing. Installment of new technology is positive
as the smart cards and electronic transfer systgirallow for more transparency. Competition segms

be prevalent in the area, mostly in the form ofaratl banks, providing relatively low interest rmte

Company Specific Initial Analysis

The needs of the women clients that Mann Deshieseguide the designs and implementation of their
new measures and products. The communicationchéhts ensures the effectiveness of such measures
which is based on a ‘learning by doing’ processnM®eshi’'s operations are based on a long-term
perspective. For example, Mann Deshi believes tt@tbicycle program is an investment. If the girls
become educated, they will be able to earn moreem@md utilize Mann Deshi’'s banking services.
Unfortunately this long term perspective did nosewhen they began operations. Again, the regojat
environment has become a hindrance for Mann Desthithus they are interested in expanding their
operations through a NBFC model.

Empowerment of women seems to be the central roldl dheir initiatives. They are one of the few
organizations encountered that have utilized cenfi@ building programs to help women become
empowered and independent. Like KBS and Basix, iMBeshi believes that savings is the most
importance service to provide to women.

Mann Deshi views competition as a catalyst. It regmly pushed the cooperative bank to operate more
effectively. Mann Deshi has also reached the hidieerof influence where they now have begun to
influence local government policy.

Advancement within the microfinance sector appessy. This is illustrated by Ms. Vanita Shindi's
advance from a computer officer to the chief adstrative officer in just a few years. Mann Deshi
believes that women, particularly those from thmeaillages as the ones they work in, serve abdise
rural credit officers.

Ms. Chetna Sinha is worried that quality will dinsin if they are to grow too fast. She is willing to
sacrifice quantity to ensure that the mission dfeceMann Deshi has on poverty is not reducedis Th
quality over quantity dimension can be applied tosmmicrofinance firms. According to Ms. Sinha,
technology does not cut transaction costs bugi®ath enabler due to workload ease.

Storytelling is an important part of Mann Deshisltare and the way they convey that culture to the
outside world. This can be seen by the repeatedhple of success stories. Word of mouth in this
organization is the main means of expanding ManshD&client base.
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7. Analysis

This chapter is an analysis of the empirical figdinpresented in part two of this thesis. The firsd
second sub purposes have been fulfilled througiniigws and the answers lay in the vast amounataf d
presented in the empirical chapter including inmvtranscriptions, field notes, and observatiortse
main focus of the analysis is to employ the datariswering the research question related to the= thr
sub-purposes. The study’s research question ifotloaving: What is the mission, context of operations
and the impact of MFIs?

By answering the research question we aim to haitbntextual framework for microfinance in India,
with a focus on mission, emphasis and impact. Ttadyais also reveals how these aspects relatego on
another. In addition, we provide an India-specifiaalysis regarding the commercialization debaté tha
has been referred to in the background and litexagview.

The aim of this study is to generate substantieemhon the subject regarding the context of opmat
mission and impact of micro financial promoterdridia. Hence, this chapter also analyses certaues
and aspects that were revealed during the courieedftudy but were not initially part of our fodmgt

contribute to the contextual setting of the study.

7.1 Structure of the Company

In a study by Strom and Mersland (2007), governnrtegulations had little impact on outreach and
performancE®. However, throughout the interview process, tiseaechers were introduced to new forms
of legal structures, each uniquely adapted to pegervices according to the legal restrictiony faee.

It became clear to the researchers that the vatemad structures influenced not only what servittes
organizations could provide but also the way theyiged microfinance and other services. Below we
discuss how the different legal structures inflieendcrofinance and other services being providedhé
next section, the mission and impact are discusseglation to the services that are provided, énsl
argued that government regulations (arguably iktirein fact do influence outreach.

7.1.1 Legal Regulations and Impact on Operations

At the onset of the data collection it became evidiat legal restrictions played an important jpathe
organizational day-to-day functioning and the wagrmfinancial services are provided. As indicabsd
the chosen sampling method, [view 2.2.2 theoreticathodology] as well the legal structures of the
various forms of organizations, the restrictiorscpld on these organizations often determine thvéceer
they can provide and consequently also the outréemh can accomplish. It all boils down to the ways
and kinds of funding that the organizations arevedid to access and this in turn affects the ses\ioey
offer.

1% Mersland, Roy & Strem, Reidar @ystein, 2007, "Pen@mnce and corporate governance in microfinandéutiens," MPRA

Paper 3887 University Library of Munich, Germany.
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NGOs:

Non-profit organizations or NGOs as they are cailtethdia are under various legal constraints vigsa
other organizations working in development. Beingad-for-profit organization, institutions such as
Arpana and Ashta No Kai are by law unable to diste profits. Due to this, these organizations teend
have difficulty securing funding from mainstreamrkeds, for example through private equity partners,
severely limiting their scope of micro financialesptions. Ashta No Kai and Arpana have responded to
this problem by acting as bank linkages insteapro¥iding direct loans to the women they servideisT
entails forming groups of women under an SHG forarad connecting them directly with a bank. The
women are thus able to deposit savings and takeams if needed. NGO'’s therefore do not have direct
involvement in actual transactions between the padies. Instead, A.N.K. and Arpana’s solution has
been to provide additional (non-financial) servicAfthough these services are not directly linked t
microfinance per se, they contribute to the wetigeand sustainability of the groups. Such initiesiv
included educational programs on financial managemdisease, sanitation, and literacy programs,
business development and training services.

The legal framework, under which NGOs operate flisnobest suited to the organization’s mission. For
example, Ms. Modhi had wished to keep her operatsmall. In addition, she had initially only pladne
on operating ANK for 10 years (although that plamot coming to fruition). On the other hand, Arg@an
operates with a holistic approach to working whk poor. Furthermore, both NGOs strongly believe in
sustainability, not necessarily for their organaas, but for the clients that they service. Thdi@ohal
services that they provide are meant to incredsestistainability if the NGOs would cease to exsihce
NGOs are not profit driven, such ‘unprofitable’tiatives, which greatly enhance the wellbeing @& th
SHGs, have been possible. Thus one could say B&d\specialty, within the area of development, is
those additional services they provide which am peovided through the NGO structure.

One of the problems of the NGO model is the emplaynof people. The NGO model does not allow
money to be distributed freely. A constant chalieiggto find devoted people who are willing to wéok

a very low or no pay at all. Due to this problenNK\has very few employees and Ms. Modhi handles
most of the workload herself. This obviously placesastraints on what the organization can accommplis
Arpanaon the other hand, has proven to be an ideal steifdr development work. People gather not for
material gains but for spiritual reasons. Theseleyaggs are reportedly all prepared to give up nelter
gains in order to find spiritual peace. Since negrgone is suited for development work, which often
entails long days of intensive work with dispropmmtitely low wages, the employment issue is also
relevant for the other organizational structurelisTwill be discussed further, at a later pointtlie
analysis.

The NGO structure not only allows them to providaprofitable’ services, but also affects their grlow
Again, due to NGOs being unable to secure mainstreggpital and being funded mainly through erratic
sources of finance such as grants through CSR gisopnd private donors, long-term planning and
expansion is greatly hampered. Arpana for examgeently had private funding greatly decrease
because of their main fundraiser and managing tirgrassing away. The NGOs seem less focused on
expansion and more concerned about ensuring thagrtbups they service have the possibility of fully
functioning even if the organization ended operegim that area.
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It all comes down to prioritizing what the NGO lesies is most important, given their legal restics.
Since they are not, through their mission or legaicture, allowed to distribute profits, it is radtvays

the most profitable activities that they seek. They instead, free to allocate their funds wherdivey
see a need, and this has been seen in the casethhdNK and Arpana. These, so called, ‘unprofigabl
services were greatly needed, but could not beigedvby an organization that is dependent on making
profits to pay wages and distribute revenues.

Section 25 Companies:

PSC is the only organization discussed here thatgsction 25 company. PSC can be seen as a phase
between an NGO and an NBFC. What should be noteslibehat all NBFCs included in our sample,
started off as NGOs. Due to the problems associaitbdgrowth (due to restrictions on attracting disih

all of these NGOs decided to apply for a changkegal structure. In order to obtain NBFC statug, th
organizations must first go through a section 2get The section 25 stage can be seen as a tiiadl pe

for an NGO, which will determine if they, in timeijll be allotted an NBFC status.

Section 25 companies; operate much like NGOs, axtep they have slightly more leverage when it
comes to employing people and paying wages. Howdlverinterviews with field workers revealed that
their wages are not very competitive and this agaiphasizes a funding problem. Section 25 companies
are not governed by the RBI, but rather by an ivgeregistrar. Since a section 25 company is aangit

to access more funding through loans, the aim table to expand from the original NGO structore
serve more borrowers. PSC believes in slow groalthpugh they have high ambitions for future grawth
Their current situation, however, seems more likeatch twenty-two where growth is hampered by a
slow process for raising of funds. NBFC status ésided by the RBI. If the section 25 company,
however, is unable to achieve NBFC status, the tjromill be slow and it will be difficult to offer
competitive interest rates in the long run. Sec#ércompanies are, due to these characteristissiiél

as not-for profit organizations.

NBFCs:

Unlike NGOs and Section 25 Companies, non-bankimantial companies are structured in a way so that
they are more easily able to secure mainstreamdamaNBFCs have a for-profit status and since {ofi
do not have to be driven back into the company ared allowed to be distributed to shareholders,
investors are more willing to put their money i@ NBFC. This affects the way NBFCs are able to
grow, what services they can provide and the bheefithese services.

Like NGOs and Section 25 Companies, NBFCs are enabtollect savings. Although Basix prioritizes
money transfers and savings over credit, their raativity is to provide credit on a large scale mlike

all other NBFCs in this study. Looking at the oatk of these organizations, one must note the thread
of outreach. According to www.mixmarket.org 2008ad&KS is the largest MFI, followed by SML and
thirdly Basix which is eighth in India with a conmgid customer base of over 8 million active
borrowers:>’ This example shows that NBFCs in India, in cormgmari with NGOs and Section 25

companies, provide the best credit delivery stmactn terms of breadth of outreach. In order tovjate

157 Official Mix Market website, URLhttp://www.mixmarket.org/mfi/country/India [cited 20090928]
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credit to such a large number of borrowers, NBF@gehbeen forced to standardize and scale up their
operations. Much like SKS’ manager Ms. Kashimi'plexation regarding their human resource policy,
the NBFCs studied have been forced to follow acfgcstyle growth model. A uniform, countrywide
policy has been implemented in terms of trainimg, opening of new branches and quality of services
provided. Furthermore, an NBFC structure allowsé¢herganizations to best serve their mission. SKS f
example believes that they should focus on thesaiteat they are best suited to work with. Thusy the
have focused purely on credit by providing fast @ady access to credit for millions of customers
nationwide.

As previously mentioned, Basix prioritizes savirayel other services over pure credit. Much like an
NBFC appears to be the best model for providingligr&asix’'s organizational structure appears best
suited to provide other services. Basix’s subsidsaprovide other service aside from credit, sush a
business, agricultural development, savings, marasfers and insurance. Basix Holding Group darte
KBS LAB in order to work around regulations goveithe collection of savings. It now services three
districts in Andhra Pradesh and Karnataka, opegasia local area bank model. Basix has foundahis
be the best method of providing savings productght&ir members, albeit only in three districts.
Furthermore, the Basix Holding Group has created Ittdian Grameen Services, a non-profit NGO
reregistered as a trust. Its purpose is to findleisolutions for the poor, e.g. improving rice el
productivity or to provide money transfers througbbile banking. These services do not technically
provide income for Basix. One could argue, howetlet they help provide sustainability of subsisten
for the disenfranchised and thus help Basix enkae repayment in the long run. Basix’s operational
model is an effective NGO structure, efficiently\drg its organizational goals. Although SKS states
their main focus is credit, they have started anON@ing , SKS ASSIST, which (as a pilot project
including around 400 clients) serves the ultra @oat who are currently are unable to utilize crddi to
lacking in assets and education.

The main form of funding for NBFCs is soft-loangddnternally generated revenue since they have-a fo
profit status. Banks are more willing to give loaaSNBFCs because they are more likely to turncditpr
and repay the loans as opposed to NGOs. Howevi iriteresting that all three NBFC more or less
admitted that they are looking into commercial rs&ri@am finance within the next two to three years
when they will be launching an IPO. The resulteowgh and consequences of this move, is still to be
seen.

Cooperative Banks and Local Area Banks:

Cooperative and local area banks are both for{poo§anizations. They differ in that LABs are sglel
governed by the RBI whereas cooperative banks aeverged by the RBI as well as the Cooperative
Societies Act on a state to state basis. Henceetatipe banks have dual governance. Furthermaocal lo
area banks have a disadvantage in that they ab#eutmareceive priority sector lending due to redgioins

not distinguishing them as a microfinance bankdsut local area bank. As previously mentioned, this
significantly reduces their competitiveness.

Although cooperative banks are governed by diffeemiities, many of the issues facing them and the
local area banks are the same. For instance, b&s land cooperative banks are hindered by theatate
which they are allowed to grow. Cooperative banks arewat to open new branches, albeit only
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representing 10% of all previously existing branéas example, Mann Deshi is currently unable magr
faster than 1 branch per year until it reachesradhes where they then will able to grow by 2 bhas
per year. KBS LAB on the other hand, is currentiyycable to operate within 3 districts. Althougteth
numbers of branches they are able to open areestiated by current legislation, they are unable t
operate outside the geographical area of the thstects.

However, unlike all other legal structures mentobitee co-op banks and are able to offer savingisetio
customers. This is the biggest difference betwesvinly a bank status, compared to any other legal
status. While interviewing the staff from all lesedt the cooperative and local area bank, theydrtbizt
savings was their competitive advantage and micaofte reportedly best serves this mission. For
example, all banks concerned had mandatory depiositsder to receive loans. Cooperative banks do
have a for-profit status; however, their profite aither reinvested or paid out to the memberdef t
cooperative. This entails that growth is inter@aal not revenue is paid to external shareholders.
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7.2 Inter Company Comparison

Table 1. A Company Overview

Mann KBS
ANK Arpana PSC DISHA BSFL SKS SML Deshi SEWA LAB
Local
Area
Legal Form NGO NGO Section 25  Section 25 NBFC NBFC NBFC COOP oOCP Bank
Direct
Loan Services N N Y Y Y Y Y Y Y Y
Savings
Services N N N N N N N Y Y Y
Other
Financial
Services N Y N N Y Y Y Y Y Y
Non-financial
Services Y Y N N Y N N Y Y Y
9% on bank-
loan and
1.5%
reducing 1.5%
Interst Rate (monthly) internal 18% 18-24% 26% 15% 18% 18-24%
Per Annum internal (monthly)  18% flat reducing  reducing reducing  24% reducing reducing reducing
Average Loan
Size (INR) Unknown Unknown 10,500 Unknown 11,000 4000 6100 000, 19000 11000
In process Monthly
of change in rural
Installment to but daily
Collection monthly monthly weekly monthly monthly weekly weekly inurban monthly  monthly
Recovery
Rate Unknown Unknown 96% Unknown 99% 99% 99% 98% 99% 090
Loan Individ.,  Individ.,
SHG bank- SHG bank- JLG and Individ., Indivi., SHG, SHG,
Model linkage linkage JLG SHG SHG, JLG JLG JLG SHG JLG JLG
Rural
Area of Rural Rural & Rural & & Rural & Rural & Rural &
Operation Rural Rural Rural &Urban Urban Urban Urban Urban Urban Urban

7.2.1 Loans and Savings

The table above provides a simple comparison betezcompanies interviewed. What is interesting to
note is that only the cooperative banks and thallacea bank offer savings deposits due to legal
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regulations as explained previously. The NGOs dt agethe Section-25s and NBFCs cannot mobilize
savings. All organizations directly or indirectlysdurse loans, hence classifying as promoters ofami
financial services [view 4.2.2.2 Promoters of FitciahServices].

Savings allow clients to plan their spending andsconption and also benefit from investments. Saving
have the added benefit of providing internally gated inflows of money that can be used for loans t
other clients. When interviewing the organizatiassvell as clients it was apparent that withow\arngs
account, clients would be unable to save (at hofrtas was due to a number of reasons. Firstly, auth
formal training on how to save and utilize savingemen and their families often lived from hand to
mouth. Secondly, many times women were unable\e dae to various family issues; commonly their
husbands would take the money. An example was Mzashi's failure to foresee this resulting in the
piggy bank program’s failure. Thirdly, women areable to save for the same reasons they are ur@ble t
access credit. Often these women live in rural anghere access to financial services is impossible
without the channels created by the organizatioisyould be impractical for the women to forego a
day’s wage in order to merely deposit a few rupsethe bank. Finally, the fruits of their investme
would not pay off in the long run without havingsavings program. Profits that are made would be
consumed immediately due to the aforementionedorsasThus long-term capital self-sustainability
would be impossible. It is clear that savingsrisc@l to the clients livelihoods as well as orgations
providing micro financial services.

From an organizations perspective, not being ablaffer savings adds to difficulty related withgiag
funds that all the non-banks face. For the NBFC# an ever growing issue needing access to larger
funds. With access to savings, NBFCs would be t@btgow their capital base. It would also enabkath

to rely less on costly debt and prevent them fralotidg their shareholder value. This is reportediyy

all the NBFCs interviewed had intentions on launghan initial public offering once the markets had
settled. The intent was to attract main-streamstore and allow access to larger funds.

7.2.2 Other Financial Services

Aside from credit and savings, many of the orgaiona interviewed provide a number of other finaihci
services including insurance, pension and moneysteas. Due to the legal framework regulating the
Indian finance market, these services are easpotade than savings, and often such additionaiices
serve the purpose of what Ganesh Rengaswamy fratudralls, “savings workarounds”.

Insurance is likely the most beneficial microfineh@roduct offered. All the organizations intemwied,
Arpana, BSFL, KBS LAB, Mann Deshi, SEWA Bank, SKd SML SHARE, provide insurance. The
majority of the organizations have partnered thhowgrious private and public insurance companies,
with the exception of SEWA, who has created its evimg insurance provider (SEWA Vimo). Arrays of
insurance programs have been explored from heattHife insurance, animal livestock insurance, home
insurance, and business insurance. The majoritysobrganizations interviewed noted that healthlded
insurance were the most needed services as theidpravomen and their families a chance to forego
payments towards unforeseen health expenses. dhifrms Krishna's (2007) findings showing that
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60% of the subjects in Rajhastan, 88% in Gujarat 24% in Andhra Pradesh had become destitute
because of unforeseen health expenses

Along with insurance, many of the MFIs interviewetfered pension products. Of the organizations
interviewed SML, Basix, SEWA and KBS LAB partneradth various companies, both private and
public, to offer pension schemes. Pension prodamtiss a savings workarounds where the clientsinve
a small amount of money per month or week and teerive a lump sum of cash once the product
expires. Furthermore, pension plans ensure ttedl@eavill not live hand to mouth and will eventyable
able retire. This was until recently, quite uncomnfior the disenfranchised in India.

Of the organizations interviewed, only SML and Bagiffered money transfers. Unfortunately,
microfinance institutions in India are unable t@yide money transfers and have to act as facitidato
through organizations such as western union. AsAvioop Kaul of Basix explained, money transfers are
extremely useful for individuals in India who haveved away to search for livelihood elsewhere.e®ft
individuals move to urban areas away from their @@nd family. Thus, a money transfer provides a saf
and easy way to ensure that their capital reat¢teesefjuired destination.

7.2.3 Non-Financial Services

Microfinance is conventionally comprised of micredit, insurance and savings. However, the Indian
microfinance market is highly different than whigedature states. While the majority of institutsooffer
some form of microcredit, e.g. direct credit or bdinkages, most of the institutions interviewedultb
not offer micro-savings due to India’s regulatomarmiework. Furthermore, aside from SEWA, the
majority of companies offered micro-insurance athied party provider where they partnered with a
public or private firm. However, many of the IndiMFIs brought the traditional microfinance to dret
level by providing other side services includingimess and agricultural development, market linkage
health services, financial literacy training andifidence building classes.

While some of the organizations such as SML, SKERAC offered mainly credit, others such as BSFL,
Arpana, Mann Deshi, SEWA, A.N.K. and KBS LAB alsacfis on non-financial services. Basix for
example works intensively with farmers to not opigvide credit but also to link them to markets wehe
their goods can be sold. Their services have tajiped there, however. They have even become
involved in the manufacturing side by for examplelding a ginning plant for their cotton producers.
MFIs often implement side services because it fadh part of their mission.

Mission: In the literature review, the poverty lending agmio and the financial systems approach were
introduced [View 3.8.4]. Analyzing these approach&sg with the literature on for-profit and not-fo
profit microfinance organization, it was suggestdtht differences should be noticeable in the
organizations’ missions. The researchers statedjéhling with mission, we believe that the missioh
different types of microfinance organizations vatgpending on whether they are for or against
commercialization”.

158 Pg 7. Krishna, Anirudh, Subjective assessmentsicgatory methods of poverty dynamics: The StageBrogress method,

Working Paper, pp 1-18, 2007
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The empirical data suggests that Indian MFIs misstitighly influence how development is viewed and
implemented. Mann Deshi states, for example, thagim is to improve the lives of the disenfranetlis
They offer an array of financial and non-finan@alvices in order for their clients’ livelihoodsliecome
sustainable. Thus, when they design new produalssarvices, they refer to their original mission of
allowing women to get control of their financeskéwise, BSFL focuses on providing services that
promote ‘sustainable developméniby providing financial services and technical istsce. Thus by
providing side services these MFIs also ensuretktgt mission is implemented. The attained letgtius
also relates to the mission, which in turn affébtsrange of services that can be offered.

Differences between missions of for-profit and fastprofit organizations are discussed in greatgaid
in section 7.3.

Sustainability: By entering the market of profit and loss, oneeini by demand and supply, microfinance
institutions now face an increasing pressure teustainable, that is, to be able to sufficientlyaraheir
costs as well as earn a return on the money invéstthem*> However, the empirical findings suggest

that organizations view sustainability in differéetms depending on their stance on profit.

Both non-profit organization@rpana and ANK)yiewed non-financial side services as a necessityder

to sustain the disenfranchiseshd away from poverty. For example, Arpana pravilealth education
and empowerment programs to the SHGs that theyaglonkith. Ms. Deyal views these as necessary in
order for the groups to properly utilize the praddcredit, they from SHGs. By providing them with
proper education, Ms. Deyal believed that this wocideate potential managers who eventually could
govern the groups to ensure long-term sustaingbilihe founder of ANK believes that it is unimparta
for the organization to survive in the long rure important thing is that the clients and theirug® are
sustainable and can stand on their own feet.

Side services not only ensure that the women etidizdit for their own financial self-sustainalyilthut

also ensure the organizations’ sustainability. pByviding financial literacy courses for exampleamh
Deshi is ensuring that the women properly utilize tredit provided to them. Furthermore, by prawdi
something as simple as umbrellas through interest lbans, Mann Deshi is guaranteeing that vendors
will work, create a profit and be able to pay b#wk loans from the organization. Thus, Mann Deslim i
essence insuring their loans by increasing theglitity that they will be paid back.

The NBFCs however, mention financial aspects t@hdnr degree when asked about sustainability. This
is not a surprise because these organizationsrefie-griven, need to pay back loans, employ staftl
pay competitive wages.

As Unitus’ Ganesh Rengaswamy puts it, traditionatrafinance shifted towardssocial enterprise
ecosystemsvhich comprise an array of financial and non finl services. Therefore, microfinance has
moved away from the traditional mainstream thounfhfonly) finance. Although it involves providing
the disenfranchised with credit, savings and instea it also entails other services that better the
individuals’ wellbeing. Thus, the researchers badighat the definition of microfinance should be
broadened to embody the idea of a social enterggesystem that not only helps women with their

159 Microfinance : evolution, achievements and chalésntedited by Malcolm Harpdrondon : ITDG ; 2003, p6
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finances, but also their total wellbeing. For extampn individual's empowerment is highly linkedthwvi
an individual’s financial wellbeing although it magt be apparent.

7.2.4 Interest Rates

Looking at the inter-company comparison aboves itnieresting to note the interest rates charged to
lenders of each organization. Despite the outreddNBFCs, they charge significantly higher interest
rates than banks. Since Arpana and Ashta No Keasbank linkages they are not directly involved i
charging interest rates, however, one cannot haimabtice that the internal interest rate charggdhle
members is still significantly lower than the naarking financial company’s rates.

One of the original goals of microfinance is touesthat the disenfranchised would end their rekaon
unscrupulous money lenders charging exuberanteisiteates. Despite the advent of microfinanciahgir
informal money lenders still charge interest radesund 5% per day. This has created much unease
amongst law makers in India who have recently fedutheir attention on these lending firms. Current
local government intervention encourages MFI boex®ato repay their loans. However, as SML pointed
out, many of the larger MFIs are working to reackaa that have traditionally been inaccessible.
Furthermore, in order for them to be financiallyfseistainable they are required to charge at 1&5%b
above their financial costs which is in line wittommendations made by Muhammed Yunus. Although
the interest rates seem to be high at first glaone, must remember that SML charges only 1% above
their total costs.

Comparing the bank interest rates versus non-bgnkimancial companies, one must look at the
company'’s structure and how this affects theirltotests. Banks are able to collect savings andhgayi
banks such as Mann Deshi, SEWA, KBS and LAB are #&blbuild up a cheap capital base which they
then are able to lend out at higher rates to thstomers. However, one must remember that threre a
two sides to this coin. KBS LAB is unable to secprerity sector lending at subsidized rates. Hethee
makeup of their lending base where only 35% ofnahey lent comes from loans to KBS from other
financial institutions. Furthermore, the banks iviewed operate in smaller areas and have fewer
branches than the NBFCs and therefore they do awé hhe same benefit as NBFCs in terms of
economies of scale.

NGOs in India traditionally do not lend money aravé instead utilized the SHG bank linkage model
such as Arpana and Ashta No Kai. Von Pischke’s §1@29gues that NGOs tend to lose money through
lending because of subsidized near-zero-interésftaHowever, the hybrid for-profit NGOs studied in
this paper, e.g. DISHA and Planned Social Concdigproved von Pischke’s argument since they are
fully sustainable. Not only did these organizationaske a return, they also sought to grow theirtaapi
base through profits and subsequently lend moneycteasingly more people. Robert Cull’s et. alq20
analysis notes that NGO'’s tend to target the poofahe poot®’. Can Arpana and ANK illustrate this
analysis? The majority of these individuals hadlimelihood and relied solely on their husbands for

180 3.D. Von Pischke, “Measuring the trade-off betwemrreach and sustainability of microfinance lendedournal of

International DevelopmenYol 8, No. 2, 225-239, (1996)
161 Robert Cull, Asli Demirguc-Kunt & Jonathan MorductMicrofinance Meets the Market”Journal of Economic
Perspectivesvol. 23 No 1, Winter 2009, pp 167-192
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sustenance before the NGBsgan working in these areas. However, many ofother organizations
interviewed, beside NGOs did in fact work with h@orer tiers of society such as SKS’ poor inclusion
program. Mann Deshi's livelihood development schaold Basix’ many BDS services are other
examples. However, we restrain ourselves from &uripeculation on this issue due to the fact thiat t
analysis is based solely on observation and ngpenific measures.

7.2.5 Monthly vs. Weekly Repayments

When comparing MFIs throughout our interview pracese encountered different collection methods.
One of the main differences involved the timingcoflections of interest and premium payments. PSC,
SML SHARE and SKS had policies of weekly colleciowhereas the other organizations opted for
monthly repayments. Clearly each policy has atgteal of impact on the borrowers. Each policy it&s
own benefits and detriments to the borrower as agethe organization.

PSC argued that weekly payments decreased th@oriike organization as well as the borrower. IHgvi
weekly installments ensured that the borrower ditltrave to pay a larger lump sum at the end of the
month. Since many of the borrowers have littl@o@budgeting experience, having a weekly installmen
reportedly lowers the default risk of borrowerstloe company.

On the other hand, a weekly collection proces®sdly both for the company and the women involved.
Attending weekly meetings takes time from the wolméncome generating activities. It may result in
foregone wages for that particular day. Furtheembiaving a weekly repayment may hurt individuals
reliant on erratic income such as subsistence faymi Thus allowing individuals more time to cotlec
their returns from investments may benefit the canypin the long run. In addition, Also, having el
workers visit groups or individuals on a weeklyibaseduces their capacity to service more cliefitsis

in turn creates higher transaction costs due tditnéeishing number of women being visited.

7.3 Mission, Implementation and Impact

This section discusses the missions of the vaioganizations and sheds light on the findings rdigar

the implementation of this mission. The implemeaontaprocess is in fact the conditions that are yaeal

in order to judge impact. Much of the discussiorsspnted below are summarized in this table. More
thorough discussions follow in the text. The litera review discusses the issue of mission inicglab

the profitability status (for or not for profit) @rganizations.

Dichter argues that NGOs (not for profit) have ai@lty motivated mission driven by compassion and
pleads that NGOs “will be afraid to admit that whhey may do best is unsustainable without
subsidy®® For-profit organizations, however, despite theiverall mission, inevitably have an

underlying mission of revenue generation. The naiip organizations interviewed have a board

consisting of members running the organization. fidneprofit organizations have a board representing
founders and owners of the company, governmeneseptatives, and various other stakeholders. In all
cases, except for KBS LAB, however, managemenbispeised of founding fathers and mothers. The
cooperative banks management included memberseotdkop (borrowers and savers) as well as the

152 Thomas W. Dichter, “Questioning the future of NG@®smicrofinance”,Journal of International Developmentol 8, No.2,

259-269 (1996)
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founders. This is interesting because this entlhds none of these organizations has appointed gizgna
directors from outside. Therefore, we see a staormection between the initial missions envisiohgd
the founders and the organizational missions asdhe stated today. All for profit as well as coGtive
organizations in the study have grown from NGOsvifith a non-profit status) to become for-profit
organizations. The overwhelmingly unanimous expianagiven by the organizations for this change is
“easier access to funds to reach more people” ahdemerating revenue.

PSC is in between the two stages, where it is &tillot-for-profit organization but has applied &or
NBFC status in hopes of being granted a for-psifitus allowing them to access more and largerstund

With the exception of PSC, striving to attain a-foofit status, all other not-for profit organizatis seem
content with their status and showed no intentiohganting to change to a profit-status. The reason
seems to be, contrary to what Dichter (1996) sugdeghat these organizations (despite difficulties
accessing funds) acknowledge and value their whitit provide services that would be completely
impossible without subsidization. However, it ispontant to note here that all organizations aparnf
Arpana and ANK that have been interviewed, prirgadiéal with microfinance. The additional services
that they provide are also focused closely arouictafinance. ANK and Arpana, due to their legal
structure, as well as their founders’ initial vis$o do not primarily deal with microfinance. Micirdnce

is just one of the many other things that they f@eheir clients. This could be another reasortteir
contentedness with a not-for-profit status. Nonlegs both ANK and Arpana do a marvelous when it
comes to empowerment through bank-linkages (whaskek clients wanting to lend or save to deal
directly with a bank). These two organizations doafford the trial and error method and their dken
were without doubt empowered (from a holistic pecdive including education, sanitation, and fingnce
The women themselves attributed much of this empowet to the help received through these
organizations.

Clients from the other organizations were also emgged to various degrees, but did not stress the
importance of the organization as much as the tslitar the non-profit organizations. Reasons fas th
could be that ANK and Arpana have worked in the esariflages for over ten and twenty years
respectively, trying to build up the entire so@tlucture of the villages, and established a reperbut
also significantly impacted the lives of peopleeThllagers know Armene, Aruna, and Mamta by name
and seem to have a personal relationship with tl&ients of the other organizations seemed to view
their relationship with the lenders as more ofienttbusiness relationship.

Table 2. Mission, Implementation and Impact

Organisation | Mission Implementation Impact

ANK (not for | Initially literacy; now livelihood development with Ms. Armene Modhidoes most of the Holistic focus on
profit) focus on education, sanitation and finangialork herself, so her visions atefew villages, depth
empowerment. implemented by her and showof outreach

themselves in her projects

ARPANA Spiritual and self-service, development throygMany in the Arpana family work with Focus on quality
(not for health-care, antenatal care. Holistic approach meanagement issues as well as in thend depth, holistig
profit) development, which ensures they see the needsfield, so their spiritual mission is well approach in few
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people and provide solutions to those needs impiezde villages
DISHA “To uplift the poor, particularly women, throughDISHA focus is to provideheaploans | Cannot be
income generating micro-credit,  providinggo women. They have realized thaestablished as a
(not for vocational skills for enhancing income andollowing a Grameen JLG model didfield was not
profit) bringing health care facilities to the doorstep|inot actually produce the desired resyltgisited
rural areas.” and thus have switched to an SHG
model which will lower costs
PSC "Want to see a day when everyone is need can (88C intends to change its currenEocus lies on depth
easy access to affordable loans along with thésskiservices in order to properly follow itsof outreach ang
(not for and education so that she can help her family butmission, which according to Ravi {sslow growth. The
profit) poverty. We want to see a world without povertmot necessarily happening at themall scale
where each and every woman participates to mor®ment. They plan on doing so byoperations seem tp
out of poverty”. offering more services including BD$.be working well,
Furthermore they focus on quality overlthough securing
quantity. The growth is slow, partlyemployees seems
due to financial constraints to be an issue
BSFL “BASIX mission is to promote a large number oBSFL, the NBFC wing, implements ifsFocus on quality of

(for profit)

sustainable livelihoods, including for the ruralopg
and women, through the provision of financ

manner”.

atlassroom training. All
mission is posted on walls and tab
in branch offices as well as he
offices.

mission through in-field as well a
employee
services and technical assistance in an integratedeive Basix caps and shirts. T

soutreach and
ssustainable growth|,
héut also a focus on
ebreadth
ad

SML

(for profit)

“Mobilize resources to provide financial resourg
and support for the poor, especially women,
income generating activities, helping them mg
out of poverty”.

eSML implements

vEhey focus on

Their main target is BPL clients

its mission b
fdocusing on quality over quantity. established as field
risk  mitigation
decreasing costs and to focus on credit.

y Cannot be

, was not visited

SKS

(for profit)

“Eradicate poverty by providing financial servic
to the poor and by using their channel to prov
goods and services that the poor need”

e$SKS has implemented its mission

providing microcredit to a

are clearly focusing on expansion

idecusing on its strengths which ayegrowth
larg
number of people through a fasimany
growth model. They rotate staff andas

DyFocus on  high
and

e inclusion of as
individuals
possible

breadth of outreac

KBS

(for profit)

“To be a sustainable local community bag
institution providing financial services to th
underserved, particularly rural poor and women

edike BSFL, KBS has followed

to arrange provision of technical and supposavings above credit and by providi

services to the borrowers with the ultimate goa
promoting a large number of sustaina
livelihoods in the area.”

LAB status,
outside their

they cannot
three

area is covered

a Focus on quality of
esustainable development model. Thegutreach
amehplement this mission by focusing anlimited

@ number of business and agricultu
bldevelopment services. Due to their
operate
districts g0
inevitably, the focus can only be ¢
depth (if they want to grow) after th

and
growth
nghrough savings
ral

® >

SEWA

“SEWA Bank's mission is to reach out to t

maximum number of poor women workers enga

NSEWA bank implements its mission byA focus on savings

jestoviding a number of side services
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(cooperative) | in the informal sector and provide them suitapléhat focus on their own self-sufficiengybefore credit
financial ~services for their socioeconomiGnd empowerment.
empowerment and self-development through their

own management and ownership.”

Mann Deshi | "We aim to improve the lives of poor and Like SEWA bank, Mann Deshi focusesA focus on savings
vulnerable women in Maharashtra by providing a on providing a number of side servicebefore credit  as
(coopertive) | unique and innovative combination of financial ahdjong with traditional microfinance. well as providing
non-financial services which will help them Innovation for new products createdailored products

achieve financial independence and self- ) o
suff:civencly." 'al indep through the members of Mann Deshi| for individuals

7.3.1 Mission and Impact

It is difficult to say if the mission itself is dictly related to the impact of an organizationdinte we see
such closeness between the mission and the woddirilge organization (attributed to the previously
mentioned composition of management and origirgbws) it is logical to see a relationship betwten
two. In the literature review we mention some peofi$ that can be attributed with agency and board
members being affiliated with the comp&Htylt is argued by Hartarska (2005) that financiavernance

is negatively affected if employees make up a portdf the board. In the case of the interviewed
institutions, financial governance was not focugpdn. However, when it comes to the implementation
of mission and the impact that a deeply-rooted imisgobserved in employees interviewed at each
organization) has on the services being providesifdct that founders and employees are board nmrembe
seems to have a very strong positive effect.

The missions of all these organizations (althoughfor-profit ones are more professionally wordad a
presented) are “close-to-heart” for the employdeth® organizations and this show in the passiay th
have for the work they do. A very possible reassrthiat the original visionaries still form a very
important part of the organization. At Arpana, aligh Pujiya Ma no longer is alive, she and herowsi
were mentioned repeatedly. A branch manager at B8lked about the BSFL founder as someone he
idealized.

In the table above, it can be seen that all orgaioias state that they have at least some forrsamfial’
mission. Differences, however, emerge when we uvietvee way their missions were implemented.
Although table 2 merely provides a brief summaryhaf implementation, it includes aspects such as th
employment, training, and retention of dedicatedfsthe services provided, as well as targeting.

In the literature review section, the authors dbescrtwo major approaches that existed in microfoea

One was the poverty lending approach where therldie of society i.e. the poorest of the poor, ever
able to receive loans at lowered interest ratess Was because the MFI servicing them had received
grants or some form of government subsidies. Tienfiial systems approach on the other hand focuses
on the economically active poor while meeting theisgs demand of the poor, these institutions are
financed through commercial credit, savings anepfoifit investments of various kinds

183 Hartarska, Valentina, Governance and Performanddi@bfinance Institutions in Central and Easteurdpé and the Newly

Independent State¥/orld Developmerol. 33, No. 10, pp. 1627-1643, 2005
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Again MFlIs in India can be seen to use a mix ohlagiproaches. Arpana for example focuses mainly on
the ‘poorest of the poor.” However, a number okthpeople were unable to become economically active
due to non-existing local craft. A number of wonvegre thus taught how to sew in order to promote the
livelihood. Arpana relies only on grants and damagi and thus they could be seen as using thelystrict
poverty lending approach. Under this approachditie not concentrated on but instead the focys la
mainly on business development services. SKS faleewhere in between those two approaches. It
mainly utilizes internally generated funds by prbrg credit (not from savings however). It alsaaglon
partial government subsidies through priority sed@ading. It assists the economically active pbgr
providing credit. In addition, it has begun to fecon the inactive poor, who as previously mentioned
have no livelihood, assets and formal occupation.

The distinction between a poverty lending approachka financial systems approach is not necessarily
correct. KBS does not rely on subsidies howevey theefocus on the poorest of the poor with no fdrma
livelihood skills e.g. the gypsies with no formaldaesses. Thus, the traditional outlook that NG®s i
India mainly focus on a poverty lending approacterglas for-profit companies, i.e. the NBFC'’s, focus
on the financial systems approach, is not justifiabThis also relates to the fact that full
commercialization of microfinance has actually et taken place in India. SKS, BSFL, and SML
mentioned wanting to launch initial public offergtp attract mainstream finance, but since thisnus
yet been done, all organizations in the study dwsec to the poverty lending approach than to the
financial systems approach.

7.3.2 Social Mission and Financial Mission

It seems that the smaller organizations have angmo social mission. In addition, although their
organizations are less structured, the mission saéerbe implemented according to their goals. Cne o
the reasons for this could be that they usuallyoibhave such a large number of staff. Many tinhes t
same people who work with management issues avdlssones that go out in the field. The NGOs and
Section 25 companies in this analysis seem toiffass truly socially oriented organizations. Aflthem

are dependent on grants, funds, or soft loans atigetfact that they are not allowed to distribprtefits
(hence they are unable to attract shareholdershyM# these organizations admitted that they have
growth related problems, but for ANK the initialapl had always been to phase out after ten yeaeseTh
have also reportedly been villages that Arpana énated after they have reached certain levels of
empowerment. PSC’s president stated that he wantscus on slow growth because quality is more
important than the quantity of people they reaemde, there seems to be a focus on depth of ohtritac
is also evident that the return they are seekipgimarily a “social return”.

Looking at the larger organizations, the banksthedNBFCs it becomes evident that they must, feirth
operations to continue, have both a social as agel financial motive. If they do not raise morpitz,

they are unable to serve more clients and theyaih, in their stated mission as well as their of@na

have a larger focus on finances. The NBFCs asasdbianks have more employees, are more widespread,
and are reaching a significantly larger numberligihts. Although the focus of their missions alsaris
more towards a ‘social return’, the ambivalenceeéabetween social and financial returns is evidiént.
some of these organizations become truly commezedhthrough successful IPOs leading to financing
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through mainstream capital) and must take into idenation the financial returns that their stockiesk
demand, the pressure is bound to incréase

7.3.3 Impact Assessment

It is virtually impossible to judge the impact eagstganization has on a village without conducting a
longitudinal study. Furthermore, judging the MFlsnkfits on the individuals’ circumstance cannot be
fully judged by contextual observations. It would becessary to do a comparative study of the well-
being those villages that have not had MFI intetiemis as compared to the village being studied. In
addition, it is very hard to compare villages fradifferent regions since each Indian region is
significantly different in terms of socioeconomignditions. For example, women in a particularagt
may seem highly empowered vis-a-vis another villdgavever, this may be due to factors that are
exclusive to the MFI operating in that area. Religor caste may also influence how we as reseesche
viewed a particular village’s situation comparecimther village in a different region.

Although it is difficult to make a comparative ingtaassessment, it is possible to imply (from the
information obtained, data collected, and situaiohserved) that the depth of outreach was langy¢he
parts of the smaller organizations that rely omtgaThe larger organizations, with the exceptibKBS

and BSFL, seem to be focusing most of their ressuonly on credit, and are doing so on a very wide
scale. Hence, for these organizations, breadthuteach is more significant. BASIX Holding Group
seems to be the only ones in the sample (inclubatly KBS and BSFL) that have managed to provide a
full scale of services at a wide as well as deegeaThe cooperative banks, although working witteo
issues as well, have not gone as far as BASIX whbwige BDS, risk mitigation, and a learning forum
called the livelihood school for others working kit microfinance.

In the literature review, the authors presenteduimber of metrics developed by Navajas et al (2009)
testing the effectiveness of microfinance institng such as depth, breadth, cost to users, wotkexs,
scope, and lengtf. Since these are mainly quantitative measuresiaditative study is not best suited
methodology to study the MFI's impact on a particdiousehold or individual. Furthermore, while such
measures as breadth and cost to users can be peslyured through data from each organization’'s
respective website, other measures are less targlich as depth and worth to users. Depth for pbeam
could be measured by the MFI customers’ annualnnectevel, or by an Indian specific measure such as
the number of customers below the poverty linewelcer, this measure is highly subjective. PSC'¢i Ra
Gupta iterated the issue exquisitely explaining thaa particular village a person may be above the
national poverty line, however in that area theg aonsidered to be the poorest of the poor. A
guantitative figure would thus exclude those pesseho were in need of financial services.

Since this study was not a longitudinal one, thpaot assessment is based on the organizationgomiss
and the implementations of these. Furthermore ctiemt interviews are seen as a glimpse into their
perception about their circumstances. In the chtke NGOs, Arpana and ANK, the women were well
aware of the founder as well as the field work&fey had been present in the field for many yeads a
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had a good repertoire with the women. The cliehth® bigger companies however, did not always have
the same depth of relationship with the field waoskeMost of the marketing is relied on via word of
mouth which could be positive. The companies mustkvon retaining and satisfying clients in order to
attract new ones. The most significant change ttatclients spoke about was that they had received
‘knowledge’ through attending the SHG group meedinithis again, concerns rudimentary knowledge on
savings and credit possibilities as well as momevsipread knowledge (again as in the case of tHedNG
regarding health-care, sanitation, the village cdumn addition, there is the importance of edimat
(specifically sending girls to school as well as thoys) and empowerment (in terms of women’s’ gght
in the home as well as in the community. The edocat programs provided by ANK and Arpana, which
focused on many other things apart from finanataises, seemed to have a large impact. Crediealon
however, does also seem to have an impact, yetiorflpancial terms. The empowerment comes only
through the women'’s successful use of their loaimghvenable them to pursue their own interests.

7.4 Other Aspects

Although the research question does not specwiaalention other aspects than mission, impact and
context, we believe that there are many other §adeit make the organizations, included in theystud
successful in providing the intended servicess Ipiecisely for this reason that we included thiente
‘context’ in the research question. Although thgalestructures and regulations presented earlren &n
important part of this context, they are by no ngeamhaustive in explaining India’s micro-finance
context. The mission and impact can be seen asastdrend points for the analysis. The organization
start with a mission where they state what theytwaraccomplish and how they wish to do so. The
impact, although subjectively judged in this theal®ws for an analysis of whether the mission lhesn
accomplished. The context includes other factoas kinder or encourages the implementation of that
mission. These aspects that were found relatitigeanission and the impact are discussed below.

7.4.1 Human Resources

Although all of the companies interviewed had siminethods of poverty alleviation, in regards te th
way they regarded, hired and trained the orgawizatifield officers and staff, their methods were
tremendously different. Many of the organizatiolsoanoted that it was a challenge to find the righd

of employees. In order to implement their missiod & provide the intended services, the people and
devices that act between the mission and the sliar questioned. Below we discuss issues relating
the recruitment, training, and retaining of devadestelopment workers.

Women vs. Men: All the organizations we met with serviced the reeel mainly women. The first
reaction of the researchers was that women wouldhbebest employees to deal with women. Our
original rationale was that female field workersulebbe more able to understand the needs of cussome
they worked for. These women had often been irstivee situations as their customers and understood
the need for empowerment and the importance ohgatkieir own financial needs into their hands. isTh

is similar to the reasons of some of the orgarimati e.g. SEWA and Mann Deshi. Furthermore, a
number of organizations explained that it woulddif@cult for female customers to explain convese
subjects that were private in nature with membétk@opposite sex.

However, many of the organizations, and specifictlibse that are larger, had in fact very few femal
workers employed in the field e.g. SML. There wemyeral reported rationales behind employing
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mainly men. SML stressed that often field officersre forced to travel long distances and this aoul
pose some security risks to the women. This tegjud was shown first hand from one of the field
workers at PSC who explained that since she wadlingniarge amounts of cash, there of course could
be security risks that could be frightening. Otrexrsons why women are not being employed to adarg
degree than men within the microfinance sectorcd@iso be due to macroeconomic issues. Since the
microfinance sector is having a human resourcesidlefi the moment, prioritizing women over men may
seem impractical. Although it happens less so \otigstorically families tended to prioritize male
children over female and thus many women today aiten uneducated. This problem is further
emphasized in rural areas where cultural valueseplass emphasis on egalitarianism. This view is
reflected at Mann Deshi where the management asbinitiat they had a difficult time finding enough
gualified women for the job.

Outsiders vs. Insiders:Another important issue is the question of whetioehire field staff from the
same or different areas where they would operatgirA the researchers initially saw the question as
somewhat straightforward. Field executives who €drom the same village as the women they were
servicing would best understand their needs andiralilvalues. India is an extremely diverse plate i
terms of religion, ethnic backgrounds and langu#tygs our rationale. Many MFIs alike, considereat th
hiring workers from the same region would overcahese potential obstacles. However, many MFIs,
particularly the larger ones such as SKS and SMLth& as a disadvantage. Field executives whaecom
from the same villages as the women often haveosechetwork of friends and relatives that could
possibly cloud their judgment. This could happerainumber of ways. Primarily, many people who
should objectively not receive the loans may bégpred over other individuals, who are in more netd
the loan, due to personal relationships with te&dfofficer. Furthermore, a field officer who ginates
from the area of his or her clients might form hsilar perceive themselves, to quote Ms. Kashiminfro
SKS, “as demigods.” The solution thus for many WSl to hire field officers from different regioasd

to move the field staff to different locations. i§lsolves the problems of having personal relatigpss
affect the judgment of field executives. It alse@m®s that they are not in the same place longgintau
get power hungry. Clearly the latter issue doesiowhich could be seen with Ashta No Kai's so&di
worker.

Training and Education: At first thought, one would assume that the highereducation, the better the
field executive. She or he would be able to comgnel more complex mathematics, have better
analytical skills, have higher computer literacyl arilize their education to the benefit of the gamy.
However, the researchers have seen cases wheg inidividuals with higher levels of education diot
serve the corporation in the long run. Such enmge#gymay feel that they are not being utilized &irth
full potential. This would create problems similes those seen at PSC's where field worker
dissatisfaction was apparent.

However, many of the management that we studiedhehavorking in the field such as SKS’ Branch
Manager or in the office, such as SML’s Vice Presidof Planning, had started off as field workerd a
had moved up the corporate ladder in a short amoftinime. This move, while quite incredible
illustrates what Vishal Bharat of Caspian Invesitesated on the quick expedient nature of climktime
corporate ladder in the Indian microfinance market.

From Social Entrepreneurs to Professional ManagersA number of the people the researchers

interviewed noted a shift in the microfinance markem social entrepreneurs to professional board

members and management. Although this trend wasawered in the literature view, it is apparergtth

while MFIs continue to grow, it is becoming morepiontant to have professional managers running and

operating microfinance institutions. Along withrihg professional managers, microfinance instingio

are increasingly being pressured to provide adegsalfiries to their managers as explained by Gaspia
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Investors. This shows, in accordance to the firslioigHartarska (2008¥, that adequate compensation is
needed in order to provide a proper incentive favegnance of the organization. The field worker at
SEWA for example was adamant that she was not hgmgerly paid, and thus was looking for similar
work in the corporate sector even though she edjbnge work at SEWA. Without proper compensation,
microfinance institutions will not be able to attraufficient human capital in order to make thauistry
properly efficient and competitive.

Training and Mission: The field workers and executives are the froetktaff and outward face of an
MFI. Thus training the workers properly and ensgtihat the mission of the organization is brougtd
the field is extremely important for the succesgheforganization.

All the organizations interviewed stressed thatitést way for the new workers to understand theions

of the organization was to send the workers int field. The object was to demonstrate to the field
workers why the organization existed and who theyraeant to service. This applied not only to the
frontline staff but the organization’s managers Bbr example, Unitus’ manager explained that tbst b
way to analyze a new company that they wishedraniie was to look at how the social entrepreneurs
interacted with the women in the field. This leaghby doing was often conducted by a shadow psoces
where a new field worker observed the actions gblegees in order to learn how to effectively wornk i
the field.

Despite this similarity, many of the organizatidrened their staff in a number of different waySor
example, in order to handle the large amount dfl fetaff that they required, SKS had developed a
‘factory style’ recruitment policy. This was needbdcause of their incredible growth rate of 1,000
employees, 50 branches and 300,000 new memberaqrgh. Arpana on the other hand employed staff
mainly from their Ashram. Thus their HR policy wak encompassing and implied spirituality through
practice.

While interviewing the field staff of the largergamizations, it was apparent that they had beguking

in development not because they necessarily wadatkdlp the individuals, but because it was considie

to be a ‘job’. However, it seemed that after thead lrspent some time working in the field, they
understood that their work was more than just anaboccupation and that they had significant inflce

in helping the disenfranchised. The researchergugelthat smaller organizations are more able to
concentrate on their training and are able to speoigk time training and ensuring that the missibthe
organization is implemented in the field.

7.4.2 Targeting

Targeting is an important aspect when comparing lmpanies implement their mission. If an
organization’s initial mission entails targetingecific group the impact assessment must consiger
There is a need for both in-depth and large-scaleny alleviation measures in a country like India
Although all organizations do not mention spedifitgeting in their mission, it is noticeable throubeir
work. SML was the only company that specificallgtet that they target BPL clients. However, evés th
can be a subjective measure since monthly or egarlyyincomes may be extremely difficult to estimat
Most organizations like BSFL, SKS, and DISHA ussibariteria such as economically active women.

166 Hartarska, Valentina, Governance and Performandéi@bfinance Institutions in Central and Eastemndpé and the
Newly Independent Stated/orld Developmeriol. 33, No. 10, pp. 1627-1643, 2005

147



PSC uses a different model where they choose gettarlients considered poor in their community,
regardless of real income. In the case of Arpankb/dK the targeting is not an active choice, whiegyt
choose to work in a village, they include everyar® is interested. These different approaches folwh
clients to serve affect the implementation of ssrgiand the final impact must be analyzed accadsding
The impact assessment, hence, takes into consaterdhese aspects.

Mainstreaming Clients: The issue of whether microfinance institutions $tiaunainstream clients or
retain them after they have completed the loanesyid a hotly debated topic in India. Both sidat p
forward powerful arguments with valid points. PSE éxample did not want to let go of clients aftery
had completed the full loan cycle because manyhemt had still not escaped the clutches of poverty.
Looking at a larger macroeconomic perspective, MRdd retain clients after they have graduatedobut
poverty benefit by economies of scale. The moientd they have, the more income they will receive
which in turn will enable to MFI to expand and lgrithe benefits of microfinance to a larger clieas®.

However, as previously mentioned, one of the oabgoals of microfinance was to mainstream clisots
that they would be able to graduate into the forssmitor. The thought behind this was to increase th
income level so that they would have access to straiam financial services, e.g. banks that requiGo
rupee deposits that are often too expensive for pbents. KBS LAB for example encourages their
clients to seek financial services at formal bagkimstitutions after they have completed theirdHoan
cycle amounting to 50,000 rupees.

Although the intentions behind mainstreaming cbeate well understood, the same reasons often lie
behind the MFI clients’ inability to access maiestim financial markets. Women in rural areas, where
banks or other formal financial institutions operawill still be unable to access mainstream firi@nc
markets despite their graduation to a higher leféhcome. Thus they will still rely on the netwer
provided by microfinance institutions until formaistitutions build their own distribution channels.
Consequently the issue of phasing out of a ceda@a cannot be addressed until a formal financial
institution has been established. A prematureveatiild cause detriment to the client and may enthae

the client gains would evaporate.

However, there are times when phasing out of aicedrea can be the right option. For exampley bot
Arpana and Ashta No Kai have the ultimate goal weéntually leaving their areas of operations.
However, before they leave, they are intending teuee that the groups they serve will be self-
sustainable. The issue of sustainability can belyossible however through a bank linkage SHG imode
DISHA for example operates an SHG model; howevey tho not act as bank facilitators. Therefore, if
DISHA were to phase out of their areas of operatitimee groups would lose their source of financing.

7.4.3 The Importance of Leadership

Throughout our data collection process, the rebeasccame across an abundance of microfinance
employees who revered the social entrepreneursidéheir organizations. Almost every presentatibn
the organizational background of each MFI invohaedletailed story of how their founder and social
entrepreneur had begun working with microfinancesettgpment. These stories had manifested
themselves in many ways including how the orgammatvas built, what values were instilled in the
organizational culture and how the organization Mauork towards providing microfinance services.
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Leadership and Influence on the MFI:When the researchers began interviewing manageamehthe
field staff of organizations the interviewees wouldvitably begin talking about the founding mensber
and their influence on the organization. Arunagiana spoke fondly of ‘Ma’ who, although she had
passed, still greatly influenced the cultural apititial values of the NGO. These cultural andigpl
values were represented in the mission of Arpamepbore spirituality through practice which resdltin
their participatory model.

Similarly, Basix practice and services were greatfiuenced by its founder’s belief on developmand
microfinance. Anoop Kaul explained that Basix'siider, Vijay Mahajan, prioritized savings, money
transfers and business development services owrcpedit. Hence the organization grew much
differently than other large MFIs where an ecleaiganizational model was built to best provide
services alongside credit such as KBS LAB. LikewiSML'’s founder is influenced by the Grameen
Bank’s founder, Mohammed Yunus, which in turn iefiges how SML provided microfinance.

The leadership also influenced the way organizatigrow as in the ANK’s case. Armene Modi's
trepidation to delegate has caused all the NGGtta hrick wall in terms of growth and until her ow
ideology and trust change, growth will come slowly.

The way employees are trained is also significamiyuenced by the leader and founder of an
organization’s beliefs such as Vikram Akula from SKHis high growth high breadth model was,
according to management, influenced by the StarbBeisiness Model.

Ganesh Rengaswamy of Unitus also understood thertemre of leadership. When evaluating new
companies, he noted that one has to look at thialsextrepreneur behind the organization in order t
judge how successful an organization would bes lpparent that the personality of the organizason
shaped and guided by the MFI founders.

7.4.4 Information Asymmetry

Information asymmetry plays an enormous role in ritierofinance context in India. In the literature
review we put forward that one of the problems sgih an increase of competition lays in informatio
asymmetry and the related adverse selection haz#wgerse selection occurs when information
asymmetry exists for either a buyer or a seller Hretefore the individuals involved are unable to
distinguish between good and bad ri¥ksThis can occur for both the MFI and the clientsanf MFI.
Microfinance institutions operate under considezaptessure to operate efficiently while providing
relatively cheap loans to the poor. Often theyndbhave sufficient information to distinguish betmn
good and bad clients and thus, the risk of defiagleases. The clients on the other hand, oftenaio
have sufficient financial knowledge to distinguisetween MFIs that are offering competitive loans to
those that are charging interest rates above thketaverage®®

The clients we met with have no access to inforomatther than what they are told. Even if they did
have access to information, they often lack thdissksuch as reading, writing, and hence critically

187 picard, Pierre, "On the design of incentive sclenmer moral hazard and adverse selectitoytnal of Public Economics,
Elsevier vol. 33(3), pages 305-331, 1987.
%8 Mersland, Roy & Strgm, Reidar @ystein, 2007, "Penfance and corporate governance in microfinandgtitiens,” MPRA
Paper 3887 University Library of Munich, Germany.
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analyzing what they read) to make use of this mfdion. Hence, below we discuss some of the
consequences of operating in such an environment.

Competition: The microfinance market in India is burgeoninghatéver shape or form all MFIs studied
had the same goal of empowering women to escapeltitehes of poverty and scrupulous money
lenders. Furthermore, many of the managers interdeexplained that the market was still under-
penetrated and thus, there should be plenty of rGmmall the microfinance institutions to operate.
Despite all the microfinance institutions havingar goals, fierce competition is eminent.

Lack of Coordination: In every organization studied, there were degréempetition varying from

the unhealthy to the healthy. Although one couldua that competition should benefit the end
consumers by driving down interest rates and irsingathe efficiency of operations, there are obsiou
detrimental affects to the lack of cooperation. nylanicrofinance institutions operated in the sameaa

as others, despite there being countless othes #tagthad not been covered. In some cases thiofa
coordination was extreme as in Planned Social Garxease where SKS had opened an office across
the street from their operations. In other insésnihis competition was unnecessary. This coulseea

in Arpana’s case where clients were being enticethke expedient loans from a local NBFC and thus
breaking the trust that bound the SHGs.

Since the market is still considerably under-peatett, the above examples should not have been
occurring. The managers interviewed explained thiatunhealthy competition was a direct produch of
lack of cooperation between MFIs. The majority edlfor a forum where covered customers would be
made known to other MFIs. This could take the farfna microfinance credit rating agency (RTA).
Having such a forum would eliminate overlappingtté& decrease in overlapping, credit risk would be
reduced and MFIs would have an easier time comuyatillage surveys to know where to open new
operations. Furthermore, cooperation between MHisldvallow more efficiency in providing credit to
the end consumers which would result in more abe#sy covered in a shorter time span. Other means
of cooperation should also be encouraged such ekirSMandikar's example of community based
microfinance institutions (CBMFIs). This would dmgage situations of direct competition between
NGOs and NBFCs as in Arpana’s case. Instead of BRQNdirectly competing with an NGO, the
organizations would work alongside each other whieeg would utilize their organizational strengths
best help the disenfranchised.

Thus there have been cases of clear informatiom@asjgry, however mainly on the end of the MFIs who
have no forum where they are able to avoid oventepprhe researchers cannot conclude that there is
sufficient evidence to support that informationragyetry exists in terms of borrowers not being avedre
other MFIs that were offering more competitive sat®n the contrary, many of the people interviewed
exclaimed that if they found other organizationat thffered more competitive rates, they would have
gualms switching to another finance provider aswshovhen interviewing the women at PSC.
Furthermore, the researchers were unable to fiedrdhrge examples of moral hazard. Although all
organizations admitted to there being rogue lenddrs had no intention of paying back the loans, the
fact that all the organizations interviewed hadhsbagh repayment rates shows that moral hazard is
virtually non-existent.

The researchers had seen the positive effectsropetition however. For example, Mann Deshi noted
that the reason why they had such low interestsratas due to healthy competition between other
cooperative banks operating in the area. Becaud@sotompetition they were forced to keep cosis lo
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These costs were then in turn passed down to ttheigars in terms of lowered interest rates whiehirar
line with Mcintosh’s et al. study on the affects afmpetition. Furthermore, there were examples of
competition that had affected the ability for sdlgianotivated investors to reach certain clientsPISC’s
case, the branch manager Satender exclaimed thaadhewished to provide a number of business
development services however this would mean tiet tvould have to raise interest rates which they
were unable to do at the moment because of congpetiThus there were cases where socially motivate
investors (PSC and Satender) were unable to pr@édain services to clients that were in need leza
of direct competition with other microfinance praiing institutions.

Informal Money Lenders: In every village where we observed microfinancditusons operations,
money lenders still operated alongside formal ¢radititutions. Informal creditors varied signifitty
and constituted anything from family members tonlegharks. The existence of informal creditors was
surprising to the researchers who assumed thatamé4F| entered a certain area, informal credit ou
cease to exist. However, it became apparent thayraf the informal money lenders were lendersasf |
resort where individuals needed expedient loanshort time credit needs. Because MFIs often laave
period of due diligence from anywhere between 3d8KS) to 60 days (SEWA), many people cannot
afford to wait for a new loan to be passed eveadgomg cheaper interest rates for more expedieualitcr
Another reason for the continued existence of mfdr credit markets is related to overlapping.
Individuals who have taken loans from MFIs areigible for new credit until the loan has been repai
Thus they go behind the MFIs back and lend frorarmial creditors. Regardless, a number of the MFIs
interviewed explained that informal creditors caumeler stress once a microfinance institution edtere
into a particular area and thus driving down tiofien exuberant interest rates.

7.4.5 Developing New products

A microfinance institution is only as good as theducts that they offer. The researchers encoethtar
number of organizations that applied different methfor developing new products and services. Some
of the organizations applied a needs based pergpedhile developing their products and serviceshsu
Mann Deshi, Arprana and Ashta No Kai. Mann Deshigieample had learned through trial and error to
listen to the women they serviced because of faitures such as the piggy-bank example. By lisign

to women they had developed products that dirdhefited them such as their June savings produkt a
bicycle program. Likewise, Arpana utilized survéyorder to locate the areas which there were d&fic
such as health issues. They subsequently develmoggams such as the cataract operations to service
these needs. A needs based perspective does reptsaprovide results however, Armene for example
consulted with the local villagers in what areas shuld develop upon. Hearing that public toiletse
needed she built a number of facilities to impreaaitation. However, when the researchers visited t
villages it was apparent they were not being used.

8. Conclusions

With the unintended but obvious risk of reiteratisgme of the already mentioned issues, below we
present a brief summary of the conclusions reatteaigh the analysis. The discussions above le&d us

a pivotal point where it becomes necessary to malgthe aspects and attempt the awesome task of
presenting them concurrently. The idea is to preadhort discussion on how all of the above-maatio
aspects build the context of microfinance in Indidat the challenges are and how to predict the nea
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future. It is important to state here, that it i¢ o means, our ambition to provide an exhaustive
contextual analysis. The aim is instead to buildesidence based framework to provide a substantial
theoretical groundwork as an onset for contextualies on microfinance within India.

8.1 A Prognosis

It suffices to say that microfinance in India isakidy legislated and this has lead to the emergerice
several different models including the SHG-bankaige, direct loans, savings and credit as well as a
diverse kaleidoscope of additional services. Howevés important to note, that this heavy ledista is

the result of no distinct microfinance legislatundich is at the moment creating many debates. @ne
the issues under discussion right now is whethefGEshould be allowed to mobilize savings as well a
disburse loans. Within the various organizatiomalctures that have emerged, organizations sedme to
striving for the legal structure that best asdilstsn to achieve their mission and implement thealg
regarding the mobilization of microfinancial semgéc We have seen a wide array of missions thabean
placed on a social vs. financial scale. Howevergdeegded to leave the chart open on that issueuseca
there are so many factors that affect the impleatmmt of a mission. Firstly, the mission itself dam
guestioned, but since we often were very inquisitibout the start-up of the organizations, we belie
that we were able to understand how their missevmdved to become what they state they are today.
This process allows us to move on to the implentemtaf the mission, which we believe is influenced
by the human resources employed, the leadership pkacticed, the targeting, as well as the acoess
lack of access to information on competitors, Ididn, it is influenced by the clients, the infaation
asymmetry among the clients, and the tailoring wfoivative products (and the cost-effective
implementation of technology) to best serve thedaed the target market.

8.2 Phasing Out

The only organization that significantly admittedhaving a phasing out plan was ANK. The initial-te
year plan did reportedly not work as planned, as AMsene Modhi felt it difficult to pull out wherhe
was receiving additional funding for a library amad additional dairy. The issue of phasing out,
nonetheless, is interesting, for microfinance a®rcept. The idea is to financially empower thos® w
today are termed as non-bankable, to help thenblesttza means of generating a continuing source of
income and hence, allowing them to save, invest, erentually become “bankable”. Is it not then, by
definition, a task of intervention that, if sucdessit would need to have a finish line? It is hever,
evident, through the results and analysis in thidysthat merely access to credit is not going &kenthe
‘unbankable’ ‘bankable’. There is a need for edioratempowerment and finances in order to bridge th
gap between the poor and non-poor today. The ddwre that is extremely pertinent is that of
environmental impact; and this is where we nedddm from the ways that the poor live today. Mg
them credit to be able to purchase a vehicle realigt is needed to make the distribution of resesirc
more equal? These are questions that this studgrtunately cannot answer. However, we do believe
that we provide enough grounds to justify the némdsuch studies in the future, and this will be
discussed further under the section pertainingtcommendations for further research.
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8.3 The Commercialization of Microfinance in India

We believe that this research study is highly pertt in today’s financial situation. This is partgcause
the world finds itself in one of the worst globahdncial crises ever experienced. Accessing debt is
considerably cheaper than usual and along withriassef initiatives from the Indian government, has
allowed the microfinance market to boom in IndihisTwas a much needed boom, and hopefully, the
growth can continue in a smooth manner, with theebiss reaching those who need them the most.

Returning the commercialization debate that wastimeed at the onset of this study as well as dutfireg
literature review, the sustainability debate inigni$ very different than that of our literatureviev. In

our literature review we stated that in order focnofinance institutions to become sustainaliiee¢ MFI

has thus three main choices: lower costs by irsirgathe breadth of operations, increase the irdere
rates and fees to the borrowers or accept subsididdowever, most of the MFIs studied aside from
banks were unable to mobilize savings. Furthermalraost all of the organizations relied on sulesidi

in one form or another. The obvious reliance dpsglies could be seen through the NGOs who could
not provide a return to their investors and thusd ba receive funding and grants as a means of
subsistence. The only section 25 company thatniernviewed had received funding through private
donors such as Grameen Bankurthermore, all the NBFCs interviewed were pded priority sector
lending which was a direct subsidy of the Indiarvegoment, and hence they were not excluded.
Morduchs assumption (under his paper entitled therdfinance Schism) is that in order to become
sustainable, a possible alternative for an MFI wdg to mobilize savings was actually demonstrated
the banks’ situation. KBS LAB for example was nohsidered to be working in the microfinance sector,
and was assumed to be just an ordinary bank tlthhaunusual clientele. Thus, their only advantage
over other NBFCs, who are able to receive prios#gtor lending, was the fact that they were able to
mobilize savings.

Although some of the organizations mentioned thay twant to do an IPO, this will not become reality
until another few years, and that is when the oguseces of such a move can be studied. A move
towards commercial finance may end up putting sofme organizations in India on the same side of
the debate as Comportamos in Mexico. However, titemgth of the social mission on the one side and
the need for mainstream finances in order to expandhe other side, will determine which way the
scale tips. Until then, the organizations witnesgethis study, all retain at least some degre¢heir
social mission, and we have not seen any case vilerest rates have skyrocketed only because such
rates can be charged.

8.4 Concluding Remarks

In terms of sustainability, NGOs seem to strongglidve in sustainability, not necessarily of their
organizations, but of the clients that they servidee side services that they provide are meainictease
this sustainability if it so happened that the NGf@ased to exist. The larger organization alsoidens
sustainable growth to be important, but more intdmns of keeping their organization sustainablbdo
able to reach a larger number of clients. Both sypkorganizations, with a focus on depth as well a
breadth are needed; the optimal would be if thaylccavork together, to attempt to eradicate poverty.
This because, as mentioned earlier, only finanneagzalleviate the kinds of poverty witnessed ididn

Thus, the researchers believe that the definitfamiorofinance should be broadened to embody tka id
of a social enterprise ecosystem that not only shéhe financial side of the women, but the total
wellbeing of an individual. Concentrating on merélyancial services leaves out other critical arefs
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development such as empowerment which although enaydt apparent is highly linked with their
financial wellbeing. Furthermore, the researchierd it imperative to look at legal structures anidsion
when comparing various microfinance promoting org@ions. The reason is that these organizations,
especially on financial terms, cannot be compaceddch other without taking into consideration the
legal structures that define their means to finamgevell as the providing of certain services sash
savings mobilization.

Despite the outreach of NBFCs, they charge siganftiy higher interest rates than banks. Since Aapan
and Ashta No Kai act as bank linkages they aredimettly involved in charging interest rates, hoeegv
one cannot help but notice that the internal irsierate charged by the members is still signifilgalotver
than the non-banking financial company’s rates. bhek-linkages also allow clients to become direct
clients at banks, where they can open individuagihngs accounts and also (once they have stabittzeid
income) apply for larger or individual loans. Tlésthe advantage that the banks included in theystu
already provide to their clients. With savings, keasuch as Mann Deshi, SEWA and KBS LAB are able
to build up a cheap capital base which they therahte to lend out at higher rates to their custsme

KBS does not rely on subsidies however they do doon the poorest of the poor with no formal
livelihood skills e.g. the gypsies with no formaldaesses. Thus, the traditional outlook that NG&asi$
mainly on the poverty lending approach whereaspfofit companies focus on the financial systems
approach cannot be justified in the case of INBRSIX Holding Group seems to be the only ones & th
sample (including both KBS and BSFL) that have ngadao provide a full scale of services at a wisle a
well as deep range.

9. Bias and Qualitative Studies

All researchers must deal with biases and all ssudemand separate measures depending on what types
of bias one is dealing with. The key is to remaitical and aware of instances where bias can seapd
incorporate measures to reduce the impact of thisdn the outcome of the study.

9.1 Culture Related Bias

The Indian culture varies significantly from the &iish. India is a high context country where timme i
seen as extremely flexible. People are very helpfa want to serve you in every way possible. Vith
mentality of wanting to please comes a problem ihatorth mentioning. The helpfulness does notdeav
room for a “no” or “I'm sorry, |1 do not know” asigwould be synonymous with “I cannot help youh |
most contexts, such answers would be unacceptableus, often we would notice that when the
interviewees did not know the answer they woultiegittry to avoid the question change the subject. |
order to combat this issue we sometimes had tor@aspiguestions and ask them several times when we
felt that we were not receiving concrete answeks. researchers, we understand that this couldhren t
risk of forcing a statement out of an individuaathvas a) false or b) s/lhe was unwilling to divulg¢he

first place. If this was apparent, we dropped tlestions and decided to ask someone else in the
organization instead. However, for those answerilwthe interviewed subjects were knowledgeable
about, yet hesitant to divulge, a degree of pragleias needed.

As researchers, it was highly apparent that thristesl a social hierarchy in all context whethethin

field or in the office. This can be seen by posisi such as boss vs. employee or in a socioeconomic
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context such as rich vs. poor or high caste vs. tast. This created problems in a number of
circumstances. For example, when we visited #ld,fthe field officer was our guide and was présén

all times. Because of this, the clients might have felt that they were able to express themselves
honestly or express themselves at all. They déktrafraid of divulging something that would beeseas
‘bad’ in the eyes of the field officer, who aftdl, daad the fate of their lending potential in hisf hands.
This was generally difficult and it needed to bpeated many times to the loan officers as wellhas t
women that we were not representatives of the cagnf@imilar situations arose when interviews were
conducted with the field officers in their office®ften, their superior would be in the same roonictv
created obvious strains on the reliability of thesveers. In such circumstances we explained to the
superior that we preferred interviews to be coneldioh a private setting. Most often s/he oblidaat, in
some circumstances s/he lingered and created a@ousbliias in the answers which were noted by us
during the collection process. Similarly, beingeigners had a great impact on the actions of those
interviewed. For example, after visiting Ashta Nails operations in Maharashtra and observing the
opening ceremonies of each meeting that involved@hameen oral contract and a number of songs,
Armene Modi explained later that they had goneuglosuch proceedings as a demonstration for us and
these rituals were normally avoided

9.2 Language Related Bias

For any researcher conducting an analysis in ddioreountry, language barriers often create problem
while collecting data. There exist a number ofedént levels of miscommunication, some minimal and
others less so. Firstly, the Indian English accemts considerably different than those of Britigh o
American English. This sometimes created probléonsus during the interviews. However in the
analysis process, direct transcriptions were coteduaf the interviews in order to ensure that namireg
was lost while interpreting the data. Secondlyshuely was conducted in a number of states andnegi
where different dialects and languages were useteSlirect communication between Maira and the
interviewees in Hindi was impossible during sucftwinstances, translators were used. This in itself
created semantic problems that unfortunately caotdbe avoided; however, we noted such issues when
collecting data. Furthermore, the very fact thasiMa was unable to speak Hindi and could either
observe or utilize the resource of a translatoategt a number of situations where only one persasn w
able to be involved in the collection and simult@une analysis process. However, as researchersewe a
also able to see the benefit of this situation wlaare is allowed to observe the social context rfreedy
without the distraction of conversation.

These issues are difficult to deal with, but we fedm the beginning that we must visit the peogmhel
places that we are writing about, and feel tha @xtremely important to use our observationalskd
their fullest. We tried to look at issues such asnen empowerment not only through the questionsdask
to the women but also in terms of how vocal the worvere, how often they would mention their
husbands or sons in their discussions pertainingdoey, and whether or not they covered their heads
Also, the interviews conducted with the varioustpare used as an analysis tool for the entiratsitu
rather than hard-cut facts. Another measure thatean taken to minimize bias is the fact that aseh
tried to interview as many people as possible. ifikerviews are never structured in exactly the same
manner and we have interviewed as many people ahave gotten the opportunity to, in each
organization.
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The interviews serve as a basic blueprint for apigion issues and challenges faced within the indus
The combinational as well as comparative analy$ishese interviews provides an overview of the
existing models of dispersing financial serviced provides a collection of the biggest challengesd
today in the microfinance sector in India.

9.3 Quality Control

There are certain pitfalls associated with qualieatesearch in general and ethnographic methogksog
in specific. It is important for the researchebmwvigilant and, although the researcher is theungent
of data collection, try to remain objective to thegree possible. This refers to both the data ctale as
well as the presentation of data. It is in ordet twoinfluence the answers in any way, not to @yrtr
misleading information that the researcher mustecefupon the issues of reactivity, reliability and
validity. These three concepts are discussed balawore detail and reflecting upon their relevaihze
the study.

9.3.1 Reactivity

Reactivity is the degree to which the presencehef researcher might influence the behavior of the
interviewees because they know that they are kstirdjed, and hence lead them to act in a differeyt
than they would if the researcher were not préSerin relation to the interviews conducted, the
researches tried to reduce the effects of reagtastmuch as possible. This was done by tryingetaa
know the people we interviewed, spending a longeount of time with them, drinking tea and coffee
with them, and at certain instances inviting themunch. The idea was to try to create an informal
setting where the interviewees feel comfortable actchaturally. The questions were also posedviaya
that showed our interest in the individuals’ pecdives due to our belief of the importance of hegri
their voice and getting their views across.

However, despite the efforts of the researcheesgtlare certain instances when you cannot coriteol t
putting up of a show or certain actions or attitutteat would not arise if the interviewees werelrgihg
studied. Due to ethical reasons, however, we chosdisclose, at all instances, the purpose of our
research. Certain management representatives didlways feel that they had to authority to reveal
certain information as they did not fully understamho we were. This was an issue especially insccase
when the meeting was planned to be with someomre(stsneone we usually had build up a relationship
with via phone and email contact) but due to certansons were unable to access those persons at th
time of the interview. This was the case for SEWW &KS.

9.3.2Reliability

Reliability refers to the collection of data that ¢redible, both internally and externally consiste
Internally consistent data means that the dataldhoe consistent over time and in varying social
contexts. Externally consistency is achieved byfyieg the data with other sources. Since ethndgyap
often deals with the perspectives of others, rebeas often rely on what other people tell thenis It

189 Neuman, W. L. (2003). Social research methods: Qualitative and quantitative approaches (5th ed.) Boston: Allyn and Bacon
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therefore also important to assess the credilfitynterviews. According to Neuman, reliability demls
on the researcher’s insight, awareness, questimasyiewing behavior from a critical stand pbiht

The reliability of the study can be related to thet that, as researchers, we remained criticaltiaed to
rely on observational intuition whenever neededsoAlwe believe that the data-collection strategy,
involving perspectives from various actors withime tfield of microfinance, allowed us to validate
information internally. There were instances whdratvmanagement said did not coincide with the field
officers’ stories and vice versa. In such casesisked further questions and related the divergeniths
other interviews in order to put together the pseoéthe puzzle. Furthermore, a copy of the stualy h
been promised to many of the organizations interete wherefore it would be in the interest of the
researchers to put forward accurate data.

9.3.3 Validity

Validity refers to the accuracy of the collected @malyzed data in relation to the question beindied.
Pragmatic validity and transferability are critetfi@mt can be used to evaluate the accuracy ofdy, ste.
the relevance of conclusions beyond the studyfifsel

The validity of the study is a judgment on how vib# collected data relates to the research guestiee
empirical findings provide a large set of data,ralating to the context of microfinance in Indiithin

the context, our aim was to identify the missionoajanizations as well as their outreach. Findhis
data is used to discuss the sustainability issub wéference to the Indian context. The researchers
believe that the context (legal regulations ancerimdl operations, methods of operation, services
provided, areas serviced) has been establishelg fa@ll with the data at hand. The mission of the
various organizations, both by asking them, andenMisg their operations, has also been well
understood. Due to the short time period of thelysthhowever, it was not possible to assess impact o
comparable level. However, a level understandietp{ed to mission, targeting, and services provided
allowed the researchers to indirectly assess impaerms of the access (and what this access neant
the people by interviewing clients) that poor peopkre getting to varying kinds of services.

170 Neuman, W. L. (2003). Social research methods: Qualitative and quantitative approaches (5th ed.) Boston: Allyn and Bacon

171 Neuman, W. L. (200350cial research methods: Qualitative and quantie&pproacheésth ed.) Boston: Allyn and Bacon
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10. Suggestions for Future Research

Marketing and Media: Throughout our encounter with various forms of SHEBFCs and various
banking institutions it became apparent that wofdmouth was the most common used form of
marketing and attracting to new clientele. Somerafinance institutions of those interviewed hadrse
the importance of marketing efforts such as KBS LwBich had intended on increasing its budget the
upcoming year. Although this was an affective arekpensive way of receiving new customers, little
research has been done within this realm of marfgedind microfinance. Furthermore, through the
channels that have been developed by microfinansétutions, further research could show the
effectiveness or lack thereof, of using microfinrametworks to disseminate information on new pregiuc
from a corporate view.

Women vs. Men: The majority of organizations that we studied kadying views on whether or not to
utilize a female workforce out in the field. Asnstantly examined throughout this paper, theregeeat
degree of regionalism in India. In certain ard®g are more conservative, it may be harder for @oto
work in villages where such behavior is frowned mpdn the other hand, there may be areas in which
women would be much more accepted and in fact pesfeover their male counterparts with sensitive
financial information. A study covering these diint regional socioeconomic factors in terms of
employing male or female field workers would befukhighly interesting.

Mclintosh’s Metrics: As explained in the analysis section, the reseasclvere unable to fully study all
of Mcintosh’s six metrics according to each orgatian. A highly interesting study would be to loak
each of the MFI structures and do a quantitativegarison on each organizational structure i.e.i@®ct
25 companies vs. NBFCs. This would give an ingightnderstanding on how each organization is best
able to serve their clientele according to thegalestructure.

The Environmental Aspects and Ethics in Microfinaec It is becomes evident from the results and
analysis in this study that merely access to ciedibt going to help the ‘unbankable’ become ‘lEbi&’

in contemporary terms where they have access tdirtaacial services that the average westerner has.
There is a need for education and empowerment hgsvBnances in order to bridge the gap betwéen t
poor and non-poor today. In a continued attemptetch these individuals, an issue that becomes
extremely pertinent is that of environmental impactd this is where we need to learn from the whagt

the poor live today. Is giving them credit to bdeato purchase a vehicle (or any other environnienta
hazard) really what is needed to make the disidbhubf resources more equal? This is something that
could be interesting to look at in future reseafEkamples from our study show that organizatioks li
Basix are trying to implement an environmentallpsgous mindset by providing farmers using biofuels
with tradable carbon credits. The question is whde the social, ethical and environmental
responsibilities begin and end when dealing witipewerment and poverty alleviation.
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APPENDIX A1

Table 1
Distribution of Microfinance Institutions by Institutional Type

% of Y% of
% of Sfemale subsidized
% of institutions % of assets borrowers horrowers Junds
Bank 10 55 25 6 18
MNongovernmental
organization (NGO) 45 21 51 75 61
MNonbank financial
institution (NBFI) 50 19 17 16 18
Credit union 10 4 6 4 8
Rural bank 5 1 1 1 0
100 100 100 100 100
Numbers total 346 institutions £25.3 billion 18 million 12 million $2.6 billion

Source: MicroBanking Bulletin sample, 2002-2004.
Note: The sample includes 346 institutions. Data on assets are available for 276 institutions; on borrowers
for 346; on female borrowers for 290; and on subsidized funds for 281.

172
Table 2
Profitability of Microfinance Institutions
Institutions Active borrowers
Number in Percent Number Percent sevved by
sample profitable {mellions) profitable institutions
Institution type
Bank 30 73 4.1 92
Credit union 30 53 0.5 57
Neonbank financial
imstitulion 94 60 2.6 75
Nongovernmental
organization 148 54 8.9 91
Lending method
Individual 105 68 7.2 95
Solidarity grouf 157 55 7.4 85
Village bank 53 43 1.6 67
Total 315 57 16.1 B7

Source: MicroBanking Bullelin dataset. Profitability is defined by a financial sustainability ratio above 1.
Credit unions include credit cooperatives.

Note: The table covers 315 institutions with complete data on profitability.
173

172 The tables were originally published in and hasnbeetrieved from: Robert Cull, Asli Demirguc-Ku&tlonathan Morduch,
“Microfinance Meets the MarketJournal of Economic Perspectivasol. 23 No 1, Winter 2009, pp 167-192
3 The tables were originally published in and hasbegrieved from: Robert Cull, Asli Demirguc-Kunt&nathan Morduch,
“Microfinance Meets the MarketJournal of Economic Perspectivasol. 23 No 1, Winter 2009, pp 167-192
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APPENDIX A 2

Table 3
Nongovernmental Organizations versus Nonbank Financial Institutions
and Banks

Nongovernmenial Nonbank financial
organizalions institulions Banks
For different Median For different Median For different Median
percentiles for if percentiles for i percentiles for if
this variable  profitable  this variable  profitalle  this variable  profitable
1) Portfolio at risk, 30 days
(%)
25th 0.74 0.81 0.91 1.20 0.539%* 4. 42%
Median 3.54 2.06 2.43%*
75th 7.59 6.91 5.25%*
2) Average loan size as a
percentage of income
at 20th percentile
25th 27 60 71 164 110 204
Median 48 160 224
75th 135 247 510
3) Active borrowers
(thousands)
25th 3.1 11.1 4.1 9.4 1.9 10.4
Median 7.4 9.9 20.3
T5th 23.0 23.0 60.7
4) Women as a percentage
of all borrowers
25th 63 B6 47 67 23 49
Median BH 66 52
Thth 100 94 58
5) Operating cost as a
percent of loan value
25th 15 21 13 16 74 11
Median 26 17 2
75th 58 24 21
6) Operating cost/active
borrower (PPP$)
25th 84 157 135 278 118 299
Median 156 234 299
75th 309 491 515
7) Real portfolio yield (%)
25th 15 26 12 20 9 14
Median 25 20 13
75th 37 26 19
8) Financial selfssufficiency
ratio
25th 0.78 1.14 0.86 1.16 0.99 1.10
Median 1.03 1.04 1.04
75th 1.17 1.22 1.15
9) Return on equity (%)
25th -10.5 11.4 7.9 14.4 1.6 15.1
Median 3.4 3.6 10.0
75th 13.8 17.8 22.9
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Table 3—continued

Nongovernmental
ONTATHZALTOTES

Nonbank financial
insiilulions

Banks

For different

For different

For different

Percentiles Median Percentiles Median Perceniiles Mediar
Sor this if Sfor this if Jfor this i
wvariable frrofitable weriable frrofitable wvarialie profitable
10) Return on assets {95)
25th -6.0 4.1 2.7 3.5 -0.1 2.1
Median 0.7 0.9 1.4
Thth 4.7 4.3 2.2
11) Subsidy/borrower
(PPP$)
25th 72 199 0 8 0 O
Median 253 32 0
T5th 659 747 136
12) Noncommercial
funding ratio
25th 0.31 0.53 0.16 0.41 0.00 0.03
Median 0.74 046 011
T5th 1.00 0.83 0.22

Note: Return on equity is adjusted net income divided by total equity. Subsidy per borrower numbers are
donations from prior vears plus donations to subsidire financial services plus an in-kind subsidy
adjustment plus an adjustment for subsidies to the cost of funds. The columns give the distributions of

each variable on its own:

the institution at the 25

=th

necessarily the same institution that is at the 25 percentile of another.
* Based on fewer than 10 observations.
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percentile for a given variable, for example, is not

“Microfinance Meets the MarketJournal of Economic Perspectivasol. 23 No 1, Winter 2009, pp 167-192

The tables were originally published in and haslre¢rieved from: Robert Cull, Asli Demirguc-Kunt &nathan Morduch,
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Appendix B

Households using:  Q 6 12 18 24 30 36 42

FORMAL SERVICES:
Bank savings

Pro-poor |ife nsurance

Bank loans

Cowventional life msurance

SEMI-FFORMAL SERVICES:
NGO/MFI savings I . I

NGOIMFI loans I I I

INFORMAL MUTUALS:
ASCA savings I I I

ROSCA
Saving-up club

ASCA loans

INFORMAL ONE-ON-ONE:

nterest free loan taken I - I

nterest free loan given I I
Purchases on credit I
Interest lean taken I . I
Acting as a Money Guard

Interest loan given

Going nto rent arrears
Saving with a Money Guard
Wage advance taken
Lending against pawn
Baorrowing against pawn
Labowr sold in advance

Venture capital taken

Hire-purchasing

Trade goods taken on credit
Trade goods given on credit
Servies supllied on credit
‘Wage advance given

Withholding wages

INFORMAL INDIVIDUAL:

Saving at home I - I

Saving on the person

Remitting cash home

-?ural poor quban poor u?ural upper-poor u.eran upper-poor .Rural near-poor nUri:v.an near-poor
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Appendix C 1

Table 1: Stages of Progress and the Poverty Cut-dff

Stage | Peru Western Uganda Andhra Gujarat, India Rajasthan,
(Cajamarca Kenya (West and | Pradesh, India
and Puno) Central) India
1 Food Food Food Food Food Food
2 Clothing Clothing Clothing House Clothing Primary
repairs education
3 House repairs House Primary Debt Primary education Clothing
repairs education payments
4 Purchase Primary House Clothing Debt payments Debt
small animals education repairs payments
5 Primary Small I House repairfroof ===
education animals
5] Purchase Renting a small
small plot of tract of land to farm
land as sharecropper

Table Two: Trends in Poverty Dynamics over 25 Years®

Escaped Became Change in

Poverty Poor Poverty
Rajasthan (35 villages) 11% 8% 3%
Gujarat (36 villages) 9% 6% 3%
Andhra Pradesh (36 villages) 14% 12% 2%
Western Kenya (20 villages) 18% 19% -1%
Uganda (36 villages) 24% 15% 9%
Peru (20 communities) 17% 8% 9%

Table Three: Principle Reasons for Falling into Poerty (In %)'"’

Rajasthan, | Gujarat, | Western | Andhra Uganda: Peru:
India India Kenya Pradesh, | Central & | Puno &
Reasons n=364 n=189 n=172 India Western Cajamarca

n=335 n=202 n=252

Poor health and
health-related 60 88 74 74 71 67
expenses

Marriage/dowry/new
household-related 3 68 69 18 29
expenses

Funeral-related

expenses 34 49 64 28 15 1

High interest private
debt

Drought/ irrigation
failure/crop disease

72 52 60

Unproductive 28 a
landiland exhaustion

175 pg 3. Krishna, Anirudh, Subjective assessmentsicimatory methods of poverty dynamics: The StageBrogress method,
Working Paper, pp 1-18, 2007
176 pg 5. Krishna, Anirudh, Subjective assessmentsicigmtory methods of poverty dynamics: The StageBrogress method,
Working Paper, pp 1-18, 2007
177pg 6. Krishna, Anirudh, Subjective assessmentsicigmtory methods of poverty dynamics: The StageBrogress method,
Working Paper, pp 1-18, 2007
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Appendix C 2

Table four — Social Analysis to mark level of poorass™

Social Groups

Type of Dwelling

Food Security

Land Idldings and

Other Resources

Main Livelihood Activities
and Coping Mechanisms

Health, Education and Social
Status and Access

A)Destitute
Household
thatched hut

(Ultra-Ultra Poor)

Small thatched hut

Low food security, g
hungry when sick or|
no work, also face
seasonal shortage an|
get food through
donation

High Dependence fo
food of those having
local Sal forest

0 No land and no assets

Do not have homestea(
diand and not received
land (ownership

patta
rights)

Those with access tq

local forest have high|
dependence on NTEP
(Non  Timber Forest
Products)

Sell trees, twigs,

or work in others homes

brancheg, Some have handicapped or si
leaves, NTEPs, exchange fish family members (a
j for food/paddy, some beg wor
as laborers, sell advance labi

recurring
problem) and are socially invisible
pr
Isolated from mainstreany
government programs and NG
activities

Children do not attend school an
adolescent girls cannot be marrig
due to the lack of funds for dowry
etc

AB)Destitute

women with no

house

(Ultra-Ultra
women)

No land and houseg

and often lives in
others houses

Low food security and
go hungry when sick
or no work. Also face
seasonal food shortag
and receive food
through donations

No Assets and do no
have land or a
homestead.
received patta for thei
land (ownership rights)

Have no

other’s homes

Very  few
government housing scheme

Wage laborer, sell firewood
beg, collect and sell dry leaves, elderly women.
work as midwives or work in

covered in

Sick, aged, incapable of work
Some ar

handicapped or deserted/divorced

Health of family members is 4
recurring problem.

Childern do not atten school an|
adolescent girls cannot be marrig
due to lack of funds for dowry.

B) Wage Laborer
and Poor Produce
Little/No

with
Farmland

(Ultra Poor)

Live in mud houses
with thatched roofs

2-3  months  food
available from farming
or seasonal wage
labour-seasonal
scarcity of food

Those having acces:

10 Kathas (720 sq feetO
Katha) of land with little
or no irrigation available

Most do not have land

rights (patta)

and sell handicraft
Coping mechanisms

deficit periods and migration.

|l Daily wage laborer. Produc
items|
includ
dependence on NTFPs in food children do not attend schoo|.

Work in fields, sand quarrieg

 Health status is problematic fror
time to time and are also affecte
2 by seasonal diseases. Mo

Mostly involved in the mainstrean
development process. Social stat|
is low and no influence or
decision-making at local level.

to local Sal forest| Those with access tg and brck fields throughout thg
collect wild food | |ocal forests rely on| year, Take advance payments
mainly in off seasons | NTFPs for labor from farmers and field
owners for work to be done o
a later date.
C) Moderate Poor Live in mud house 6-9 months of food| 1-4 Bighas (1 Bigha=| Engaged in wage labor of Can take care of health expens|

with thatched/ tin
roof

available from farming

14400 Sq. Feet) of land.

Those with access td

forest rely on NTFPs

year.

and leaves.

different types throughout thg
Some leasing of land.
Women engage in producin
handicrafts and collect fue
from local forests e.g. twigg

when necessary though recurrir|
expenses are hard to bear. Mos|
send children to primary an
secondary schools.

Main participants in development
processes and are beneficiaries
different schemes, bot
government and NGOs. Many a
members of SHGs an
cooperatives.

D) Middles Class
Middle

& Lower

Mud or Pucca
Houses with tin

Have access to fooqg
throughout the year

Over 4 Bighas of land

The middle class depends
agriculture by
vegetables, running shops a

growing

ohlealth Status is good except tho
with terminal illness or disability.
d Children attend middle and primar]

178 pgs 9-12. Mukherjee, Neela, Political Corruptiod éndia’s BPL Exercise, Development Tracks RTC (Kiteg Paper), pp

1-16, 2005
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Class

roofs

They collect the NTFPs
and also buy them from
the poor when needed

other multiple activities. Man

lease their land and livestock tp Many are politically active and ar¢
poor groups while some take

land on lease for cultivation

Employ wage laborers and have in local level decision-making an

housework help.

The lower middle clasg
cultivate crops, engage in pett
trade small production, sell fisl
and work as daily laborers.

schools and some attend colleg

®

leaders in local governance arld
political parties. They participatg

are in a position of influence

E) Well Off

Pucca House

Great food security

Self lig¢ and own
around 20 or more|
Bighas and machinery
They purchase NTFP:
from poorer groups whe
required

Grow jute, paddy, wheat

Many are service providers anfd undertake medical treatment whe
face less uncertainty and haye required.

the ability to make investment

to cope with risks. Many leas¢

their land and livestock.

Employ wage laborers for farn;
work and produce differen
items. Employ household
services.

Health Status is good and cdn

=

Children attend goog
schools and usually attend higher
education. Many live in large
cities and towns and return to the
villages from time to time.

As an elite group, they wield
considerable influence in decisiop
making in local governance.
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Appendix D1

Weekly Log of Field Study

WEEK 1 June 18-21st

At arrival in Delhi, we were hosted by the Talwamiily, who is involved in development issues. We
were introduced to the NGO Arpana, but were unawétke significance of the NGO to our study.

As the city of disembarkation was Delhi, and theresentative from Ashta No Kai happened to be én th
city, we were able to meet with her on thé"1& June 2009. The interview was informal, and the
interview began as a listening and learning proadksving the interviewee to share with us heruas
about the organization. Once the organizationakdpazind had been established, we introduced our
interest in microfinance and the focus shifter momeards the operations of the NGO and the rokedf
help-groups. We also took this opportunity to dséu further contacts within the microfinance fialdd

she was happy to oblige, giving us the name antacomformation of Sacchin Mandikar, a consultant
on development issues.

The interview was conducted at the Jawaharlal Néhmiversity, Delhi, where Armene was staying. It
took approximately two hours and notes were takerdase the transcription and analysis of the data.
With a 20 minute break in between, the two researctvere able to discuss the analysis procesidoat
already begun and develop a framework for furthegstjons. The interview was completed with an
informal luncheon where general development issuee discussed and a very open ambiance was
created between the researchers and Armene.

An interview was scheduled for the™af June at the Indian Habitat Centre, Delhi, amdmet Sacchin
Mandikar for an hour. The interview was conductattoors, in an informal manner, and with the use of
a dictaphone. An overview of microfinance evolutanmd market in India was given in a detailed lextur
form, again with learning and listening approachor® breaks allowed us as researchers to discess th
progression of the interview and ask pertinent tiois that significantly contributed to our knowtgdof

the microfinance landscape in India. Further cdstaere also established, among others, FrancésaSin
at EDA, and Radika who currently works for ILO khas previously worked with BASIX, one of the
largest and oldest MFIs operating in India.

WEEK 2 June 2% to 28th

Still unaware of the potential significance of Anga a rather low-profile NGO, we were invited tadh
with the executive officer of the organization. 8& more insight into the operations of the orgation
spurred us to pursue this lead and arrange adtiipaidhuban, in the outskirts of Karnal. In Madhulpan
stayed at the Arpana Ashram and met the entirelffamfio also works with development initiatives for
the poor including financial, health, and litergopjects. We arrived at Madhuban in the morningren
25" of June and returned to Delhi in the evening ef28".

Contact was established with Radika and but unimblaeet with her due to her being out of town and
hence, we decided to contact BASIX on our own. V@ked them and explained our interest in their
company after which we were able to book a medtingext week. We also spent much of this week
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trying to establish contact with various organiaasd working with microfinance. We set up an excs! |
consisting of organizations we had heard of andmmations we found on mixmarket.org. We picked the
largest and maximized the spectrum of our sampldlyding banks, co-operative banks, NBFCs, and
NGOs working with micro finance. The list includati the big names we found and the objective was to
try to get at least two companies of every kintbeégart of the study. Every day we made phone aatls
wrote emails to these countries and updated tiesséa confirmations for interviews were made.

WEEK 3 June 29to July 4th

On the 24 of June we met with Mr. Anoop Kaul, National Hezfd=inancial Inclusion for Basix, Delhi.
The interview was conducted at the Basix Delhi Hggdters in the boardroom. The interview was
informal in nature and there were no communicabarriers. Mr. Anoop Kaul was very obliging in
offering first an organizational overview which inded a PowerPoint presentation and then answering
guestions from the researchers. After the 90 mimterview, it was agreed that the researchers avoul
visit Basix’ urban operations in the outskirts c#lbi, as well as Basix’ KBS Bank in Hyderabad.

On the 38 of June, after a considerable hectic and long'salivay ride, the researchers arrived in
Dilshad Gardens early in the morning. There wewm#t the branch manager, Anurak Jain who showed
us around the office. An interview was conductedraea for 45 minutes with the branch manager. The
branch manager expressed that he would like tzeutilindi when unable to find the words in English.
Approximately % of the interview was conducted imgksh and the rest in Hindi. Again recordings ever
made during this process. The second intervievbeoconducted was with one of the three Field
Executives of the Dilshad Garden office, Naumannfddunately, the branch manager seemed not to
understand when asked if the interview could berimate and listened in when answers were given.
Although the presence of the branch manager waddso skew the answers given, the field executive
was very forthcoming and often answered sensitigstions without hesitation. Again the intervielgee
answers were both in English and Hindi with aboui€ifag in English.

Once the interviews at the branch office were cetepl, the researchers ventured out riding on the
motorcycles of two of the field officers, unfortualy with only one helmet provided. After a fiftee
minute drive, we arrived in an area that was refeto as the ‘slums’, but looked surprisingly less
Maira took the chance to conduct a number of intgrs. The first was with a male shopkeeper whose
mother had secured a loan for him to open up degireideogame and movie shop. The short interview
was conducted in the shop and grabbed the atteatitihe neighborhood. With over 20 onlookers, the
interview was cut short. The second person toteiiewed was the mother of the son who had sdcure
the loan from Basix. In order to avoid such lacgewds, the interview was conducted in the apartmen
of the woman where Maira and her sat on floor asdussed various issues for around 20 minutes. The
third and final interview to be conducted in thdtiddéield was conducted with one of the loan offe®n

the street. Again a crowd gathered, but fortugatelas noticeably smaller than the first.

The next stop was the daughter organization ofeéetdfoncern International, Planned Social Concern
which is registered as a section 25 company. Wedome in contact with the organization through a
microfinance summit that Mishka attended in SangDievhere he came in contact with Sean Carpenter.
At the head office in Delhi we met with Ravi Guptho is the Chief Officer of the organization. The
interview was conducted in his office and lastedaie hour and a half. The atmosphere of the ierv
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was pleasant and a great degree of depth was @dHeette@een the researchers and the Ravi where he was
extremely open to explaining the shortcomings efdhganization and future problems that it fac&éte
degree of depth the interview had was further ifatdld by Ravi's grasp of English. It was agreed
towards the end of the interview that the reseaschauld visit the field office of PSC in Jaipureth
following week.

The rest of the week was spent again contactingnizgtions in Pune, Hyderabad and Ahmadabad. By
the end of the week, we had one confirmation in Atlabad to visit SEWA Bank and two in Pune which
included Mann Deshi Cooperative Bank and Ashta do K

WEEK 4 July %'to 12

We arrived in the chaotic and ancient city of Jaipe capital of Rajasthan on th® & July. The next
day we interviewed Satender Pareek who is the hraranager of PSC at one of the two branch offices
in central Jaipur. The interview lasted for one thand encompassed the practical functioning of the
organization as well as a question and answeraessinfortunately, some sentences Satender fak mo
comfortable saying in Hindi, however, this only empassed around 116f the interview. On the
completion of the interview we had a chance tasd talk with one of the energetic field officengio
despite the presence of his superior outside thmravas quite forthcoming. Since he felt that beded

to say more, he drove us to our hotel where albagaay an intense conversation in Hindi pursuett wit
Maira.

On the " with the help of a conspicuous rickshaw driver vigited the field operations of PSC in the
outskirts of the branch office. There we met &dfi@ficer Meena Kumar who had worked with PSC for
three years. We accompanied her to two group ngetirthere Maira had the chance to ask the women a
number of questions. In order to ensure that Wias not an issue, we stressed the fact that we nagre
from PSC. Meena was also helpful and explainedh¢ovtomen that they should answer truthfully. On
completion of the meeting with each group, we foko a number of women who showed us the
businesses in which they had invested their loamkese included a bracelet manufacturing shop, a
blacksmith shop, a number of small kiosks and d@epgt That night we took a night train where we
rushed to the state of Gujarat.

We arrived in the densely populated city of Ahmathbn the 8 of July via train at 10 am. With our
meeting set at 11 am we had no time to spare daedfafding the most decrepit unsanitary hotelndi&,

we rushed to the bustling headquarters of SEWA Baskfortunately, the woman we meant to interview
was home sick and had not informed any of her aglies of our scheduled visit. Thus, we were forced
to interview another woman who was in charge o&ritey accounts and preparing reports for the board
and had previously worked on the welcoming committeSEWA. Hiral Shah proved to be a resourceful
and well knowledgeable individual and the interviess conducted in an informal setting outside the
main offices. Unfortunately, there were many d@istions which often cut sentences short when Hiral’
colleagues interrupted. The interview took apprately 80 minutes and covered the organizational
structure of the company and was followed by a gmesnd answer session by the interviewers. Since
was too late in the afternoon to follow the fielffiaers into the field by the time the interview sva
complete, we arrived at SEWA Headquarters the daxtand met with Mrunalini Machhar who spoke
Guijarati, Hindi and English and offered her sersias a translator. From SEWA headquarters, the two
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researchers, translator and field officer (Paragert¢hah) ventured into the field in the outskiofs
Ahmadabad city. There we visited with four fansliewho all had applied for loans for house-repair at
SEWA Bank and were awaiting approval by the fiefticer. One of the families refused to make a
payment for the previous loan, and after a conalwlerdiscussion finally agreed that they would {iey
next arrival of the field officer. Three interviewvere conducted in three different family housdbol
Each interview approximately took 20 minutes. Aftach interview we were allowed to observe the
day-to-day work of the field officer.

We arrived in Pune on the "Lbf July at 9:00 a.m. in stead of 7:00 a.m. whisitéd us to re-schedule
our appointment with Mann Deshi from the™df July to the 18. The co-operative headquarters are
situated in a valley about 300 km outside Pune theddrive takes four hours. On this we decided to
contact Armene, our other contact running operdtintpe Pune area. She met with us for coffee amd w
arranged a trip to the field for Monday 18f July. The rest of the Saturday and Sunday weostly
allocated for transcribing.

WEEK 5 July 18 to 19"

On the 1% of July we visited two of the villages by Ranjangavhere Ashta No Kai operates. We met
with Rautabai, who is a field worker and superviand comes from the town herself. She introduced us
to self help groups in both villages and showedarsund. The 14 was spent transcribing and also
moving. Armene put us in contact with a very niamily who agreed to host us for a couple of niglats
we shifted to the Kotbagi family in Aundh, the atleed of Pune.

On the 18 we got to visit Mann Deshi’'s head office in Mhasiand interview the founder, Chetna Gala
Sinha, the chief administrative officer, Vanita 1&tii, and also some interns who were working on
various projects over the summer. Vanita Shindbvigled an overview of the organization while Chetna
was able to give some insights on why the orgaioizatas started in the first place. Both intengew
were done in the lounge with minimal distractiomsl dhe final interview with the interns was highly
informal and also was conducted in the lounge. tin 16" we visited the field operations of Mann
Deshi. The field visit was made in Satara due toggaphical issues (it is the closest to Pune alogval
more time to be spent in the field than travelingthe car) which is the semi-urban branch of Mann
Desi’s five banks. We met with a field officer whe later found out to be a public relations offjddika
Chavan, women who had taken loans from the barg s#nior advisor and also the public relations
officer. At the time of the interview with Ulka seemed that a great deal of depth had been iache
however once we realized that she was in fact digublations officer, we changed our stance.
Furthermore, due to the public relations officeoa@$ing whom we were to meet, the interviews wete no
as promising as we would have hoped.

The evening of the 1Bwas spent transcribing and working on the praktiethod as well as background

of thesis. More information was needed to be foreghrding the government initiatives in development
during the past few years, and focus was laid @ tiAnother friend and benefactor of Armene Modhi

from Rotary International who ran an NGO-MFI callBt5SHA agreed to meet us later in the afternoon.
On arrival we were greeted warmly and conductezhgthy interview with three high level management
at the Pune Rotary Club: Mr. Shah and Jain andhanatnknown gentleman. That evening, we had a
chance encounter with an individual who, Mr. Vikrawho had many contacts with an array of people
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working in the field of microfinance. After the nmewy he contacted a number of his ex-colleagues in
Hyderabad and wished us farewell.

The 17" of July involved data transcription, and set-ughef data in the thesis was focused upon. In the
evening, we departed on a train towards Hyderabailal in Hyderabad was at 5:55 on the™& July

and after finding a residence, contact was re-bskednl with the organizations to be interviewed in
Hyderabad. Dates and times were fixed and people intormed that we are at site.

WEEK 6 July 26 to 26"

The sixth week began by answering back a numbenfils written by the prior colleagues of Vikram.
One individual, Vishal Bharat, worked at a privatguity firm called Caspian Advisors which invested
solely in microfinance institutions and thus hathsa great degree of knowledge. A meeting wasrset
Wednesday the 22where we discussed the problems and potentidteeahicrofinance industry in India
over breakfast. After our meal, we followed VishalCaspion where we had the chance to meet the
Chief Executive Officer and founder who surprisinglad previously been the CEO of Basix. An
informal interview in the conference room commenadutre again we listened to an insightful overview
of the microfinance market in India, investor expéons and evaluations as well as his own history
within the industry.

On the 2% of July, we were able to secure a short yet infiglinterview with another private equity
provider, Unitus. Unitus has invested quite sulifdliy in start-up MFIs and was one of the mainigqu
providers to SKS. The interview was done on oubiedelephone using the speaker-phone function and
the full interview was recorder with the use of dDictaphone. Initially we had troubles with
communication due to the undependable Indian telemanications but eventually we were able to
understand one another.

The next day Mishka went to the field to observesS#perations alone due to Maira having to sperd th
night at the hospital because of a short run-irhlie ‘Delhi Belly’. At 6:30 Mishka met with Suma
Prateysha who works as within communications ancaR@Rdrove to Ghatkesar which is an hour and a
half outside of Hyderabad. From the get-go it wpparent that this was solely a PR trip where a pre
planned schedule had been written and there walksopetion on the researchers part to chose whom to
speak with and where. Furthermore, a certain naopetum was required of the researcher in order to
view the operations. Mishka attended one meetmugisting of 20+ women who, Suma, one field
officer, one branch manager and one unit managere @he meeting was observed, loans were collected
and disbursed the researcher was able to do a Gh&rA with the women. Questions were translated
from English to Tengalu and visa-versa for answrsugh the help of Suma. Unfortunately this
allowed for short questions and answers, hence thas not that much depth. After the group meeting
Mishka was able to visit the branch office wherenas able to briefly speak with the Unit managet an
the branch manager. Again, some translation wagined; however, the branch manager was able to
speak some English. After a drive back to SKSdaearters, Mishka was set to meet the Vice Presiden
of communications, however due to some bookingeisdie was unable to attend the meeting. Thus a
semi-formal interview was conducted with anothember of communications, Ms. Kashmi who went
through a power point presentation of SKS and aresivguestions in the Vice President’s office.
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The following day both Mishka and Maira met witretklice President of Planning, S.B. Sadanand and
his subordinate, Ramalingeswar Rao of Share Microfnited (SML). After a short introduction of the
purpose of our project, we were able to go throaiglower point presentation of SML. Throughout the
presentation we were allowed to ask numerous auestand a great deal of depth was created.
Afterwards, it was agreed upon that we would be &bWisit the field operations of SML on a latetel

WEEK 7 July 27 to August

On the 28 of July we were able to visit the operations ofKBAB, a subsidiary of Basix and the only
Bank MFI on the entire subcontinent. Initially welieved that the interview would be conductedchia t
prior formats however we soon learned that this avagorkshop set up for a number of MFIs looking
towards initiating a bank model. In total thererav&6 people from Bangladesh, Nepal, Viet Nam, The
Philippines, Australia, India and Singapore. Th&twvas organized in part by the Basix Livliehood
School and a number of consultants for microfinan@nce we arrived in the village we were able to
listen to a presentation by the managing diredtammath Dalai who also took on questions from us as
well as the members present. The questions vanddrovided interesting insights into the expéeotat
and trepidations of MFIs operating in Asia. Aftetour around the office we visited an outlyindadle
where we met with a number of local farmers andydproducers who answered our questions and
showed us the dairy initiative that was funded digioloans of KBS LAB. Overall, the depth and btbad
of the topics covered were invaluable and the médron received was not only helpful for the cdilec

of data from KBS LAB'’s but also in terms of the ca#t MFI market.

WEEK 8 August 3 to 9"

During the last week in India, our work consistedstty of transcribing and an initial phase of cagin
and analysis. After all the transcriptions wereaone divided up the work between the researchads a
began extrapolating information to present in ttieia paper.

175



Appendix D 2
Inferred Guiding Concepts and Relating Concepts
1. MFIs make an impact on peoples livedBrau & Woller 2004)
a. How are they making a difference from the managein@erspective?
b. How are they making a difference from the loancaifs’ perspective?
c. How are they making a difference from the borrowgesspectives?
i. How do they see the MFI?
1. Loan officers?
2. Entire organization?
3. Management?
ii. Is it making a significant impact on their lives@sRive or negative?

1. What percentage of their total financial transaxtiflending, borrowing,
savings, insurance etc.) can be attributed to tHels®1 Informal?
Formal? Other MFIs?

2. If MFIs are profitable and sustainable, they make &igger on peoples livegMorduch 2000)
a. How much of your total capital is provided througibsidies?
b. How people do you reach out to?
c. Size of average loan?

d. What does the cost structure look like? (Traneaatiosts, Cost of capital, Management
and Operative costs, Regulatory Costs, Other)

e. How are they making a difference from the managein@erspective?
f. How are they making a difference from the loancaffs’ perspective?
g. How are they making a difference from the borrowpesspectives?
i. How do they see the MFI?
1. Loan officers?
2. Entire organization?

3. Management?
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ii. Is it making a significant impact on their lives@sRive or negative?

1. What was their situation before they met the MAig avhat is it like
today?

2. Where on the poverty scale are they from theirgeative in comparison
to their social surroundings?

h. What percentage of their total financial transatialending, borrowing, savings,
insurance etc.) can be attributed to the MFIsdrin&l? Formal? Other MFIs?

3. Sustainable MFIs have higher interest rategMorduch 2000)

a. How do you set your interest rates (which factday ja role)

b. What is your average interest rate

c. Do you target specific clients (which clients reegseek your services)
4. MFIs missions will vary from NGOs to sustainable MFls (Dichter 1996)

a. Do loan officers have the same mission as manag@men

b. How do the management and the loan officers comcaie?

c. How is the mission communicated within the orgatizre?

d. How do they ensure that the mission is followed?

e. How people perceive the mission?

f. Has the mission been communicated to the people?
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Appendix E 1

The following tables provide an overview of all thgerviews that were conducted in this study. The
tables summarize the place and time of intervied gime a brief description of the setting and asces
The interviewees have been divided into categamrding to whether they represent management,
field workers, and clients or are independent ef dhganization. First we present the ten orgarunati
and after that the three independent interviews thlated to the findings and anlysis relating le t
contextual setting.

The categorization is as follows:

A=Management

B= Field Workers

C= Clients

I= Independent (Not directly associated with orgardation but holding significant relevant knowledge)
ORGANIZATION 1: ARPANA

FORM: NGO

LOCATION: MADHUBAN, HARYANA

BRIEF DESCRIPTION: The interviews conducted with Arpana were in @as settings. As we stayed at the
Ashram in Madhuban, which also in the premisestli@r offices, some of the interviews were condudteste.
Other interviews were conducted out in the fieldthe various villages around Madhuban. Althoughwgited
about five villages, interviews were conductedhiree, Araypura, Sadarpur and Darar as these werents where
SHG meeting were witnessed. The table below previlesummary of all the interviews conducted witthiis
organization.

Post Date Time/ Place Name Description Access
Length
(A)Chief 22.06.2009 13:57/ Arpana Deepak Introduction to Semi informal
Executive 30m Delhi Dayal organization, deep access. Easy
Director Headquart historical to talk to. Good
ers perspective, small English. Sincere.
amount focused on
microfinance-
entrance into
organization
(A,B)Manage | 25.06.2009 10:42/ Araypura Aruna Background to Semi-formal,
ment/ Field Dayal Arpana and the focused, deep
worker 11m14s SHGs, how they access. Good
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function etc

English.

(C) SHG 25.06.2009 11:13/ Araypura Introduction by Group setting,
women Aruna followed by a leaders voices
28m24s discussion with the came forth.
women of the SHG Individual opinions
not captured.
Hindi Only
(B) 25.06.2009 11:37/ Araypura Aruna introduces us Good access, very
Accountants to accountants and brief interview.
13m4é6s we ask about record Poor English.
keeping, mission etc. | Some Hindi.
Mostly practical
operations discussed
(B) Health 25.06.2009 11:52/ Araypura Harsha SHG trainer gives her | Medium Access-
Worker/Trai perspectives on the not knowledgeable
ner 14m24s groups progression about certain
questions. Only
Hindi.
(C) 25.06.2009 12:30/ Sadarpur Woman talks about Interruptions
Representati groups and loans made, no English,
ve of 07m38s taken by them hard to
women’s understand due to
federation Hindi dialect.
(B) Field 25.06.2009 12:41/ Sadarpur Kishan Kishan talks about Good Access.
Worker what he works with Hindi Only.
03m13s and what he thinks
about the SHGs
(C) SHG 25.06.2009 1:06/ Sadarpur Ask women about Tried talking to
Women changes, compare women
6m55s before and after, individually but
what men think etc group dynamics
overplayed the
efforts of this.
Hindi only.
(A) 26.06.2009 Madhuban | Anne In open office. Talked | Good access.
Managemen Robinson about organizational | Open, informal
t/ Director structure, funding, atmosphere.
Resources challenges etc Excellent English
(B) Field 26.06.2009 Darar Mamta Interview in the car. Ok access. Less
Worker Rehal SHGs, vocational knowledgeable in

training, insurance
services etc

areas of question.
Car caused
interruptions.
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Very repetitive
answers.
(C) SHG 26.06.2009 Darar Women talk about Information
Women what thehave done saturation reached
with their loans and and no new
respond to our information found
questions about ininterview. Very
changes chaotic situation.
Less organization
in group.
(A,B) 26.06.2009 Madhuban | Aruna Background of Evening tea,
Managemen Dayal Arpana, the spiritual informal
t/ Field mission and how it discussion, very
Worker has guided the family | cozy atmosphere,
very articulate
ORGANIZATION 2: BASIX
FORM: NBFC, loaning
LOCATION: SHAHADARA, DELHI
BRIEF DESCRIPTION :
Post Date Time/ Place Name Description Access
Length
(A)National 29.06.2009 Basix Head Anoop Powerpoint Professional
Head- Office- Delhi Kaul presentation of atmosphere.
Financial company, Management
Inclusion followed talk, some depth
management covered. Good
perspective done | English Skills
in the Basix
conference room.
(A, B) Branch | 30.06.2009 10:43/ Basix Urban Anurak Description of Attempt of
Manager- Branch- Jain operations and professional
Urban 30ms56s Shahadara, his background atmosphere.
Operations Delhi and interest in Lack of private
the field. office. Easy to
talk to, but
seemed nervous.
Medium English,
minimal use of




Hindi in certain

instances.
(B) Field 30.06.2009 11:12/ Basix Urban Albert Description of Semi-
Executive- Branch- background, professional,
Urban 27m40s Shahadara, more articulate
Operations Delhi than superior.
Medium-good
English Skills.
Minimum Hindi.
Questionable
access due to
branch manager
being present.
(C) Two Shop | 30.06.2009 12:05/ Pirated Interview Shop keeper
Owners- DVD/game conducted in maybe was a
Shahadara 10m23s shop, shops physical little
slums Shahadara location near the | embarrassed
slums branch office. 20 | due to amount
people crowding of people.
interview.
Discussed loan
(B)Field 30.06.2009 12:15/07m0 Nauman Interview Medium access,
Executives- Os conducted on the | distractions from
Urban street, bikes and onlookers and
Operations people crowding. | passers by.
Talked about Medium depth
process of of information.
acquiring and Only Hindi
retaining clients
(C)Woman 30.06.2009 20m In her home unknown Informal, on Good access,
client floor. Talked environment

about other
lenders, use of
loan, future
ambitions etc.

provided good
observational

opportunities.
Only Hindi

ORGANIZATION 3: PSC (PROJECT SOCIAL CONCERN)

FORM: SECTION 25

LOCATION: HEADQUARTERS IN DELHI, BRANCH OFFICES AND OPERATIGSIIN JAIPUR, RAJHASTAN.

BRIEF DESCRIPTION:




Post Date Time/ Place Name Description Access
Length
(A) Chief 30.06.2009 | 16:27/ Head office, Ravi Gupta | Office Good Access,
Operations Safdarjung atmosphere. good English.
Officer 1h26m46s Enclave - Talked about | Open to talking
Delhi company about the
description, challenges and
challenges, shortcomings of
and general the
MFI market organization.
(A,B) Branch | 07.07.2009 11:27/ Rural Branch Satendra Semi-formal Medium Access
Manager, Office, Pareek atmosphere. and English.
Bakhrota 1h17m32s Bakhrota, Talked about | Some depth
Jaipur the reached. Few
operations of | disruptions,
PSC and the however hard to
role of a understand
branch accent and noisy
manager. atmosphere.
(B) Field 07.07.2009 50 minutes Rural Branch  |[Nauman Interview High degree of
Officer Office, conducted in access and
Bakhrota, office in depth. More
Jaipur and informal access reached
vehicle setting when interview
without the conducted in
presence of car. Hindi Only
superior.
Interview
continued in
vehicle on the
way home.
Talked about
being a loan
officer and
the problems
with HR
Issues.
(C) Women 08.07.2009 8:53/ Village Hatoz Smaller group | Smaller group
of SHG group consisting of allowed
23m48s 17 people. penetration on
Talked about an individual
what loans basis. Good

were used for
and

access. Field
officers
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empowermen
tissues.

presence
seemed not to
affect answers.

Only Hindi
(C) Women 08.07.2009 Village Hatoz Larger group. | Lots of
of SHG group Minor disruptions.
questions Large
asked argumenet
consisting of consisting of
what they around ten
had invested people in the
the money in. | background.
Only Hindi
(B) Loan 08.07.2009 10:12/ Village Hatoz | Meena Informal Medium Access,
Offcer Kumari meeting over | very informal
20m01s acup of teain | Hindionly
Field Officer’s
house.
Discussed HR
issues and
background
(B) 08.07.2009 11:19/ Branch Shiu Talked about Bad Access,
Accountant 08mO08s Office accounts and Hindi only,
future of the problems with
company communication,
many
misuderstanding
s
ORGANIZATION 4: SEWA BANK
FORM: WOMEN’'S COOPERATIVE BANK
LOCATION: AHMEDABAD, GUJRAT
BRIEF DESCRIPTION:
Post Date Time/ Place Name Description Access
Length
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(A) 09.07.2009 13:27/ SEWA Bank, Hiral P. In reception Person who we
Directors Ahmedabad Shah area, manu arranged
Assistant S7m4d4s distractions, meeting with
loud noises, a | was not there,
lot of no one knew
management | we had a
talk meeting, bad
access. English
Only.
(B) Rural 10.07.2009 | Conducted | Auto- Mrunalini Talked about | Informal,
Officer over the rickshaw, in Machhar her job, how medium
entire the field, and she sees the access, limited
field visit in peoples’ company and | knowledge
of about houses future about issues,
an hour ambitions shy of opposite
gender. English
and Hindi
(B) Urban 10.07.2009 | Conducted | Auto- Paragi Talked about | Informal, good
Areas Field over the rickshaw, in Hitenshah her job, access, some
Officer entire the field, and products problems with
field visit in peoples’ offered by communication
of about houses the company, | due to use of
an hour and future Gujrati dialect.
ambitions Hindi only.
(C) Client 10.07.2009 10-15 min | Inclient’s Gangabein | Informal, Spoke only
house talked about | Gujrati so
reasons for questions had
loaning and to be
how she translated, but
came in access seemed
contact with relatively good,
company open and
informal,
happy to talk
to us
(C) Client 10.07.2009 10-15 min | Inclient’s Savitribein | Informal, Spoke only
house talked about | Gujrati so

reasons for
loaning and
how she
camein
contact with

questions had
to be
translated, but
access seemed
relatively good,
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company open and
informal,
happy to talk
to us
(C) Client 10.07.2009 10-15 min | Inclient’s Jayabein Informal, Spoke only
house talked about | Gujrati so
reasons for questions had
loaning and to be
how she translated, but
came in access seemed
contact with relatively good,
company open and
informal,
happy to talk
to us
ORGANIZATION 5: MANN DESHI BANK
FORM: WOMEN’'S COOPERATIVE BANK
LOCATION: MHASWAD, MAHARASHTARA
BRIEF DESCRIPTION:
Post Date Time/ Place Name Description Access
Length
(A) Chief 15.07.2009 Mann Deshi | Vanita Interview at | Medium access,
Administrations head office, | Shindi reception less knowledge in
Officer Mhaswad area, certain areas of
informal. operations.
Talked about | Seemed honest.
general Medium English
background
and
operations
(A) Founder 15.07.2009 Mann Deshi | Chetna Gala | Interview at | Open, good access,
and head office, | Sinha reception didn’t need much
Chariperson Mhaswad area, probing, some
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informal.
Talked about
general
organization,

misunderstandings,
English only

start-up,
mission and
experience
(B) Interns 15.07.2009 20 min Mann Deshi | unknown Interview at | Good access, very
head office, reception knowledgeable,
Mhaswad area, some relevant
informal. information given,
Provided very open and
insight to good English.
impact
assessment
(A, B) Field 16.07.2009 1h In the Satara
Officer and Branch,
Public Relations Urban
Officers Operations
and in the
field
(C) Two women | 16.07.2009 45min At one
from separate woman’s
JLGs shop and
other’s
house

ORGANIZAZTION 6: ASHTA NO KAI

FORM: NGO

LOCATION: OPERATIONS IN VILLAGES IN OUTSKIRTS OF PUNE, MAHARBHTARA

BRIEF DESCRIPTION:
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Post Date Time/ Place Name Description Access
Length
(A) Founder | 15.06.2009 2 hours Jalawal Armene Interview Good
and Nehru Modi conducted at access,
Chairperson University, lounge at seemed very
Delhi hostel. Private | honest and
setting, insight | open.
into overall Willing to
operations and | talk about
history challenges,
very good
English
(B) Field 13.07.2009 Over the Nimgaon Vigayanta Interview Minimal
worker. course of Bhogi Raut conducted in Access.
Only entire field the car as well | Limited
employee in visit (4 as while Hindi and no
the field. hours) walking English. Due
around. Mostly | tothisa
observational translator
was needed.
(C) Women 13.07.2009 Nimgaon Informal group | Poor access
from SHG Bhogi interview. due to high
Mostly about level of
usage of loans. | distractions
Much and
observational linguistic
material barrier.
collected Seemed
staged (later
verified by
Armene)
(1) Gram 13.07.2009 Nimgaon Formal Poor access.
Sewa Bhogi interview in High level of
local office. distractions,
Talked about hard to
his role and understand
government Hindi
intervention Accent.
including BPL Diffucult to
selection engagein
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process. conversation
(C) Women 13.07.2009 Village Met women High access.
from SHG adjacent to who agreed Many
Nimgaon meet us during | women
a time when spoke Hindi
they normally and
would not have | translator
a meeting. was not
Discussed needed.
impact of NGO, | Setting
loans, and allowed
empowerment. | individual
questions.
ORGANIZATION 7: SKS
FORM: NBFC
LOCATION: HYDERABAD, ANDHRA PRADESH
BRIEF DESCRIPTION:
Post Date Time/ Place Name Description Access
Length
(B) 24.07.2009 8m Car Suma Short informal Low access.
Represetative of Prateysha interview Little relevant
Communications conducted in a information
and Public vehicle on the procured.
Relations way to Interviewee
Department at Ghatkesar unable or
SKS unwilling to
reply on
certain
sensitive
questions
(A,B)Branch 24.07.2009 33m Ghatkesar Unknown Short and Low access.
Manager formal interiew Branch
conducted at manager had
the Branch limited
office in English.
Ghatkesar Translation
services were
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provided by
the Sum
Prateysha and
thus were
unreliable.
Many
instances
where
answers were
changed after
heated
discourse with
the PR
Representative

(C) Group 24.07.2009 15m Ghatkesar Unknown Informalshort Low Access.
Women SKS Branch question and Again
office answer session translation
in the field at serices were
Ghatkesar provided by
Suma and thus
a high degree
of unreliability.
Branch
manager was
present even
though this is
uncommon
practice at
normal
proceedings.
(A,B) Vice 24.07.2009 | 55m SKS Head Ms. Kashimi | Long formal Low to
President of office, interview medium
Planning Secunderbad conducted in access.
Assistent and the Vice Interviewee
Midlevel President of refused to

manager within
Communications
and Public
Relations
Department

Communications
Office

answer certain
questions and
avoided
certain other
areas. High
level of English
and no
translator
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needed.

ORGANIZATION 8: SHARE MICROFINANCE LIMITED
FORM: NBFC
LOCATION: HYDERABAD, ANDHRA PRADESH

BRIEF DESCRIPTION:

Post Date Time/ Place Name Description Access
Length

(A) VP 25.07.2009 1h49m SML S.B. Sadanand| Formal High level off

Planning & Headquarters, | & meeting in access. Not

Dy. VP Secuderbad Ramalingeswar smL’s main | difficult to ask

Planning) Rao boardroom | sensitive
where a questions and
presentation | a deep level
of the of the

organization

organizational

was gone development
through was covered.
along with a | The entire
Q&A session | interview was
conducted in
English where
no translator
was needed.
ORGANIZATION 9: KBS LABS
FORM: RURAL BANK
LOCATION: HYDERABAD, ANDHRA PRADESH
BRIEF DESCRIPTION:
Post Date Time/ Place Name Description Access
Length
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(A) CEO 28.07.2009 2h 13m KBS LAB Manmath Informal High Access.
Headquarters | Dalai presentation Presentation

and Q&A conducted
session in the in good
boardroom of English.
KBS LAB with Questions
13 other concerning
participants sensitive
present areas were
including 3 answered
other honestly in
representatives | the format
of high level ofa
management workshop.
at KBS

ORGANIZATION 10: DISHA

FORM: NGO-MFI

LOCATION: OPERATIONS IN VILLAGES IN OUTSKIRTS OF PUNE, MAHARSHTARA

BRIEF DESCRIPTION:

Post Date Time/ Place Name Description Access

Length
(A) Board 16.07.2009 1h 28m Rotary Mr. Informatl Good Access.
Members International, | Mukherjee, interviewee Medium
Pune Mr. Shah, conducted at | engliush
and Rotary utilized
Unknown International | however a high

Pune
Headquarters
ina
boardroom

level of depth
created where
macroeconomic
challenges for
microfinance
were covered
and
organizational
background.
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Independent Interviews Relating to Contextual Setti

INDEPENDENTINTERVIEW A : SACHIN MARDIKAR,, Directior — Consulting & Operations at Agriwatch

FORM: OCNSULTING AGENCY
LOCATION: OFFICE INDELHI

BRIEF DESCRIPTION: Agriwatch is a capacity building organization wimdk particularly with livelihood
development in the agricultural sector. This inkawwas conducted on the1@f June 2009 at 8:57 p.m and lasted
for 59m49s. The interview was conducted at the taaliLenter in Delhi. The interview was very infotnzend
provided a very comprehensive picture of the mioaofcail landscape in India. Sachin has been wgrkiith
development issues for many years.

INDEPENDENT INTERVIEW B : VISHAL BHARAT, Director — Investments at Caspian Advisors PriVate

S. VISWANATHA Founder of Caspian Advisors

FORM: PRIVATE EQUITY INVESTMENT FIRM
LOCATION : OFFICE IN HYDERABAD

BRIEF DESCRIPTION : This interview was conducted on thé'2@f July 2009 at the boardroom of Caspian
Advisors in an informal setting. A high level ofcass was created with excellent English. Theviger lasted for
40 minutes after a luncheon conducted with VisHzdit

INDEPENDENT INTERVIEW C: GANESH RENGASWAMY, working at UNITAS

FORM: EQUITY INVESTMENT FIRM
LOCATION : OFFICE IN BANGALORE

BRIEF DESCRIPTION : This interview was conducted on thé“a# July 2009 in the form of a telephone
interview lasting 30 minutes. High level of accessated with a good level of English. However giconstraints
did not allow for deeper analysis.
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APPENDIX E 2

BASIX CORPORATE STRUCTURE

Total assets under management — Rs 400 crore
Multiple entities to deliver a range of Livelihood Promotion Services

Invests Equity Provides Strategic Guidance

[

| Indian Grameen Services

Provides Financial amd
Technical Services

Provides Entire garmut of Finarncial
Services

Em}y fevel ard On the Job Traitying 179

Energy & Emvirornment, Clinate Change

This image shows the corporate structure of the IB&SHolding Group. The organizations that have
been discussed in this paper are BSFL (Bharatiyar@&#dhi Finance Ltd) and KBS LAB (Krishna
Bhima Samruddhi Local Area Bank). Due to their idistlegal structure, these two entities have been
treated as separate organizations in the resudtamalysis of this paper.

BSFL is the non-banking financial company that destourse loans but cannot accept deposits. Dueeto t
core beliefs of the founder (the first need of ploer is savings) he struggled with regulatory isstoeget

a permit to accept savings. When this was not plesdie started working for a permit on a bank &and
2001 received a permit to start a local area bdBIS.

19 |mage taken from official website of Basix IndisRL
http://69.89.31.196/~basixind/index.php?option=com_content&task=view&id=28&Itemid=
215 [cited 20090908]
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